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M o n e y  M a r k e t  in  D e c e m b e r

Substantial withdrawals of currency from the Reserve 
Banks, by member banks, to meet customers’ require
ments for the holiday trade, and payments out of the 
market into the Reserve Banks for a new issue of 
Treasury bonds, caused a further reduction in member" 
bank reserves during the first half of December, despite 
a continued large inflow of gold from abroad. The re
duction was chiefly in New York City with smaller 
declines in other parts of the country. The amount of 
excess reserves held by the banks remained so large, 
however, that the reduction had no visible effects on the 
money market situation. Around the middle of the month 
excess reserves in New York City were about $2,450,- 
000,000, as compared with nearly $3,000,000,000 at the 
end of October, and for the country as a whole amounted 
to $4,850,000,000, or $680,000,000 below the peak of 
$5,530,000,000 reached on October 25.

A moderate upturn in excess reserves occurred outside 
New York, in the week ended December 20, and a sub
stantial increase in New York in the following week. 
An acceleration of the increase is expected in January 
as a result of the seasonal decline in the amount of 
currency in circulation, net Government disbursements, 
and further inflows of gold.

As the accompanying chart shows, net withdrawals 
of currency from the Federal Reserve Bank of New 
York during the past year have been far greater than 
in other recent years. On December 27, the amount of 
currency outstanding through this bank was approxi
mately $255,000,000 larger than on the corresponding 
date a year previous. The comparable increase during
1938 was only $75,000,000, and in 1937, when business 
activity declined sharply in the closing months of the 
year, there was a small net reduction. For the country 
as a whole, the increase in the volume of currency out
standing during 1939, while not proportionately as large 
as at New York, has also been much greater than in pre
ceding years. The net increase in 1939 was about 
$750,000,000, as compared with an increase of 
$340,000,000 in 1938 and little net change in 1937. The 
unusually large demand for currency during the past 
year has reflected larger payroll requirements, incident 
to rapidly expanding industrial production in the latter 
part o f the year, shipments o f United States currency to 
foreign countries, especially in the period preceding and 
following the German occupation of Czecho-Slovakia last
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spring, failure of tourist money to return to this country 
in the usual volume, and some foreign demands for 
United States currency within this country— all com
bined with a continuation of the upward trend, appar
ently attributable to the use of currency in place of 
checks, that has been noted in recent years.

In general, however, the effects on bank reserves of 
the large demand for currency in recent months, have 
continued to be more than offset by the heavy flow of 
gold to this country. During the last quarter of 1939 
the increase in the United States gold stock has averaged 
about $230,000,000 a month, an amount substantially in 
excess o f the current rate of gold production throughout 
the world, despite war-time restrictions imposed in 
belligerent countries on movements of capital for private 
accounts, which had been responsible for a large part 
of the gold flow to the United States before the war 
began. Some of the gold shipments in the last quarter 
of 1939 apparently were to cover commitments made here 
by foreign countries before the beginning of the war, 
some covered payments for the continued excess of our 
merchandise exports over imports, and some reflected 
transfers of funds to the United States by neutral 
countries. As a consequence of this continued heavy gold 
movement to the United States, it appears that, disregard-
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ing more or less temporary influences such as payments 
for new securities sold by the Treasury and by Govern
ment agencies, the underlying trend of member bank 
excess reserves is still upward.

Apparently reflecting this situation with respect to 
member bank reserves (as well as the character of the 
war in Europe), and also continued accumulations of 
funds for investment in institutions such as insurance 
companies and savings banks, prices of high grade 
securities have advanced further during the past month, 
despite the temporary decrease in excess reserves, and 
security yields have declined accordingly. In the first 
half of the month prices of high grade securities showed 
little net change as the markets were inactive, apparently 
awaiting the outcome of Treasury financing operations, 
but in the latter half of the month a fairly strong rise 
occurred. Yields on long term Treasury bonds reached 
the lowest average levels since August 23. In this period 
sales of Government securities from the Federal Reserve 
open market account were resumed, and the account 
showed a net reduction of about $23,000,000 in the two 
weeks ended December 27. Prices of the highest grade 
corporation bonds also were firm during December and 
yields declined to the lowest levels since the third week 
of August, and yields on high grade municipal securities 
reached new low levels. Short term money rates were 
virtually unchanged.

Money Rates in New York

Dec. 31, 1938 Nov. 30, 1939 Dec. 28, 1939

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans................. * 1 *lV x
Prime commercial paper 4-6 months. . . Vs v?-Ys Mr Vs
Bills— 90 day unindorsed......................... % % %
Average yield on Treasury notes (3-5

years)........................................................ 0.69 0.60 0 . 47f
Average yield on Treasury bonds (not

callable within 1 2  years)...................... 2.48 2.38 2.30
Average rate on latest Treasury bill sale

91 day issue............................................ ** 0.015 0.007
Federal Reserve Bank of New York

discount rate........................................... 1 1 1
Federal Reserve Bank of New York

buying rate for 90 day indorsed bills. Vi

^Nominal.
**Is3ue sold at par.
tChange of +0.07 in average yield due to inclusion of the new issue of 1  per cent 
Treasury notes maturing September 15, 1944, and dropping of the 1 %  per cent 
Treasury note issue maturing December 15, 1942, because it matures within three 
years.

M e m b e r  B a n k  C r e d it

Total loans and investments of weekly reporting mem
ber banks in New York City rose somewhat further to 
new high levels in the four weeks ended December 20, 
largely because of a substantial increase in loans to 
security brokers and dealers, which apparently was 
related chiefly to Government financing operations in 
December. Holdings of direct obligations of the Govern
ment showed little net change, despite purchases, of the 
new Treasury bonds issued on December 8, as a moderate 
increase in holdings of Treasury bonds was largely offset 
by a reduction in Treasury bill holdings. In the third 
week of December acquisitions of the new issue of 
Treasury bills were substantially less than the amount of 
maturing bills held by the New York banks, as higher bids 
for a substantial part of the new issues were received 
from other banking institutions and industrial corpora* 
lions, which apparently wished to acquire the bills for 
year-end statement purposes. Holdings of Government

guaranteed securities showed a further small increase. 
Commercial and industrial loans were reduced slightly, 
apparently reflecting a belated seasonal decline.

In other reporting cities throughout the country there 
was also a fairly substantial increase in total loans and 
investments, which again was due in part to an increase 
in loans to security dealers. In these banks there was 
some further increase in commercial and industrial 
loans, contrary to the usual seasonal tendency, and hold
ings of Government and other securities also increased 
moderately. Investments in Treasury bonds increased 
more than $100,000,000, largely as a result of purchases 
of the new issue of December 8, but in these banks 
holdings of Treasury notes were reduced by more than 
$50,000,000 during the four weeks ended December 20, 
and holdings of Treasury bills and Government guaran
teed obligations also showed some net decline.

Demand deposits declined somewhat in the New York 
City banks during the four week period, but increased 
further in the 100 other principal cities that are covered 
by the reports, to reach new high levels.

G o v e r n m e n t  S e c u r i t i e s

Allotments on public subscriptions to the new issue of 
2 per cent Treasury bonds of 1948-50, which was 
offered November 28 and dated December 8, amounted 
to $521,347,000, including $21,693,000 which was allotted 
to subscribers for amounts of $5,000 or less, who specified 
that delivery be made in registered bonds 60 days after 
the issue date; in addition, $50,000,000 of the new bonds 
were sold to Treasury investment accounts. Following 
the completion of this “ new money’ ’ financing, the 
Treasury on December 12 announced a refunding opera
tion involving the issuance of 2%  per cent Treasury 
bonds of 1951-53 and 1 per cent Treasury notes matur
ing September 15, 1944, in exchange for Treasury notes 
maturing March 15, 1940. Of the approximately 
$1,378,000,000 of March, 1940, notes outstanding, 
$1,018,000,000 were exchanged on December 22 for the 
new bonds and $283,000,000 were exchanged for the 
new notes, leaving about $77,000,000 to be redeemed 
next March. In addition the Treasury announced that 
$73,000,000 of the new bonds had been sold to Govern
ment investment accounts.

During the early days of December prices of Treasury 
bonds eased somewhat, owing to a slackening of invest
ment demand, presumably reflecting investors’ reaction 
to the Russian invasion of Finland. By the 6th of the 
month, however, prices began to firm and this advance 
was accelerated for a week after the terms of the Treas
u ry ’s refunding program were announced on December 
12. Subsequently, price movements became somewhat 
more irregular, but a small net advance occurred, and 
the average price of long term Treasury bonds toward 
the end of December showed a net advance of about
1 y8 points from the quotations prevailing at the end of 
November and reached the highest level since August 
23, before the outbreak of war. As compared with the 
June high level of Treasury bond prices, quotations at 
the end of December were only 2 points lower, whereas, 
at the bottom of the market in September, prices were 
some 91/4 points lower. At the end of December the 
average yield on Treasury bonds not callable within
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12 years was within %  per cent of the low point of last 
June. Treasury note prices also advanced during 
December, as is indicated by a net decline of 0.20 per cent 
in the average yield on 3 to 5 year issues.

The usual weekly Treasury bill financing was consum
mated in December. Four weekly issues of $100,000,000 
o f 91 day bills, to replace similar maturities, were sold 
at average rates which ranged from 0.019 per cent down 
to 0.007 per cent.

C o m m e r c i a l  P a p e r  a n d  B i l l s

A  range of %  to %  per cent continued to be the pre
vailing level of rates for average grade prime four to 
six month commercial paper during December, although 
the larger portion of dealers’ sales was made at %  per 
cent. Bank investment demand for mercantile and in
dustrial paper remained active, but largely unfilled, 
owing to the small quantities of new paper acquired by 
dealers for sale in the open market. The amount of com
mercial paper outstanding through dealers reporting to 
the Reserve Bank, at $214,000,000, was approximately 
$9,000,000 larger on November 30 than a month earlier. 
This increase of about 4 per cent occurred at a time 
when outstandings usually decline. The November total 
was approximately 4 per cent higher than that of a 
year previous.

Trading activity in the bill market during December 
continued to be of small proportions. Bankers’ bills 
were outstanding at the end of November in slightly 
larger amount than a month earlier, reflecting further 
increases in the volume of import bills and domestic 
warehouse credit bills. The increase of $18,000,000 dur
ing October and November raised the volume of import 
bills outstanding to the highest level since February,
1938. A  decrease of $50,000,000 from November, 1938 
in the total volume of outstanding bills has been due 
chiefly to reductions in export bills and in those based 
on goods stored in or shipped between foreign countries.

(Millions of dollars)

Type of acceptance Nov. 30, 1938 Oct. 31, 1939 Nov. 30, 1939

Im port.......................................................... 95 85 96
Export.......................................................... 59 40 37
Domestic shipment.................................... 10 1 1 1 1
Domestic warehouse credit...................... 49 35 40
Dollar exchange.........................................
Based on goods stored in or shipped

3 18 15

between foreign countries.................... 57 32 24

Total..................................................... 273 2 2 1 223

S e cu r ity  M a rk e ts

During December there was a continuance in the stock 
market of the inactive trading and narrow price move
ments of the two preceding months. On only five days 
of the past month was the volume of trading as much as 
one million shares, and the maximum range in the general 
average of the stock prices was only about 2 per cent. 
As the month closed, industrial and public utility stocks 
were slightly higher than at the end of November, while 
railroad shares were virtually unchanged. The accom
panying diagram indicates the general level of stock 
prices, and also of corporate bond prices, at the end 
of the year, in comparison with the quotations prevailing 
during the previous three years.

PRICE

Movements of Stock and Bond Prices (Standard Statistics Company 
index of 90 stocks and Moody's Investors Service average 

prices of corporate bonds)

Medium and lower grade corporation bonds, like stocks, 
showed small mixed price changes in December. Medium 
grade public utility bonds advanced about %  of a 
point on the average to reach a new high level, and 
industrial issues also were firmer although they remained 
slightly below recent highs. Railroad bonds rose about 

point but were quoted at prices about 5%  points 
below their March highs, according to M oody’s Investors 
Service average price of Baa railroad bonds.

In the high grade corporation bond market, further 
recoveries in prices occurred during December. The 
average advance of 1%  points for the month was less 
than that of the previous month, but it carried average 
prices of these bonds to the highest level since August 14 
and to about %  of a point of the July high. Thus, most 
o f the 10 point drop in high grade corporate bond prices 
which occurred between July and late September, has 
now been recovered. Prices of high grade municipal 
bonds reached new highs for recent years, judging by 
the decline in the average yield on representative high 
grade municipals computed by the Standard Statistics 
Company.

N e w  F in a n c in g
Accompanying the continued strength in high grade 

corporate and municipal bond prices in December, the 
market for new security issues exhibited a substantial 
increase in activity, and on the last full business day of 
the month there was publicly offered the largest piece of 
railroad bond financing since June, 1936— the $60,000,000 
of Louisville and Nashville Railroad refunding bonds. 
The December volume of corporate and municipal financ
ing, $330,000,000, was approximately 75 per cent larger 
than that of the preceding month and larger than that 
of any month since the start of the war in Europe. The 
amount representing new capital, however, still remained 
small. The major corporate offerings, in almost every 
case, were quickly absorbed by investors, quotations gen
erally going to a premium over the offering price. Private 
sales of only three small corporate issues were reported 
during the month. The following were the principal cor
porate securities offered during December.
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$60,000,000 Louisville and Nashville Railroad refunding col
lateral trust bonds, of which $30,000,000 were 
ten year 3 ^  rs priced at 101 to yield about 3.40 
per cent, and $30,000,000 were twenty year 4 Js 
priced at 100^  to yield about 3.95 per cent

48.000.000 Public Service Company of Indiana refunding
securities, of which $38,000,000 were first mort
gage 4 per cent bonds of 1969 priced at 102, to 
yield about 3.90 per cent, and $10,000,000 were 
debenture 3% ' s  of 1940-49 priced to yield 0.65 
to 4.20 per cent

45.000.000 Northern Indiana Public Service Company first
mortgage refunding 3 %  per cent bonds of 1969 
priced at par

10,900,000 Pennsylvania Water and Power Company refund
ing mortgage and collateral trust 3% per cent 
bonds of 1964 priced at 104, to yield about 3.00 
per cent

8,000,000 West V irg in ia  Pulp and Paper Company first mort
gage 3 per cent bonds of 1954 priced at 99, to 
yield about 3.08 per cent, for refunding

7.500.000 National Supply Company first mortgage 3% per
cent bonds of 1954 priced at 101, to yield about 
3.65 per cent— $5,600,000 for refunding

6.750.000 Southwestern L ight and Power Company first mort
gage 3 %  per cent bonds of 1969 priced at 102, to 
yield about 3.60 per cent, for refunding

Of the month’s total financing, municipal obligations 
accounted for $90,000,000. Among the larger bond 
awards of this type were $10,500,000 State of New Jersey, 
unemployment relief 1*4 Per cent bonds of 1942-49 (re
deemable at par at the option of the State after December 
15, 1942), awarded at 100.521 and reoffered to yield 0.40 
to 1.30 per cent; and $10,000,000 Commonwealth of 
Pennsylvania Turnpike Revenue 3%  per cent bonds of 
1968 (redeemable on and after August 1, 1947 at prices 
from 104 to par), priced at 99%  to yield about 3.80 per 
cent. Temporary financing, other than the $14,500,000 
Federal Intermediate Credit Bank 0.75 per cent consoli
dated debentures awarded toward the end of the month, 
totaled $60,000,000. Some slowing up in new registra
tions was evident during the past month, owing in part, 
perhaps, to the desire on the part of some companies to 
defer filing until financial statements covering the full 
calendar year’s operations are available.

Preliminary figures indicate that for the entire year 
1939 domestic corporate security issues averaged about 
$176,000,000 a month, of which an average of only 
$30,000,000 was for new capital purposes. This compares

REFUND IN G  

N E W  C A P IT A L

Monthly Average Volume o f Domestic Corporate Security Issues 
Refunding and for New Capital (In millions o f dollars)

with an average of $178,000,000 a month during 1938, of 
which $73,000,000 was for new capital. As is shown in 
the accompanying chart, the monthly average rate of cor
porate financing in the last quarter of 1939 was about 20 
per cent below the level of the previous two quarters. 
The monthly average rate of corporate flotations for new 
capital during the last quarter was at the lowest level 
since the first quarter of 1935.

F o re ig n  E x ch a n g e s

In a quiet market, New York rates for several leading 
foreign exchanges registered some advance during 
December.

The rate for the pound sterling, which had declined 
to as low as $3.87% on November 30, accompanying the 
outbreak of Soviet-Finnish hostilities, moved irregularly 
higher during the first half of the past month to reach 
$3.951/4 on December 14. Subsequently it held relatively 
steady, closing the month at $3.951/4. The discount on 
three month deliveries narrowed slightly during the 
month. Far Eastern and especially European holders 
continued to liquidate their sterling balances, but these 
offerings apparently were readily taken up by American 
importers and others owing debts expressed in terms of 
British exchange. Meanwhile, the English authorities 
are reported to have under contemplation plans to 
tighten exchange restrictions for the purpose of prevent
ing unauthorized transfers of sterling assets from 
British to nonresident accounts, and thereby reducing 
the amount of sterling available for sale by nonresidents 
in outside “ free”  markets.

According to an agreement between the British and 
French Governments, announced on December 12, the 
franc will be linked to the pound at the rate of 176% 
until six months after the signing of a peace treaty. 
The French franc in New York continued to move about 
parallel to the pound rate throughout the month, quota
tions advancing from the November 30 low of $0.0220 to 
a high of $0.0224% on December 18 and ending the 
month at $0.0223%, for a net gain of 3%  points. In 
the forward market, discounts on three month francs, 
which were nominally quoted at the equivalent of about 
16% per cent per annum at the end of November, nar
rowed to about 9%  per cent in the latter part of 
December.

Among the neutral European currencies, the Dutch 
guilder, which had been maintained around $0.5309 for 
about two months, firmed to as high as $0.5325 on Decem
ber 18. This gain was subsequently canceled, following 
reports that an internal bond issue of 300,000,000 guild
ers had been incompletely subscribed by the public, but 
toward the end of the month Dutch exchange again 
firmed to $0.5320%. The rate for Belgian exchange 
showed a net improvement of 19 points for the month, 
closing at $0.1670, while the Swiss franc continued to 
move within relatively narrow limits.

Trading in the non-European exchanges was featured 
by an abrupt depreciation of the Mexican peso, which 
began on December 11, following the suspension by the 
Bank of Mexico of its supporting operations. The peso, 
which since the latter part of September had held near 
$0.2050, was quoted at about $0.1695 near the end of 
December, indicating a depreciation of 17 per cent since
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December 9. The Mexican authorities, who on December 
15 declared the existence of a “  condition of emergency’ ’ 
in foreign exchange, have attributed the present situa
tion to the deterioration of Mexican export trade. The 
Cuban peso, on the other hand, improved somewhat dur
ing the month, particularly following the signature of 
a trade agreement providing for the restoration of the 
preferential duty on Cuban sugar imported to this 
country. The discount on Cuban exchange closed the 
month at about 11% per cent, as against 12%  per cent at 
the end of November. The Canadian dollar also showed 
a stronger tendency, and its discount against the United 
States dollar narrowed from 13% to 11% per cent.

Some demand for silver in this market appeared to 
have developed in the latter part of December and the 
New York market price for foreign silver rose to as high 
as 37 cents on December 20, or considerably above the 
United States Treasury Department’s buying price of 35 
cents an ounce, for the first time since the British and 
Indian authorities subjected importation of the metal 
to a licensing control toward the end of October. The 
Indian Government is reported to have relaxed its re
strictions somewhat in order to ease the recent specula
tive rise in the Bombay price, which accompanied in
creased hoarding demand.

G o ld  M o v e m e n ts
Imports of gold into the United States during Decem

ber were considerably larger than in November and, in 
fact, appear to have been in the largest volume since 
last April. However, the amount of gold held under 
earmark for foreign account at the Federal Eeserve Bank 
of New York increased about $205,000,000 during the 
past month following a reduction of approximately 
$340,000,000 in the preceding four months. As is shown 
in the accompanying chart, the amount of gold held 
under earmark, after declining from the peak of 
$1,300,000,000 reached last July to about $960,000,000 
at the end of November, rose during December to about 
$1,165,000,000. During December, the gold stock of 
the United States increased about $285,000,000, reaching 
a new high of approximately $17,640,000,000. For the 
year 1939, the gold stock rose about $3,130,000,000, as 
compared with a gain of $1,750,000,000 in 1938.

1 9 3 4  1 93 5  1936  1937 1938 1939
Gold Held Under Earmark for Foreign Account at FederalReserve Banks

As reported by the Department of Commerce, gold im
ports into the United States during the three weeks 
ended December 20, totaled $361,000,000, of which 
$286,000,000 came to this country from Canada, 
$21,400,000 from Holland, $9,400,000 from Sweden, 
$7,200,000 from England, $6,300,000 from South Africa, 
$5,900,000 from Japan, $5,600,000 from Italy, $4,000,000 
from Norway, $3,400,000 from Switzerland, $2,900,000 
from India, $2,100,000 from Colombia, and $900,000 from 
Hong Kong.

C en tra l B a n k  R a te  C h an g es
The discount rate of the State Bank of Sweden was 

advanced from 2%  to 3 per cent on December 15. The 
lower rate had been in force since December 1, 1933.

B u ild in g
The daily rate at which construction contracts were 

awarded in New York and Northern New Jersey in
creased 52 per cent between October and November. 
Although each of the major construction categories regis
tered an advance in November, the most pronounced 
gains were in large contracts placed for public purpose 
building and public utility projects, which included con
tracts for a central courts building in New York City and 
a unit of a steam generating plant in up-State New York. 
Awards for residential work showed an increase of 4 per 
cent and contracts for commercial and factory building 
were 28 per cent higher than in October. As compared 
with November, 1938, total contract awards in this area 
were 48 per cent greater; the largest gains were in the 
types of construction that showed the principal increases 
over October, but commercial and industrial contracts 
were more than 50 per cent larger than a year ago, and 
residential building contracts were about 10 per cent 
larger.

During November the average daily rate of construc
tion contract awards in the 37 States included in the 
F. W. Dodge Corporation survey was the highest since 
December, 1938, and at a level 24 per cent above that of 
October. The gain over the previous month reflected ex
pansion in all the major construction categories, the 
largest of which occurred in the heavy engineering classi
fication owing to the inclusion in the November figures of 
$35,000,000 for a Tennessee Valley Authority project. 
Contracts for public purpose buildings increased 26 per 
cent over the relatively small volume in October ; com
mercial and industrial contracts were 9 per cent larger, 
and residential building awards increased 7 per cent. 
The total volume of contracts was about the same as in 
November, 1938, as increases of 57 per cent in commer
cial and industrial awards, 22 per cent in residential 
building, 21 per cent in public utilities, and 15 per cent 
in public works were approximately offset by a 60 per 
cent reduction in contracts for public buildings.

For the first three weeks of December the daily rate of 
construction contract awards in 37 States was 19 per cent 
higher than in November and the same percentage above 
the corresponding period of 1938, owing to the inclusion 
in the public works classification of $117,000,000 for a 
Tennessee Valley Authority project. Residential build
ing awards registered a 14 per cent gain over the first 
three weeks of December, 1938, but contracts for other 
types of building were reduced about 50 per cent.
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The following table shows percentage changes for the 
first eleven months of 1939 from the corresponding period 
of 1938 in construction contracts awarded in New York 
and Northern New Jersey, in other areas, and in the 37 
States covered by the F. W . Dodge Corporation survey. 
The total value of contracts awarded in New York and 
Northern New Jersey was approximately the same in 
1939 as in 1938, owing principally to a large decline in 
contracts for public utility projects which about offset a 
substantial gain in residential building. In other areas, 
however, total construction contracts showed an 18 per 
cent increase over the first eleven months of 1938; all 
the principal types of construction except public purpose 
building contributed in some measure to the advance. 
The increase of 57 per cent in contracts for public utility 
projects in other areas was in contrast to a decrease of 58 
per cent in this class of awards in New York and Northern 
New Jersey. Contracts for commercial and industrial 
building also showed considerable expansion during 1939 
in other areas, while in the New York area the volume 
was somewhat smaller than in 1938. Furthermore, the 
gain in residential building was larger in other areas than 
in the New York area. On the other hand, contracts for 
public purpose buildings showed a 22 per cent decline in 
other areas, compared with a slight increase in Ne^ 
York and Northern New Jersey.

Percentage Change ^Construction  Contracts 
First eleven months of 1939 compared with same period of 1938

N. Y. and 
Northern N.J. Other areas 37 States

Building
Residential............................................... +25 +44 +39
Commercial and industrial.................. —  8 +30 + 2 2
Public purpose*...................................... +  4 — 2 2 — 17

All bu ild in g ................................... +13 +  19 +  18

Engineering
Public works........................................... +  6 +  6 +  6
Public utilities........................................ — 58 +57 +  7

All engineering............................... — 24 +  15 +  6

All construction............................. 0 +  18 +  14

•Includes educational, hospital, public, religious and memorial, and social and 
recreational building.

P r o d u c t io n  a n d  T r a d e
A fter allowing for usual seasonal variations, it ap

pears that business activity in general increased some
what further in December. Steel mill operations 
slackened somewhat as the month progressed, though 
the decline was less pronounced than in most other 
years. Automobile production showed a marked in
crease in December, owing principally to the resump
tion of operations at the plants of a major producer 
which had been shut down on account of a labor 
controversy during most of October and November. 
According to trade reports, cotton textile mills continued 
to maintain a high rate of activity in December, although 
mill sales of cotton goods fell short of current production 
except for a brief period around the middle of the month. 
Usually railroad car loadings of merchandise and mis
cellaneous freight show a large decline in December; 
this year, however, the reduction appears to have been 
less marked than usual, and on a seasonally adjusted 
basis the movement of this type of freight continued the 
sharp advance which began in September, as the accom
panying diagram indicates. Electric powder production 
was at the peak of the year, as is usual in December;

Average Daily Car Loadings of Merchandise and Miscellaneous 
Freight, Adjusted for Seasonal Variation 

(Four week moving average)

the increase over November appears to have been of 
about the usual seasonal magnitude.

Business activity continued to rise in November, 
although at a somewhat slower pace than in either of 
the two preceding months. There was a further sub
stantial gain in the production of durable goods, while 
production of nondurable goods in general was main
tained at the level reached in October. The movement 
of freight over the railways, reflecting primary distri-

(Adjusted for seasonal variations, for estimated long term trend, 
and where necessary for price changes.)

1938 1939

Nov. Sept. Oct. Nov.

Industrial Production
84 9 4 115 126

Passenger cars................................................ 74 97 79 64
Motor trucks.................................................. 71 70 148 87
Bituminous coal............................................ 80 91 9 8 9 5 p
Crude petroleum........................................... 85 88 90 9 2  p
E le c tr ic  p o w e r .......................................................... 9 1r 98 69 p 99 p

63 60 64 67
Cotton consumption.................................... 96 110 111 115
W ool consumption........................................ 108 126 120 123p

111 101 106 p 113p
Meat packing................................................ 93 97 97 100
Tobacco products.......................................... 95 89 9 2 95

Employment
Employment, manufacturing, U . S.......... 9 4 9 8 102 105p
Employee hours, manufacturing, U . S .. . 80 86 88 9 2 p

Construction
Residential building contracts................... 42 52 44 49
Nonresidential building and engineering

79 59 47 68

Primary Distribution
Car loadings, merchandise and misc........ 79 85 87 90
Car loadings, other....................................... 76 93 98 95

74r 88 86 8 0p
73 80 81 86p

Distribution to Consumer
Department store sales, TJ. S..................... 87 88 87 93
Department store sales, 2nd District. . . . 79 82 80 85
Chain grocery sales...................................... 9 8 104 106 109p
Other chain store sales................................ 93 100 95 97
Mail order house sales................................. 9 0 105 101 97
New passenger car registrations................ 64 82 104

Velocity of Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average=100). . . . 65 60 57 62
Velocity of demand deposits, New York

City (1919-25 average=100)................. 36 34 29 30

Prices and Wages*
General price level (1913 average— 100). 154 155 155p 155p
Cost o f  living (1913 average=100).......... 147 148 148 148
W age rates (1926 average— 100)............... 110 111 l l l p

p Preliminary. r Revised. * Not adjusted for trend.
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oution, increased further, seasonal factors considered. 
Distribution of goods to consumers in November also 
was higher than in the preceding month, as is indicated 
by the larger than seasonal advances in sales of depart
ment and chain stores, and trade reports indicate that 
the retail demand for automobiles was active.

E m p lo y m e n t  a n d  P a y ro lls
For the fourth consecutive month increases were 

reported in New York State factory employment and 
payrolls in November. The gains, though somewhat 
less than one per cent in each case, came at a time of 
year when there are ordinarily sizable decreases in both 
employment and payrolls. Sharp seasonal declines in 
the apparel and food industries were more than offset 
by continued gains at metal and machinery, chemical, 
and textile plants. A ll subgroups except shipbuilding 
in the metals and machinery classification reported in
creased working forces in November; iron and steel, 
nonferrous metal, automobile, and airplane factories 
showed increases in number of employees of over 7 per 
cent each. Total factory employment in New York 
State advanced 13 per cent from July to November, 
and payrolls increased 16 per cent in the same period 
to reach the highest point since the spring of 1930. 
Compared with a year ago, employment in November 
was 14 per cent higher and payrolls were 20 per cent 
greater.

For the country as a whole, the United States Depart
ment of Labor reports a decrease in working forces in 
nonagricultural pursuits of about 100,000 persons in 
November, a much smaller reduction than ordinarily 
occurs at this time of the year. Further increases in 
durable goods manufacturing, in retail trade, and in 
mining partially offset declines in construction and 
transportation. It is reported that over 1,250,000 more 
persons were employed in nonagricultural occupations 
than in November, 1938.

United States factories employed 20,000 more work
ers in November than in the previous month, although 
usually working forces decline by about 150,000 persons 
during this period. Payrolls also increased slightly, 
contrary to the usual experience in November. Most of 
the employment increases occurred in durable goods 
lines, and were particularly marked at steel plants, 
foundries and machine shops, and at factories producing 
electrical apparatus, aircraft, and railway rolling stock. 
The nondurable goods classification as a whole showed a 
decline, substantial decreases being reported in food 
manufacturing, and in clothing and shoe plants. Total 
factory employment was 11 per cent above the level of a 
year ago while payrolls were 21 per cent higher.

Although farm employment in the United States de
clined less during November than is usual at this time of 
year, the Department of Agriculture estimates that the 
number of farm workers on December 1 wras the smallest 
for that date in at least 14 years.

C o m m o d ity  P r ices
Following two months of irregularity, prices in several 

commodity markets rose substantially during December, 
both here and abroad. M oody’s Investors Service index 
of 15 raw products advanced 6 per cent to about the 
same level as that prevailing at the end of September.

Probably the chief factor stimulating the rise in wheat 
prices to the highest levels in two years has been the 
protracted drought in the Southwest which, according to 
the Government estimate, may result in a 1940 winter 
wheat crop of only about 400,000,000 bushels, one of 
the smallest since the turn of the century.  ̂ Other impor
tant factors include the spread of hostilities abroad and 
reports of frost damage to the Argentine crop. Wheat 
prices at Kansas City rose IS1/^ cents to $1.08% a bushel 
on December 19, but declined 5 or 6 cents subsequently 
as snowfalls improved crop prospects somewhat. Cash 
corn reached 58% cents a bushel, up 5y2 cents from the 
end of November but 4%  cents below the September high 
point. Hog prices, under the pressure of large supplies, 
declined further to $5.22 a hundredweight on December 
15, the lowest since August, 1934, but rallied to show 
little change for the month as a whole. The average quota
tion of cotton at ten Southern markets rose to 11.11 cents 
a pound on December 13, about V /2 cents above the level 
prevailing at the end of November. Later in December 
the price reacted to 10% cents. Important factors in the 
rise were the enlarged exports induced by rapid price 
advances in foreign markets, active demand by domestic 
mills, and anticipation of the successive reductions in the 
export subsidy (from  1 y2 cents to 1/5 cent a pound). 
Repossessions of 1938 cotton from the Government loan 
stock on a considerable scale have been reported. Little 
change took place in wool quotations, while silk moved 
up $1.14 to $4.59 a pound, approximately three times 
the lowest price in 1938, reflecting scarcity of supplies 
and a high rate of consumption in Japan. Hide prices 
were one cent higher at 15 cents a pound as demand 
from tanners increased, while rubber declined to 19*4 
cents a pound, a new low point since before the war, de
spite continued large domestic consumption. The price 
of raw sugar in New York eased 13 points to 2.82 cents 
a pound, the lowest level since August 15, following the 
announcement of the new Cuban-American trade agree
ment reducing the sugar duty from $1.50 to 90 cents 
per hundred pounds, effective December 27, and the 
restoration of sugar marketing quotas, effective Janu
ary 1, 1940.

An easier undertone prevailed in metal markets gen
erally during December. The Iron Age composite price 
of scrap steel, continuing its decline from the high point 
of $22.50 on October 3, receded 91 cents during December 
to $17.67 a ton. The price of zinc was reduced y2 cent to 
6 cents a pound, the first decline in more than a year, 
and the export price of copper moved somewhat lower. 
Tin displayed a declining tendency throughout the 
month as the International Tin Committee announced 
that the permissible export quotas for the first three 
months of 1940 would be 120 per cent of basic tonnage, 
instead of 100 per cent as originally announced.
F o re ig n  T r a d e

During November merchandise exports from this 
country were valued at $293,000,000 and imports at 
$235,000,000, both substantially larger than in Novem
ber, 1938. Exports, however, showed a larger decline 
from the comparatively large volume for October than 
is customary at this season of the year, while imports 
registered a material advance over October, contrary to 
the usual seasonal movement between these two months. 
The resulting export balance of $57,000,000 in November
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was smaller than in other recent months and was also 
less than the November, 1938 figure, which amounted to 
$76,000,000.

The accompanying table shows the year-to-year changes 
which have occurred in the principal export and import 
classifications, for the first eleven months of 1939 and for 
the period since the outbreak of the European war. For 
the first eleven months of 1939, the value of all exports 
was slightly lower than in the same period of 1938, as 
large reductions in the first half of the year somewhat 
more than counterbalanced gains in recent months. In 
the three months following the beginning of the war, 
aggregate exports showed a 17 per cent increase over 
the comparable period of 1938, and the year-to-year gain 
in November amounted to 15 per cent. Increased foreign 
demand for wholly and partly finished American manu
factures, especially aircraft, products of aluminum, 
copper, iron and steel, and certain chemicals, machinery, 
and petroleum products, were leading factors in the 
expansion of aggregate exports since last September. 
Shipments of unmanufactured cotton among the crude 
materials also showed large gains, while exports of 
tobacco, in the same category, were greatly reduced. 
Despite war activities abroad, exports of foodstuffs from 
this country have continued to run substantially below 
those of a year ago.

Percentage Change in Values 
Different periods of 1939 compared with corresponding 

periods of 1938

Exports* Imports**

Nov. Sept. to 
Nov. 
(incl.)

Jan. to 
Nov. 
(incl.)

Nov. Sept. to 
Nov. 
(incl.1)

Jan. to 
Nov. 

(incl.)

Crude materials............. —  2 .6  
— 55.2 
—  0.9 
+ 58 .2  
+ 18 .5

+  6.3 
— 10.5 
+ 19 .5  
+ 49 .8  
+  16.1

— 14.9 
— 56.7 
+ 1 1 .4  
+ 1 8 .4  
+  6 .4

+ 43 .9  
+ 1 7 .2  
—  5.2  
+ 38 .2  
+  9 .2

+34 .7  
+  10.6 
+ 11 .3  
+ 26 .6  
—  0.7

+ 2 5 .8  
+ 11 .9  
—  2.2  
+ 23 .3  
+  5 .4

Crude foodstuffs............
Manufactured foodstuffs
Semimanufactures.........
Finished manufactures.

Total........................ + 14 .9 + 16 .5 —  0.9 + 24 .9 + 18 .7 + 1 4 .5

*Domestic exports only. **Imports for consumption only.

W ith respect to imports the aggregate value for the 
first eleven months of 1939 showed a gain of 15 per cent 
over the level in the same months of 1938. In the Sep
tember to November period the expansion of imports 
amounted to 19 per cent, and in November the value of 
imports was 25 per cent greater than a year previous. 
The greater increase for the period since last September 
reflected principally larger demand for foreign raw 
materials, such as crude rubber, raw silk, unmanu
factured wool, and hides and skins, accompanying accel
erated industrial activity in this country. Imports of 
such semimanufactured products as copper, nickel, tin, 
and woodpulp also registered comparatively large year- 
to-year gains in recent months. The rather large Novem
ber increase in imports of crude foodstuffs was due 
chiefly to larger receipts of cocoa and coffee. The gain 
of 9 per cent over a year previous in imports of manu
factured goods was due principally to larger receipts 
o f burlap and newsprint paper; for the September to 
November period, however, finished manufactured im
ports were less than a year ago, as compared with a 
gain for the eleven months. Imports of manufactured 
foodstuffs, including especially sugar, edible vegetable 
oils, and liquors, registered a decrease of 5 per cent from

November, 1938, although for the September to Novem
ber period as a whole they were larger than a year 
previous.

D e p a r tm e n t  S tore  T r a d e

For the three weeks ended December 23, total sales of 
the reporting department stores in this District were 
about 5%  per cent higher than in the corresponding 
period of 1938, and the daily rate of sales for this portion 
of December showed about the usual seasonal advance 
from November, which was a relatively good month for 
retail trade. Total department store sales for the year 
1939, based on final figures for 11 months and an estimate 
for the full month of December, were about 2y2 per cent 
larger in dollar volume than in 1938, as compared with a 
decrease of about 7 per cent between 1937 and 1938.

Total November sales of the reporting department 
stores in this District were about 8y2 per cent higher 
than in November, 1938, the largest year-to-year increase 
in over two years, and sales of the leading apparel stores 
in this District were 5y2 per cent larger. During Novem
ber, the daily rate of sales in the department stores ad
vanced considerably more than usual from the October 
level.

For all reporting department stores, stocks of merchan
dise on hand, at retail valuation, were slightly higher at 
the end of November, 1939 than at the end of November,
1938, the first increase in two years; New York and 
Brooklyn department store stocks, however, remained 
slightly smaller than a year previous, and apparel store 
stocks continued lower. Collections during November 
were at a somewhat higher rate than in 1938, both in the 
department and the apparel stores.

Locality

Percentage 
change 

November, 1939 
compared with 

November, 1938

Per cent of 
accounts 

outstanding 
October -31 
collected in 
November

Net
sales

Stock 
on hand 
end of 
month 1938 1939

New York and Brooklyn................................
Buffalo........ ........................................................

+  7 .4  
+ 1 1 .3  
+ 11 .7  
+ 13 .1  
+  10.7 
+ 15 .6  
+ 13 .2  
+ 11 .9  
+  9 .6  
+  16.1 
+  14.6 
+  10.9 
+  13.8

— 1.2
+ 5 .8
+ 6 .3
+ 9 .0
+ 4 .6
+ 3 .5
+ 6 .4

50.4 
42.7
55.0
43.4 
43.9
41.0 
36.3

51.9
45.8 
62.0
43.8 
42.2
40.8 
38.0

Rochester............................................................
Syracuse..............................................................
Northern New Jersey.......................................
Bridgeport..........................................................
Elsewhere............................................................

Northern New York State.........................
Southern New York State..........................

Hudson River Valley District...................
Westchester and Stamford.........................
Niagara Falls.................................................

All department stores............................. +  8 .7 + 0 .9 47.6 48.7

Apparel stores............................................ +  5 .5 — 2.3 48.0 49.1

Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average=100)

1938 1939

Nov. Sept. Oct. Nov.

Sales, unadjusted.............................................. 106 97 104 115
Sales, seasonally adjusted............................... 89 93 91r 97

Stocks, unadjusted............................................ 93r 81 88 93
Stocks, seasonally adjusted............................ 78 r 78 77 78

r Revised.
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Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

FOLLOWING a rapid rise after the outbreak of the European war industrial 
activity continued at a high level in November and the first half of December. 

There was a considerable increase in distribution of commodities to consumers 
while prices of basic commodities, which had been steady during November, 
rose somewhat in the first two weeks of December.

P r o d u c t io n

The Board’s seasonally adjusted index of industrial production advanced 
from 121 to 124 per cent in November, reflecting sustained activity at a period 
of the year when a decline is usual. Production of durable goods, which had 
advanced rapidly for several months, showed a further expansion. Record pro
duction of steel ingots continued in November and was followed by a less than 
seasonal decline in the first half of December. Automobile production increased 
in November, notwithstanding the fact that plants of one important company 
remained closed pending settlement of an industrial dispute. After this was 
settled at the end of November assemblies rose sharply. Retail sales of new 
automobiles were in large volume in November and at the end of the month 
dealers’ stocks of new cars apparently were smaller than at the corresponding 
time in other recent years. Lumber production declined less than seasonally in 
November but plate glass production, which had reached a high level in October, 
showed a reduction.

Output of nondurable goods continued at a high level in November. At 
cotton and woolen mills activity increased somewhat further and was close to 
the record levels reached three years ago. Rayon production advanced to new 
high levels but at silk mills there was a sharp decline following substantial 
increases earlier this fall. Output of flour and sugar declined further from the 
levels reached in September while changes in activity at shoe factories and 
meat packing establishments were largely seasonal in character.

Coal production in November declined somewhat from the high level reached 
in October. Output of crude petroleum increased further and iron ore shipments 
continued in exceptionally large volume until the Great Lakes’ shipping season 
closed in the latter part of the month.

Value of construction contracts, as reported by the F. W. Dodge Corpora
tion, increased in November following a sharp decline in October. In both 
months changes in total awards reflected principally fluctuations in the volume 
of contracts for public construction. Private residential awards declined some
what less than seasonally in November, while awards for other private projects 
showed little change. Contracts for private work, both residential and non
residential, were larger than a year ago, while those for public projects were 
below the high level of that time when contracts under the Public Works 
Administration program were being awarded in large volume.

E m p l o y m e n t

Factory employment and payrolls continued to increase in November, 
reflecting chiefly further sharp advances in industries producing steel, 
machinery, and other durable goods.

D is t r i b u t i o n

In November distribution of commodities to consumers increased con
siderably. The Board’s seasonally adjusted index of department store sales, 
which had been around 90 in the three preceding months, advanced to 94, a 
level about the same as at the peak in 1937 when prices of commodities sold at 
department stores were generally somewhat higher than at present.

Freight car loadings showed less than the usual seasonal decrease from 
October to November and the Board’s adjusted index increased from 80 to 82, 
which was only slightly under the recovery peak reached in the early part of 
1937. Shipments of ore and miscellaneous freight declined less than is usual 
in November, while loadings of coal decreased more than seasonally from the 
relatively high October level.

C o m m o d i t y  P r ic e s

Prices of both industrial materials and foodstuffs advanced from the latter 
part of November to the middle of December. Wheat and silk prices rose con
siderably and there were smaller increases in cotton and hides. Prices of steel 
scrap and nonferrous metals, on the other hand, showed declines.

G o v e r n m e n t  S e c u r i t y  M a r k e t

Prices of United States Treasury bonds advanced sharply during the last 
half of November to a level not far below the all-time high point of last June 
and remained steady during the first half of December.

B a n k  C r e d it

Total loans and investments at reporting member banks in 101 leading 
cities rose substantially during November and the first half of December, 
reflecting largely purchases of new United States Government securities. Com
mercial loans, which had been increasing since August, continued to rise until 
the third week in November. Deposits increased further.
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Federal Reserve Bank, New York

M o n e y  M a r k e t  in  J a n u a ry
The volume of excess reserves held by member banks 

rose rapidly in January and before the end of the month 
reached new high levels in New York City banks and also 
in all member banks. Excess reserves of the New York 
City banks on January 24 were $3,160,000,000, and the 
total for all member banks was $5,590,000,000, or 
$60,000,000 above the high point reached on October 25, 
1939.

For the country as a whole, the largest single factor in 
the expansion of bank reserves was the seasonal retire
ment of currency from circulation. In the five weeks 
ended January 24, the net amount of currency returned 
to all Federal Reserve Banks was $314,000,000. This 
figure, however, is less than half the amount o f currency 
paid out by the Reserve Banks between the summer low 
point on July 26, 1939, and the seasonal peak on Decem
ber 20, thus indicating a continuation of the strong 
upward trend in currency circulation, which has been 
due in part to foreign demands for our currency, but 
more largely to increased use o f currency in the United 
States.

A  second factor of considerable importance in increas
ing member bank reserves was the continued inflow of 
gold from abroad. While a large part of the current gold 
movement is for foreign official accounts, so that pay
ments for the gold by the Treasury do not go directly 
into member bank reserves, the proceeds on the whole 
have apparently been disbursed rapidly, as foreign 
deposits in the Reserve Banks have shown little net 
change. In the four weeks ended January 24, the 
increase in United States gold stock amounted to 
$259,000,000, and the gold flow was continuing in 
substantial volume toward the close o f the month.

The third principal factor was an excess o f Govern
ment disbursements over receipts. In the four week 
period the total of cash in the Treasury and Treasury 
deposits in Federal Reserve Banks was reduced by 
$175,000,000, the disbursements tending to increase 
member bank holdings of reserve funds by a like amount.

While in New York City, as well as in other parts of 
the country, the seasonal return flow of currency was a 
factor in the increase in bank reserves, larger elements in 
the case o f the New York City banks were the disburse
ment o f the proceeds o f incoming gold, a substantial 
inflow of funds from  other parts of the country, and 
redemptions o f maturing Treasury bills. The New York 
market bid successfully for only a small part of the

February 1,1940

new Treasury bills issued in January, as most of them 
were taken by Chicago institutions which had placed 
very high bids in order to obtain tax exempt securities 
maturing shortly after A pril 1, the date on which a tax 
on bank deposits in the Chicago area is assessed. In addi
tion, the Treasury bill issues on January 17 and on Janu
ary 24 were $50,000,000 less than the amount maturing 
in each case. As a result of these two factors, the net 
amount o f maturing bills redeemed by the Treasury in 
New York over the amount o f new bills sold here was 
about $240,000,000 in the four weeks ended J anuary 24.

M o n e y  R a te s  
The unusual demands for Treasury bills and the reduced 

supply resulted in the sale of new issues in January at 
prices so high that the new bills brought no interest yield 
to most of the purchasers. In fact, bids for a substantial 
part of the new issues were slightly above par, despite 
the fact that these securities carry no interest coupons, 
so that such bidders actually paid the Treasury for  the 
privilege of holding the bills for three months.

The market for  the highest grade securities of all 
maturities was strong at the beginning of January, and 
yields declined further. Yields on high grade corporation 
and municipal bonds reached new low levels, and yields 
on Treasury notes and bonds declined to the lowest levels 
since last summer. Thereafter the market for such
BILLIONSOF DOLLARS6.0.--------------- ---------------- ----------------- ---------------- ------------------------- -------- -----------------

Excess Reserves of New York Central Reserve City Member Banksand of All Member Banks in the United States
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securities was subject to conflicting forces— on the one 
hand there was the pressure of the increasing volume of 
idle money in the banks, tending to lift prices and depress 
yields still further, and on the other hand there were 
reports from Europe which were interpreted as fore
shadowing an intensification of the war which might 
have greater effects on this country than have been 
experienced thus far, and which, therefore, tended to 
depress security prices and raise yields somewhat. 
Security prices, consequently, fluctuated irregularly 
during the latter part of the month, and in general 
yields on high grade bonds showed a small net rise.

Money Rates in New York

Jan. 31, 1939 Dec. 30, 1939 Jan. 30, 1940

Stock Exchange call loans......... 1 1 1
Stock Exchange 90 day loans . . 
Prime commercial paper 4-6

* 1 H * 1 H * 1 H

months........................................ x - y 8 H - H 'ArVs
Bills— 90 day iinindorsed...........
Average yield on Treasury notes

7A 7A

(3-5 years)................................
Average yield on Treasury bonds

0.62 0.46 0.50

(not callable within 1 2  years). 
Average rate on latest Treasury

2.45 2.30 2.34

bill sale, 91 day issue..............
Federal Reserve Bank of New

0.007 0.007 0.004

York discount rate..................
Federal Reserve Bank of New 

York buying rate for 90 day

1 1 1

indorsed bills............................. X X

*Nominal

M e m b e r  B a n k  C r e d it

Total loans and investments o f weekly reporting New 
York City member banks declined substantially between 
December 20 and January 3, but subsequently turned up
ward again. The decline in the two weeks before Janu
ary 3, which amounted to $453,000,000, reflected chiefly 
reductions of $198,000,000 in the holdings of Treasury 
bills and $128,000,000 in loans to security brokers and 
dealers supplemented by smaller reductions in holdings 
of other Government securities and in commercial 
and industrial loans. A n exchange of Treasury notes 
maturing in March, 1940, for Treasury bonds affected 
the composition of Government security portfolios, but 
aside from this factor it appears that the New York 
City banks were sellers of Government bonds on 
balance in this period when the market was especially 
strong. In  the following three weeks Treasury bill hold
ings decreased $40,000,000 further, as the New York 
City banks were outbid by Chicago banks for the new 
issues, but Treasury bond holdings were increased 
$152,000,000, largely in the week ended January 17, 
when the market was weakened by selling from other 
quarters, apparently induced by news from Europe. 
Commercial and industrial loans and loans to security 
brokers and dealers, however, showed some further 
reduction.

Total loans and investments of reporting member 
banks in 100 other principal cities throughout the coun
try increased $112,000,000 further in the five weeks ended 
January 24, owing entirely to the heavy purchases of 
Treasury bills by the Chicago banks, whose holdings 
increased $294,000,000. Commercial and industrial 
loans showed a seasonal decline of $59,000,000, loans to 
security brokers and dealers declined $43,000,000, and 
there were small reductions in other types of earning

assets. Total holdings of Treasury bonds and notes by 
these banks rose $72,000,000 in the week ended December 
27, but declined $85,000,000 in the following four weeks.

Demand deposits of the reporting banks declined sub
stantially over the year end in New York and elsewhere, 
but in the following three weeks rose to new high levels 
in New York City and increased considerably in other 
cities also.

G o v e r n m e n t  S e c u r i t i e s

The Government security market continued firm dur
ing the first ten days o f January. In this period the 
average price of Treasury bonds not callable within 12 
years rose an additional *4 point, reflecting both small- 
lot buying and several sizable orders, and also some 
operations involving switches of holdings by investors. 
In the succeeding week, however, the average price of 
long term Treasury bonds eased about %  of a point, 
as some selling pressure from various sections o f the 
country appeared in the market, owing to interpreta
tions placed on news o f foreign developments. Accom 
panying this selling there soon developed fairly heavy 
buying by New York City banks, and prices o f long 
term Government’s subsequently recovered nearly %  
point. In the closing days of the month, however, prices 
tended to ease again, and the average price of long term 
issues at the end of the month was about %  of a point 
lower than at the end of December. Treasury note prices 
also advanced further early in January, but subsequently 
declined somewhat, and at the close o f January the 
average yield on 3 to 5 year maturities was 0.50 per cent, 
as compared with 0.46 per cent at the end of December.

The weekly sales of Treasury bills during January 
were subject to special demands connected with the future 
use of these bills (which mature in A pril) to obtain ex
emption from taxes on bank deposits, particularly in the 
Chicago Federal Keserve District. For the issue dated 
January 3, to which tenders aggregated $580,000,000, 
a larger amount than for any previous issue, and also 
for the issue dated January 10, the accepted bids were 
all at slight premiums; for the issue of January 17 the 
accepted bids were at prices at or slightly above par, 
and for the January 24 issue the accepted bids ranged 
from prices slightly above to slightly below par, the 
average price being only slightly below par. The issue 
dated January 31 was sold at an average rate of 0.004 
per cent, as compared with 0.007 per cent on the last 
issue of December. Another factor operating to reduce 
the yields on Treasury bills was a decline in the 
amount outstanding as a result of the maturity during 
the month of the three issues which had been sold 
three months previously in the increased amount of 
$150,000,000, in replacement of which the Treasury sold 
$100,000,000 issues during the past month. In the aggre
gate, January bill maturities totaled $650,000,000, and 
new issues $500,000,000.

C o m m e r c i a l  P a p e r  a n d  B i l l s

Average grade prime four to six month commercial 
paper continued to be sold principally within a range 
of % -%  per cent during January. The amount sold 
at %  per cent, however, has diminished further, while 
the amount sold at %  per cent has increased, and
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occasional sales have been reported at %  per cent, when 
paper of unusually choice grade and short maturity 
became available to dealers. As is usual in January, 
the supply of commercial and mercantile notes acquired 
by dealers increased somewhat, but the rapid move
ment o f paper from dealers’ to investors’ portfolios 
continued, as the bank investment demand remained 
active. The amount of paper outstanding through com
mercial paper houses at the end of December totaled 
$209,900,000, as compared with $214,400,000 at the end 
of November, and $186,900,000 in December, 1938. The 
decline from November to December was less than the 
usual seasonal decrease, and the indicated increase of 
12 per cent over the level of the previous year is the 
largest to appear since January, 1938.

No change occurred during January in the quiet 
conditions that have prevailed in the bill market for 
some time past, and dealers’ quoted rates were steady. 
A t the end of December, the value of bills outstanding 
totaled $233,000,000, an increase o f about $10,000,000 
over November, the largest portion of which occurred 
in the import classification, which reached the largest 
total in nearly two years. In addition, domestic ware
house credit bills expanded to the highest total in a 
year. The primary influences in the $37,000,000 decline 
in outstandings from the level o f a year previous have 
been reductions in bills based on goods stored in or 
shipped between foreign countries, and in export bills.

(Millions of ̂ dollars)

Type of acceptance Dec. 31, 
1938

Nov. 30, 
1939

Dec. 30, 
1939

Im port...................................................................... 95 96 10 2
Export...................................................................... 60 37 39
Domestic shipment............................................... 1 2 1 1 10
Domestic warehouse credit.................................. 45 40 44
Dollar exchange.....................................................
Based on goods stored in or shipped between

3
m

15 16

foreign countries................................................ 55 24 2 2

T ota l................................................................ 270 223 233

S e cu r ity  M a rk e ts

Stock prices tended to be firmer during the first week 
of January, but declined about 5 per cent during the 
second week of the month. Subsequently, the general 
average o f prices fluctuated irregularly at levels slightly 
above the midmonth low point. Both industrial and 
railroad stocks showed some net decline for the month, 
while public utility shares remained virtually unchanged. 
Trading volume on the New York Stock Exchange re
mained at a very low figure for January, and daily 
turnover reached as much as one million shares in only 
two trading sessions. The general level o f share prices 
at the end of January was at least one-fourth lower 
than in the first part o f 1937 when the level o f produc
tion and trade was no higher than at the present time.

Prices o f medium grade railroad bonds advanced 
about 1%  points in the first week of January, following 
an advance o f more than 1 point in the last week of 
December, and industrial and public utility bonds of 
the Baa grade also firmed somewhat. Subsequently the 
movement was reversed, but both railroad and utility 
Baa bonds ended the month somewhat higher than at 
the end of December.

The recovery in high grade corporate bonds which 
occurred in the last three months of 1939 carried through 
the first ten days of January, with a consequence that 
the average price o f Aaa bonds computed by M oody’s 
Investors Service reached a new high level, exceeding 
by about %  point the high of last July. Following the 
attainment of this new high some net decline occurred 
in top grade industrial and utility issues, and although 
high grade railroad issues continued to advance, the 
average price of the several types of Aaa bonds at the 
close of January was about %  point below the peak 
reached earlier in the month. Prime municipal bonds 
likewise rose to new highs during the first ten days of 
January, but subsequently eased somewhat, according 
to the Standard Statistics Company yield average.

N e w  F in a n c in g
During J anuary there was some increase in the amount 

o f corporate financing to raise new capital, and some of 
this increase represented equity capital. In the case of 
almost every public flotation, the securities were sold 
rather quickly by the offering syndicates, and invest
ment demand caused the issues to go to small premiums 
over the offering prices. The total of about $30,000,000 
of new capital raised through corporate bonds, notes, 
and stocks offered to the public or sold privately, was the 
largest for any month since last July, and the amount of 
stock issues, at $12,000,000, exceeded that of any month 
since last April. Common stock flotations of two aircraft 
companies accounted for the bulk of these stock issues. 
In addition to the new capital issues, corporate refunding 
offerings totaled $135,000,000. Among the major cor
porate issues of the month were the follow ing: 
$67,300,000 American Gas and Electric Company refunding securi

ties, of which $8,000,000 were ten year 2 %  ’a priced 
at 102^ to yield about 2.47 per cent; $10,000,000 
were twenty year 3y2 ’ a priced at 103*4 to yield 
about 3.26 per cent; $12,000,000 were thirty year 
3% ’s priced at 103y2 to yield about 3.56 per cent; 
also 355,600 shares of 4% per cent cumulative pre
ferred stock offered first to holders of the out
standing 6 per cent preferred stock, and then to 
the public at 105

20.400.000 Chicago, Rock Island and Pacific Railway 2y2 per
cent equipment trust certificates of 1940-47 awarded 
at 100.815 (average interest cost of 2.29 per cent), 
for refunding— privately sold

18.600.000 Consumers Power Company first mortgage 3%  per
cent bonds of 1969 priced at 105^ to yield about 
2.97 per cent, for refunding

15.000.000 Consolidated Telegraph and Electrical Subway Com
pany debenture 3 %  ’s of 1960 sold privately at 
102.22 to yield about 3.10 per cent, to repay inter
company loans

11.000.000 Pennsylvania Water and Power Company refunding
mortgage and collateral trust S ^ ’s of 1970 priced 
at 105 to yield about 3.00 per cent

11.000.000 Libby, McNeill and Libby first mortgage sinking
fund 4 per cent bonds of 1955 priced at 100, 
chiefly for refunding

6.000.000 Lockheed Aircraft Corporation common stock priced
at $28.50 per share, for new capital purposes

3.000.000 Vultee Aircraft, Inc., common stock priced at $10
per share, for new capital purposes

The supply o f new municipal securities which came 
on the market during the month was somewhat less than 
usual. This situation helped the issuing authorities to
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obtain high prices for their security flotations, and also 
was probably a factor in causing prices of outstanding 
municipal issues to reach new highs around the 10th 
o f the month. It was announced on January 24 that 
two banking houses had purchased from the Recon
struction Finance Corporation (at a price of 103), and 
placed privately, $20,050,000 of Philadelphia Gas Rev
enue Trust 3 per cent certificates due from  1940 to 
1957. The certificates represent one half of the unma
tured portion of a total issue of $41,000,000, which was 
divided equally between the Reconstruction Finance 
Corporation and Philadelphia bankers last July. Among 
the other municipal bond offerings were $5,500,000 Los 
Angeles, California, water works refunding revenue 
2%  per cent and 3%  per cent bonds of 1943-59, which 
were awarded at par and reoffered to yield 1.25 to 3.00 
per cent.

Temporary financing, totaling $145,000,000, included 
$35,000,000 New York City 0.25 per cent three month 
revenue bills, $34,500,000 local housing authorities ’ 
0.45 per cent six month notes, and $29,500,000 Federal 
Intermediate Credit Bank 0.75 per cent three month 
and five month consolidated debentures.

Registration statements filed with the Securities and 
Exchange Commission were not as numerous in January 
as during other recent months, a fact which is partially 
explainable by the desire o f some companies to post
pone registration o f securities until final year-end finan
cial statements are available. Those filed included 
$25,000,000 Dayton Power and Light Company bonds, 
$16,000,000 first mortgage bonds and 75,000 shares of 
preferred stock of the Southwestern Gas and Electric 
Company, and a statement outlining the optional terms 
upon which the Republic of Panama proposes to refund 
approximately $18,000,000 of outstanding defaulted 
debt held by Americans.

C en tra l B a n k  R a te  C h a n ges
Effective January 25 the discount rate o f the National 

Bank of Belgium was lowered from 2%  to 2 per cent, 
or the third successive reduction since April, 1939, when 
the rate was 4 per cent. The 2 per cent rate has been 
in effect only once before (May 16, 1935 to May 9, 1938) 
and is the lowest ever fixed by the National Bank of 
Belgium since its establishment in 1850.

G o ld  M o v e m e n ts
Imports o f gold into the United States during January 

appear to have been in smaller volume than in 
December, but the amount o f gold held under ear
mark for foreign account at the Federal Reserve Bank 
o f New York decreased about $40,000,000 during the 
month, as compared with an increase o f $200,000,000 
in December. Consequently the gold stock o f the United 
States increased about $290,000,000 in January, or about 
the same as in December, and reached a new high of 
approximately $17,935,000,000. As is shown in the accom
panying chart, gains to the United States gold stock 
during the past three months have been among the 
largest o f the whole period since 1934, excepting only 
certain months marked by crises abroad. A t the end 
o f January, the amount o f gold held under earmark 
for foreign account at the Federal Reserve Bank of 
New York was about $1,125,000,000.

Monthly Change In United States Gold Stock 
(January, 1940 figure partly estimated)

As reported by the Department o f Commerce, gold 
imports into the United States during the four weeks 
ended January 24, totaled $229,200,000, o f which 
$68,800,000 came from Canada, $37,700,000 from  Japan, 
$20,600,000 from  the Netherlands, $19,600,000 from 
England, $17,600,000 from South A frica, $16,700,000 
from Norway, $15,300,000 from Sweden, $8,600,000 from 
India, $6,100,000 from  Australia, $5,000,000 from  Hong 
Kong, $2,300,000 from  Italy, and $1,200,000 from 
Switzerland.
F ore ig n  E x ch a n g e s

Trading in foreign exchanges during January was 
featured by continued strength in rates for the Allied 
currencies, outside the official markets, and by rather 
wide and irregular fluctuations in quotations for  Dutch 
and Belgian exchanges.

A fter opening the month at $3.95%, the pound-dollar 
rate in the New York market underwent a rather sharp 
recession early in the month, accompanying a temporary 
reaction in the Amsterdam market. Quotations went 
as low as $3.91% on January 5, three days prior to the 
application o f the British order-in-council imposing 
closer official supervision over transfers o f sterling assets 
from resident to nonresident accounts. Subsequently, 
however, renewed strength developed in British exchange 
and toward the end of January the rate reached $4.00, 
the highest level since early in November and only 2%  
cents below the new official London selling rate for 
dollars, referred to below. In sympathy with the spot 
rate, forward sterling deliveries also showed a firmer 
tendency; discounts on one and three month contracts 
narrowed from  4 9/16 and 5 1/16 per cent per annum, 
respectively, at the end of December, to 2%  and 3%  per 
cent at the end o f January. The past month’s improve
ment in the pound sterling may be associated in some 
part with a diminution o f offerings as a result o f the 
tightening o f exchange regulations on January 8. A  
further contributing factor, however, was a temporary 
demand for sterling in New York in the latter part o f 
the month, for use in arbitrage transactions involving 
the acquisition o f French francs against sales o f sterling 
in neutral European markets.
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Accompanying the tightening o f the exchange control 
on January 8, the Bank of England’s quotations for the 
dollar and for other major currencies were altered 
slightly so as to narrow the “ spreads”  between selling 
and buying rates. The new pound-dollar rates of $4.02% 
and $4.03% compare with the former rates of $4.02 and 
$4.04, which had been in effect since September 14. The 
current London rates for French exchange are 176% 
and 176% francs to the pound.

In this market, the franc continued to move approxi
mately in line with sterling, although there was some 
independent demand for French exchange in the latter 
part o f the month. The New York rate declined, along 
with sterling, to $0.0221% on January 5, but appreciated 
during the remainder o f the month to close at $0.0226% 
for a net gain o f 2%  points for the month as a whole.

Stimulated largely by short covering, the rate for 
Dutch guilders advanced 26 points during the first half 
o f the month to $0.5354, the highest level since the begin
ning o f the European war. Accompanying reports that 
the Low Countries were taking military precautions 
against a possible violation of their neutrality, how
ever, the guilder subsequently declined considerably, 
to reach $0.5313 on January 17. Dutch exchange was 
further depressed later in the month, coincident with 
the announcement on January 24 o f the Netherlands 
Government’s plan to defray mobilization expenditures 
and to reimburse the Bank and the Equalization Fund 
for losses on sterling and gold operations, respectively, 
by revaluing upward the National Bank’s gold reserve. 
According to this proposal, the Bank’s gold would be 
marked up sufficiently to offset 18 per cent out o f the
22 per cent depreciation which the guilder had under
gone in the exchange market. A t the end of the month 
the guilder was quoted at $0.5309, as against $0.5328 
a month earlier.

The belga moved irregularly within a range of $0.1687 
and $0.1674 until January 24, when the rate firmed, 
accompanying a reduction from 2%  to 2 per cent in 
the Belgian National Bank’s discount rate. Toward 
the end of January Belgian exchange rose to $0.1697, 
the highest rate in about four months. In contrast to 
the movements o f the guilder and the belga, the Swiss 
franc continued to hold steady at about the rate which 
has prevailed since early last October.

Among other exchanges, the Mexican peso declined 
further in terms o f the dollar at the beginning o f the 
month, but subsequently steadied at about $0.1672. This 
rate represents a depreciation o f about 18 per cent from 
the level existing prior to the decline which began on 
December 11. The Cuban peso, on the other hand, 
showed some advance during the past month, its dis
count against the dollar narrowing to about 9%  per 
cent, the smallest since the latter part o f last October.

P r o d u c t io n  a n d  T r a d e

The substantial rise in business activity which oc
curred in the last seven months o f 1939, was followed 
by a downturn in January.

Steel production, which ordinarily begins a seasonal 
rise in January, continued to recede from the high point 
reached in November, as the accompanying diagram 
indicates. New business booked by steel mills during the

PER  C E N T

Steel Mill Activity (Ingot output expressed 
as percentages o f capacity)

month fell considerably behind shipments, indicating that 
current production was sustained to a large extent by 
the backlog o f orders accumulated during the fall o f 
1939. There is some evidence, however, that steel con
sumers are now using more steel than they are buy
ing. For example, automobile production, shown in the 
diagram below, has been running at a level comparable 
with that o f the 1937 model season, and the indicated 
decline from December to January was smaller than in 
any of the preceding four years.

Ordinarily railroad car loadings o f merchandise and 
miscellaneous freight show little change between Decem
ber and January, but figures for the first three weeks 
o f January o f this year indicate a rather pronounced 
decline from  the high level reached in December; ship
ments o f bulk freight, however, advanced seasonally. 
W hile cotton textile mills maintained a high rate of 
activity in January, mill sales o f cotton goods were 
reported to have continued below current production.

December data indicated a further rise in the general 
level o f business activity, seasonal factors considered. 
Although industrial production in general was lower
T H O U S A N D S

Daily Average Production of Passenger Automobilesand Trucks (January, 1940 estimated)
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than in November, the reduction was smaller than 
usual for the time of year, and similarly, railroad car 
loadings o f merchandise and miscellaneous freight de
clined less than in most other years, although the decline 
in shipments o f bulk freight was more pronounced than 
usual. Retail trade showed a greater than seasonal rise 
in December, owing mainly to exceptionally large ad
vances in mail order house and chain store sales, while 
department store sales rose about as usual. Electric 
power production, which usually reaches the peak of 
the year in December, increased more than seasonally.

(Adjusted for seasonal variations,"for'estimated long term trend, 
and where necessary for price changes)

1938 1939

Dec. Oct. Nov. Dec.

Industrial Production
Steel................................................................. 79 r 115 126 129
Passenger cars........................................ .. 73 79 64 86
Motor trucks................................................. 72 148 87 91
Bituminous coal........................................... 79 98 95 85 p
Crude petroleum.......................................... 88 90 92 98 p
Electric power............................................... 93 99 99 1 0 1  p
Cement........................................................... 64 64 67 73
Cotton consumption................................... 1 0 1 1 1 1 115 1 2 2
W ool consumption r ..................................... 126 12 0 1 2 2 119p
Shoes............................................................... 119 106 117 116p
Meat packing................................................ 89 97 10 0 104
Tobacco products......................................... 95 92 95 95

Employment
Employment, manufacturing, U. S.......... 96 10 2 105 106p
Employee hours, manufacturing, U. S . . . 82r 91r 94 94 p

Construction
Residential building contracts.................. 40 44 49 37
Nonresidential building and engineering

contracts..................................................... 1 1 2 47 68 98

Primary Distribution
Car loadings, merchandise and misc....... 81 87 90 93
Car loadings, other...................................... 78 r 98 95 85
Exports........................................................... 79 86 80 1 0 2 p
Imports........................................................... 72 81 85 95 p

Distribution to Consumer
Department store sales, U. S .................... 87 87 93 93 p
Department store sales, 2nd District----- SOr 80 85 83p
Chain grocery sales...................................... 1 0 1 106 109 l l l p
Other chain store sales................................ 10 0 95 97 109p
Mail order house sales................................ 95 1 0 1 97 109p
New passenger car registrations............... 65 98r 76 72 p

Velocity of Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average= 10 0 ) . . . 66 57 62 64
Velocity of demand deposits, New York

City (1919-25 average= 10 0 ) ............... 44 29 30 35

Cost of Living and Wages*
Cost of living (1913 average =  10 0 ) . .  . . 148 148 148 147p
Wage rates (1926 average =  100)........... 1 1 1 1 1 2 1 1 2  p

p Preliminary. rRevised. *N ot adjusted for trend.

B u ild in g
Owing to the inclusion in the December total of 

$117,000,000 for a Tennessee Valley Authority project, 
the average daily volume of construction contracts dur
ing December in the 37 States covered by the F. W. 
Dodge Corporation survey was somewhat in excess of 
the November figure and was the largest since December,
1938. Contracts both for residential construction, and 
for all other types of building, including commercial, 
industrial, and public purpose buildings, were about 
one-third lower than in the preceding month, partly 
in accordance with the usual tendency toward curtail
ment at this season of the year. Compared with the 
relatively large volume in December, 1938, aggregate 
contract awards registered some decline, despite sub
stantial increases in the categories of commercial and

industrial building and public works projects. Contracts 
for public purpose buildings showed a large decline from 
the high level of December, 1938, when a heavy volume 
of contracts for this type of building was awarded to 
meet the dead-line for projects under the Public Works 
Administration program. Public utility contracts were 
also considerably below the high level of a year previous 
and residential contracts were slightly lower.

Reflecting especially gains early in the year, aggregate 
construction contracts for 1939 were 11 per cent larger 
than in 1938, and constituted the largest annual total 
since 1930. The leading factor in this increase was a 
35 per cent gain in residential building awards, which 
were the largest since 1929. Contracts for commercial 
and industrial building showed an increase of 24 per 
cent over 1938, and in the public works category a gain 
of 13 per cent occurred. On the other hand, awards 
for public purpose buildings were 27 per cent below the
1938 level, and public utility contracts were about un
changed.

In the New York and Northern New Jersey area, the 
comparisons o f construction contracts for 1939 with 
those awarded in 1938 were less favorable than for 
the country as a whole. For the year 1939, total con
struction contracts were 4 per cent below the 1938 level, 
despite a 21 per cent increase in residential building. 
Commercial and industrial building contracts were 
slightly larger than in 1938, as a result of advances in 
recent months in this type of building activity. In 
December, contracts in the New York and Northern 
New Jersey area were 47 per cent below the previous 
month and 44 per cent lower than in December, 1938. 
Most of the major construction categories participated 
in these declines; commercial and industrial building 
was the only class of construction to show an increase 
over a year previous.

During the first three weeks of January construction 
contracts in the 37 States were awarded at a daily rate 
39 per cent below the December average, largely because 
of the inclusion of the aforementioned Tennessee Valley 
Authority project in the December figures. Compared 
with the first three weeks of January, 1939, total con
tracts declined 16 per cent; the effect of substantial de
creases in nonresidential building and heavy engineering 
construction was partially offset by a moderate increase 
in contracts for residential building.
F o re ig n  T r a d e

Stimulated by some increase in foreign demands for 
American goods following the outbreak of war in Europe, 
and even before the war started, the value of merchan
dise exports from the United States in the second half 
of 1939 showed progressively larger increases over the 
corresponding months of 1938. Exports in December 
amounted to $368,000,000, which represented a 37 per 
cent increase over December, 1938 and constituted the 
largest export total for any month since March, 1930. 
For the year 1939, however, the total value of exports, 
$3,177,000,000, was only slightly more than for 1938, 
as decreases in the first half of 1939 largely offset the 
substantial gains in the latter part of the year. But 
with the exception of 1937, the 1939 export total was 
larger than in any year since 1930.
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Throughout most of 1939 the value of imports into 
this country was materially larger than in 1938, reflecting 
especially industrial demands for such foreign raw 
materials as crude rubber, tin, wool, and hides and 
skins. Total receipts from abroad in December were 
valued at $247,000,000, a gain of 44 per cent over a 
year previous. Imports for the calendar year 1939 
amounted to $2,318,000,000, an increase of 18 per cent 
over the 1938 level.

The resulting excess of exports o f $859,000,000 in 
1939 was substantially smaller than the 1938 export 
balance— $1,134,000,000— but was larger than in any 
other year since 1928.

The accompanying diagram shows the monthly values 
o f merchandise exports from the United States during
1938 and 1939 to several countries, or groups of coun
tries, which have been the largest importers o f Ameri
can goods. Exports to all the countries indicated in 
the diagram, excluding Germany, were 22 per cent 
higher in the second half of 1939 than in the compa
rable months of 1938. Exports to France, reflecting in 
considerable measure accelerated orders for American 
aircraft, were 70 per cent larger in the last half of 1939 
than in the corresponding months of 1938. In the same 
period an increase of 31 per cent occurred in American 
exports to Latin American countries, indicating the 
extent to which these nations have recently drawn upon 
the United States for supplies, some of which probably 
were formerly purchased from European countries. 
Exports to Canada were 27 per cent larger than in the 
last six months of 1938, and shipments to Japan and 
to the United Kingdom showed small net advances for 
the period as a whole, although in several months of
1939 the totals were below the 1938 figures. Shipments 
to Germany were a notable exception to the rising trend 
of American exports, dropping from an average of about

$13,000,000 a month in 1938 to around $8,000,000 in the 
first eight months of 1939 and to negligible amounts 
since September.

C o m m o d ity  P r ice s

Wholesale prices of a number of commodities turned 
downward during January, and in some cases quotations 
reached the lowest levels since the outbreak of the war 
or earlier. M oody's Investors Service index of 15 raw 
products declined 6 per cent and thereby lost all o f its 
December gain.

A fter rising about three cents during the first few 
days of the month, wheat quotations declined about 9 
cents subsequently and fell below $1.00 a bushel. 
More favorable weather conditions in the winter wheat 
area were an important factor in the decline. Cash 
corn, aided by export sales and light country offerings, 
advanced 2 cents to 59%  cents a bushel by the third 
week in January, a new high level since September, but 
receded subsequently to show little net change for the 
month as a whole. H og quotations moved irregularly 
lower and reached $5.19 a hundredweight, the lowest 
price since August, 1934, while steers showed little net 
change for the month. The average quotation o f cotton 
at ten Southern markets declined 60 points to 10.16 
cents a pound by January 23, accompanying weakness 
in foreign markets and reports of further large sales 
of 1938 loan cotton. Eaw silk quotations in New York 
declined almost continuously to $2.96 a pound, $1.63 
below the ten year peak established December 26; the 
sharp recession here accompanied falling prices in the 
primary markets and uncertainty over the Japanese 
Government’s plan to control domestic silk consumption. 
Hides declined 2 ^  cents to 12% cents a pound, and rub
ber receded %  cent to 18%  cents a pound, the lowest levels

M IL L IO N S  
OF D O L L A R S

M IL L IO N S  
OF D O L L A R S ^ t L0L°LNA5RS

Merchandise Exports from the United States to Various Countries, 1939 Compared with 1938 (December, 1939 data preliminary)
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since early September. Raw sugar in New York, after 
dipping to 2.79 cents a pound, the lowest point since 
last March, recovered as refiners offered guarantees 
against price declines in refined sugar.

In the absence of substantial new buying, prices in 
the principal metal markets eased further during Janu
ary. The producers’ price of electrolytic copper was 
reduced to 12 cents a pound, %  cent below the quota
tion which had prevailed for more than three months. 
Zinc was cut %  cent to 5.50 cents a pound, and lead was 
reduced ^  cent to 5.25 cents a pound, the lowest levels 
since early September. Tin declined another 4 cents 
during January to 45^4 cents a pound, a new low since 
last February. Scrap steel receded somewhat further.

E m p lo y m e n t  a n d  P a y ro lls

Employment at New York State factories in December 
showed little change from  the November level, although 
there is often some decrease at this time of year; the 
expansion o f about 2 per cent which occurred in fac
tory payrolls was seasonal in character. This bank’s 
seasonally adjusted index o f New York State factory 
employment has advanced for seven consecutive months, 
and in December was 12 per cent higher than in May, 
1939. In December the average weekly wage o f employ
ees in factories reporting to the New York State Depart
ment o f Labor was the highest for any month since the 
fall o f 1930. Employment was 12 per cent above the 
level of December, 1938, and payrolls were 18 per cent 
higher.

Expansion of working forces at metal and machinery 
plants continued during December. The largest advance 
in this group occurred in the shipbuilding industry; 
increased employment was also reported at automobile, 
airplane, and railroad equipment shops. On the other 
hand, continued seasonal losses at canning factories more 
than offset gains in other sections o f the food industry, 
and declines also occurred in the textile and clothing 
groups.

For the country as a whole an increase in nonagri
cultural employment o f nearly 250,000 workers was 
reported for December by the Department o f Labor, a 
gain due primarily to the hiring o f 390,000 additional 
workers in the retail trade lines during the Christmas 
season. There was a small contraseasonal gain in factory 
employment, but construction, transportation, mining, 
and the service industries all employed fewer workers 
than in the previous month. Compared with a year 
ago, nonagricultural industries were estimated to be 
employing over 1,200,000 more workers in December, 
1939.

The slight increase in factory employment in Decem
ber was contrary to the usual decline at this time of 
year, and factory payrolls were 2 per cent greater than 
in November. Employment in the automobile industry 
was increased 16 per cent and payrolls 18 per cent, 
following the resumption o f production by a major pro
ducer after settlement o f a strike. Other industries 
which reported employment gains were foundries and 
machine shops, steel mills, and meat packing firms; 
declines occurred in the canning, lumber, woolen, and 
radio industries.

D e p a r tm e n t  S to re  T r a d e
For the three weeks ended January 20, the daily 

rate of sales o f the reporting department stores in this 
District showed about the usual decline from the Decem
ber average, but total sales were about 9%  per cent 
higher than in the corresponding 1939 period.

In December, total sales of the reporting department 
stores in this District were about 1%  per cent higher 
than in December, 1938, and after allowing for one less 
shopping day in December, 1939, the increase in average 
daily sales amounted to approximately 5%  per cent, 
a somewhat smaller year-to-year advance in daily average 
sales than in November. The daily rate of sales during 
December, however, showed nearly all o f the usual 
seasonal advance from November, which was a relatively 
good month for retail trade. December sales of the 
leading apparel stores in this District were about 3%  
per cent higher than in December, 1938, and on an 
average daily basis the increase was approximately 7%  
per cent, as compared with an increase o f 5%  per cent 
in November.

Total sales o f the reporting department stores in this 
District during the year 1939 were 2.2 per cent higher 
than in 1938, as compared with a decrease o f 6.9 per 
cent from 1937 to 1938. Apparel store sales were 2.1 
per cent higher than in 1938, as compared with a decrease 
of 9.2 per cent between 1937 and 1938.

Stocks o f merchandise on hand in the department 
stores, at retail valuation, were practically the same at 
the end of December, 1939, as at the end of December,
1938, while apparel store stocks continued lower. Collec
tions during December were at a slightly lower rate 
than in 1938 in the department stores, but were prac
tically unchanged in the apparel stores.

Locality

Percentage change from 
a year ago

Per cent of 
accounts 

outstanding 
November 30 
collected in 
December

Net sales
Stock 

on hand 
end of 
monthDec.

Jan. 
to Dec. 1938 1939

New York and Brooklyn.............

Northern New Jersey..................

Northern New York State.. . .  
Southern New York State. . . .
Central New York State.........
Hudson River Valley District. 
Westchester and Stamford.. . .  
Niagara Falls............................

H
-1.0  
K9.4 
-8.3 
H9.8 
-3.6 
-7.9 
H5.8 
H8.4 
K7.0 
1-6.7 
[-5.5 
1-1.9 
-7.4

+1.1
+5.4
+5.2
+8.3
+ 3.4
+6.8
+5.3
—0.2
+5.5
+6.6
+5.4
+4.9
+4.0

— 1.0
—0.3
+0.8
+8.7
+1.7
—1.0
+3.8

42.6 
41.8
49.6
42.4
43.5
44.6 
36.0

41.9
44.9 
46.0
41.6 
39.8
45.6 
36.4

All department stores.......... +1 .3 +2.2 —0.1 43.0 41.8

Apparel stores....................... +3 .7 +2.1 —7.7 45.3 45.0

Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average == 100)

1938 1939

Dec. Oct. Nov. Dec.

Sales, unadjusted................................................ 164r 
, 91r

76r 
77 r

104
91

88
77

115
97

93
78

172
95

76
77

Sales, seasonally adjusted.................................

Stocks, unadjusted.............................................
Stocks, seasonally adjusted...............................

rRe vised
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Index of Physical Volume of Industrial Produc

tion, Adjusted for Seasonal Variation 
(1923-25 average =  100 per cent)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation 

(1923-25 average =  100 per cent)

Index of Wholesale Prices Compiled by the 
United States Bureau of Labor Statistics 

(1926 =  100 per cent)

Wednesday Figures for Reporting Member Banksin 101 Leading Cities (Latest figuresare for January 10)

Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

INDUSTRIAL activity, after a rapid rise in recent months, declined less than 
seasonally in December. In the first half of January activity did not show 

the usual seasonal increase. Distribution of commodities to consumers was 
maintained in large volume.

P roduction

Industrial output decreased in December, but by a smaller amount than 
is usual at this season, with the consequence that the Board’s index, which 
allows for usual seasonal variations, advanced further from 124 to 128 per 
cent of the 1923-1925 average. As in other recent months, the rise in the index 
continued to reflect mainly increased activity in industries producing durable 
goods. Automobile production rose sharply in December owing to the 
reopening of plants of one large producer which had been closed for almost 
two months. Plate glass production also increased. At steel mills activity 
was maintained near the high level that prevailed in October and November; 
fourth quarter production of steel ingots was greater than in any other three 
month period on record. Output of zinc and deliveries of tin continued to 
increase in December, and lumber production declined less than seasonally.

In the nondurable goods industries, where production had been at high 
levels throughout the autumn, changes in output in December were largely 
seasonal in character. At woolen textile mills, however, there was a considerable 
reduction in activity, and activity at silk mills declined to a low level, reflect
ing in part continued high prices of raw silk. Output of crude petroleum 
continued at a high rate in December, while coal production was reduced, 
following a large volume of output in the two preceding months.

In the first half of January steel ingot production was at a somewhat 
lower level than in December, while automobile assemblies were maintained 
at about the same high rate as in the previous month.

Value of construction contracts awarded, as reported by the F. W. Dodge 
Corporation, increased further in December, owing to the inclusion in the 
December figures of a large amount for a dam under construction by the 
Tennessee Valley Authority. Contracts for private building, both residential 
and nonresidential, declined seasonally.

E m p l o y m e n t

According to reports from leading industrial States, factory employment 
decreased less than seasonally in December and payrolls showed a further 
advance.

D istr ib u tio n

Distribution of commodities to consumers increased further in December. 
Sales at variety stores showed about the usual sharp rise and sales at depart
ment stores and mail order houses increased more than seasonally.

Freight car loadings declined by more than the usual seasonal amount from 
November to December, reflecting chiefly a further reduction in coal ship
ments and a decrease in loadings of ore, which had been at a high level in 
the previous month.

Co m m o d ity  P rices

Prices of wheat, which had advanced sharply early in December and 
continued at the higher level during the rest of the month, declined considerably 
in the first half of January. Smaller decreases occurred in some other com
modities, including hides, tin, and zinc. Prices of most other basic commodities, 
such as cotton, wool, lead, and steel scrap, showed little change.

G o v ern m en t  Se c u r it y  M a r k e t

Prices of United States Government securities continued to advance during 
December and were steady during the first two weeks of January.

B a n k  Credit

Total loans and investments of reporting member banks in 101 leading 
cities declined in the four weeks ended January 10, following an increase 
during the first half of December. These changes reflected largely a temporary 
rise and a subsequent decline in loans to security brokers and dealers in 
connection with the Government’s flotation of a new issue of bonds. Total 
holdings of United States Government obligations at city banks showed 
little net change during the period.

As a result chiefly of further increases in gold stock as well as the post- 
holiday return of currency from circulation, excess reserves of member banks 
increased sharply in the four weeks ended January 10.
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M o n e y  M a r k e t  in  F e b ru a ry

Gold continued to come to this country in substantial 
amounts during the past month. Weekly reports of the 
Department of Commerce on gold imports during the 
first three weeks of February indicated that gold ship
ments were received in that period from widely scattered 
sources, from iNurwK to South A frica  and from Canada 
to Australia. In the four weeks ended February 28, the 
increase in the United States gold stock amounted to 
$235,000,000, an average weekly gain of $59,000,000. In 
spite of the large sales of gold to the Treasury, most of 
which were for  foreign official accounts, foreign central 
bank balances in the Reserve Banks showed a net reduc
tion of $26,000,000 during this period, indicating that 
foreign expenditures here have been exceeding foreign 
sales of gold to this country.

While some transfers of funds to this country for the 
account of nonresidents of the countries at war have 
been reported, it seems fair to assume that a large part 
o f the proceeds of the gold imports and the reduction in 
foreign central bank balances in this country was actually 
spent in this country by foreigners, including foreign 
governments. The figures for the past month, together 
with similar figures for other recent months, suggest a 
rate of foreign spending in the United States well above 
that indicated by the reported excess o f merchandise 
exports over imports. In the past four months foreign 
spending here appears to have averaged at least 
$200,000,000 a month. The disparity between this figure 
and the average excess o f reported valuations of mer
chandise exports over imports during these months may 
be attributable in part to the requirement of the Neutral
ity A ct that foreign purchasers of war materials must 
make full payment for, and acquire title to such mate
rials in advance of their shipment from the United States, 
partly to advance payments against the cost of produc
tion o f such materials, and partly to payments made, in 
some cases, for the expansion o f productive facilities 
required to expedite deliveries.

As the accompanying chart indicates, the continued 
inflow of gold has been paralleled in a general way by a 
further rise in the volume of member bank reserves. 
Temporary disparities have been caused by other factors, 
however, such as changes in the volume of currency in 
circulation and fluctuations from  week to week in the 
volume of net expenditures or receipts of the Govern
ment. For several weeks late in 1939, for example, the 
volume of member bank reserves diminished despite an

inflow of gold, because o f the seasonal rise in the amount 
o f currency in circulation and Treasury receipts in 
excess of expenditures. On the other hand, during most 
o f January, 1940, the rise in member bank reserves was 
considerably more rapid than the increase in the gold 
stock, as payments for gold purchased by the Treasury 
were supplemented by the seasonal retirement of cur
rency from circulation and net expenditures by the 
Government. A  temporary interruption of this move
ment occurred in the last week of January and the first 
week of February, due chiefly to the collection of social 
security tax payments, but subsequently member bank 
reserves again rose rapidly. Consequently, despite an 
increase in the reserve requirements of New York City 
member banks, accompanying a rise in their deposits to 
new high levels, excess reserves of member banks in the 
latter half of February reached higher levels than ever 
before. For all member banks, excess reserves on Feb
ruary 28 totaled $5,690,000,000, and for New York City 
banks amounted to $3,300,000,000.

The further increase in idle bank funds apparently 
was an influence tending to offset the disturbing effects 
of developments abroad on the market for high grade 
securities, as, except for some minor irregularities, the 
prices of such securities remained firm during February. 
Prices of lower grade bonds and stocks also showed a 
considerable degree o f stability, despite the recession in 
industrial activity since December. In this case, how-

Gold Stock of the United States and Member Bank ReserveBalances at the Federal Reserve Banks
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ever, the stability of the market probably was not closely 
related to the further growth of idle funds available for 
investment. It might more accurately be attributed to 
the discounting of the current recession in industrial 
activity by the security markets last fall, well in advance 
of any actual curtailment of production, and perhaps also 
to the expectation in some quarters that the recession will 
not be long continued.

Money rates, both for long and short term obligations, 
remained practically unchanged during February.

Money Rates in New York

Feb. 28, 1939 Jan. 31,1940 Feb. 28,1940

Stock Exchange call loans...................... 1 1 1
Stock Exchange 90 day loans................ *1K *1K *1X
Prime commercial paper 4-6 months. . X -X X -X x - x
Bills— 90 day unindorsed........................ 7A 7A 7A
Average yield on Treasury notes (3-5

years)....................................................... 0.57 0.50 0.44
Average yield on Treasury bonds (not

callable within 12 years)..................... 2.39 2.33 2.33
Average rate on latest^Treasury bill

sale, 91 day issue.................................. 0.004 0.004 0.005
Federal Reserve Bank of New York

discount rate.......................................... 1 1 1
Federal Reserve Bank of New York

buying rate for 90 day indorsed bills. X X X

~-*N ominal.

M e m b e r  B a n k  C r e d i t  

Total loans and investments of all weekly reporting 
member banks in 101 principal cities throughout the 
country showed only a small net increase in the four 
weeks ended February 21, as a moderate increase in New 
York City was partly offset by a slight decline elsewhere. 
In the reporting New York City banks, the amount of 
commercial and industrial loans again declined slightly, 
and loans on securities showed a further small reduction, 
but there were small increases in other loans and a further 
expansion of investment portfolios. The principal in
creases in investments during the four week period were 
in holdings of United States Government notes and bonds 
which rose $31,000,000, in United States Government 
guaranteed securities which increased $44,000,000, and 
in “ other’ ’ securities which increased $79,000,000. The 
latter increase which brought such holdings to a higher 
level than ever before, apparently was due chiefly to 
purchases of the securities of municipalities and other 
governmental agencies, such as the Triborough Bridge 
Authority. Holdings of Treasury bills were reduced 
$81,000,000 further.

In 100 other principal cities, commercial and industrial 
loans increased slightly in the four weeks ended February 
21, but total investments were reduced by $40,000,000. 
Holdings of Treasury bills increased slightly, but there 
were further small declines in holdings of Treasury 
bonds and notes, and a reduction of $31,000,000 in hold
ings of Government guaranteed securities.

Demand deposits o f the New York City banks, ex
clusive o f interbank deposits, rose $164,000,000 further 
during the four week period, and again reached higher 
levels than ever before. Banks in the 100 other cities 
covered by the reports, however, showed a net reduction 
of $71,000,000 in demand deposits during the same period.

G o v e r n m e n t  S e c u r i t i e s  

The Government security market was quiet but rather 
sensitive during February, reflecting in part continued

apprehension over possible foreign developments in the 
spring, and in part, later in the month, the approach of 
the quarterly financing period of the Treasury. W ith 
respect to long term Treasury bonds, the average price 
advanced ^  point on the opening day of the month and 
then eased about %  point, after which it rose another

point to reach the month’s high on the 13th. On that 
date, however, the average price remained about y2 point 
below the January high. In  the second half of the 
month, prices of long term Government’s eased gradu
ally, but remained slightly above the end of January 
level. Treasury note prices also firmed in the opening 
two days of February, when the average yield on 3 to 5 
year issues declined to 0.46 per cent, as compared with 
the January low of 0.43 per cent, and in the subsequent 
part of February showed little change.

On February 14, the Treasury issued a call for redemp
tion on June 15, 1940, of the $353,000,000 of 3%  per 
cent Treasury bonds of 1940-43 outstanding; at the same 
time the Treasury indicated that holders of these securi
ties might, prior to the redemption date, be offered the 
privilege of exchanging them for new interest bearing 
securities of the Treasury.

Treasury bill financing during February included the 
sale of four weekly issues of $100,000,000 each, which 
replaced similar maturities. For the issue dated Febru
ary 7, the accepted bids were at prices ranging from 
slightly above par down to 99.999, the average price 
being only fractionally below par, but for the issues of 
the three succeeding weeks, the average prices were such 
as to produce average yields of 0.005 to 0.006 per cent, 
as compared with 0.004 per cent on the last issue of 
January.

C o m m e r c i a l  P a p e r  a n d  B i l l s

Although during February the prevailing level of 
rates for average grade prime four to six month com
mercial paper remained in the % -%  per cent range which 
has been in effect since the latter part of November, the 
tendency toward new low levels became somewhat more 
evident, in that a further increase was reported in the 
amount of choice paper sold at %  per cent. Sales of 
paper at y2 per cent still constituted the largest part of 
the aggregate amount o f business consummated. Bank 
investment demand for notes of commercial concerns 
again, to a considerable extent, went unfilled, owing to 
the continued inability o f dealers to acquire adequate 
supplies of paper. The small supply, however, remained 
representative of a rather wide variety of business enter
prise. Reports to this bank by commercial paper con
cerns show that $219,400,000 of paper was outstanding 
at the end of January, the largest amount since the 
$225,300,000 total for  June, 1938. A  month earlier out
standings were $209,900,000 and a year ago the amount 
was $195,200,000.

To an even greater degree than in commercial paper, 
the conditions of limited supply and active demand con
tinued to characterize the market for bankers acceptances 
during February. Dealers’ quoted rates remained un
changed. On January 31 the volume of bills outstanding 
totaled $229,000,000, a decrease, usual in January, of 
about $4,000,000 from the December total. This decrease 
resulted from slight declines in the several classifications
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shown in the accompanying tabulation. In comparison 
with a year ago the January volume was $26,000,000 
lower, reflecting a drop of $32,000,000 in bills based on 
goods stored in or shipped between foreign countries and 
a decline of $19,000,000 in export bills, partly offset by 
an increase o f $14,000,000 in bills drawn to furnish 
dollar exchange and an increase of nearly equal amount 
in import bills.

(Millions of dollars)

Type of acceptance

Im port.....................................................
E xport.....................................................
Domestic shipment..............................
Domestic warehouse credit.................
Dollar exchange....................................
Based on goods stored in or shipped 

between foreign countries..............

Total................................................

Jan. 31,1939

5711
422
55

255

Dec. 30,1939

102
3910
44
16

22
233

Jan. 31,1940

101
388
43
16

23

229

S e cu r ity  M a rk e ts

Stock prices continued to fluctuate within narrow 
limits in February and the turnover of shares on the 
New York Stock Exchange remained extremely light. 
In the first week of the month, the general average of 
stock prices advanced about 3 per cent, but did not equal 
the quotations of the first part of January, and subse
quently prices eased irregularly, and as the month closed 
were only slightly higher than at the end of January. 
The announcement reaching this market on February 19, 
that residents of the United Kingdom had been ordered 
to deliver to the British Treasury their holdings o f 60 
specified common and preferred shares of American 
corporations, in order to insure orderly liquidation of 
these securities in American markets, had no appreciable 
effect on either prices or activity on the New York Stock 
Exchange.

Prices o f medium and lower grade bonds advanced 
slightly in the first half of February, during which period 
public utility bonds o f this grade touched higher quota
tions than in January. Industrial bonds rose to about 
the January highs, while railroad bonds of this grade 
failed to advance as high as in the first part of January. 
In the latter part o f February there was some easing in 
the less high grade bonds, but average prices, as com
puted by M oody’s Investors Service, closed the month 
higher than at the end of January, particularly in the 
case of Baa public utility bonds.

High grade corporation bonds advanced further dur
ing the first half o f February, and M oody’s average price 
o f Aaa bonds reached a new high. In  the second half of 
the month, there was a moderate recession from the high 
reached on the 15th. High grade municipal issues recov
ered somewhat in the first half of February, following 
the decline in the second half of January, but later in 
February these issues declined again to below the level 
prevailing at the end of January. According to the 
Standard Statistics Company, the average yield on high 
grade municipal bonds stood at 2.65 per cent on Febru
ary 28, as compared with the recent low of 2.49 per cent, 
reached in the first part o f January.

N e w  F in a n c in g

Two exceptionally large flotations, $105,000,000 Beth
lehem Steel Corporation refunding bonds and debentures 
and $98,500,000 Triborough Bridge Authority revenue 
bonds, raised February’s aggregate of corporate and 
municipal new security issues to $430,000,000, an amount 
which exceeds the total o f any month since June, 1939. 
The Bethlehem Steel issues represented the largest single 
piece of industrial financing to have been undertaken 
since the passage of the Securities A ct o f 1933, and the 
Triborough Bridge offering was reported as the largest 
single amount of revenue bonds ever to have been issued 
by a local governmental body. Both of these issues were 
publicly offered, the first on February 29, and the second 
on February 14.

O f the $255,000,000 total of corporate issues, 
$42,000,000, the greatest amount since July, 1939, was 
for  the purpose of raising new capital. Details of the 
larger issues publicly offered during the past month 
are as follows:
$105,000,000 Bethlehem Steel Corporation refunding securities 

composed of $30,000,000 of 20 year 3 per cent 
consolidated mortgage bonds, priced at 98 to 
yield about 3.14 per cent; $40,000,000 of 25 year 
3 %  per cent consolidated mortgage bonds, priced 
at 100; $35,000,000 of 0.50 per cent to 2.60 per 
cent serial debentures maturing from 1941 to 
1950, priced at 100

26.000.000 Kentucky Utilities Company securities composed of
$20,000,000 of 4 per cent first mortgage bonds of 
1970, priced at 102 to yield about 3.89 per cent 
and $6,000,000 of 4% per cent sinking fund 
mortgage bonds of 1955, priced at 101 y2 to yield 
about 4.36 per cent, all for refunding purposes

25.000.000 Dayton Power and Light Company 3 per cent first
mortgage bonds of 1970, priced at 104 to yield 
2.801 per cent; $19,700,000 for refunding 
purposes

16.000.000 Southwestern Gas and Electric Company 3 %  per
cent first mortgage bonds of 1970, priced at 103 
to yield 3.10 per cent, for refunding purposes; 
also 75,000 shares of 5 per cent preferred stock 
offered to holders of outstanding 7 per cent pre
ferred stock

10.000.000 Skelly Oil Company 3 per cent debentures of 1950,
priced at 100, for refunding purposes

98,500,000 Triborough Bridge Authority revenue bonds com
posed of $50,000,000 of 3 %  per cent sinking fund 
bonds of 1980, priced at 10 2%  to yield 3.15 per 
cent; $8,500,000 of 2 %  per cent serial bonds of 
1945-52, priced to yield from 1.50 per cent to 2.50 
per cent; and $40,000,000 of 3 per cent serial 
bonds of 1953-75, priced to yield from 2.55 to 3.00 
per cent up to 1970 maturities and at 99^ for 
maturities from 1971 to 1975; $81,000,000 for 
refunding purposes

33.000.000 Port of New York Authority 3 per cent general and
refunding bonds of 1976 awarded at a net interest 
cost of 3.022 per cent and reoffered at 100% to 
yield 2.989 per cent.

An interesting feature of the Triborough Bridge 
Authority financing is the fact that approximately 
$81,000,000 of the proceeds of the sale will be used to 
refund at the present time (by payment of interest to 
the call date plus the call price) $71,000,000 of outstand
ing bonds callable at 105 on A pril 1, 1942. The first long 
term bonds o f local housing authorities, aggregating 
$1,700,000 for four cities, were awarded on February 15
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and the bonds of some of the authorities were reoffered 
on February 20. The securities carried various coupon 
rates from iy 2 per cent to 2%  per cent, maturities from
1940 to 1966, and were reoffered to the public at prices 
to yield from 0.20 per cent to 2.65 per cent according to 
maturity. One large private sale of securities was an
nounced during the past month, that of $30,000,000 
Commercial Investment Trust Corporation notes to two 
insurance companies. These consisted of $20,000,000 of 
2 per cent notes due in 1947 and $10,000,000 of 1 per 
cent notes due in 1943; the proceeds will be used to 
finance expansion o f the com pany’s operations.

Temporary financing accounted for an additional 
$135,000,000 during the month and included $75,000,000 
of four month 0.15 per cent notes of the State of New 
Y ork ; also $23,450,000 of 0.75 per cent Federal Inter
mediate Credit Bank consolidated debentures maturing 
in December, 1940, which were sold at prices to yield 0.30 
per cent per annum.

C e n tra l B a n k  R a t e  C h an ges

On February 17 the rediscount rate o f the Bank of 
Latvia, applicable to banks, was raised from 4%  to 5 
per cent, and the rate for other borrowers was advanced 
from 5 to 5%  per cent. The lower rates had been in 
effect since January 1, 1939.

B u sin ess  P ro fits

The sharp rise in industrial production which followed 
the outbreak of hostilities in Europe last September was 
reflected in a very large increase in profits of several 
groups of industrial corporations during the last quarter 
o f 1939. A  compilation of the quarterly profits of 221 
industrial and mercantile corporations whose reports 
have been issued by this time indicates that aggregate 
fourth quarter net profits o f this group of companies 
were nearly double those of the third quarter of 1939 
and some 60 per cent larger than in the fourth quarter 
o f 1938. On the basis o f the profits reported by this 
group of companies it appears that seasonally adjusted 
profits o f leading companies rose in the fourth quarter 
of the year to at least the same general level as prevailed 
in the first nine months of 1937, a level which was the 
highest since the third quarter of 1929. However, it 
should be emphasized that the reports from which this 
conclusion is drawn are, in general, those o f the larger 
corporations o f the country, and include a large propor
tion of companies producing durable goods, whose output 
rose more rapidly in the fourth quarter o f 1939 than the 
output of nondurable goods. Profits reports for all cor
porations in the country, were they available, undoubt
edly would show a less favorable comparison than is 
indicated for these principal corporations.

A ll o f the groups of companies listed in the following 
table showed increases in profits between the third and 
fourth quarters of 1939, and some of the principal groups 
of companies, such as the automobile and steel com
panies, reported profits which were considerably above 
seasonal expectations for the fourth quarter. As com
pared with the fourth quarter of 1938, the largest per
centage increases were reported in profits of the steel,

railroad equipment, paper and paper products, and 
textile groups of companies.

For the entire year 1939, aggregate net profits of these 
221 companies were nearly twice the total reported by 
these companies for 1938. The indications are, however, 
that profits o f principal companies for 1939 remained 
about one-fourth less than for the fu ll year 1937. This 
bank’s tabulation of annual business profits, covering a 
much larger number of companies, will appear in the 
April 1 Review.

(Net profits in millions of dollars)

Corporation group
No.
of
cos.

1938 1939

Fourth
quarter Year

Third
quarter

Fourth
quarter Year

Automobiles and automobile parts. . . 31 77.5 108.2 17.9 8 8 . 1 242.4
Building materials.................................. 14 ^6 .6 15.0 8 .3 11.4 29.2
Chemicals and drugs.............................. 2 2 19.7 70.8 27.8 32.4 108.1
Electrical equipment.............................. 1 1 4.9 16.4 5.7 ‘"8 .3 26.1
Food and food products........................ 24 25.3 83.0 2 1 . 1 23.6 83.8
Machinery and tools.............................. 19 3.6 13.0 5.2 6 .6 19.8

2 2 5.6 2 0 .0 8 .6 10.4 30.1
Paper and paper products..................... 8 0 .5 3 .0 1.4 2 . 8 5.6

7 4.2 24.1 8 . 1 9 .5 24.4
Railroad equipment................................ 7 0 .9 — 1 . 8 1 . 6 4 .3 7 .5
Steel............................................................ 19 13.3 — 6 .0 28.2 70.9 119.0

9 6.3 7 .5 2.7 6 .4 1 1 . 8
7 2 . 0 4.6 2 .4 4 .6 1 1 . 1

Miscellaneous........................................... 2 1 7 .4 23.5 8 .8 9 .8 35.0

Total, 14 groups.............................. 2 2 1 177.8 381.3 147.8 289.1 753.9

— Deficit.

F o re ig n  E x ch a n g e s

One of the outstanding developments in the foreign 
exchange markets during February was an accelerated 
flight of capital from Sweden, which culminated in the 
introduction of official exchange control in Sweden on 
February 25. The new regulations, which strengthened 
the informal control over capital transfers applied by 
Swedish banks since the middle o f December, invested 
the Riksbank and authorized banks with a monopoly of 
exchange transactions and provided for the control of 
foreign exchange. Foreign exchange will be made avail
able only for approved transactions, and the export and 
import of bank notes and securities are prohibited. The 
new restrictions do not affect Sweden’s clearing agree
ments with other countries. Despite the recent pressure, 
the Swedish krona rate was maintained throughout the 
past month near the level o f $0.2382.

Trading in the other neutral European exchanges 
was featured by irregular fluctuations in the belga and 
the guilder. The Belgian currency, which had risen to 
a four month high of $0.1698% on January 29, receded 
to as low as $0.1681:*/2 in the middle o f February. Sub
sequently, however, the belga showed some renewed firm
ness, ending February at $0.16871/2. A fter opening 
the month at $0.5309, the Netherlands currency rose to 
$0.5326 during the first week. A  reaction then occurred, 
but the rate turned upward again in the latter part of 
the month, accompanying the offering of a new Nether
lands Government issue, which was oversubscribed. A t 
the end o f the month the guilder was quoted at $0.53191/2. 
Swiss exchange, meanwhile, continued steady at about 
the rate which has prevailed since the latter part of 
November.

W ith respect to the currencies o f the allied countries,
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a weaker tendency was shown during the first half of 
the past month. The pound-dollar rate, which had ad
vanced to as high as $4.00 toward the end of January, 
declined irregularly to reach a low point of $3.94% on 
February 15. This reaction was reportedly due in large 
part to relatively heavy European and South American 
offerings o f the British currency, presumably induced 
by rumors o f an impending tightening of the British 
exchange regulations. During the second half of Feb
ruary, however, quotations for the pound sterling outside 
the London official market held fairly stable at about 
$3 ,951/2 until the end of February when the rate declined 
to $4.94%. In the forward market, the discount on three 
month sterling deliveries narrowed during the month 
from the equivalent of 3%  per cent per annum to about 
3%  per cent. The New York rate for French francs 
continued to keep more or less in line with sterling, in 
view o f the official cross rate of 176% francs to the 
pound. Toward the end of February the franc was 
quoted in this market at $0.0223%, as compared with 
the high o f $0.0226% reached about a month earlier.

The Canadian dollar showed some weakness against 
United States currency during February, its discount 
widening from 12 5/16 per cent on January 31 to 13% 
per cent near the end of February, the largest discount 
in about three months. Of the Latin American curren
cies, the “ free”  rate for the Argentine peso, which im
proved noticeably in January, appreciated further in 
early February, reaching $0.2347 on February 8, as 
compared with about $0.2250 at the beginning o f Janu
ary. Despite adverse pressure, reported to have been 
occasioned largely by discussion in this country o f a 
proposal to suspend the foreign silver purchase provi
sions o f the Silver Purchase Act, the dollar rate for the 
Mexican peso was maintained at about $0.1672 through
out the past month.

G o ld  M o v e m e n t
The volume o f gold imports into the United States 

declined somewhat further during February, but con
tinued to be very substantial. In addition, the amount 
of gold held under earmark for foreign account at the 
Federal Eeserve Bank of New York decreased about 
$35,000,000 further during the month, following a de
crease o f $40,000,000 in January. Chiefly as a result o f 
these factors, the gold stock of the United States increased 
about $245,000,000 in February, after a gain o f 
$287,000,000 in January. The amount o f gold held 
under earmark for foreign account at the Federal Re
serve Bank o f New York at the end o f the month 
amounted to about $1,085,000,000.

As reported by the Department o f Commerce, gold 
imports into the United States during the four weeks 
ended February 21 totaled $216,900,000, o f which 
$43,400,000 came from Canada, $32,700,000 from 
Sweden, $25,500,000 from  the Netherlands, $21,300,000 
from the Union o f South Africa, $20,300,000 from Eng
land, $19,100,000 from Norway, $14,300,000 from India, 
$10,500,000 from Switzerland, $6,400,000 from Australia, 
$5,600,000 from  Russia, $4,900,000 from Japan, 
$2,800,000 from Italy, $1,400,000 from Hong Kong, 
$1,400,000 from the Philippines, $1,000,000 from Bel
gium, and $500,000 from New Zealand.

P r o d u c t io n  a n d  T r a d e
Available weekly data indicate that there was a further 

decline in business activity in February. Steel mill 
operations continued to slacken, although the rate of 
decline was less marked during the latter half of the 
month. For February as a whole, ingot production ap
pears to have averaged slightly above two-thirds o f theo
retical capacity, as compared with 83 per cent o f capacity 
in January and 93 per cent in November. New orders 
booked by steel mills continued to lag behind current 
output, although trade reports indicated an increase in 
export business. Cotton textile mill activity appears to 
have been generally well maintained in February, despite 
the fact that sales were again reported below output. 
Automobile production declined seasonally. Incomplete 
data on department store sales in the New York District 
indicate a decrease from  the January level, although the 
rate o f sales is usually greater in February than in 
January.

Indexes o f electric power production and railway 
freight traffic have also reflected the recent decline in 
activity, although the decline in the former apparently 
has been less in proportion to the rise last year than 
in indexes of industrial production. As shown in the 
accompanying diagram, electric power production de
clined in January and February sufficiently, after 
seasonal adjustment, to cancel approximately one-fourth 
of the June-December rise.

The general level o f business activity declined in 
January, following the substantial advance which had 
occurred during the last seven months of 1939. Retail 
trade, as is usual, contracted sharply, and available 
monthly data indicate that the drop was larger than 
in many other years. Railroad car loadings o f mer
chandise and miscellaneous freight showed a rather pro
nounced decline from  the December level, but shipments 
of bulk freight increased. The volume of industrial pro
duction was considerably reduced, on a seasonally ad
justed basis, owing in substantial part to curtailment of 
output or absence o f expansion in some important lines 
where increases usually occur between December and 
J anuary.

Daily Average Volume of Electric Power Production, Adjustedfor Seasonal Variation (Four week moving averages)
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(Adjusted for seasonal variations, for estimated long term trend, 
and where necessary for price changes)

1939 1940

Jan. Nov. Dec. Jan.

Industrial Production
Steel................................................................. 69 126 129 107
Passenger cars............................................... 73 64 86 89
Motor trucks................................................. 78 87 91 83
Bituminous coa l........................................... 78r 95 85 97p
Crude petroleum.......................................... 88 92 94 91p
Electric power r............................................ 91 98 99p 99p
Cement........................................................... 57 67 73
Cotton consumption.................................... 95 r 115 1 2 2 i i o
W ool consumption r.................................... 104 1 2 2 1 2 1 104p
Shoes........................................................... 116 117 116p 108p
Meat packing................................................ 88 10 0 104 103
Tobacco products......................................... 87 95 95 85

Employment
Employment, manufacturing, U. S......... 96 105 106 105p
Employee hours, manufacturing, U. S .. . 81 94 94 91p

Construction
Residential building contracts.................. 47 49 37 42
Nonresidential building and engineering

contracts.................................................... 69 68 98 44

Primary Distribution
Car loadings, merchandise and misc 79 90 93 86
Car loadings, other...................................... 74 r 95 85 89
Exports........................................................... 71 80 98 109p
Imports........................................................... 74 85 94 89p

Distribution to Consumer
Department store sales, U. S.................... 86 93 93 p 89p
Department store sales, 2nd District . . . 76 85 83 p 82 p
Chain grocery sales r .................................. 93 1 0 1 1 0 1 98p
Other chain store sales............................... 97 97 109p 97p
Mail order house sales................................ 91 96r 108p •97p
New passenger car registrations............... 70 76 73

Velocity o f Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average =  10 0 ) . . 61 62 64 59
Velocity of demand deposits, New York

City (1919-25 average =  10 0 ) ........... 36 30 35 27

Cost o f Living and Wages*
Cost of living (1913 average= 1 0 0 ) ........ 147 148 147 147p
Wage rates (1926 average= 10 0 ) ............. 1 1 1 1 1 2 114p

p Preliminary. r Revised. * Not adjusted for trend.

C o m m o d ity  P r ice s

Commodity price movements during February were 
irregular, but in most cases o f moderate proportions. 
Nonferrous metal prices, which had been tending down
wards, strengthened toward the end of the month, 
although the general level of all wholesale prices de
clined slightly further.

The course o f political developments abroad appar
ently exerted an important influence on wheat markets 
in this country during February. Cash wheat at Kansas 
City rose as high as $1.051/o a bushel on February 21, 
7%  cents above the level at the end of January, though 
the gain for the month as a whole was reduced by a 
subsequent reaction. Other factors in the rise included 
sizable British purchases of Canadian wheat, reports 
o f extensive damage to European crops by cold weather, 
and an estimate that the current Argentine crop would 
be the smallest since 1917. Corn prices moved within 
relatively narrow limits around 58 cents a bushel, as 
the increased quantity o f the grain being sealed under 
Government loan tended to offset the threat o f competi
tion from the large new Argentine crop. Although the 
export subsidy was terminated at the end of January, 
the average price o f cotton at ten Southern markets ad
vanced %  cent to 10% cents a pound. On the other hand,

PER CE N T

Daily Index o f Prices of 28 Basic Commodities, Computed by Bureau 
of Labor Statistics (August, 1939=100 per cent)

domestic wool prices eased several cents further, and 
silk declined 21 cents to $2.90 a pound by the middle of 
February, the lowest level since early September. Rub
ber receded %  cent to 1 8 ^  cents a pound following the 
announcement by the International Rubber Regulation 
Committee that the export quota for the second quarter 
o f 1940 would remain unchanged at 80 per cent of basic 
quotas. Steers, however, rose sharply to more than 
$10.00 a hundredweight for the first time since Septem
ber, and raw sugar in New Y ork was quoted somewhat 
higher as the Government reduced the 1940 domestic 
sugar consumption estimate on which import quota allot
ments are based.

Metal markets, which had continued to decline during 
the first part of February, became firmer subsequently. 
The producers’ price o f electrolytic copper, which had 
been cut %  cent a pound in the first week of February, 
was increased ^  cent to 11%  cents a pound on February
20, accompanying reports o f the largest sales o f the 
metal since September. The International Tin Commit
tee reduced export quotas from 120 per cent to 80 per 
cent o f standard, and the price o f the metal in this 
country rose 2 cents to 47%  cents a pound. The price 
o f zinc was advanced ^4 cent to 5%  cents a pound, and 
lead recovered a ^  cent decline which had occurred 
early in the month. Scrap steel quotations appeared to 
level off in the final week of the month.

The accompanying diagram shows the Bureau of 
Labor Statistics’ new daily index of spot market prices 
o f 28 basic commodities, and two of its subgroups—  
foodstuffs and raw industrial commodities. The index 
begins August 28, 1939, and hence covers the entire war 
period, including the abrupt rise in September, a de
cline and recovery in the final quarter o f 1939, and a 
renewed decline in the first five or six weeks o f this 
year, accompanying the downturn in business activity. 
In the last three weeks o f February the three curves 
tended to level out, in each case at about 15 per cent 
above the August average. The daily index is consider
ably more sensitive than the Bureau’s monthly index 
o f 784 wholesale prices, which is estimated for Febru
ary at only 5 per cent above its prewar level.
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During January the daily average rate of construction 
contract awards in the 37 States included in the F. W . 
Dodge Corporation survey was 42 per cent below the high 
level of December and 25 per cent lower than a year ago. 
The sharp decline from  the preceding month was prin
cipally the result of a 67 per cent decrease in the heavy 
engineering classification, which in December included 
a large Tennessee Valley Authority project. Contracts 
for residential building registered a reduction, but con
tracts for public purpose building were slightly above 
the level of the previous month. The latter type of con
struction, however, showed a 64 per cent decrease from 
the relatively large volume in January o f last year. 
Contracts for heavy engineering projects were 27 per 
cent smaller than in January, 1939.

In the New York and Northern New Jersey area the 
average daily rate of contract awards was only 5 per 
cent lower than in December, but as compared with 
January o f last year, the reduction in the volume of 
total construction contracts in this area amounted to 
51 per cent. A ll the major construction categories par
ticipated in the decline from a year ago, with the excep
tion of commercial and industrial building, which, con
tinuing the rising tendency o f recent months, was 19 per 
cent larger than in January, 1939. Residential build
ing contracts were 7 per cent less than a year previous.

In January, contracts for apartment house construc
tion constituted a larger proportion of all residential 
contracts than a year ago, both in the New York area 
and in other areas. The relative growth in apartment 
house construction is indicated in the accompanying 
diagram, which shows that, for the year 1939, apartment 
house construction in the New York area accounted for 
54 per cent of all residential construction, as compared 
with only 40 per cent in 1935, and that in other areas
1939 apartment house construction amounted to 17 per 
cent o f the total, as compared with 12 per cent in 1935. 
Meanwhile, in New York the proportion o f contracts 
for one family houses (fo r  sale or rent) has remained 
approximately the same, and has increased somewhat in

Building

A L L  O T H E R

O NE FA M ILY
OWNCR OCCUPANCY

ONE FAMILY
SALE OR RENT

NE W  YORK & 
N O R T H E R N  N .J

O T H E R
A R E A S  PCRCeNT

A P A R T M E N T S

1935 *36 *38 *39

Percentage Distribution of Principal Types o f Residential Building 
Contracts in the New York and Northern New Jersey Area, 

and in Other Areas from which Reports are Collected by 
the F. W . Dodge Corporation

other sections, but the proportion of contracts for owner 
occupied one family houses has been declining, both in 
New York and elsewhere.

During the first three weeks of February, total con
struction contracts in the 37 States were awarded at 
approximately the same daily average rate as in Janu
ary; the effect of a substantial increase in the category 
of nonresidential building about offset decreases in 
awards for heavy engineering projects and for residential 
building. Compared with the corresponding period of 
February, 1939, total contract awards were 14 per cent 
lower, owing chiefly to a large reduction in the heavy 
engineering classification.

E m p lo y m e n t  a n d  P a y ro lls
Factories reporting to the New York State Depart

ment of Labor in January showed decreases of 2 per 
cent in employment and 3%  per cent in payrolls. The 
decline in employment was of about the usual seasonal 
magnitude, but the reduction in payrolls appears to have 
been slightly larger than usual. Compared with Janu
ary, 1939, factory employment in New York State was 
12 per cent higher and payrolls were 16 per cent greater.

A ll of the major industrial groups reported declines 
for the month in both employment and payrolls; the 
chief declines occurred in textile mills, in fur, leather, 
and rubber goods plants, and in the stone, clay, and glass 
industry. However, in several subgroups increased work
ing forces were reported; this was true of the millinery, 
men’s clothing, and automobile and airplane industries.

For the country as a whole, the United States Depart
ment o f Labor reported a decline in nonagricultural 
employment of more than 1,000,000 workers between the 
middle o f December and the middle of January— some
what more than the usual seasonal reduction. About 
half o f the reduction from December to January occurred 
in retail trade, where approximately 600,000 workers 
were laid off after the close of the holiday trade. In 
addition there was a decrease of 200,000 workers in 
factory employment and about 200,000 in construc
tion work. However, there were estimated to be about 
1,100,000 more nonagricultural workers employed in 
January, 1940, than there were a year ago.

United States factories reported declines of 2y2 per 
cent in employment and 5%  per cent in payrolls, which 
are somewhat larger than the usual decreases experienced 
in January. The durable and nondurable goods cate
gories shared about equally in the decline, and, with the 
exception o f the transportation equipment and leather 
goods groups, all m ajor industrial classifications em
ployed fewer workers in January than in December. 
Compared with January, 1939, however, total factory 
employment was 10 per cent higher and payrolls were 
17 per cent greater.

F o re ig n  T r a d e
During January merchandise exports from the United 

States were valued at $369,000,000, an amount which 
was slightly larger than the December figure, contrary 
to the usual tendency for exports to decline substan
tially at this time of year. As compared with the low 
level o f a year ago, exports in January o f this year 
were 73 per cent higher. Imports, with a value of
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1935 1936 1937 1938 1939 1940
Daily Average Value of United States Merchandise Exports 

and Imports, Adjusted for Seasonal Variation

$242,000,000, were somewhat smaller than in the pre
ceding month, but showed an increase of 36 per cent 
over a year ago. The resulting $127,000,000 excess of 
exports in January of this year was larger than in any 
month since October, 1929.

As is indicated in the accompanying diagram, both 
exports and imports of this country have increased 
approximately 30 per cent, on a seasonally adjusted 
basis, since last September. The increase has carried 
exports to a considerably higher point than was reached 
in 1937, while imports have not yet reached the 1937 
peak.

The following table shows the percentage changes 
which have occurred between January, 1939 and Janu
ary, 1940 in the value of the 10 export classifications 
of greatest importance (during 1939) in this country’s 
foreign trade, and in the values of the most important 
imports. Reflecting heavy European demand, exports 
of aircraft from the United States in January were 
more than five times as large as in January, 1939, and 
the value of exports of raw cotton and semifinished 
copper showed increases o f 300 per cent and 225 per 
cent, respectively, reflecting not only large increases in 
quantity, but also higher prices; a year ago, raw cotton 
exports were at an extremely low level. In addition, ex
ports of metal working machinery were more than 
double those of a year ago, and lubricating oil exports

Exports Imports

Percentage Percentage
change in value change in value

Jan., 1940 Jan., 1940
Individual items compared with Individual items compared with

Jan., 1939 Jan., 1939

Aircraft....................................... +420 Furs, undressed.. +213
Cotton, unmanufactured........ +300 W oo l..................... +155
Copper........................................ +225 Sugar, cane......... +128
Metalworking machinery. . . . +117 Rubber, crude.. . +115
Lubricating o il.......................... +  82 T in ........................ +113
C oal............................................. +  39 Silk, raw.............. +  86
Automobiles, parts, and ac W oodpulp........... +  53

cessories.................................. +  11 Newsprint paper. +  11
Crude petroleum...................... 0 Hides and skins . +  3
Gasoline, and other motor fuel —  13 —  16
Tobacco...................................... —  28

Total 10 exports............... +108 Total 10 imports +  64

All exports......................... +  73 All imports . . . +  36

showed a large increase. On the other hand, the exports 
of tobacco and gasoline were smaller in value than a year 
ago. Among the imports, the largest percentage gain 
occurred in receipts o f furs, but there were also large 
increases in the value of wool, sugar, rubber, and tin 
imports. Imports of silk were slightly smaller in quan
tity than a year ago, but, owing to the price rise, were 
86 per cent larger in value than in January, 1939. 
Receipts of coffee showed a moderate decrease from a 
year ago, in quantity as well as in value.

D e p a r tm e n t  S to re  T r a d e
For the three weeks ended February 17, total sales 

of the reporting department stores in this District fell 
slightly below those o f the corresponding period of 
1939, apparently owing in part to bad weather conditions 
in the third week, and were also below the January 
level, although the rate of sales is usually somewhat 
greater in February than in January.

Total January sales of the reporting department stores 
in this District were about 14%  per cent higher than 
last year, but about one-third of the increase was due 
to one more business day than in January, 1939. As 
compared with the preceding month, when sales reached 
their seasonal peak, about the usual decline was shown. 
January sales of the leading apparel stores in this 
District were 12.2 per cent higher than last year, and 
on an average daily basis the year-to-year increase was 
larger than in the previous two months.

Stocks of merchandise on hand in the department 
stores, at retail valuation, were about 1%  per cent 
higher at the end of January than a year ago, and 
apparel store stocks were about 8%  per cent lower.

Locality

Percentage 
change 

January, 1940 
compared with 
January, 1939

Per cent of 
accounts 

outstanding 
December 31 
collected in 

January

Net
sales

Stock 
on hand 

end of 
month 1939 1940

New York and Brooklyn............... +14 .9 + 0 .2 50.4 50.7
+  7.9 + 3 .4 39.4 38.4
+ 1 3 .4 + 2 .0 55.8 54.9
+ 1 9 .0 + 4 .3 37.7 39.8

Northern New Jersey..................... + 1 5 .8 + 5 .8 41.4 38.4
+ 16 .7 — 2.9 40.9 43.1
+11 .9 + 5 .9 35.9 37.0

Northern New York State........ + 1 0 .7
Southern New York State........ +15 .9
Central New York State........... + 1 5 .5 • • . •
Hudson River Valley District. . + 14 .9
Westchester and Stamford....... —  2 .5 . • . .
Niagara Falls................................ + 11 .9

All department stores............ + 1 4 .6 + 1 .4 46.8 46.1

Apparel stores.......................... + 1 2 .2 — 8.6 49.6 50.1

Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average=100)

1939 1940

Jan. Nov. Dec. Jan.

Sales, unadjusted.............................................. 68 115 172 74
Sales, seasonally adjusted.............................. 86 97 95 94

Stocks, unadjusted........................................... 68r 93 76 69
Stocks, adjusted............................................... 76r 78 77 77

r Revised
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S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Eeserve Bank, New York

M o n e y  M a r k e t  in  M a r c h
The feature of the past month in the money market 

has been the strength of United States Government and 
other high grade securities. Prices for long term Treasury 
bonds, high grade corporation bonds, and municipal 
securities all rose, as the supply of funds available for 
investment continued to increase and the outlets for 
investment funds continued restricted.

The rise in prices of Government bonds followed the 
announcement on March 4 of the Treasury’s March 
refinancing program. The rather general expectation 
in the market had been that the refunding of Treasury 
notes maturing on June 15 and of the Treasury bonds 
called for redemption on that date would be combined, 
and that holders of these securities would be given 
the option of exchanging them for either a new issue 
of Treasury notes or an issue of Treasury bonds of inter
mediate maturity. When the Treasury announced only 
a new issue of five year notes in exchange for the notes 
maturing in June and made no mention of the refund
ing of the called bonds, it became apparent that there 
would be no reduction in the outstanding supply of 
Treasury notes, and that no increase in the supply of 
Treasury bonds would result from the March refinancing 
operation. Prices of outstanding Treasury notes, which 
had been strong during the first few days of the month, 
declined moderately, but prices of Treasury bonds rose 
rapidly as banks and other investing institutions went 
into the market to purchase bonds in place of those which 
they had expected to obtain through a refunding issue, 
or the buying of which they had postponed pending the 
outcome of the March refinancing operation of the 
Treasury.

In the three days beginning with March 5, after the 
Treasury announcement was issued, the average price 
o f long term Treasury bonds rose %  of a point and 
medium term issues also rose considerably. The rise con
tinued at a more moderate rate until near the end of the 
third week in March, when the total advance for the long 
bonds was close to 1%  points. A  temporary dip occurred 
on March 20, which was attributed to professional sell
ing induced by war news and the technical condition of 
the market, but on subsequent days the rise was resumed.

Underlying factors in the strength of the market for 
high grade securities in March were the further accumu
lation of funds available for  investment in banks and 
other institutions, and the dearth of new additions to the 
supply o f such securities. The volume of idle funds in 
banks continued to increase and the large New York 
City banks added substantially to their investment port
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folios. Insurance companies, which have had a continued 
accumulation of funds for investment, were also reported 
to have participated in the buying movement of the 
past month. Except for a few large issues, flotations of 
new corporation and State and municipal bonds have 
remained relatively small in recent months, and a large 
part of the securities that have been offered have been 
for refunding purposes. Furthermore, no early offer
ing of Treasury securities to provide new funds for the 
Government has been expected by the market, and the 
high level of income tax collections in March was ex
pected to defer still further the need for such financing, 
unless Government expenditures rise considerably above 
those indicated by the budget estimates issued in J anuary.

In the face of these conditions of demand and supply 
in the market for high grade securities, the principal 
restraining influence on the market has been the con
tinued uncertainty as to the effects of the war in Europe 
on the financial situation in this country. Reports from 
Europe during the past month had alternately minor 
stimulating and depressing influences on the bond mar
ket, and usually the reverse effects on the stock and 
commodity markets.

The most important immediate effect of the war on the 
banking position in the United States is through its 
stimulus to gold shipments to this country. Despite the 
restrictions adopted by a number of countries to curtail 
transfers of capital to the United States, which for 
several years had been the largest factor causing gold 
shipments to this country, the gold movement has con
tinued in very large volume. A fter diminishing gradually 
from December to February, gold imports rose consider
ably in March and will probably reach a total of about 
$450,000,000, the largest amount for any month except 
December since the war started. Substantial amounts of 
the incoming gold were placed under earmark for foreign 
account, but the net increase in the United States gold 
stock in March was approximately $250,000,000.

The continued inflow of gold has been the principal 
factor tending to raise the volume of excess reserves of 
member banks to higher and higher levels. In the two 
weeks ended March 13, excess reserves of member banks 
rose to new high levels, chiefly as a result of additions to 
the gold stock, the total volume of excess reserves on 
March 13 amounting to $5,780,000,000. In the week 
ended March 20 a temporary reduction was occasioned 
by the heavy income tax collections, which substantially 
exceeded Government disbursements and gold imports 
in that week, but in the following week the growth in 
member bank reserves was resumed.
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M o n e y  R a t e s  
The principal change in money rates during March 

was the decline in yields on Government and other high 
grade bonds. Yields on Treasury notes also showed a 
small net decline, despite the effects of the Treasury 
refinancing operation. Other money rates remained 
practically unchanged.

Money Rates in New York

Mar. 31, 1939 Feb. 29, 1940 Mar. 28, 1940

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans................. * 1 K * 1 H
Prime commercial paper 4-6 months. . . X - 5A X - HBills— 90 day unindorsed......................... he %Average yield on Treasury notes (3-5

years)....................................................... 0 .5 0 0.41 0 .4 1 f
Average yield on Treasury bonds (not

callable within 1 2  years)..................... 2.31 2.33 2 . 2 2
Average rate on latest Treasury bill sale,

91 day issue............................................ t 0.005 #
Federal Reserve Bank of New York

discount rate.......................................... 1 1 1
Federal Reserve Bank of New York

buying rate for 90 day indorsed bills.. X X X

* Nominal.
t  Increase of 0.03 in average yield due to inclusion of the new issue of %  per 

cent Treasury notes, Series A, maturing March 15, 1945.
t  Average price slightly below par.
# Sold at prices slightly above par, and at par.

M e m b e r  B a n k  C r e d i t  
In the four weeks ended March 20, total loans and 

investments of weekly reporting New York City banks 
increased $224,000,000, chiefly because of an increase in 
security holdings, amounting to $177,000,000. The larg
est increase was in holdings of Treasury notes. A fter 
the Treasury announcement on March 4 of its refinancing 
program, the price of Treasury notes maturing in June 
declined %  to %  of a point, and the New York City 
banks became large buyers of these notes, which they 
subsequently exchanged for the new issue; fo r  the four 
week period the increase in the Treasury note holdings 
of the New York City banks amounted to $108,000,000. 
They also reported increases in investments of $48,000,000 
in Treasury bonds, and $51,000,000 in securities other 
than Treasury obligations, but reduced their hold
ings of Government guaranteed securities by $36,000,000. 
Total loans of these banks rose $47,000,000, largely 
because of an upturn in commercial and industrial loans, 
part of which apparently was seasonal in character, and 
part of which reflected a few large term loans.

Reports from member banks in 100 other principal 
cities throughout the country showed a decrease of 
$37,000,000 in total loans and investments during the 
same period. There was an increase of $28,000,000 in 
loans, which again was largely in commercial and indus
trial loans, but this increase was more than offset by a 
reduction of $65,000,000 in investments. The largest 
decrease, amounting to $55,000,000, was in holdings of 
Treasury notes. There were also reductions of $12,000,000 
in Treasury bond holdings and $20,000,000 in Gov
ernment guaranteed securities, but these reductions were 
partly offset by increased holdings of Treasury bills and 
a small increase in other securities.

Demand deposits, exclusive o f interbank deposits, rose 
somewhat further in the New York City banks during the 
four week period, despite the transfer of $50,000,000 to 
time deposits, and the amount of deposits held for other 
banks increased nearly $100,000,000 to a new high level. 
In other cities covered by the weekly reports, demand

deposits, other than interbank deposits, showed some 
net decline for the four weeks ended March 20, appar
ently due to income tax payments, but in this case also 
deposits held for other banks increased substantially.

G o v e r n m e n t  S e c u r i t i e s

Prices of Treasury bonds showed a rising tendency 
during the opening days of March, and, following the 
announcement that was made after the close of business 
March 4 that a five year note issue would be offered by 
the Treasury in exchange for the $738,000,000 of 1^2 
per cent Treasury notes maturing June 15, 1940, the 
Treasury bond market turned strong. Prices of out
standing long term Treasury bonds advanced on the aver
age about %  of a point on the following three days, but 
the price of the June 15 notes (rights) declined con
siderably.

On March 7, the Treasury made a formal offering of 
an issue of %  per cent Treasury notes due March 15, 
1945, in payment for which only the Treasury notes 
maturing in June could be offered, and on March 9 the 
subscription books were closed with 97 per cent of the 
June notes turned in for exchange into the new issue. 
The stimulus to the market for Treasury bonds, provided 
by the refunding of the June notes only with a note 
issue, carried through March 18, as many investors who 
had deferred their operations until the terms of the 
refunding became known, came into the market. Reflect
ing this demand, which included purchases by insurance 
companies, savings banks, and commercial banks, the 
average price of long term Treasury bonds rose an addi
tional %  of a point in the period between March 7 and 
March 18. A t the highs reached on March 18, the price 
of the 2%  per cent Treasury bonds of 1960-65, for 
example, came within %  o f a point of the high reached 
in June of last year.

For a few days after March 18, however, buying inter
est contracted considerably, apparently reflecting in part 
the completion of investment programs by a number of 
investors, and during this period prices of long term 
Treasury bonds eased about %  of a point. This decline 
was quickly followed by a recovery, with the result that 
prices near the end of March were on the average at the 
month’s highs, and about 1%  points above the closing 
quotations of February. The average price of 3 to 5 
year Treasury notes showed a relatively minor advance 
for the month.

Treasury bill financing during March was composed 
of four weekly issues, each in the amount of $100,000,000 
and of 91 day term, which replaced similar maturities. 
The bills dated March 6 were all awarded on par bids, 
and accepted bids for the following three issues were at 
prices slightly above and at par.

C o m m e r c i a l  P a p e r  a n d  B i l l s

In conformity with the usual experience in March, 
commercial paper dealers were reported to have acquired 
from a diversified list of industrial and commercial con
cerns a somewhat enlarged amount of notes for resale 
to investors. The aggregate amount of these acquisitions, 
however, remained small as measured against the exist
ing active investment inquiry, which continued largely 
unfilled. Average grade prime four to six month com
mercial paper again was sold at both %  and %  per
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cent, the level that had prevailed for some time prior 
to the temporary small rise which followed the outbreak 
of war in September, and especially choice paper con
tinued to be sold at %  per cent. The major portion of 
all sales was consummated at %  per cent. A  total of 
$226,400,000 of paper was outstanding at the end of 
February through commercial paper concerns reporting 
to the New York Reserve Bank. This compares with 
$219,400,000 at the end of January and is the largest 
amount outstanding since May, 1938.

Owing to continued limitation of supply in the face of 
an active and largely unsatisfied demand, the bankers ac
ceptance market continued inactive during March, with 
rates quoted at previously reported levels. The amount 
of acceptances outstanding increased slightly in Febru
ary to $233,000,000 and returned to approximately the 
level that prevailed in December. The rise of $4,000,000 
for the month resulted from increases in outstandings 
of export bills and bills based on goods stored in or 
shipped between foreign countries, which exceeded a 
decrease in import bills outstanding. In comparison with 
a year ago, the decrease of $15,000,000 was due largely 
to declines in bills based on foreign stored and shipped 
goods, and in export bills, partly offset by increases in 
several other classifications.

C a p ita l P o s it io n  o f  N e w  Y o r k  C it y  B a n k s
There has been recurrent discussion in recent years 

o f the rather general decline in ratios of bank capital to 
the volume of bank deposits. This tendency has been 
clearly apparent in the published statements of banks 
in New York City as well as in other parts of the coun
try. In the past five years the aggregate deposits o f 27 
of the larger New York City banks have increased by 
about $4,900,000,000, or more than 50 per cent, while 
their aggregate capital funds have increased by less than
2 per cent. Recoveries on assets written down during 
preceding years, and gradual accumulations o f undis
tributed net profits, have only slightly exceeded repay
ments of capital obtained from the Reconstruction 
Finance Corporation after the bank holiday of 1933. 
Consequently, as is shown in the first column of the 
accompanying table, the average ratio o f total capital 
funds to total deposits for these banks has declined from 
17.2 per cent at the end of 1934, to 12.2 per cent at the 
end o f 1939, owing to the continued large increase in 
deposits.

During these years, however, the cash assets o f these 
banks (cash in vault, amounts due from other domestic 
banks, reserve balances in the Federal Reserve Bank, 
and cash items in process of collection) have more than 
doubled, increasing by approximately $3,600,000,000. 
Obviously, to the extent that assets held by the banks 
against their deposits are in the form o f cash or the 
equivalent, no very great protection in the form o f bank 
capital is needed by the depositors. In the last analysis 
protection for depositors becomes important when their 
deposits are employed in assets that are subject, poten
tially at least, to shrinkage in value. In 1935 and 1936 
there was a substantial increase in the amount of funds 
employed by the New York City banks in loans and 
investments, and consequently the ratio o f capital funds 
to deposits less cash assets (second column in the table) 
declined considerably. In the subsequent three years,

however, there was no further net reduction in this 
ratio as the amount o f invested funds has shown little 
change— an increase in security holdings being largely 
offset by a reduction in loans— and the further substan
tial rise in deposits has been paralleled by the equally 
large increase in cash assets. A t the end of 1939, the 
average ratio of capital funds to deposits, less cash assets, 
was 21.5 per cent as compared with 26.3 per cent at the 
end of 1934.

From one viewpoint, perhaps the most significant capi
tal ratio is the percentage of capital funds to the total 
of all bank assets in which there may be shrinkage in 
value under adverse conditions. Such assets comprise 
all funds invested in loans, securities, and real estate. 
This ratio for the New York City banks also declined 
in 1935 and 1936 (third column in the table) but showed 
no further net reduction from the end of 1936 to the 
end of 1939, although there was an intervening increase 
in 1937, when there was a large reduction in the volume 
of loans and investments, and a subsequent decrease, 
especially in 1939, when loans and investments increased 
substantially. A t the end of 1939 this ratio o f capital 
funds to total invested funds was 17.3 per cent as com
pared with 19.9 per cent at the end of 1934.

It may be concluded from this analysis that a decline 
in the ratio o f bank capital to total deposits may not 
necessarily indicate, and certainly does not accurately 
measure, a lessening of the protection afforded bank de
positors by bank capital. Such protection depends upon 
several other factors, including the proportion of cash 
held by banks against their deposits, the proportion of 
bank funds invested in assets subject to potential shrink
age in value and the character o f such assets. There is 
no single ratio of bank capital to the volume of deposits 
or to the volume of invested funds which can be con
sidered satisfactory for all banks under all conditions. 
A  capital ratio which may be quite ample for a bank 
with an adequate proportion of liquid assets and with 
other assets of generally high quality, may be insufficient 
for a bank that has a substantial part o f its funds 
employed in loans, securities, or other assets involving 
material risk of depreciation. In general, it may be 
said that the importance of the decline in the ratio o f 
bank capital to total bank deposits in recent years has 
been exaggerated, and that other at least equally informa
tive ratios have not shown a proportionate decline.

Percentage of total capital to

End of December Total deposits
Total deposits 
less cash assets Total invested funds

1934 17.2 26.3 19.9
1935 14.9 23.2 18.3
1936 13.6 2 1 . 2 17.1
1937 14.7 23.7 18.8
1938 13.9 23.4 18.5
1939 1 2 . 2 21.5 17.3

S e cu r ity  M a rk e ts
During March, fluctuations of stock prices continued 

to be within narrow limits, and, in fact, were even nar
rower than in the other months since last September. 
Reflecting this high degree of stability, the Standard 
Statistics Company index of closing quotations for 90 
stocks moved within a range of only 2 per cent in March. 
The volume of trading in stocks also remained at a very
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low level; on only two days during the month did turn
over on the New York Stock Exchange reach as much 
as 1 million shares. Toward the end of March, indus
trial, railroad and public utility shares on the average 
were fractionally higher than at the end of February.

The medium grade corporate bond market continued 
to show diverse tendencies during March. Prices of pub
lic utility bonds rated Baa by M oody’s Investors Service 
rose considerably further to the highest levels in recent 
years, and industrial bonds of this grade continued to 
firm, reaching the highest average level since early 1937. 
Baa railroad bonds, however, receded slightly further and 
toward the end of March were quoted, on the average, 
some 5%  points below the 1939 highs reached in March 
of that year, when the volume of freight traffic was 
somewhat lower than at the present time.

A ll groups of high grade corporation bonds moved 
higher in March, following a slight easing in the latter 
part of February from the peaks reached in the middle 
o f that month, and toward the end of March this class 
of bonds again reached new high levels, about %  point 
above the February high, according to M oody’s Investors 
Service average of Aaa bonds. High grade municipal 
bonds also advanced in price during March, as is indi
cated by a decline in the Standard Statistics Company 
average yield on 15 such obligations from 2.65 per cent 
on February 28 to 2.54 per cent on March 27. Prices 
did not, however, advance as high as in the first part 
of January when the average yield reached a record 
low of 2.49 per cent.

N e w  F in a n c in g
Following the announcement early in the month con

cerning the Treasury’s March financing program, the 
demand for long term Treasury bonds and also for re
cently offered corporate and municipal issues quickened, 
with the result that the remaining unsold portions of 
a number of these corporate and municipal issues were 
disposed o f by syndicates and selling groups. There 
was, however, an absence o f additional large corporate 
or municipal flotations such as have raised the totals 
for recent months. The total o f new financing for March, 
at $164,000,000, was the lowest for any month since 
September, 1939, and the amount of funds obtained from 
corporate security issues for new capital purposes was 
at a level close to the smallest amounts raised for such 
purposes in any month in more than a year. The March 
total was composed of $89,000,000 o f corporate issues, of 
which the largest was in the amount o f $17,700,000, and 
$75,000,000 of municipal flotations, o f which the largest 
was a $28,000,000 issue.

Temporary financing accounted for an additional 
$160,000,000 and included $45,000,000 New York City 
one month revenue bills, about $20,000,000 Federal 
Intermediate Credit Bank debentures, and $41,000,000 
New York City Housing Authority six month tempor
ary loan notes.

During the first quarter of 1940, domestic corporate 
financing averaged $170,000,000 per month, an amount 
approximately the same as that o f the last quarter of
1939, but more than 80 per cent greater than in the first 
quarter o f either 1938 or 1939. The volume of corporate

security issues for new capital purposes, however, re
mained at a low level.

Forthcoming issues announced or registered with the 
Securities and Exchange Commission during March in
clude the follow ing: $36,000,000 Inland Steel Company
3 per cent refunding bonds due in twenty-one years; 
$14,750,000 Safeway Stores, Inc., 5 per cent cumulative 
preferred stock; and 715,980 shares of common stock 
o f the Indianapolis Power and Light Company.

E m p lo y m e n t  a n d  P a y ro lls
Although factory employment and payrolls in New 

York State both rose about 1 per cent in February, the 
increases were less pronounced than usual for this time 
of the year. In consequence, this bank’s seasonally 
adjusted index of employment was slightly lower than 
in January, the first decrease since May, 1939, and the 
adjusted payrolls index declined 1 per cent. Compared 
with February a year ago, total factory employment 
was 11 per cent higher and payrolls were 13 per cent 
greater.

The apparel group reported large gains in both employ
ment and payrolls as is usual in February; women’s 
clothing and millinery firms each registered 10 per cent 
increases in working forces. Metals and machinery 
plants and printing establishments, however, decreased 
their working forces slightly and reported smaller pay
roll disbursements.

Although the number o f nonagricultural workers in 
the United States as a whole declined by about 50,000 
during February, there were approximately 1,000,000 
more persons employed in such occupations than in 
February, 1939, according to the Department of Labor. 
The usual seasonal reductions in employment in public 
construction, retail stores, and wholesale firms contributed 
largely to the decline from  the January level, while 
factories failed to increase working forces as they ordinar
ily do at this time of year. Private building construc
tion and some forms of mining reported slight employ
ment gains instead of the usual February losses.

Factory employment and payrolls in the United States 
showed only minor changes from the middle o f January 
to the middle o f February. Employment in durable 
goods industries declined contraseasonally, while in non
durable goods industries there was a less than seasonal 
increase in working forces. Among the larger employ
ment decreases were those at iron and steel mills, auto
mobile factories, meat packing concerns, and textile 
plants, while gains, largely seasonal in character, occurred 
in the women’s and men’s clothing industries. Total 
factory employment was 8 per cent above the level of 
February, 1939, and payrolls were 14 per cent greater.

P r o d u c t io n  a n d  T r a d e
Available information indicates that there was a 

further decline in business activity during March, al
though the extent o f the reduction appears to have been 
less pronounced than in either January or February. 
Steel mill operations, which had declined from an aver
age o f 93 per cent o f capacity in November to 69% in 
February, appear to have averaged about 63 per cent 
in March. Mill sales o f cotton goods picked up tem
porarily early in the month, but subsequently decreased 
again to a level considerably below the current rate of
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production. Accompanying rather favorable reports of 
retail demand for cars, automobile manufacturers main
tained active production schedules throughout the month, 
and electric power generation appears to have leveled off 
after declining in February. During the first three weeks 
of March railroad car loadings of merchandise and mis
cellaneous freight increased somewhat less than season
ally while the movement of bulk freight appears to 
have declined about as usual. Average daily sales of 
department stores in this District during the first three 
weeks of March showed somewhat more than the usual 
seasonal rise from the February average, even after 
allowing for the earlier date of Easter this year.

In February, as in January, a number of seasonally 
adjusted indexes of industrial production and business 
activity declined sharply, largely because of curtailment 
of output in a few important industries that are heavily 
weighted in these indexes and because of adjustments 
for the usual expansion of activity early in the year, 
which ordinarily follows a slackening of activity toward 
the end of the preceding year. Last fall a high rate of 
production was maintained in a number of industries 
until the closing weeks of the year, so that the usual 
seasonal expansion in the early months of 1940 was 
hardly to be expected. Consequently, while the unad
justed index of industrial production of the Board of 
Governors of the Federal Reserve System declined from 
120 to 110 from December to February, the seasonally 
adjusted index dropped from 128 to 109. The principal 
factors in the decline in the unadjusted index were sub
stantial reductions in the rate of production of steel and 
pig iron, wool manufactures and plate glass, and curtail
ment, partly seasonal in character, in cement and lumber 
production.

On the other hand, it is known that operations have 
been well maintained or expanded in a number of other 
lines, such as shipbuilding, the production of aircraft, 
machine tools, electrical equipment, railroad equipment, 
and motor cars, and private construction work, a num
ber of which are not represented directly in the produc
tion index. Export trade has shown a pronounced expan
sion in recent months, and there has been little contrac
tion in consumers’ goods industries taken as a whole. 
Total factory employment declined only about 2%  per 
cent, after seasonal adjustment, between December and 
February, and factory payrolls declined less than 7 
per cent. Factory payroll disbursements in February,
1940, were about 14 per cent greater than a year pre
vious, agricultural income is estimated to have been well 
above that of a year ago, corporation dividend disburse
ments have been higher, and, in general, estimates of 
the national income indicate that consumer buying power 
has been well maintained.

A  comprehensive index o f production and trade com
piled by this bank declined 6 points between December,
1939 and February, 1940, from 95 to 89 per cent of the 
estimated long term trend, and a part of this decline is 
attributable to seasonal adjustments such as those dis
cussed above. The February figure is about the same as 
that for September, 1939, when a considerable rise had 
already taken place from the relatively low level o f last 
spring. This index, more comprehensive than others in 
general use, includes measures o f factory production, the 
number of man-hours worked in manufacturing indus-

Index of Production and Trade in the United States (Federal Reserve 
Bank of New York index, expressed as a percentage of estimated 

long term trend, and adjusted for seasonal variation)

tries (to give representation to industries whose output 
is not readily measured), mining, construction, railway 
traffic, foreign trade, and retail trade.

(Adjusted for seasonal variations, for estimated long term trend, 
and where necessary for price changes)

1939 1940

Feb. Dec. Jan. Feb.

Index of Production and Trade....................... 83 95 92 P 89 P
Production of:

Durable producers’ goods....................... 72 10 0 92 p 82p
Nondurable producers’ goods................ 87 99 96 p 92p

Durable consumers’ goods......................
Nondurable consumers’ goods...............

65 70 77 p 77 p
90 99 97 p 96p

Primary distribution.................................... 76 92 89 P 85p
Distribution to consumer........................... 89 97 93p 93p

Industrial Production
68 129 107 84

Automobiles................................................... 77 87 88 96
Bituminous coal............................................ 81r 85 94 89P
Crude petroleum........................................... 87 94 93 94p
Electric power r ............................................ 91 99 99p 97 p
Cotton consumption.................................... 96r 1 2 2 1 1 0 106
W ool consumption........................................ 105 1 2 1 1 1 0 95 P

1 1 0 116 l l l p 109P
Meat packing................................................ 85 104 103 103P
Tobacco products......................................... 87 95 85 88

Employment
Employment, manufacturing, U. S. r . .. . 88 97 97 95p
Employee hours, manufacturing, U. S .... 80 94 91 87 p

Construction
Residential building contracts r ................ 46 38 42 42
Nonresidential building and engineering

contracts r .................................................. 66 95 45 57

Prim ary Distribution
Car loadings, merchandise and misc........ 79 93 86 84
Car loadings, other...................................... 70r 85 89 79

80 98 106 107p
66 94 86 69 p

Distribution to Consumer
Department store sales, U. S..................... 85 92 88 85
Department store sales, 2nd District. . . . 77 r 83 81 74
Chain grocery sales r ................................... 94 1 0 1 99 99p
Other chain store sales................................ 93 108 97 94
Mail order house sales................................. 94 108 97 99
New passenger car registrations............... 67 73 75p 89p

Velocity of Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average =  100). . 60 64 59 58
Velocity of demand deposits, New York

City (1919-25 average =  100)............. 35 35 27 25

Cost of Living and W ages*
Cost of living (1913 average =  10 0 ) . . . . 146 147 147 148
Wage rates (1926 average =  100)............ 1 1 1 114 113p 113p

p Preliminary. r Revised. ! Not adjusted for trend.
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During February construction contracts in the 37 
States covered by the F. W . Dodge Corporation survey 
were awarded at a daily rate 11 per cent above the com
paratively low January figure, but 9 per cent below the 
rate in February of last year. Increases over the pre
vious month were registered in each of the three major 
building categories, partly in reflection of seasonal gains 
usual at this time of year. Partly offsetting decreases 
occurred in the heavy engineering types of construction, 
although these reductions from the January levels appar
ently were of less than seasonal proportions. W ith the 
exception of commercial and industrial building, which 
was nearly 50 per cent above the level of a year ago, 
all the major construction classifications contributed in 
some measure to the decline in total contracts from the 
February, 1939 level, although the decline in residential 
contracts was small.

For the New York and Northern New Jersey area the 
comparisons of total construction contracts for February 
with those awarded in the previous month and in Feb
ruary, 1939, were less favorable than for the country 
as a whole. The rate of contract awards in this dis
trict showed a decrease o f 6 per cent from the January 
level and a 32 per cent decline from February of last 
year. Contracts for residential building were 5 per cent 
above the January level, but were 35 per cent below the 
February, 1939, volume. On the other hand, commer
cial and industrial building, while showing a decline of
10 per cent from the previous month, registered an 
advance of 31 per cent over a year ago.

During the first three weeks o f March the daily rate of 
construction contract awards in the 37 States was 16 
per cent higher than the February average, but 5 per 
cent below the corresponding weeks of March, 1939. 
Contracts for residential building were higher than in 
February but slightly less than a year ago. Awards of 
heavy engineering projects showed increases over the 
previous month and also over a year ago, while non
residential building awards were below the rate of 
February and of March of last year.

C o m m o d ity  P r ices
The irregular movement of commodity prices continued 

during the first part of March, but subsequently, accom
panying the termination of Russo-Finnish hostilities and 
the temporary revival o f hopes for an early general peace 
in Europe, there was a decline in prices, and the Bureau 
of Labor Statistics indexes of wholesale commodity prices 
receded to the lowest levels since early September. Later 
in March, the decline in commodity prices was arrested, 
apparently reflecting the diminishing prospects for an 
early peace in Europe.

Except for a dip o f about 3 cents a bushel in mid- 
March in response to peace rumors, wheat prices moved 
moderately upward throughout the month, and cash 
wheat at Kansas City showed a net rise of 3%  cents to 
$1.07 a bushel on March 26, the highest level since early 
January. Corn fluctuated in sympathy with wheat, but 
was little changed for the month as a whole. Reflecting, 
at first, weakness in foreign cotton markets and, later, 
decreased gray goods sales by domestic mills, the average 
price o f cotton at ten Southern markets lost the greater

Building part of the previous month’s %  cent gain. Raw silk 
touched $2.85% a pound, a new low point since early 
September, representing a 16 cent decline from the end 
of February. Domestic wool prices likewise were at the 
lowest levels in half a year. Hides receded %  cent to 
12% cents a pound, while the price of rubber remained 
around 18% cents a pound.

The principal metal markets turned reactionary dur
ing the latter part o f March. Scrap copper declined %  
cent a pound and custom smelters reduced their price a 
like amount to 11% cents a pound, but primary pro
ducers continued to quote 11%  cents. Tin rose about 1%  
cents to 49 cents a pound by March 11, the highest level 
since the end of December, apparently as the result of 
new British exchange restrictions, but declined 3%  cents 
subsequently. Lead was reduced 20 points to 5.05 cents 
a pound, but zinc remained unchanged at 5%  cents a 
pound. Scrap steel quotations resumed their declining 
tendency toward the end of the month.

B u sin ess  P ro fits
Annual profits for 1939 of the 1,015 industrial and 

mercantile companies whose figures are included in the 
accompanying table, showed an increase of 68 per cent 
over the comparatively low 1938 level, but remained 15 
per cent less than in 1937. A ll of the groups of com
panies listed in the table showed aggregate net profits in
1939. W ith respect to individual companies, 61 per 
cent of the total had larger net profits in 1939 than in
1938, 17 per cent that had suffered deficits in 1938 
reported net profits in 1939, and 6 per cent reported 
smaller deficits in 1939 than in 1938. The number of 
companies reporting deficits in 1939 was slightly more 
than 9 per cent of the total, as compared with 24%  per 
cent in 1938, and slightly less than 9 per cent in 1937.

In general, companies producing durable goods showed 
the largest percentage increases in profits between 1938 
and 1939, but on the other hand profits of such companies 
remained between one-fourth and one-third less than 
in 1937, according to reports of 535 concerns in the dur
able goods lines. Profits of 480 companies producing 
nondurable goods or in the service lines, on the whole, 
rose less from 1938 to 1939, following a more moderate 
decline in profits between 1937 and 1938, but they were 
much closer to the 1937 level in 1939 than were profits 
of companies in the durable goods lines. Excluding 
petroleum companies from the classification of companies 
in the nondurable goods and service lines, the remaining 
432 companies showed aggregate net profits which were 
higher than in 1937.

Among the nondurable goods and service concerns, 
the advertising, printing and publishing, drug and cos
metic, various food and food products, soap, leather and 
shoe, department, apparel, and food store, mail order 
house, rubber and tire, textile, and clothing groups all 
had larger profits in 1939 than in 1937. In the durable 
goods lines, only the aviation, cement, and shipping and 
shipbuilding groups had larger profits in 1939 than in
1937.

Net income of Class I railroads for 1939 amounted to 
$95,000,000 (after payment of all charges), which com
pares with a deficit of $121,000,000 in 1938 and net 
income of $99,000,000 in 1937. The net income of the 
Class I railroads during the last quarter o f 1939 reached
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$128,000,000, the largest amount for any quarter since 
1930; this net profit, together with that earned in the 
third quarter of the year, substantially exceeded the 
deficits accumulated during the first half of the year. 
Net operating income of telephone companies and net 
income of 74 other public utilities for 1939 each increased 
14 per cent from the 1938 level, and were, respectively,
5 per cent and 1 per cent higher than in 1937.

(Net profits in millions o f dollars)

Corporation group
No.
of

Cos. 1937 1938 1939

15 13.7 1 1 . 1 16.3
15 256.9 102.9 227.3
60 58.4 2.9 51.9
17 5.6 9 .0 17.1

Building supplies:
1 2 39.8 16.8 31.4
13 8 . 1 4.7 9 .7
7 4.8 0 .8 3.9

16 29.2 3.4 18.2
9 1 0 . 0 4.3 8 . 2
7 9 .8 5.0 9.7
7 5.8 2.9 4 .8

37 184.3 108.1 171.0
10 44.5 30.8 43.9
10 7.1 —  2.4 7.1
18 35.7 32.6 38.8
31 127.7 54.4 92.3

Food and food products:
Bakery .............................................................. 13 21.3 24.8 23.2
B everages......................................................... 31 64.6 62.0 68.9
Confectionery............................ ....................... 9 17.2 15.7 19.5
Dairy products................................................. 8 21.7 23.3 27.8
Flour milling and cereal products................ 10 17.6 24.0 24.6
Meat packing......... .......................................... 14 19.2 —  5.5 26.7
All o th e r ........................................................... 2 2 46.7 38.1 47.3

Household supplies:
Electrical............................................................ 18 12.7 5.9 9 .4
Furniture and floor coverings....................... 9 13.9 1 . 2 13.8
Soaps................................................................... 4 25.2 26.5 36.5
All o th e r ........................................................... 14 15.6 8.5 11.5

Leather and shoes................................................ 17 14.6 8 .0 16.2
Machinery:

Agricultural ..................................................... 10 75.0 38.7 32.5
Store and office equipment............................ 13 30.3 1 2 . 8 13.6
Industrial machinery and accessories.......... 104 82.4

8.9

29.0 53.9
Mining:

C oal..................................................................... 19 —  1.7 4 .3
Copper................................................................ 1 1 123.3 54.4 86.5
Gold and silver................................................. 18 39.7 34.3 34.6
All other............................................................. 1 1 74.6 47.3 61.0

Motion pictures.................................................... 5 19.8 11.3 13.2
Paper, pulp, and allied p rod u cts .................... 44 30.1

214.5
15.0 24.0

Petroleum............................................................... 48 108.6 125.1
Railroad equipment............................................. 2 2 52.4 0 .8 19.5
Retail trade:

Department and apparel stores.................... 16 25.0
1 0 .8

23.4 29.5
Food stores........................................................ 13 12.3 18.5
Mail order houses............................................ 5 53.9 45.7 67.4
Variety stores................................................... 10 60.9 50.0 56.2
All other............................................................. 2 1 1 0 .8 4.8 9.6

Rubber and tires .............................................. 14 27.2 23.5 41.0
Shipping and shipbuilding.................................. 8 0.4 2 . 0 4.1
Steel and iron........................................................ 52 236.7 —  4.4 151.0
Textiles:

Clothing and apparel...................................... 29 6 . 1 2.3 9 .7
Silk and rayon.................................................. 1 2 8 .2 3.8 1 0 .8
All other............................................................. 18 4.1 —  8 .6 8.5

Tobacco.................................................................. 18 94.7 89.2 92.2
Miscellaneous......................................................... 41 13.7 10.4 14.9

Total, 52 groups........................................... 1,015 2,435.2 1,224.7 2,058.6

Class I railroads, net income............................. 138 98.7 — 121.3 94.6

Telephone companies, net operating income .. 90 226.8 209.8 238.7

Other public utilities, net in com e..................... 74 289.1 256.2 290.9

—  Deficit.

F o re ig n  E x ch a n g e s

Largely as the result of the announcement on March 9 
of new British exchange regulations, which became 
operative on March 25 and had the effect of curtailing 
materially the commercial demand for the pound sterling 
in the outside, or free, markets, New York rates for the 
pound sterling underwent during March the most pro

nounced reaction since the outbreak of the European 
war and touched the lowest levels since April, 1933. The 
French franc dropped proportionately.

According to the new regulations, exports from the 
United Kingdom of rubber, tin ore and concentrates 
and smelted tin, jute and jute manufactures, whisky, 
and fur skins to certain specified countries, including the 
United States, must be paid for either with one of five 
designated currencies (United States dollars, belgas, 
guilders, Netherlands East Indies guilders, or Swiss 
francs) or in sterling purchased after September 3, 1939 
at the official rate with one of these five currencies. Be
sides shipments to the United States, the Philippine 
Islands, and all territories under the sovereignty of the 
United States, shipments to the following destinations 
are also affected by the new measure: Latin America, 
with the exception of Argentina, Uruguay, and British 
and French colonies; Belgium and Belgian colonies; the 
Netherlands and the Netherlands East Indies; and 
Switzerland. Australia imposed virtually similar restric
tions on all exports to these countries.

Because of market rumors of the impending change 
in the British exchange control, free rates in New York 
for the Allied currencies began to be affected even prior 
to the actual announcement. A fter ending February at 
$3.92%, the unofficial quotation for the pound sterling 
moved irregularly lower during the first part of March, 
accompanying foreign liquidation of sterling balances, 
and by March 8, sterling had reached $3.89%. Follow
ing the publication on March 9 of the new regulations, 
the depreciation of the free rate for the pound was 
greatly accentuated in an active and extremely erratic 
market. A fter declining sharply to $3.69% on March 
15, quotations firmed temporarily to $3 ,771/2 on March 
18, but then turned downward again, breaking 15 cents 
in the trading on March 26 and an additional 8%  cents 
on March 27, to reach a new seven year low of $3.44% 
during the day. This rate was 47%  cents below the level 
prevailing at the end of February and was about 14 
per cent below the official rate in London. On March 28, 
however, the free rate had recovered to $3.60.

The French franc seemed to have been little affected 
by the resignation of the French Cabinet under Premier 
Daladier and the formation of a new cabinet under 
former Finance Minister Eeynaud. A fter closing the 
preceding month at $0.0222%, the franc declined, along 
with the pound, to reach a new low of $0.0196 on March 
27, following which the rate firmed to $0.0204. The 
free rate for the French currency bears about the same 
relationship to the official rate as does the free rate for 
sterling. Among the currencies of the other belligerent 
countries, the Canadian dollar showed considerable 
weakness in this market during the past month, reaching 
on March 12 a maximum discount of 20 per cent from 
its parity with the United States dollar, and ending the 
month at a discount of about 18 per cent. New York 
dealings in this currency continued small, with the 
result that rates were particularly sensitive to changes 
in supply, and in the demand, which reportedly was 
almost totally lacking on many days.

The belga rate improved during the month from 
$0.1687 to as high as $0.1708, while the other leading 
European neutral currencies— the guilder and the Swiss
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franc— held near $0.5310 and $0.22421/2? respectively. 
The Cuban peso showed a weaker tendency, being quoted 
at a discount of about 12 per cent at the end of March, 
as against about 8 per cent at the end of February.

G o ld  M o v e m e n ts

Imports of gold into the United States during March 
were considerably heavier than in January and Febru
ary, and apparently in about the same large volume as 
in December. During the past month the amount of 
gold held under earmark for foreign account at the 
Federal Reserve Bank of New York increased about 
$215,000,000, following a reduction of $77,000,000 in 
the two preceding months, with the result that the total 
so held rose to about $1,300,000,000, thus reattaining the 
peak of last July. The gold stock of the United States 
increased about $250,000,000 during March, as com
pared with the maximum monthly addition for the war 
period of about $285,000,000 which occurred in Sep
tember, December, and January.

Gold imports into the United States during the four 
weeks ended March 20, as reported by the Department 
of Commerce, totaled $221,600,000, of which $68,800,000 
came from Canada, $36,900,000 from  Sweden, 
$24,400,000 from the United Kingdom, $22,900,000 from 
Switzerland, $21,600,000 from the Union of South Africa, 
$10,800,000 from India, $5,800,000 from Japan, 
$5,500,000 from Italy, $4,100,000 from Australia, 
$4,000,000 from the Philippines, $3,700,000 from the 
Netherlands, $3,300,000 from Mexico, $2,900,000 from 
Hungary, and $2,900,000 from Hong Kong.

F o re ig n  T r a d e

For the short month of February, the value of this 
country’s foreign merchandise trade was smaller than 
in January, but considerably above the figures of a year 
ago. Exports, amounting to $347,000,000, showed a 
gain of 59 per cent over February, 1939, and imports, 
at a value of $200,000,000, increased 26 per cent. The 
resulting excess of exports of $147,000,000 in February 
of this year was the largest export balance since Novem
ber, 1928.

A  wide variety of individual exports during Febru
ary, especially of the wholly and partly manufactured 
types, showed large increases in both quantity and value 
as compared with a year ago. Exceptionally large gains 
occurred in exports of aircraft, iron and steel products, 
metal working machinery, industrial chemicals, paper 
products, lubricating oil, copper, and aluminum. In 
addition, exports of raw cotton were nearly three times 
the small volume of a year previous, owing in consider
able measure to heavy shipments to France and the 
United Kingdom. On the other hand, exports of tobacco, 
crude petroleum, and crude foodstuffs continued to be 
below the levels o f a year ago. Exports of passenger 
automobiles were also less than in February, 1939, 
although the value of motor truck shipments was slightly 
higher.

W ith respect to imports, receipts o f both rubber and 
silk continued to be substantially larger in value than a 
year ago, although considerably less than in January.

Large percentage gains compared with February, 1939, 
were registered also in imports of wool, sugar, copper, 
burlap, woodpulp, newsprint paper, hides and skins, 
undressed furs, inedible expressed oils, and tin. Small 
decreases occurred in receipts of such products as edible 
vegetable oils, beef cattle, diamonds, and flaxseed.

D e p a r tm e n t  S tore  T r a d e
For the three weeks ended March 23, total sales of the 

reporting department stores in this District were about 
6 per cent above the corresponding period of 1939, and 
even after allowing for the earlier date of Easter this 
year, the average daily rate of sales for  this portion of 
March appears to have shown somewhat more than the 
usual seasonal rise from the February average.

Total February sales of the reporting department 
stores in this District were about 2%  per cent higher 
than in February, 1939, as compared with a year-to-year 
gain of 14%  per cent in January; in both months there 
was one more shopping day than in 1939. Department 
stores in most localities reported smaller increases in 
February than in the previous month, and for the Dis
trict as a whole the daily rate of sales was below the 
January average, whereas usually some advance occurs. 
February sales of the leading apparel stores in this Dis
trict were about 2%  per cent lower than a year ago, 
despite one more shopping day.

Stocks of merchandise on hand in the department 
stores, at retail valuation, were about 5%  per cent higher 
at the end of February than a year ago, while apparei 
store stocks were about 6%  per cent lower. Collections 
of accounts outstanding continued somewhat slower than 
a year ago in the department stores, but continued 
slightly better than last year in the apparel stores.

Locality

Percentage 
change 

February, 1940 
compared with 
February, 1939

Per cent of 
accounts 

outstanding 
January 31 
collected in 
February

Net
sales

Stock 
on hand 
end of 
month 1939 1940

New York and Brooklyn ......................... +  1 . 8  
+  6 .4  
- [ -7 .4  
+ 1 0 . 2  
+  0 .4  
+ 10 .4  
+  6.7 
+ 32 .7  
+  4 .0  
+  9 .9  
+  7.3 
—  1.4 
+ 13 .3

+  4.3 
+  6 .8  
+  7.6  
+ 11 .9  
+  9 .6  
—  0 .8  
+  7.3

45.6 
42.1 
54.0
37.3
38.4 
35.8
30.6

47.0
44.0
51.6 
38.5
34.7
35.8
30.8

Syracuse..............................................................
Northern New Jersey......................................

Elsewhere...........................................................
Northern New York State.........................
Southern New York State..........................
Central New York S ta te ............................
Hudson River Valley District...................
Westchester and Stamford.........................
Niagara Falls.................................................

All department stores.............................. +  2 . 6 +  5.5 43.0 42.6

Apparel stores........................................... —  2 .4 —  6 .4 40.9 41.8

Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1939 1940

Feb. Dec. Jan. Feb.

Sales, unadjusted............................................................... 71 172 74 69
Sales, seasonally adjusted................................................ 87 r 95 94 86
Stocks, unadjusted............................................................. 72 76 69 76
Stocks, seasonally adjusted............................................. 77 77 77 81

r Revised
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation (1923-25 

average 100 per cent; durable manufac
tures, nondurable manufactures, and 

minerals expressed in terms of points 
in total index)

Index of Total Loadings of Revenue Freight, 
Adjusted for Seasonal Variation (1923-25 

average =  100 per cent; miscellaneous, 
coal, and all other car loadings expressed 

in terms of points in total index)

Index of Wholesale Prices Compiled by the 
United States Bureau of Labor Statistics 

(1926 =  100 per cent)
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Money Rates in New York City
1940

Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Eeserve System)

TNDUSTRIAL activity showed a further sharp decline in February and a 
less marked reduction in the first half of March. Wholesale commodity 

prices generally were steady, following some decline in January and early 
February.

P roduction
In February the Board’s seasonally adjusted index of industrial produc

tion was 109 per cent of the 1923-1925 average as compared with 119 in Janu
ary and 128 in December. A further decline at a slower rate is indicated for 
March on the basis of data now available. In August, 1939, the month prior 
to the outbreak of war, the index was 103.

Steel production, which had risen sharply in the latter part of 1939 and 
then decreased considerably in January, showed a further marked reduction 
in February to 69 per cent of capacity. In the first half of March output was 
steady at a rate of about 65 per cent. Plate glass production declined further 
in February and output of lumber, which had dropped sharply in January, 
showed less than the usual seasonal rise. Automobile production in February 
was maintained at the high level prevailing in January. Dealers’ stocks of new 
cars rose to high levels in this period, notwithstanding the fact that retail sales 
of cars were in large volume for this time of the year. In the first half of 
March output of automobiles showed less than the customary sharp increase. 
In some industries not included directly in the Board’s production index, par
ticularly the machinery, aircraft, and rayon industries, activity continued at 
high levels.

Changes in output of nondurable goods were largely seasonal in February 
except at textile mills and sugar refineries. At cotton textile mills activity 
declined somewhat from the high levels prevailing since early last autumn. 
Activity at woolen mills, which had decreased considerably in December and 
January, declined further in February and output of silk products was reduced 
to an exceptionally low level. Sugar refining showed less than the sharp rise 
usual at this season.

Mineral production declined in February, owing chiefly to a considerable 
reduction in output of anthracite. Bituminous coal production declined some
what, following a rise in January, while output of crude petroleum increased 
to new high levels.

Value of construction contract awards in February showed little change 
from the January total, reflecting a further decrease in contracts for public 
construction and a contraseasonal increase in private contracts, according to 
figures of the F. W. Dodge Corporation. The increase in private residential 
awards nearly equaled the decline that occurred in the previous month when 
severe storms curtailed building operations in many areas.

D is t r ib u t io n
Retail distribution of general merchandise showed little change from Janu

ary to February and remained somewhat below the high level of the latter part 
of last year, with due allowance for seasonal changes. Sales at variety stores 
and mail order houses showed about the usual seasonal rise in February, while 
at department stores, where some increase is also usual at this time of year, 
sales remained at about the January level.

Freight car loadings declined considerably from January to February, 
reflecting for the most part a sharp reduction in coal shipments and some 
further decrease in loadings of miscellaneous freight.

F oreign  T rade
Exports of United States merchandise in February declined less than 

seasonally from the high levels reached in December and January. The princi
pal decreases were in shipments of cotton, copper, and aircraft, which had been 
exceptionally large in previous months. Exports to Japan fell sharply and there 
were declines also in shipments to the United Kingdom, the Netherlands, and 
Russia, while exports to Belgium and the Scandinavian countries increased.

There has been little change in the rate of gold inflow. The monetary gold 
stock increased by $246,000,000 in February and by $109,000,000 in the first 
two weeks of March.

Co m m o d it y  P rices

Prices of nonferrous metals advanced from the middle of February to the 
middle of March, while steel scrap and textile materials declined somewhat 
further. Most other commodities showed little change and in the week ended 
March 9 the general index of the Bureau of Labor Statistics was at 78.3 per 
cent of the 1926 average as compared with 78.5 a month earlier.

G o v e r n m e n t  S e c u r it y  M a r k e t
Following a relatively steady market during February, prices of long term 

Treasury bonds increased sharply after the announcement by the Treasury early 
in March that its operations during that month would be limited to the issuance 
of a five year note to refund a note maturing next June.

B a n k  Credit
Total loans and investments at reporting member banks in 101 leading 

cities rose during the six weeks ended March 13, largely as a result of 
increases in investments at New York City banks. Following a reduction dur
ing January, commercial loans increased, mostly at banks in cities outside New 
York. Bank reserves and deposits continued to increase during the period.

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

April 1, 1940



MONTHLY REVIEW
o f  C r e d i t  a n d  B u s i n e s s  C o n d i t i o n s

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank, New York

M o n e y  M a rk e t  in  A p r il

The invasion of Denmark and Norway by Germany 
and news reports suggesting possible involvement of 
other countries in the war had an unsettling effect on the 
security markets in April but on the whole price move
ments were surprisingly moderate.

Several factors apparently combined to counteract or 
limit the depressing influence of foreign developments 
on security prices. Previous selling o f Government and 
other high grade bonds, induced by events abroad on 
earlier occasions and by fears of the effects o f further 
developments in the war, has probably tended to increase 
the proportion of securities in strong hands and to limit 
the volume of liquidation more recently. Furthermore, 
the experience of last autumn, when the sharpest fall in 
bond prices in several years was followed by full recovery, 
despite the war, has probably deterred much selling that 
might otherwise have been induced by the war develop
ments. The underlying factor, however, which has almost 
continuously been opposing a recession in bond prices is 
the continued accumulation o f idle funds available for 
investment.

On the whole, the volume of Government bonds offered 
for sale was not large, although on some days rather large 
blocks of securities changed hands. Few of the offer
ings were pressed for sale at the market, a large part 
of them being offered only at limited price concessions. On 
the other hand, bids for such securities were available in 
moderate volume, at least at comparatively small price 
concessions, during most of the month, so that the offer
ings on the whole were fairly readily absorbed. Long 
term Government bonds showed net declines for the 
month of less than %  of a point, as compared with the 
drop o f more than 8 points in the period just preceding 
and following the outbreak of the war last September, and 
high grade corporation bonds held virtually unchanged. 
In general, conditions in the bond market have been 
sufficiently stable to offer little interference with the 
flotation of new securities, which continued in moderate 
volume.

Holdings of Government bonds by New York City 
banks, in the aggregate showed some net increase during 
the month (although some individual institutions light
ened their portfolios) and weekly reporting member banks 
in other principal cities reduced their holdings only 
slightly. Some selling came from the small member and 
nonmember commercial banks throughout the country, 
while savings banks and insurance companies are re
ported to have been buyers.

May 1,1940

Excess reserves o f member banks rose to successive 
new high levels during the past month, and on April 24 
amounted to $6,120,000,000, an increase o f $440,000,000 
since March 27. The actual increase in member bank 
reserves was nearly $590,000,000 during the period, but 
reserve requirements increased about $150,000,000 as the 
result of a continued rise in the volume of deposits. The 
principal factors causing the rapid increase in bank 
reserves were a further increase of $295,000,000 in the 
gold stock, which reached a new high level at more than 
$18,700,000,000 on April 24, and net Treasury disburse
ments of more than $300,000,000.

Yields on Treasury bonds, notes, and bills rose slightly 
during April, but other money rates remained unchanged 
at the previous low levels.

Money Rates in New York

Apr. 29,1939 Mar. 30, 1940 Apr 29, 1940

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans................. *1H
Prime commercial paper 4-6 months.. . X -H X~% XrV%
Bills—90 day unindorsed......................... %> % XAverage yield on Treasury notes (3-5

years)....................................................... 0.48 0.40 0.45
Average yield on Treasury bonds (not

callable within 1 2  years)...................... 2.26 2 . 2 1 2.25
Average rate on latest Treasury bill sale.

91 dav issue............................................ 0.016 t 0 004
Federal Reserve Bank of New York dis-

1 1 1
Federal Reserve Bank of New York

buying rate for 90 day indorsed bills. . X X X

* Nominal
f  Sold at prices slightly above par, and at par.

B IL L IO N S  
OF D O LLA R S  
14i--------------

Reserve Balances of All Member Banks, RequiredReserves, and Excess Reserves
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Total loans and investments o f weekly reporting mem
ber banks increased $255,000,000 during the four weeks 
ended A pril 24, to a volume which has been exceeded 
previously only in three weeks in the autumn of 1929, 
when New York City banks took over a large volume of 
brokers loans which had been called by other lenders. 
Most of the increase continued to be in investments. The 
volume of loans also increased somewhat, reflecting 
chiefly a further increase in commercial and industrial 
loans, which rose slightly above the highest level reached 
last fall, but, in general, the demand for bank loans 
remained limited.

In  the New York City reporting banks total invest
ments rose $94,000,000 during the four weeks, reflecting 
increases of $90,000,000 in holdings of Treasury notes, 
$20,000,000 in Treasury bonds, and $27,000,000 in Gov
ernment guaranteed securities, partly offset by a reduc
tion of $11,000,000 in Treasury bills and $32,000,000 in 
other securities. Fluctuations in the volume of commer
cial and industrial loans reflected mostly retirements or 
additions o f a few sizable term loans, the net change for 
the four week period being an increase o f $10,000,000, 
which left the total volume somewhat below the high 
point of last fall.

In other principal cities throughout the country, the 
largest change in loans and investments of reporting 
member banks was an increase of $91,000,000 in holdings 
of Treasury bills, about half of which occurred at Chicago 
banks, where substantial amounts of bills, which had 
been sold temporarily in the latter part o f March, were 
repurchased the first half o f April. Aside from  such 
transactions, the principal changes in investments 
were reductions o f $21,000,000 in Treasury notes, and 
$24,000,000 in Treasury bonds, and increases of 
$21,000,000 in Government guaranteed securities and 
$47,000,000 in other securities. Commercial and indus
trial loans in these banks increased $26,000,000 during 
the four week period to the highest level since early 
in 1938.

G o v e r n m e n t  S e c u r i t i e s

During the opening days of April prices of United 
States Government securities continued the rising ten
dency which prevailed in March and, at the highest levels 
reached, long term Treasury bonds came within about 
y2 point o f the peak quotations of last June. This high 
level was approximately maintained until after the news 
o f the German invasion of Denmark and Norway reached 
this market before the opening of business on April 9. 
On that day, the average price of long term Treasury 
bonds receded one point, reflecting in part a precaution
ary marking down of quotations by the dealers shortly 
after the opening o f trading, and in part the effect of 
numerous, though not heavy, sales by smaller banks and 
other investors which, however, were accompanied by 
buying, as prices declined, by the larger commercial 
banks and insurance companies. In  succeeding days, 
prices, though irregular under the influence o f foreign 
news, on the whole moved higher and by A pril 13 a net 
recovery of about %  o f a point had occurred in long 
term Treasury bonds. Subsequently, however, following

M e m b e r  B a n k  C r e d it PRICE
AVERAGE

rumors concerning possible extension of the war to other 
parts o f Europe, prices began to recede again, and in the 
week ended A pril 20 long term issues declined about 
%  of a point. A fter the 20th, prices recovered about %  
of a point, and for the month as a whole, long term 
Treasury bond prices showed a net recession of less than 
%  of a point.

The maximum decline during the month in closing 
prices of Treasury bond issues not callable before 1955, 
amounted to slightly more than 1%  points. Prices of 
these same issues declined more than 8 points last August 
and September, in anticipation of and in response to the 
outbreak of the conflict. The accompanying diagram 
shows the course of average prices of long term Treasury 
bonds since the beginning of last year, and indicates the 
limited extent of the April decline, as compared with the 
decline which occurred around the time of the beginning 
of hostilities in Europe.

Prices o f shorter term United States Government 
obligations also showed some downward readjustment 
during April. Treasury notes o f 3 to 5 year maturity, 
for example, moved from  a 0.40 per cent yield basis at 
the end of March to 0.45 per cent near the end o f April, 
as compared with a net rise o f 0.04 per cent to 2.25 per 
cent in the average yield on long term Treasury bonds.

Treasury bill financing was continued during April in 
the amount of $100,000,000 a week, composed of 91 day 
bills issued to replace similar maturities. Accepted bids 
for the first three weeks’ issues were at prices of par and 
slightly below par, but the entire issue dated April 24 
was sold at prices below par for the first time since the 
issue dated February 28. The average rate on this last 
issue was 0.004 per cent.

C o m m e r c i a l  P a p e r  a n d  B i l l s

Average grade prime 4 to 6 month commercial paper 
continued to be sold at x/ 2 and %  per cent in April, the 
same rates as in a number of months past. Especially 
choice paper continued to be sold at %  per cent. Of the 
total amount o f  paper available in the open market the 
bulk moved at y2 per cent. New paper entered the 
market in continued small volume, and bank investment
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demand for commercial paper far exceeded dealers’ 
current offerings. Paper outstanding through reporting 
commercial paper dealers totaled $233,100,000 at the 
end of M arch; a month earlier the total was $226,400,000, 
and a year ago, $191,200,000.

In the bill market, trading activity remained slow in 
April because o f the continued small amount of bills made 
available by accepting institutions, and rates were un
changed. The following table shows the volume of the 
various classes o f bankers’ bills outstanding at the end 
o f March, in comparison with the figures for a month 
earlier and for March, 1939.

(Millions of dollars)

Type of acceptance Mar. 31, 1939 F eb .29,1940 Mar. 30,1940

Import.......................................................... 87 95 90
Export.......................................................... 58 45 47
Domestic shipment.................................... 9 8 9
Domestic warehouse credit...................... 33 43 40
Dollar exchange......................... .............. 2 15 14
Based on goods stored in or shipped 

between foreign countries.................... 56 27 30

Total......................................................... 245 233 230

F ore ig n  E x ch a n g e s

Foreign exchange trading in the New York market 
during the past month was featured by the repercussions 
of the outbreak of active warfare in Scandinavia, follow
ing the German occupation o f Denmark and parts of 
Norway on April 9. Although rates, particularly for the 
Allied currencies, showed erratic fluctuations, turnover 
continued small on most days, as the market showed 
some hesitancy to make commitments pending clarifica
tion of the situation in Norway.

The developments in Scandinavia were followed by the 
imposition of control by the United States Government 
over specified transactions here involving property in 
which Denmark, Norway, or any national o f these coun
tries, has any interest. By virtue of an Executive Order 
signed by the President on April 10, all such transactions 
(including foreign exchange dealings) are prohibited ex
cept as specifically authorized by Treasury regulations or 
licenses. Applications for licenses must be filed with the 
Federal Reserve Bank of the District in which the appli
cant resides, and licenses for approved transactions are 
issued by the Secretary of the Treasury or by the Federal 
Eeserve Banks acting in accordance with instructions of 
the Treasury. Furthermore, Treasury regulations pro
vide for the filing (beginning not later than May 15) of 
detailed reports concerning property interests of Norway 
and Denmark, and nationals thereof, in this country.

No quotations have been available in the New York 
market for the Danish and Norwegian currencies since 
the April 8 closing quotations of $0.1932 and $0.2272, 
respectively. The Swedish krona rate, which had held 
near the level o f $0.2380 during recent months, showed 
an irregularly weaker tendency, accompanying appre
hension concerning the maintenance of Sweden’s neutral
ity, but after reaching a low o f $0.2340 on April lO, it 
recovered subsequently to about $0.2366. Effective 
April 9, Swedish control authorities were reported to 
have temporarily strengthened restrictions on foreign 
exchange transactions.

A fter fluctuating irregularly in a thin market between 
$3.54 and $3.59 during the first week of April, the New 
York rate for sterling fell 12% cents during the early 
trading on A pril 9 to $3.43%, the lowest quotation in 
terms of the dollar since April, 1933. During the next 
few days the pound rate seemed to show extreme sensi
tivity to various reports of the Scandinavian develop- 
ments, temporarily recovering to as high as $3.61% in- 
early Amsterdam trading on A pril 11, and then falling 
back, in the New York market, to about $3.49 on the 
following day. During the latter half o f April unofficial 
quotations for the pound moved less erratically within a 
range o f about $3.48-$3.54, and the end-of-the-month rate 
o f about $3.51 was about 2%  cents lower than at the end of 
March. European institutions, which had been consistent 
sellers in previous months, reportedly acquired sterling 
on balance in this market on a number of days during the 
latter part o f April. This demand tended to absorb the 
continued liquidation by Far Eastern interests. The New 
York rate for the French franc, meanwhile, continued to 
fluctuate along with the pound throughout the month, 
reaching a new low of $0.0194% on April 9. B y the end 
of the month, however, French exchange had returned to 
$0.0200, as against $0.0200% a month earlier.

The Belgian rate, which was quoted at $0.1709% on 
April 8, began to recede the following day and reached a 
low of $0.1673 on April 17. Subsequently, a firmer ten
dency was shown, and the spot quotation, which appears 
to have been little affected by the temporary resignation 
of the Belgian Cabinet under M. Pierlot, closed the 
month at $0.1689%. In the forward market, however, 
the discount on three month belga contracts widened to 
the equivalent o f about 16%  per cent per annum during 
the latter half o f the month. The Dutch and Swiss cur
rencies appear to have been under pressure on many 
days, although the spot rates held narrowly around 
$0.5309 and $0.2242% in this market. Forward guilder 
deliveries, on the other hand, were quoted at rather wide 
discounts.

Among the non-European exchanges, the Canadian 
dollar improved considerably during April, and at the 
end of the month was quoted in terms of the United 
States dollar at a discount o f about 14%  per cent, as 
against 189/ 16 per cent at the end of March.

G o ld  M o v e m e n ts
Imports o f gold into the United States during April 

were considerably smaller than in the previous month, 
but were larger than in January or February. The 
amount of gold held under earmark for foreign account 
at the Federal Reserve Bank o f New York, however, 
decreased about $70,000,000 during April, following an 
increase o f over $200,000,000 in March. A t the end of 
April approximately $1,235,000,000 o f gold was held 
under earmark for foreign account. The increase in the 
gold stock o f the United States during the past month 
amounted to about $335,000,000, the largest monthly 
gain since the beginning o f the war in Europe.

Following imports o f $231,200,000 of gold into the 
United States in the week ended March 27, o f which 
$185,800,000 came from Canada, receipts during the 
four weeks ended April 24, as reported by the Depart
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ment of Commerce, totaled $248,900,000. Of this amount 
$57,100,000 was imported from Sweden, $44,600,000 
from Canada, $43,600,000 from the United Kingdom, 
$30,300,000 from Switzerland, $21,700,000 from Italy, 
$20,200,000 from South Africa, $6,000,000 from Hun
gary, $4,700,000 from Japan, $3,600,000 from the Philip
pines, $3,300,000 from the Netherlands, $3,100,000 from 
Australia, $3,100,000 from India, $2,300,000 from Mexico, 
$2,100,000 from Colombia, and $1,700,000 from Hong 
Kong.

N ew  F in a n c in g
The total o f new financing during the past month—  

$330,000,000— was somewhat above the average level 
prevailing during the first quarter o f this year while 
the amount representing funds for new capital purposes 
was considerably greater than in any month since June,
1939. Corporate and municipal issues each accounted for 
$60,000,000 of new capital funds. Refunding issues 
totaled $200,000,000 for corporations and $10,000,000 
for States and municipalities. Despite uncertainties 
occasioned by developments abroad, there were no post
ponements o f important issues scheduled for the market 
and, in general, offerings were well received. Prices paid 
for municipal issues seemed to reflect a confident attitude 
on the part o f municipal dealers and also the small supply 
o f available bonds. Stock issues played a prominent part 
in corporate financing and the total o f $75,000,000 for 
that classification was the largest since July, 1937. The 
$81,600,000 Union Pacific Railroad Company issue, pub
licly offered on the last day o f the month, was the largest 
piece o f railroad bond financing since March, 1936.

The following were the larger corporate and municipal 
issues floated during April, in addition to which there 
were more numerous small issues than in recent months. 
$81,600,000 Union Pacific Railroad Company 3V2 per cent refund

ing bonds of 1980, priced at 102 to yield 3.41 per 
cent

36.000.000 Inland Steel Company first mortgage 3 per cent bonds
of 1961, priced at 102 to yield 2.87 per cent, for 
refunding

17.150.000 Indianapolis Power and Light Company 714,835
shares common stock, priced at $24 a share; 
$1,500,000 for new capital purposes

16.000.000 Kansas Gas and Electric Company first mortgage
3 %  per cent bonds of 1970, sold privately at around 
105, for refunding

15.950.000 Safeway Stores, Inc., 147,688 shares 5 per cent cumu
lative preferred stock, priced at 108; $2,000,000 
for new capital purposes

14.300.000 The Kansas Power and Light Company 139,169 shares
W 2 per cent cumulative preferred stock, priced at 
103, for refunding

10.250.000 The Toledo Edison Company, $3,000,000 first mort
gage 3 %  per cent bonds of 1970 priced at 104% 
to yield 3.02 per cent, and $7,250,000 3y2 per 
cent sinking fund debentures of 1960 priced at 102 
to yield 3.36 per cent; $4,200,000 for new capital 
purposes

10.000.000 The Superior Oil Company 3%  per cent debentures
of 1950, priced at 100, for new capital purposes

10.500.000 State of New Jersey 1%  per cent unemployment
relief bonds of 1943-1950 (callable after three 
years), reoffered to yield 0.35 to 1.30 per cent to 
maturity

10.000.000 Commonwealth of Pennsylvania Turnpike revenue
3% per cent bonds of 1968, reoffered at 100.

Not included in the $330,000,000 total mentioned above 
is $143,000,000 of short term financing arranged during 
the month. The principal issues in this field were 
$75,000,000 State of New York 0.15 per cent notes due 
in November, 1940, $23,500,000 Federal Intermediate 
Credit Banks 0.75 per cent consolidated debentures, and 
$19,900,000 of six month notes of sixteen housing authori
ties, the bulk o f which was sold at a net interest cost to 
the authorities o f 0.435 per cent per annum.

Registration statements filed with the Securities and 
Exchange Commission and other public announcements 
indicate that the following new security issues may be 
forthcoming in the near future : $75,000,000 United 
States Steel Corporation serial debentures; and, to be 
offered to shareholders, 773,000 shares ($30,900,000) of 
common stock of Montgomery W ard and Company, Inc., 
and 600,000 shares ($30,000,000) of $2 dividend con
vertible preferred stock of the Bank of America National 
Trust and Savings Association.

S e cu r ity  M a rk e ts

As in the other months since last September, fluctua
tions o f stock prices continued to be within a narrow 
range in April. During the first eight days of the month 
prices generally advanced somewhat, continuing the 
firmer tendency which developed in the latter part of 
March. As a result, the general average of share prices 
reached a level some 5 per cent above the year’s low 
reached earlier in March, but did not reattain the level of 
the first part o f January which, while the highest o f this 
year, was about 3 per cent below the peak reached soon 
after the outbreak of the war.

Following the German invasion o f Denmark and 
Norway on April 9, stock prices immediately began to 
recede and by April 18 had returned to a point only 
slightly above the year’s low. Subsequently, slightly 
firmer price tendencies were evident, but quotations near 
the end of April showed slight declines from the closing 
quotations o f March.

Trading on the New York Stock Exchange was some
what more active during the first three weeks o f Ar>ril; 
daily turnover during this period, averaging 1,300,000 
shares, was about the same as in the latter part of 
October, and with that exception the heaviest since 
September. In the subsequent part o f April, however, 
the volume declined below one million shares a day.

High grade domestic corporation bonds, as measured 
by M oody’s Investors Service Aaa average, rose about 
%  o f a point further during the opening davs o f April 
and reached new high levels. A fter April 8. however, 
tibese issues eased, and by April 16 were down about IVs 
points from their earlier highs. Subsequently, the under
lying investment demand for bonds again caused firmer 
price tendencies for these high grade corporate issues, 
which closed the month only %  point below their earlier 
highs, and hence little changed from  the end of March 
quotations.

Medium grade corporation bonds likewise moved up 
in the first part o f April, the advance in the case of this 
group of bonds averaging over 1%  points. In the decline 
which followed the broadening o f the war in Europe, 
only about one point o f this advance was lost, and in the
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latter part o f the month there was a recovery o f about 
%  of a point. As a consequence, the closing level for this 
class of bonds as a whole was about %  of & point higher 
than at the end o f March.

In the municipal bond category, high grade issues, 
after advancing early in April to about as high a range as 
had been reached earlier in the year, showed a decline 
which was not fully  recovered by the end of April. In 
the foreign list, prices of Danish and Norwegian dollar 
bonds underwent drastic declines in April, as was to be 
expected, and a number o f other foreign issues also 
showed net declines for the month.

C en tra l B a n k  R a t e  C h an g es
The Reichsbank lowered its rate on April 9 from 4 to 

Sy2 per cent, the higher rate having been in effect since 
September 22, 1932. The present rate is the lowest since 
1909, when a 3%  per cent rate prevailed during a seven 
month period. The statement of the Swedish Riksbank 
o f March 21, reported an increase o f one-half per cent 
in the rate for three month bills rediscounted for private 
banks. This brings the rediscount rate to the same level 
as the official discount rate of 3 per cent.

P r o d u c t io n  a n d  T r a d e
From early indications it appears that after adjust

ment for seasonal factors there was not much change in 
the general level of business activity in April, following 
the decline in the first quarter of the year. As the accom
panying diagram indicates, steel ingot production was 
maintained at an average rate slightly above 60 per 
cent o f capacity, after declining from 93 per cent in 
November to 63 per cent in March. Increased export 
business and seasonal demands from domestic consumers 
are reported to have accounted for the relative stability 
in steel making operations during April. Accompanying 
firmer cotton cloth prices, mill sales o f cotton goods 
increased sharply during the first half o f April to a 
volume considerably in excess of production, but subse
quently fell below the current rate o f output. Auto
mobile production was continued at slightly over 100,000 
units weekly, and, judging from incomplete figures, 
bituminous coal production declined considerably less 
than usual, and electric power production was well 
maintained. Railway freight traffic, however, continued 
to show a declining tendency after seasonal adjustment. 
The daily rate o f sales o f department stores in this 
District during the first three weeks o f April was higher 
than the March average, whereas not much change was 
expected between these two months, seasonal factors 
considered.

The general level o f business activity declined further 
in March, although there was less contraction than in 
either o f the two preceding months. This bank’s broad 
index of production and trade is placed at 88 per cent 
o f estimated long term trend for March, indicating a 
reduction of 1 point, in contrast to declines of 3 points in 
both January and February. The decline in production 
continued to be concentrated in the durable producers9 
goods industries. There was also a further decline in the 
movement o f goods in primary distribution channels, as 
evidenced by statistics o f railway freight traffic.

PER CENT

(Adjusted for seasonal variations, for estimated long term trend, 
and where necessary for price changes)

1939 1940

Mar. Jan. Feb. Mar.

In dex of Production and Trade f 83 92 89p 88 p
Production of:

Durable producers’ goods....................... 70 93 84p 78 p
Nondurable producers’ goods................ 87 97 93 p 92 p

Durable consumers’ goods..................... 63 77 75 p 74 p
Nondurable consumers’ goods............... 92 96 9 3p 94 p

Primary distribution.................................... 78 89 85 p 82 p
Distribution to consumer........................... 90 94 92 p 93 p

Industrial Production
66 107 84 72

Automobiles................................................... 72 88 96 85
Bituminous coal............................................ 83r 94 89 8 6p
Crude petroleum........................................... 88 93 94 95 p
Electric power............................................... 91 99 97 p 97 p
Cotton consumption.................................... 96r 1 1 0 106 1 0 2
Wool consumption....................................... 1 1 2 1 1 0 1 0 1 94 p

1 1 1 1 1 1 105p 95 p
Meat packing................................................. 92 103 103 103
Tobacco products......................................... 91 85 88 86

Employment
93 pEmployment, manufacturing, U. S. r . .. . 87 97 95

Employee hours, manufacturing, U. S— 80 91 88 87 p

Construction
Residential building contracts r ................ 44 42 42 42
Nonresidential building and engineering

46contracts r .................................................. 53 45 57

Prim ary Distribution
80Car loadings, merchandise and misc........ 78 86 84

Car loadings, other....................................... 71r 89 79 79
88 106 107 lOlp
71 86 69 71 p

Distribution to Consumer
84Department store sales, U. S..................... 86 88 85

Department store sales, 2nd District. . . . 81 81 74 77
Chain grocery sales...................................... 96 99 99 97 p
Other chain store sales................................ 88 97 94 98
Mail order house sales..................................................................................... 99 97 99 97
New passenger car registrations............... 69 85 86 93 p

Velocity of Deposits*
Velocity of demand deposits, outside New

59York City (1919-25 average =  10 0 ) .  . 60 59 58
Velocity of demand deposits, New York

26City (1919-25 average =  100)............. 36 27 25

Cost o f Living and Wages *
83pCost of living (1926 average =  100) r . . . 82 82 83

Wage rates (1926 average =  100)............ 1 1 1 113 113p 113 p

p Preliminary. r Revised. * Not adjusted for trend,
j  Back figures for the index of Production and Trade and its subordinate group 

indexes are available upon request (from 1919 monthly).
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Retail Sales of New Passenger Automobiles (Automobile 
Manufacturers* Association data)

Distribution o f goods to consumers, however, was well 
maintained during March. Retail sales of new passenger 
cars, shown in the accompanying diagram, rose sharply 
as in other recent years, and continued higher than in 
either 1938 or 1939. Variety chain store sales advanced 
somewhat more than usual, and about all o f the usual 
seasonal increase occurred in department store sales for 
the country as a whole. Mail order house and chain 
grocery sales showed small decreases after seasonal 
adjustment.

E m p lo y m e n t  a n d  P a y ro lls

During March, factories reporting to the New York 
State Department o f Labor showed an increase o f 1 per 
cent from February in the number of persons employed, 
which was somewhat less than the usual rise, and a 
seasonal advance o f 3 per cent in payrolls. Inclement 
weather and the early date of Easter curtailed the usual 
spring expansion in the manufacture o f clothing, and 
unfavorable weather conditions also adversely affected 
companies supplying the construction industry. While 
a further decrease in employment occurred in metals and 
machinery plants, payrolls in these industries increased 
following the declines in January and February. Com
pared with March, 1939, total factory employment was
11 per cent greater and payrolls were 12 per cent higher.

An increase o f 165,000 workers in nonagricultural 
occupations in March was reported for the United States 
as a whole by the Secretary o f Labor. Although the 
gain over February was smaller than usual, approxi
mately 1,000,000 more workers were engaged in these 
pursuits than in March, 1939. Employment in retail 
trade increased by nearly 150,000 persons between 
February and March to handle Easter and other spring 
business, and increased working forces were reported 
in private building construction. Manufacturing estab
lishments, however, laid off about 55,000 persons, and 
railroads also reduced employment during March.

Between the middle o f February and the middle of 
March, factory employment in the United States declined 
about 1 per cent, and payrolls showed little change, 
although ordinarily there are increases in both employ

ment and payrolls at this time of year. The number of 
employees was reduced in March at iron and steel works 
and at textile plants, especially woolen mills, but work
ing forces continued to increase in industries stimulated 
by wartime and Government orders, such as shipbuilding, 
machine tools, and aircraft. Total factory employment 
was 7 per cent above the level of March, 1939, and pay
rolls were 12 per cent greater.

C o m m o d ity  P r ice s

The spread of hostilities into Scandinavia early in 
April was followed by the first considerable upward 
movement o f commodity prices this year. The Bureau 
o f Labor Statistics daily index o f 28 basic commodities 
rose 4 per cent in ten days and recovered 40 per cent of 
the January-March decline. Reactionary tendencies 
toward the end of the month, however, somewhat reduced 
the net gain for the month. The moderate extent and 
selective character o f the April rise made the movement 
more analogous to the December advance than to the 
sharp, broad rise in commodity quotations at the out
break of the war in September.

The price o f wheat at Kansas City showed a gain of 
8%  cents to $1.12% a bushel through April 22, 4 cents 
above the 1939 high level reached in December, but later 
reacted. Factors in the rise included, besides the war 
news, unfavorable growing conditions and the Govern
ment April 1 crop estimate o f only 426,000,000 bushels 
o f winter wheat. Cash corn, following several months of 
fluctuations within a narrow range, rose 9%  cents to 
68% cents a bushel on April 22, the highest level since 
October, 1937; scarcity o f supplies owing to the large 
amount o f the grain sealed under Government loan 
appears to have been a major factor in the gain. The 
average price o f hogs at Chicago, after touching a six 
year low of $4.93 a hundredweight on the first day o f the 
month, rose $1.46 during the next three weeks to $6.39 a 
hundredweight. Hides recovered the %  cent loss o f the 
previous month to reach 13 cents a pound, and steers 
rose 59 cents to $10.63 on April 11.

Aided by large mill sales of cotton gray goods during 
the first half o f April, the average price o f cotton at ten 
Southern markets advanced %  cent to 10.59 cents a 
pound on April 22, but lost about one third of this gain 
subsequently. Silk, on the other hand, declined 25%  
cents further to $2.61 a pound. Stimulated by fear o f a 
shortage o f shipping space because o f the possible with
drawal o f Scandinavian vessels from service, raw 
sugar at New York rose 10 points to 2.90 cents a pound 
on April 16, and rubber rose 1%  cents to 20 cents a pound 
two days later— the highest levels in several months for 
both commodities.

Price movements in the principal metal markets were 
irregular during April. Following the broadening of 
the war, custom smelters raised their price for copper 
by %  cent a pound to the 11%  cent price quoted by 
producers, but subsequently returned to the 11% cent 
quotation. Lead showed a net rise o f 5 points to 5.10 
cents a pound, and tin reached 47%  cents a pound, a 
gain of 2 cents over the previous month’s close. Scrap 
steel began to show signs o f strengthening in certain 
markets toward the end of the month. Reductions in
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PERCENT

(August, 1939 =  100 per cent)

quotations on steel sheets and strip, announced April 11, 
were withdrawn two weeks later.

The accompanying diagram presents two principal 
subgroups— import and domestic commodities— of the 
Bureau of Labor Statistics daily price index of 28 basic 
commodities. Import commodities rose more sharply 
than domestic commodities at the outbreak of the war 
last September and remained at a considerably higher 
level until January. A  sharp decline in import com
modities during that month brought the two groups 
much closer together and movements in February and 
March were generally similar in direction and magni
tude. In April the domestic group, aided chiefly by 
rising agricultural quotations, regained about half of 
its loss since December, but the import classification 
recovered only about a sixth of its decline.

F o re ig n  T r a d e

During March a slight increase over the previous 
month occurred in the value of this country’s foreign 
merchandise trade. Exports, which were valued at 
$352,000,000, were larger than in March of any year 
since 1930, and showed an increase of 32 per cent over 
March, 1939. Imports o f $217,000,000 were 14 per cent 
larger than a year ago, but this represented a consider
ably smaller year-to-year gain than in other recent 
months. The resulting export balance o f $136,000,000, 
although somewhat smaller than in February, was the 
largest for March of any year since 1920.

Compared with March, 1939, large gains continued to 
be reported in exports o f airplanes, iron and steel prod
ucts, copper, metal working machinery, industrial chem
icals, lubricating oil, and raw cotton. Exports of 
cotton, however, were only 60 per cent of the February 
volume, owing especially to heavy reductions from the 
previous month in shipments of American cotton to a 
number of European countries. Exports o f aircraft 
were approximately the same as in February. Exports 
of tobacco and the majority o f food products continued 
to be well below a year ago.

W ith respect to imports during March, receipts of 
crude materials and semimanufactured goods accounted

for the increase in the aggregate compared with a year 
a go ; imports in all other major categories were somewhat 
smaller in value. The leading individual imports show
ing substantial increases in quantities and values were 
crude rubber, unmanufactured wool, copper, tin, and 
diamonds. Receipts of silk were slightly larger in value, 
despite a reduction in quantity. Imports o f newsprint 
paper, burlap, and most of the crude and manufactured 
food products were only about equal to, or were smaller 
in value than a year ago. W ood pulp imports showed a 
large decline from a year ago.

As is indicated in the accompanying table, exports of 
merchandise from the United States to a number of this 
country’s principal customers have expanded greatly 
since the outbreak of the European war, especially dur
ing the first three months of this year. Shipments to 
Latin American countries, combined, increased 45 per 
cent in the September, 1939-March, 1940 period over 
the comparable months a year a go ; for the first quarter 
of 1940 exports to these countries increased 48 per cent 
over the first quarter o f 1939. United States exports to 
the United Kingdom were larger than to any other 
nation; the increase over a year previous amounted to 
17 per cent for  the September to March period and to 
45 per cent for the first quarter of this year. Exports 
from the United States to Canada in the past 7 months 
were nearly 50 per cent higher than in the corresponding 
months of a year previous, and showed a somewhat 
larger percentage gain for the first quarter of this year. 
France, the next largest purchaser of United States 
goods, imported more than twice as much from this 
country in the period since last September as in the 
comparable period o f 1938-39, and in the first quarter 
of 1940 the dollar volume was about three and one-half 
times as large as in the first quarter of last year, reflect
ing especially heavy French purchases of American air
planes. Exports to Russia, Italy, and Australia repre
sent comparatively small percentages o f this country’s 
export trade, but in each case the increases over a year 
ago have been much greater than average, especially 
in the first quarter o f 1940. Aggregate exports to all 
countries since last September amounted to $2,341,000,- 
000, an increase of 34 per cent over the comparable 
period in 1938-39; the gain for the first quarter o f this 
year over the same period in 1939 was 51 per cent.

Domestic Merchandise Exports from the United States to Various Countries

Percentage change in value

Country of 
destination

Dollar value 
(in millions) 
Sept., 1939- 
Mar., 1940

Sept., 1939-Mar,. 1940 
compared with 

Sept., 1938-Mar., 1939

Jan.-Mar , 1940 
compared with 

Jan.-Mar., 1939

Latin American
countries (combined) 468 -j- 45 +  48

United Kingdom........... 371 +  17 +  45
339 +  48 +  54
193 +134 +249
156 +  7 +  4
71 +  63 +  34

Netherlands................... 71 +  35 +  24
Philippine Islands........ 66 +  19 +  14

59 +  81 +131
53 +  60 +104
50 +  44 +106

Union of South A frica .. 43 +  2 +  1 1
40 —  4 +  3

Total, above countries 1,980 +  38 +  55

Total, all countries.. . 2,341 +  34 - +  51
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During the first three weeks of April evidence of 
seasonal expansion was apparent in construction con
tracts awarded in 37 States. Compared with the corre
sponding period of April, 1939, the total amount was 
somewhat lower, owing to a large reduction in the heavy 
engineering type of projects. Residential building con
tracts during this period, however, were substantially 
larger than in the first three weeks of April of last year.

For March, data compiled by the F. W . Dodge 
Corporation on contracts awarded in 37 States showed 
a gain over the previous month of 16 per cent, which, 
however, was not as large as usual at this time of year. 
A ll the major construction categories showed increases 
over the February daily averages, with the exception of 
public purpose building which registered a substantial 
decline. A  decrease o f nearly 60 per cent from March,
1939, in the latter type of construction was the principal 
factor in a 10 per cent reduction from a year ago in 
total contract awards.

The daily rate of construction contract awards in the 
New York and Northern New Jersey area during March 
compared more favorably with the February rate than 
did the figures for the 37 States, but the comparisons 
with a year ago were less favorable; contract awards of 
all classes in this area registered a 52 per cent gain over 
February, but a 24 per cent decline from the March, 1939, 
level. Large contracts were placed in March for the 
elimination of railroad grade crossings and highway 
construction in Metropolitan New York, and consequently 
the total o f heavy engineering work was more than 
double the February volume, and was also somewhat 
larger than a year ago.

The accompanying diagram indicates the composition 
o f residential building in the 37 States during recent 
years, classified according to ownership; from this it is 
evident that most o f the expansion in residential building 
activity since 1936 has been in private ownership con
struction. Residential construction under public owner
ship, as is indicated in the solid portion of the diagram, 
has shown a declining tendency since last fall, and in 
February and March represented only 7 per cent of the 
total, as compared with an average of 14 per cent in

M IL L IO N S

Building

OF D O LLA R S

1 9 3 6  1 9 3 7  1 9 3 8  1 9 3 9  1 9 4 0

Daily Average Value of Residential Building Contracts Awarded in37 States, Classified by Type of Ownership(F. W. Dodge Corporation data)

1939. The sharp increase last August in public residen
tial construction reflected the placing of contracts for a 
number o f large scale housing projects under the United 
States Housing Authority programs in New York, 
Chicago, and other urban centers. The earlier peaks were 
also associated with large projects sponsored by Federal 
Government agencies.

D e p a r tm e n t  S to re  T r a d e

For the three weeks ended April 20, total sales o f the 
reporting department stores in this District were little 
changed from the corresponding 1939 period. The aver
age daily rate of sales for this portion o f April was 
higher than the March average, whereas not much change 
was expected between these two months from seasonal 
factors.

In March, total sales of the reporting department stores 
in this District were about 1 per cent higher than in 
March, 1939, and after allowing for differences in shop
ping days, the increase was nearly 3 per cent. The daily 
rate of sales for March showed somewhat more than the 
usual advance from the February average, even consider
ing the early date of Easter. March sales of the leading 
apparel stores in this District were about 3 per cent 
lower than last year, and on an average daily basis the 
decline amounted to approximately 1 per cent.

Stocks o f merchandise on hand in the department 
stores, at retail valuation, were about 2 1/2  per cent higher 
at the end of March than a year ago, while apparel store 
stocks were 8 per cent lower. Collections o f accounts out
standing continued slower than a year ago in the depart
ment stores, but were at the same rate as last year in the 
apparel stores.

Percentage 
change 

March, 1940 
compared with 

March, 1939

Per cent of 
accounts 

outstanding 
F e b ru a ry  29 
collected in 

March

Locality

Net
sales

Stock 
on hand 
end of 
month 1939 1940

New York and Brooklyn................................ -  0 .4 +  1 . 6 48.8 47.4
+  1 . 0 +  1.9 46.5 44.8
4- 3 .5 +  7 .7  

+  8 . 2  
+  5.7 
—  2 . 2

57.8 52.9
-  0 .6 41.4 38.6

Northern New Jersey...................................... 4- n.fi 40.9 35.1
-12.3 38.2 35.6

Elsewhere........................................................... - 1 0 .8 —  1.4 33.8 32.1
Northern New York State......................... - 8 .8
Southern New York State.......................... - 4.1
Central New York State........................... - 5 .0
Hudson River Valley District...................  ̂ 8 .6
Westchester and Stamford......................... 1-17.8
Niagara Falls................................................. 1-31.9

All department stores.............................. 4- n .7 +  2 .4 45.8 42.7

Apparel stores............................................ -  3 .2 —  8 .0 42.3 42.3

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1939 1940

Mar. Jan. Feb. Mar.

Sales (average daily), unadjusted................. 80 74 69 82
Sales (average daily), seasonally adjusted.. 91 94 86 89

Stocks, unadjusted............................................ 78 69 76 3Stocks, seasonally adjusted............................ 78 77 81
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(1923-25 average =  100 per cent)

United States Department of Commerce Esti
mates of the Amount of Income Payments 

to Individuals, Adjusted for 
Seasonal Variation

Index of Number of Factory Workers Employed, 
Adjusted for Seasonal Variation (1923-25 

average =  100 per cent)

Wednesday Figures of Estimated ExcessReserves of Member Banks (Latestfigures are for April 10)

Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

TNDUSTRIAL activity continued to decline during March but at a somewhat 
J- slower rate than in the preceding two months, and in the first half of April 
there was little further decrease. Wholesale prices of basic commodities 
decreased somewhat in the latter half of March but recovered by the middle 
of April. Distribution of commodities to domestic consumers continued in 
large volume, and exports were at the high levels reached last December.

P roduction
The Board’s index of industrial production, which is adjusted for usual 

seasonal variations and for the number of working days, was 103 in March 
compared with 109 in February. The decline reflected chiefly a further reduc
tion in output of steel and considerable decreases in activity at cotton and 
woolen textile mills.

Steel ingot production declined from an average of 69 per cent of capacity 
in February to an average of 64 per cent in March. In the first half of April 
output was at around 61 per cent of capacity. Automobile production in 
March and the first half of April was maintained at the high rate prevailing 
during January and February but did not show the increase customary at 
this season. Retail sales of automobiles continued in large volume, and dealers ’ 
stocks of new cars declined somewhat from the high level reached earlier. In 
the machinery industries activity showed some decline from the high rate of 
other recent months, while at aircraft factories and shipyards activity continued 
at peak levels. Output of lumber and plate glass advanced seasonally in March.

In the woolen textile industry, where activity had been declining from 
the high level reached last November, there was a further sharp reduction in 
March. Activity at cotton textile mills also declined considerably but remained 
at a somewhat higher level than prevailed a year ago. Shoe production like
wise declined considerably in March. At silk mills activity remained at an 
exceptionally low level, while rayon production was large.

Mineral production was maintained in large volume in March. There was 
some further reduction in output of bituminous coal, but output of anthracite 
increased, following a sharp decline in February. Crude petroleum production 
continued at record levels.

Value of construction contracts awarded, as reported by the F. W. Dodge 
Corporation, increased considerably in March, as is usual at this season. The 
increase was principally in awards for private work, which in March approxi
mately equaled those in the corresponding period last year. Public awards 
increased somewhat, following declines in January and February, but were 
in smaller volume than a year ago. Private residential building rose by about 
the usual seasonal amount.

D is t r ib u t io n
Sales of general merchandise at department and variety stores and by 

mail order houses increased by about the usual seasonal amount from February 
to March, with allowance for the earlier date of Easter this year. In the 
first week of April sales at department stores were at a higher level than 
in March.

Freight car loadings showed little change from February to March, 
although a rise is usual between these months. Shipments of miscellaneous 
freight showed considerably less than the usual seasonal increase, and there 
was some further decline in loadings of coal.

F oreign  T rade
Exports of United States merchandise in March continued near the high 

level reached last December. Agricultural exports, principally cotton, decreased 
from February to March, while there were substantial increases in shipments 
of commercial vehicles and in metal working, agricultural, and other types 
of machinery.

During March, the country’s monetary gold stock increased by 
$256,000,000. In the first two weeks of April the rate of gold inflow was 
accelerated, acquisitions in this period amounting to $145,000,000.

Co m m o d it y  P r ices
Prices of a number of basic agricultural and industrial commodities, which 

had declined in the latter part of March, advanced during the second week in 
April. Prices of certain finished steel products, on the other hand, were reduced, 
and prices of most other commodities showed little change.

G o v e r n m e n t  S e c u r it y  M a r k e t
Prices of Treasury bonds moved sharply upward during March and the  

first few days of April to a new high level since last summer. On April 9, 
however, on receipt of news of the expansion of war activities in Europe, a 
decline of about one point occurred in long term bonds. Subsequently the 
market recovered part of the loss. The yield on the 1960-65 Treasury bonds 
was 2.31 per cent on April 15, compared with a low of 2.26 per cent on April 2.

B a n k  Credit
Reflecting continued heavy gold imports, excess reserves of member banks 

increased during the four weeks ended April 10 to a record high level of 
$5,950,000,000. Total loans and investments at banks in 101 leading cities, 
which had shown little net change during March, increased in the first two 
weeks of April, reflecting purchases of United States Government obligations.
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S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank, New York

M o n e y  M a r k e t  in  M a y

The security markets, highly sensitive to war develop
ments, reacted sharply to the sudden war moves of the 
past month. But although the war assumed more nearly 
the form which had been anticipated when it started 
eight months ago, the market behavior of the various 
classes of securities was in striking contrast to their 
behavior last September. In the weeks immediately fo l
lowing the outbreak of the war in September, heavy 
selling and sharp declines in prices occurred in the 
market for Government and other high grade bonds, 
while active buying and a strong rise in prices occurred 
in the market for common stocks and, to a lesser degree, 
in the market for the lower grade bonds. In May, how
ever, the invasion of the Netherlands, Belgium, and 
Luxembourg, and the subsequent course of the fighting 
there and in France, brought on an acute weakness in 
stocks and lower grade bonds, while the market for high 
grade bonds was subject to much less selling pressure 
than at the beginning of the war, and prices of such 
bonds showed no such acute weakness as in that period.

The divergent tendencies in the security markets, dur
ing these two periods, may be attributed to the difference 
in the prevailing attitude of investors toward the war 
situation. Immediately following the invasion of Poland 
and the declaration of war by Great Britain and France 
last September, the rather common expectation in this 
country was that the war in Europe would lead to 
acceleration of business activity in the United States, to 
higher commodity prices, to substantially increased de
mands for bank credit, and to a rising trend in interest 
rates, and that, as a result of such developments, invest
ments in the more speculative securities would be profit
able, while investments in high grade securities would 
entail greater risk of depreciation in value. Develop
ments in May, on the other hand, apparently aroused 
fears as to the outcome and questions as to the duration 
of the war which increased investors’ preference for 
liquid funds and made many disinclined to take specu
lative risks, while causing much less apprehension of an 
early reversal of trend in interest rates. As a result, 
common stock prices in May fell precipitately and, at 
the end of the month, average prices were considerably 
below those prevailing before the war started, having 
receded to the lowest levels since the spring of 1938. 
The market for Government and other high grade 
securities was by no means immune from the disturbing 
influence o f the grave events in Europe, but prices of

such bonds during May lost only a little more than 
half of the ground gained from  the low point of last 
September to the high point reached early in April. 
During the latter part of May, of course, the develop
ment of the preparedness program in this country also 
had its effect upon the various sectors of the market, but 
the immediate war influence continued to be dominant.

The irregular decline in the Government security 
market which had begun A pril 9, gained momentum 
after May 10, but selling orders were mostly for small 
amounts, and at no time did they reach any such aggre
gate volume as in the early part of last September. 
Nor was there any such absence of private bids in the 
market as prevailed at that time. The contrast between 
the two periods is illustrated by the fact that, while 
in the first two weeks of last September Reserve Bank 
holdings of Government securities increased $398,000,000, 
in the two weeks ended May 22 Reserve Bank holdings 
of Government securities increased only $10,000,000, 
yet prices receded considerably less in the recent period 
than in the earlier period.

The apparent tendency of most investing institutions 
to retain their holdings o f high grade securities, or even 
to add to their holdings, in the face of disturbing develop
ments abroad, may be attributable largely to the fact that 
the supply of funds available for investment has con
tinued to increase faster than outlets for the employment 
of funds. In the four weeks ended May 22, reserves

P R I C E

Prices o f Stocks and Corporation Bonds (Standard Statistics Com
pany 90 stock index and Moody's Investors Service average 

prices of Aaa and Baa bonds)

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

June 1, 1940



42 MONTHLY REVIEW, JUNE 1, 1940

of all member banks rose $340,000,000, reflecting the 
combined effects of a continued rapid inflow of gold 
and large Government disbursements, while total loans 
and investments of weekly reporting member banks 
showed a small net decrease. Excess reserves of all mem
ber banks, despite a further increase in the amount of 
required reserves, rose $260,000,000 to $6,370,000,000, 
a new high level. During the first five months of this 
year, total member bank reserves increased nearly 
$1,750,000,000, while total loans and investments of 
weekly reporting member banks increased less than 
$300,000,000. Excess reserves of all member banks rose 
$1,325,000,000 during this period.

M o n e y  R a t e s

Yields on all classes of securities increased somewhat 
during May, accompanying the decline in security prices, 
but short term money rates were unchanged except for a 
slight increase in yields on the weekly issues of Treasury 
bills. The increase in the average yield on the four long
est Treasury bonds was about ^4 Per cent, and on three 
to five year Treasury notes was a little over %  per cent.

Money Rates in New York

May 31, 1939 April 30, 1940 May 29, 1940

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans................. * 1 H * 1 H * 1 H
Prime commercial paper 4-6 months.. . x - X - 5A
Bills— 90 day unindorsed......................... % %
Average yield on Treasury notes (3-5

years). ...................................................... 0.38 0.44 0.84
Average yield on Treasury bonds (not

callable within 1 2  years)...................... 2.13 2.24 2.47
Average rate on latest Treasury bill sale

91 day issue............................................. 0.004 0.004 0.067
Federal Reserve Bank of New York dis

count rate................................................. 1 1 1
Federal Reserve Bank of New York

buying rate for 90 day indorsed bills. . H M X

* Nominal

M e m b e r  B a n k  C r e d it

Total earning assets o f weekly reporting member banks 
showed some net reduction during the four weeks ended 
May 22, as a decrease of $88,000,000 in loans, the prin
cipal element in which was a reduction in loans to security 
brokers and dealers, more than offset a net increase o f 
$48,000,000 in investments.

In the New York City banks, loans to security brokers 
and dealers declined $77,000,000, and commercial and 
industrial loans were reduced $18,000,000. Total invest
ments showed a net increase of $98,000,000. Treasury 
bill holdings, reflecting the cessation of temporary special 
demands in other areas, increased $95,000,000; Treasury 
note holdings increased $41,000,000; and Treasury bond 
holdings showed a net increase o f $27,000,000 as a result 
of net purchases of $47,000,000 during the second and 
third weeks of May, when prices were declining, follow
ing net sales of about $20 ,000,000 in the preceding two 
weeks. Government guaranteed securities, despite the 
retirement of a substantial amount of Home Owners 
Loan Corporation bonds, showed a net reduction of only 
$10,000,000. Investments in other securities were re
duced $55,000,000, reflecting redemptions of maturing 
State and municipal obligations.

T ota l loans and investm ents o f  re p o rtin g  banks in  100
other p r in c ip a l cities w ere red u ced  $46,000,000 d u rin g

the four week period, due to moderate reductions in hold
ings of various classes o f Government securities. H old
ings o f Treasury bonds, after irregular fluctuations in 
the last week of April and the first two weeks of May, 
were reduced $34,000,000 in the third week of May, and 
showed a net decrease of $2 2 ,000,000 for the four weeks. 
Treasury bill holdings also declined $18,000,000, and in
vestments in Government guaranteed securities were re
duced $28,000,000, but Treasury note holdings increased 
slightly. Commercial and industrial loans showed a 
small decrease, but real estate loans increased somewhat.

Demand deposits in the reporting banks increased with 
unusual rapidity and reached new high levels, apparently 
reflecting, in part, continued foreign spending in this 
country, and in part United States Government dis
bursements of amounts substantially in excess of receipts. 
Adjusted demand deposits increased $211,000,000 to 
$9,332,000,000 in the New York City reporting banks 
and $226,000,000 to $10,869,000,000 in reporting banks 
in other cities, during the four weeks.

G o v e r n m e n t  S e c u r i t i e s

Intensification of the European war was reflected in 
declines in prices of United States Government securities, 
though of smaller extent than the declines in other classes 
of bonds or in stock prices. During the first part of May 
the average price of Treasury bonds not callable within
1 2  years fluctuated within a range of %  of a point, at a 
level about 1  point below the high of this year reached in 
the opening days of April, but beginning on May 1 0 , 
after the German invasion of the Low Countries, these 
long term issues showed further losses, which by May 24 
amounted to about 3 points. As the accompanying dia
gram indicates, the recent decline in long term Govern
ment bonds was considerably less than the 8x/2  point 
drop which occurred last summer in anticipation of and 
in response to the outbreak of the European war. As a 
consequence, at the lowest closing quotations reached in 
May, prices remained some 4%  points higher, on the 
average, than at the lows of last September. A t no time 
during the period when prices were declining was the 
volume of offerings heavy, but there was an increase in 
the number of sales of small amounts and a reluctance on

PRICE
AVERAGE

Average Price o f Long Term Treasury Bonds (Four issues not 
callable before 1955)
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the part o f potential buyers to acquire Government securi
ties except after price recessions had occurred. In  the 
last week of May, quotations for long term Treasury 
bonds tended to be firmer except on May 28 when, fo l
lowing reports of the capitulation of the Belgian army, 
closing prices temporarily declined to about the same 
level as on May 24.

In short term Government securities, declines in 
Treasury notes between May 9 and May 29 resulted in 
an advance in the average yield on 3 to 5 year Treasury 
notes from a 0.45 per cent basis to a 0.84 per cent basis. 
During the same period the long term Treasury bond 
yield advanced from 2.25 per cent to 2.47 per cent.

The rates on weekly issues of new Treasury bills 
floated during May showed progressive, though moderate, 
increases. The issue dated May 1 was awarded at an 
average rate of 0.007 per cent, as compared with 0.004 
per cent on the issue o f April 24, and the issue dated 
May 29 was awarded at 0.067 per cent, the highest rate 
since September 27, 1939. Each of the five weekly issues 
of May was in the amount o f $100,000,000 and for 91 day 
periods; they replaced similar maturities.

C o m m e r c i a l  P a p e r  a n d  B il l s

No change occurred during May in the % -%  per cent 
prevailing range of rates for average grade prime four 
to six month commercial paper. Except for a temporary 
rise last fall, these rates have been in effect since the 
middle of January, 1939. Especially choice paper was 
quoted at %  per cent, but, as in recent months, the bulk 
of the sales were made at %  per cent. Bank investment 
demand for commercial paper continued active and 
readily absorbed the small amounts of new paper cur
rently offered by dealers. A  total o f $238,600,000 of 
paper was outstanding through commercial paper houses 
at the end of April. This compares with $233,100,000 at 
the end of March, and is the largest amount outstanding 
in approximately two years. In April, 1939, the amount 
outstanding was $191,900,000.

Dulness continued to prevail in the market for bankers 
acceptances during May. W ith only a small volume of 
bills being drawn and smaller amounts being released to 
the market by accepting banks and bankers, the invest
ment demand for bills was largely unfilled.

S e cu r ity  M a rk e ts

A fter holding within a narrow trading range since the 
advance of last September, stock prices declined rapidly 
and substantially following the German invasion of 
Belgium and the Netherlands. Between May 9 and May
21, the general average o f stock prices dropped 25 per 
cent to reach quotations which averaged only 8 per cent 
above the prices which prevailed at the end of March,
1938, when the bottom of the 1937-38 decline was reached. 
The decline during the May period was the sharpest for 
a comparable length of time since October, 1929, and the 
volume o f trading on the New York Stock Exchange in
creased on several days to between 2 and nearly 4 million 
shares. A fter May 21, stock prices registered a small net 
recovery, despite the decline which occurred on May 28, 
following reports of the surrender o f the Belgian army, 
and trading was considerably less active than earlier in 
the month.

Domestic corporation and municipal bond prices also

were subject to sizable price declines during May. Bonds 
of the class rated Baa by M oody’s Investors Service 
showed an average decline of about 8 points from May 9 
through May 28. As compared with the lows reached in 
September, 1939, shortly after the outbreak of the war, 
the quotations reached in May were about 1%  points 
lower; Baa railroad bonds declined considerably below 
the September, 1939 lows, and industrial bonds were 
slightly lower, while public utility bonds of this grade 
held considerably above the September lows.

High grade corporate bonds, those rated Aaa by 
M oody’s, which had held close to the highest levels of 
the year through May 9, declined about 5%  points after 
the intensification of the war, and recovered only slightly 
in the latter part of the month. A t the lows, however, 
prices of this class of bonds remained more than 6 points 
above the September, 1939 lows. Municipal bonds of high 
grade, although showing large declines, likewise remained 
considerably above the September, 1939 lows.

N e w  F in a n c in g

During May, the capital market was characterized 
more by deferment o f scheduled offerings than by new 
issues, with the result that the volume of corporate and 
municipal flotations declined to $155,000,000, the smallest 
total since September, 1939. Corporate financing ac
counted for $116,000,000, including $36,000,000 to be 
used for new capital purposes. Corporate issues totaling 
about $136,000,000 were deferred, most of these issues 
having been scheduled for  offering to stockholders or to 
the public during the latter half o f the month; three 
other offerings, made to stockholders and totaling about 
$39,000,000, were only partially consummated.

The largest corporate offering was $75,000,000 of 
United States Steel Corporation debentures, which were 
brought out on May 15 and, despite unsettled conditions 
in the security markets, were completely disposed of by 
the syndicate within a little more than a week’s time. 
W ith the removal o f price restrictions, however, quota
tions for the longer maturities of the issue dropped to 
substantial discounts below the offering prices. The 
debentures mature from  1940 to 1955 and were offered at 
par to yield from 0.375 per cent to 2.65 per cent to ma
turity. Proceeds from the sale are to be used for  refund
ing purposes. Two issues of New York Central Railroad 
one to ten year equipment trust certificates were placed 
privately during the month. The first o f these, $10,400,000 
of 2 per cent certificates, was awarded (on May 7) to a 
banking agent on an interest basis o f 1.80 per cent, while 
the second issue, $9,000,000 of 2%  per cent certificates, 
was sold to banking agents by the Reconstruction Finance 
Corporation (about May 20) on an interest basis of 2.29 
per cent. The Boeing Airplane Company and the Eastern 
A ir Lines, Inc. offered about $5,800,000 and $3,400,000, 
respectively, o f common stock to their stockholders. Ow
ing to the adverse market conditions which developed, 
substantial unsubscribed portions were taken by under
writers. A  similar situation arose with respect to 
$30,000,000 of convertible preferred stock which the 
Bank of America National Trust and Savings Associa
tion offered its stockholders; it is reported that these 
securities may be taken up without a public offering at 
this time.
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The largest municipal award was $8,000,000 City of 
Detroit, Michigan, 3%  per cent refunding bonds, due 
serially from 1941 to 1962, which were sold at 100.0028 
and placed privately. In general, municipal awards were 
made on bids substantially lower than on similar pre
vious offerings.

The total of temporary financing, at $251,000,000, was 
considerably higher than in previous months, owing 
chiefly to the award by thirty-one local housing authori
ties of $126,000,000 of six month notes at interest costs 
ranging from 0.39 per cent to 0.55 per cent. In addition, 
New York City allotted $60,800,000 of short term notes 
to a group of banks, and the Federal Intermediate Credit 
Banks sold $30,600,000 of consolidated debentures.

G o ld  M o v e m e n ts

Imports of gold into the United States during May 
were considerably heavier than in the previous month, 
and apparently in about the same large volume as in 
March of this year and December, 1939. The increase in 
the gold stock of the United States during the month 
amounted to about $440,000,000, the largest monthly 
gain for the war period. The amount of gold held under 
earmark for foreign account at the Federal Reserve Bank 
o f New York increased about $40,000,000 and at the end 
of May amounted to approximately $1,270,000,000.

Gold imports into the United States during the four 
weeks ended May 22, as reported by the Department of 
Commerce, totaled $390,200,000, o f which $238,000,000 
came from  Canada, $44,300,000 from the United K ing
dom, $35,200,000 from the Union of South Africa, 
$19,300,000 from  Switzerland, $9,900,000 from Italy, 
$9,400,000 from the Netherlands, $5,300,000 from 
Australia, $4,700,000 from  Japan, $4,500,000 from 
Sweden, $3,800,000 from Hong Kong, $3,000,000 from 
Hungary, $2,400,000 from the Philippines, $2,100,000 
from Colombia, $2,000,000 from  Mexico, and $1,700,000 
from British India.

F o re ig n  E x ch a n g e s

The events of the past month, which included the with
drawal of Allied forces from  southern Norway, the 
British cabinet crisis, the spread of the war to the Low 
Countries, and the subsequent German drive into France, 
all had repercussions in the New York foreign exchange 
market, where a number o f exchange rates declined 
sharply against the United States dollar.

Most New York exchange dealings continued to be con
centrated in the pound sterling, for which, however, the 
market remained relatively narrow. Rates, therefore, 
continued highly sensitive to small changes in supply and 
demand. The pound quotation, which had been as high 
as $3.53 on April 29, began to show an easier tendency 
on news of Allied reverses in Norway and, accompanying 
parliamentary criticism of the Chamberlain Government, 
this decline was accentuated on May 6, 7, and 8, when 
the rate receded some 16 cents to $3.311/2. Immediately 
following the sudden German attack on the Low Coun
tries, the first nominal quotations for sterling on May 10 
showed wide spreads between bid and offered rates until 
an opening trade was made at the record low of $3.00. 
This rate, which was 35 cents below the previous closing 
quotation and 14%  cents below the previous all time low

touched in 1932, represented about a 25 per cent depre
ciation of free-market sterling against the official rate in 
the London market. This low level, however, proved to 
be only temporary, as it soon attracted some demand, 
particularly by domestic commercial concerns, which 
stimulated a partial recovery. During the remainder o f 
the month, the pound showed erratic fluctuations within 
a range of $3.11%-$3.28%. No general tendency was 
apparent, day-to-day movements being influenced mainly 
by the progress of military operations and by recurrent 
market rumors of possible new British exchange control 
measures designed to reduce the supply of sterling which 
might be offered in the free market. A t the end of May 
the pound was quoted at about $3.20.

Canadian exchange, after ending April at a discount 
of about 15 per cent against the United States dollar, 
weakened steadily to a maximum discount o f 2 2 ^  per 
cent on May 25. Toward the end of the month, however, 
the discount narrowed to about 21 y2 per cent.

Prior to invasion of the Lowr Countries on May 10, 
Belgian and Dutch exchange had undergone severe pres
sure, largely as a result of continued flight o f funds from 
those centers which previously had been havens for 
refugee funds. The belga rate declined from  $0.1686 at 
the end of April to $0.1656 on May 9, and the three 
month forward discount widened to the equivalent o f 
about 20y2 per cent per annum. Although the spot quo
tation for the guilder was maintained at about $0.5309, 
increased pressure was evidenced in widening discounts 
on forward deliveries. Since the extension on May 10 
of the Executive Order, “ freezing”  certain foreign 
assets in this country, to cover Netherlands, Belgian, 
and Luxembourg assets, no current quotations have 
been available for the currencies of the Low Countries 
in this market.

C en tra l B a n k  R a te  C h an ges
The Swedish Riksbank advanced its discount rate on 

May 17 from 3 to 3 y2 per cent, and on May 22 the 
National Bank of Denmark reduced its rate from  5y2 to 
4y2 per cent.

According to the press, the Administrative Council for 
the German held part of Norway announced on May 12 
a reduction o f 1 y2 per cent in the rate o f the Bank of 
Norway, establishing a 3 per cent rate, presumably 
effective May 13.

B u sin ess  P ro fits

Reflecting the decline in production and trade since 
last December, this bank’s seasonally adjusted index o f 
the net profits of 168 industrial and mercantile corpora
tions showed some recession in the first quarter o f 1940, 
but, as the accompanying diagram indicates, profits 
remained at a fairly high level. The decline in the index 
from the ten year peak reached in the fourth quarter o f
1939 was due primarily to a more than seasonal recession 
in the net profits o f steel companies, which were com
paratively large in the last quarter of 1939. The effect 
of this decline, and of smaller declines in profits of some 
other groups, was partly counterbalanced by a rise in 
seasonally adjusted profits o f the automotive group. 
(Actual profits of automobile companies were maintained 
at about the level reached in the fourth quarter of 1939, 
instead of showing a seasonal decline.)
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First quarter data extending back to 1937, for 437 
industrial and mercantile companies, are summarized in 
the following table. In the aggregate, profits of these 
companies during the first quarter of 1940 were 68 per 
cent larger than a year previous and only 5 per cent less 
than in the first quarter of 1937, which was the period of 
highest first quarter earnings since 1929. Of the 437 
individual companies, less than 10 per cent operated at a 
loss this year, as compared with 22y2 per cent in the first 
quarter o f 1939.

A ll of the groups o f companies shown in the table, with 
the exception o f the bakery group, reported larger profits 
than in the first quarter o f 1939, the largest percentage 
increases being those o f the railroad equipment, paper 
and paper products, steel, petroleum, machinery and 
tools, copper, and textile groups. A  number of groups

(Net profits in millions of dollars)

No
First quarter

Corporation group of
cos. 1937 1938 1939 1940

Advertising printing and publishing................ 6 3.8 2.3 2 . 1 3 .0
Automobiles............................................................. 13 60.7 4.5 64.3 83.7
Automobile parts and accessories (excluding 

tires)...................................................................... 41 2 1 . 1 —  2 . 2 12.7 22.3
Aviation.................................................................... 9 0 .6 1.3 3 .8 5.9
Building materials and supplies.......................... 24 1 1 . 2 2 . 6 4.1 7.9
Chemicals ............................................................. 28 38.5 17.4 26.0 40.0
Containers (metal and glass).............................. 4 1.7 1 . 0 0 .8 1 . 2
Drugs and cosmetics............................................. 7 5.3 4.3 5.5 5.6
Electrical equipment............................................. 2 2 20.5 9 .8 11.5 19.4
Food and food products:

7 3 .8 4 .5 4.6 4.1
Beverages........................................................... 9 9 .0 8 . 2 9 .0 9 .5
Confectionery..................................................... 9 4 .4 4.1 5.0 5.4
Other food products.......................................... 1 2 15.7 13.9 1 2 . 8 14.4

Heating and plumbing.......................................... 7 2 . 8 —  1.3 0 .8
Machinery and tools............................................. 39 14.6 5.7 4^2 1 0 . 2
Mining:

C o a l ..................................................................... 1 2 1.3 —  1.4 —  0.3 1.9
Copper ....................................................... 5 13.1 6 .0 6 .8 15.0
Gold and silver................................................... 9 6 .7 4.5 3.9 3.9
Other........................ ............................................ 14 6 .6 2.9 2 . 8 5 .4

Office equipment..................................................... 7 6 .6 4.3 4 .4 5.6
Paper and paper products.................................... 17 6 .0 2.4 1 . 8 7.7
Petroleum .............................................................. 25 38.9 28.3 11.7 30.1
Railroad equipment............................................... 13 1 1 . 8 0 .6 1.7 9 .9

30 69.5 —  5.6 11.3 46.0
Stores........................................................................ 15 6 . 1 1 . 2 5.0 6 . 2
Textiles .................................................................. 10 4.7 0 .8 1 . 8 3 .8
Tobacco (cigars)..................................................... 5 0 .6 0.5 0 .6 0.9
Miscellaneous.......................................................... 38 21.5 7.4 13.6 18.2

Total, 28 groups............................................. 437 407.1 128.0 231.5 388.0

Class I railroads, net incom e.............................. 137 15.4 — 105.7 — 42.8 — 1 2 . 6

Telephone companies, net operating incom e. . 94 60.3 50.0 56.6 62.5

Other public utilities, net income...................... 50 50.8 44.8 50.7 57.9

—  Deficit

also reported larger profits than in the high first quarter 
of 1937; prominent among these were the aviation, cigar, 
coal mining, automobile, paper and paper products, and 
copper mining groups o f companies.

Class I railroads as a group reported a deficit, after 
fixed charges, for the first quarter of 1940 amounting to 
$13,000,000, or considerably less than the $43,000,000 
deficit in the corresponding period a year ago. In the 
first quarter of 1937, Class I railroads earned $15,000,000 
of net income, but with that exception the earnings of the 
railroads this year were the best for any first quarter 
since 1931. Net operating income of 94 telephone com
panies increased 10 per cent over the first three months 
of 1939 and was the highest first quarter since 1931. Net 
income of 50 other public utilities showed an increase of
14 per cent over 1939 and also over 1937.

C o m m o d ity  P r ices
Accompanying the invasion of the Low Countries 

on May 10, commodity prices momentarily stiffened in a 
number of markets, but gains generally gave way to sub
stantial losses as the month progressed, in response to 
reports o f German military successes. The Bureau of 
Labor Statistics daily index of 28 basic commodities, 
after advancing 3 per cent between May 9 and May 13, 
declined during the remainder of the month and showed 
a 4 per cent decline for May as a whole. The current 
level of the index is comparable with that of early Sep
tember, 1939.

Severe declines occurred in wheat markets. The price 
of wheat at Kansas City, after rising 4%  cents on May 
10-11, dropped about 30 cents to 81 cents a bushel in the 
following week; the net loss for the month, however, was 
reduced to about 24 cents by a recovery following the 
establishment o f minimum trading prices for grain 
futures and the announcement of a 1940 Government 
wheat loan program similar to last year’s. Improved 
crop prospects were reflected in the Government May 1 
crop report which raised the estimate of the winter wheat 
crop 34,000,000 bushels to 460,000,000 bushels. Corn, 
which had declined 8%  cents in the week following the 
attainment on May 11 o f a peak of 70%  cents, the highest 
level since October, 1937, recovered a large part of this 
loss and showed little net change for the month as a whole. 
Livestock quotations moved lower during May.

Cotton prices, reflecting a prospective loss o f foreign 
markets, reached a low point on May 18, when the aver
age price at ten Southern markets was quoted at 9.21 
cents a pound, 1%  cents lower than at the end of April, 
and well below the level at which cotton would be at
tracted from the Government loan stock. A  subsequent 
rally o f about %  cent, attributed to the limited supply 
of “ free”  cotton, cut the net loss for the month to about 
y2 cent a pound. W ool tops, which had risen 5 cents to 
$1.03 a pound on May 10 to 11, declined 10 cents in the 
following week and a half. Raw sugar and hides also 
showed net declines for the month, while rubber and 
silk registered net advances.

In contrast to agricultural commodities, prices tended 
higher in a number of metal markets during May. Cus
tom smelters raised their quotations on copper to 11%  
cents a pound while primary producers continued to 
quote the 11%  cent price which has prevailed since 
February. Tin rose 6%  cents to 54 cents a pound and 
the export quota for July-September was raised to 100
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per cent by the International Tin Committee, as com
pared with the present 80 per cent quota. Zinc advanced 
%  cent to 6 cents a pound, the first change since Febru
ary, but lead receded 10 points to 5 cents a pound. The 
Iron Age composite price of scrap steel rose $1.79 to 
$18.17 a ton, the highest quotation since early last 
December.

P ro d u c t io n  a n d  T r a d e
Preliminary evidence indicates that the recession in 

production and trade was checked, and in some cases 
reversed during May. Steel mill activity turned up
wards early in the month and by the final week operations 
were averaging about 77 per cent of capacity as com
pared with 60 per cent at the end of April. In  addition 
to increased orders for steel from the Allied powers, fo l
lowing the development of intensive warfare on the 
Western Front, steel producers reported numerous in
quiries from neutral countries wThose steel requirements 
formerly were served in whole or in part by Belgium 
and Luxembourg. A  further important factor in the 
rise in steel making during May was specifications against 
orders for sheets and strip placed during the short period 
of reduced prices in April. There were also reports that 
steel producers wrere tending to expand inventories of 
steel in crude forms, in anticipation of National defense 
requirements. Railway freight traffic appears to have 
increased somewhat more than usual in May, and auto
mobile production and the generation of electric power 
were well maintained. On the other hand, mill sales of 
cotton goods were reported considerably below the cur
rent rate of production, and bituminous coal output 
apparently failed to show its usual May increase.

The general level of business activity declined only 
slightly further between March and April, according to 
this bank’s comprehensive index of production and trade. 
The index for April is placed at 86 per cent of estimated 
long term trend, as compared with 87 in March, a peak 
o f 95 last December, and 81 a year ago. Reflecting a well 
maintained volume of railway freight traffic, the index 
o f primary distribution was unchanged between March 
and April, and retail trade continued at the general level 
prevailing since February. Department store sales ad
vanced slightly during April and sales o f new passenger 
cars were well sustained, although declines occurred in 
some other types o f retail trade after seasonal adjust
ments. As in the first quarter of the year, the decline in 
production was selective and marked divergences ap
peared between various lines of activity. Among the 
series included in the producers’ goods group, steel 
ingot production and textile mill activity declined 
further in April, while nonresidential construction 
work increased and some industries stimulated by 
Government and war orders continued at high levels. 
Among consumers’ goods industries, shoe manufacturing 
and operations at meat packing plants were somewhat 
lower after seasonal adjustments; on the other hand, 
residential construction contracts increased, and ac
tivity in a number of other lines held relatively steady.

The President’s recent request that the country’s air
craft producing capacity be increased to provide 50,000 
war planes annually, and measures being adopted to 
enlarge production, point to a further rapid expansion 
in this relatively new industry. It has been stated that 
the fulfilment of the President’s program would neeessi-

PER CENT

Index of Man-Hours of Employment in Aircraft Factories (1933 
average “  100 per cent; based on Bureau of Labor Statistics data)

tate the employment of about three times as many work
ers as are now engaged, and a correspondingly large 
increase in plant capacity. The accompanying diagram, 
showing an index of man-hours of employment in air-

(Ad jus ted for seasonal variations, for estimated long term trend, 
and where necessary for price changes)

1939 1940

April Feb. Mar. April

Index of Production and Trade f ................... 81 89 87 p 862?
Production of:

Producers’ durable goods....................... 67 83 77 p 74 p
Producers’ nondurable goods................. 80 93 92 p 91 p

Consumers’ durable goods..................... 60 75 72 p 68 p
Consumers’ nondurable goods............... 91 95 95 p 94 p

Primary distribution.................................... 75 84 82 p 82 p
Distribution to consumer........................... 90 92 92 p 92 p

Industrial Production
61 85 r 73 r 71
68 96 86r 80

Bituminous coal............................................ 30 r 89 85 lOlp
Crude petroleum........................................... 89 94 95 93 p
Electric power................................................ 91 97 97 p 96 p
Cotton consumption.................................... 96r 106 10 2 98
W ool consumption........................................ 85 1 0 1 94 71'P

lOOr 105 9 5p 89 p
Meat packing................................................. 89 103 103 1 0 1
Tobacco products.......................................... 89 88 86 94

Em ployment
95 93 92pEmployment, manufacturing, U. S.......... 87

Employee hours, manufacturing, U. S... . 80 88 87 86p

Construction
Residential building contracts................... 38 42 42 45
Nonresidential building and engineering

74 57 46 56

Prim ary Distribution
77 80 79Car loadings, merchandise and misc. r . .. 84

Car loadings, other r .................................... 60 80 79 84
81 107 1 0 1 99p
77 69 70 69 p

Distribution to Consumer
84Department store sales, U. S .. . . ............. 85 85 86

Department store sales, 2nd District. . . . 78r 74 77 78
Chain grocery sales...................................... 95 99 97 96p
Other chain store sales................................ 99 94 98 92
Mail order house sales r . ............................ 96 95 93 92
New passenger car registrations............... 68 86 89 88p

Velocity of Deposits*
Velocity of demand deposits, outside New

59 58 59 57York City (1919-25 average =  100). .
Velocity of demand deposits, New York

26 27City (1919-25 average =  100)............... 31 25

Cost of Living and W ages*
83 83p 83pCost of living (1926 average =  100) r. . . 82

Wage rates (1926 average =  100)........... 1 1 1 113 U3p 113p

p Preliminary. r Revised. * Not adjusted for trend.
|Back figures for the index of Production and Trade and its subordinate group 
indexes are available upon request (from 1919 monthly).
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craft factories, portrays the growth of this industry since 
1937. As reflected by labor ‘ 4in p u t / ’ activity of airplane 
plants has doubled since a year ago, and has reached a 
level nearly eight times the 1933 average. It is estimated 
that approximately 100,000 workers are now employed in 
the manufacture of airplanes, airplane engines, and 
accessories.

F o re ig n  T r a d e

Merchandise exports from the United States during 
A pril were valued at $324,000,000, a decline of 8 per 
cent from March, reflecting in part the extension of the 
European war and its effects on shipping facilities, and 
in part the customary seasonal decline at this time of 
year. Reductions in exports to the Scandinavian coun
tries and the Netherlands, as well as to South American 
and Far Eastern countries, were, however, partly coun
terbalanced by increased exports to the Allied powers 
and to the majority of the British Dominions. Com
pared with the relatively low level in April o f last year, 
total exports from  the United States showed a 40 per 
cent gain. On the other hand, the value o f this country’s 
merchandise imports, at $212,000,000, while but slightly 
below the March figure, showed only a 14 per cent in
crease over April, 1939.

The export balance of $112,000,000 was the smallest 
since last November, but was considerably larger than 
the excess of exports in April, 1939. For the eight months 
since the outbreak of war, the export balance of the 
United States has amounted to $923,000,000.

The accompanying diagram shows the monthly values 
of eight of the leading merchandise exports from this 
country during 1938, 1939, and the first four months o f 
this year. Owing in considerable measure to changes in 
the requirements of the belligerents for American prod
ucts, large shifts since last September have occurred in 
these exports from the United States, as is indicated in 
the diagram. In general, exports of aircraft, metalwork
ing machinery, iron and steel products, chemicals, and 
raw cotton during recent months have been far above the 
levels o f a year previous, although in the case of cotton

M IL L IO N S  
OF D O L LA R S  
7 5

5 0

2 5

RAW  
C O T T O N

J  F M A  
M IL L IO N S  
OF D O L L A R S  
3 0

/ \ /
/ 1 9 3 9  V

7 T ’
M 9 3 8

M IL L IO N S  
OF D O L L A R S  
3 0 |------------------

20

10

U N M A N U F A C TU R E D  
(TO B A C C O

l\
x r *

1 9 4 0

M J J  A S O N D J  F M  A  
M IL L IO N S  
OF D O L LA R S  
3 0 j

1938,/

1 9 3 9

- 1 9 4 0

1 9 3 8

C H E M IC A L S

the excess has narrowed considerably since January. 
The value of motor truck exports, while fluctuating 
rather widely in recent months, has also averaged some
what above the level of a year previous. In addition, 
exports of lubricating oil, not shown in the diagram, 
registered a 66 per cent increase in April over a year 
previous. On the other hand, exports o f American to
bacco and passenger automobiles, and of several other 
products— wheat and wheat flour, gasoline, and crude 
petroleum, which are not shown in the diagram— have 
been below the levels of a year ago.

W ith respect to imports, a 42 per cent gain over a year 
ago was recorded in the crude materials classification dur
ing April, which was the combined result of higher prices 
and increases in quantities of such imports as undressed 
furs, crude petroleum, rubber, and unmanufactured wool. 
Imports of semimanufactures, including woodpulp, in
edible expressed oils, and nonferrous metals, showed an 
advance of 12 per cent over April, 1939. Receipts of 
coffee and sugar were also somewhat larger in quantities 
and values than a year ago. Imports o f most other items 
of food and the majority of manufactured products, how
ever, were smaller than in April o f last year.
E m p lo y m e n t  a n d  P a y ro lls

Between the middle of March and the middle of April, 
the number of factory workers employed in New York 
State was reduced 2y2 per cent, and payrolls decreased 
nearly 5 per cent. These declines, which were greater 
than the usual seasonal recessions, reflected in part ex
ceptionally large lay-offs at clothing and millinery es
tablishments. Associated with the early date of Easter 
and unfavorable weather conditions during the spring 
selling season, employment and payrolls in the apparel 
lines declined 11 per cent and 22 per cent, respectively, 
the largest April declines for the apparel industries in 
the 25 year record of the New York State Department 
of Labor. Metalworking plants and textile mills reported 
slightly reduced working forces in April, while the 
stone, clay, and glass products industries increased both 
employment and payrolls seasonally. Compared with 
April, 1939, total employment was 9 per cent higher
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and payrolls were 11 per cent greater.
Little change in nonagricultural employment in the 

country as a whole was reported from March to April, 
although usually there is a substantial increase at this 
time of year. Employment gains in construction, public 
utilities, and the service industries were largely offset 
by an estimated decline o f 75,000 wage earners in fac
tories, a larger than usual reduction of 66,000 employees 
in retail and wholesale trade, and decreased working 
forces in coal mines. It is estimated that there were over 
a million more workers actually employed than in April,
1939, but in that month some 300,000 coal miners 
were temporarily out of work pending the signing of 
new wage agreements.

The reduction in United States factory employment 
and a concurrent decline in payrolls in April occurred 
at a time of year when ordinarily there is little change. 
The largest decreases in working forces occurred in the 
apparel and textile groups, practically all branches of 
these industries reporting reduced employment. Steel 
mills and automobile factories also employed somewhat 
fewer workers. Continued gains occurred at certain 
factories stimulated by Government or war orders, and 
seasonal increases occurred in the food and construction 
material industries. Total factory employment was
6 per cent above the April, 1939 level, and payrolls 
were 13 per cent higher.

B u ild in g
During April construction contracts in the 37 States 

covered by the F. W . Dodge Corporation survey were 
awarded at a daily rate 19 per cent above the March 
average, but 5 per cent below the level of a year ago. All 
the major construction categories, except public utilities, 
showed gains over the previous month, partly in reflec
tion of the usual seasonal expansion at this time of year. 
Contracts for residential building registered a 20 per 
cent increase over March, and reached the highest 
monthly total since 1929. Owing especially to the placing 
in April o f large contracts for educational buildings, the 
public purpose classification showed a 54 per cent in
crease over the comparatively small March volume, but 
was about one-fourth less than in April, 1939. Contracts 
for heavy engineering projects were reduced 34 per cent 
from April of last year, but gains over a year ago amount
ing to 23 and 29 per cent, respectively, occurred in 
awards for residential building and for commercial and 
industrial building.

For the first four months of 1940, total contract awards 
were 12 per cent lower than in the corresponding period 
o f 1939; large decreases in awards for public purpose 
building and heavy engineering projects more than offset 
the effect of increases in the commercial, industrial, and 
residential building categories.

In the New York and Northern New Jersey area the 
average daily rate of contract awards during April was 
5 per cent lower than in March and showed a decrease of
23 per cent from April o f last year. Contracts for heavy 
engineering projects were reduced to the smallest monthly 
total since February, 1938, but total contracts for other 
types o f construction showed a gain over both the pre
vious month and a year ago. Residential building awards 
were 20 per cent larger than in March and 42 per cent 
above the level in April, 1939; contracts for commercial 
and industrial building advanced 53 per cent from the

previous month and registered an increase o f 39 per cent 
over April o f last year. On the other hand, awards for 
public purpose building, though slightly larger than in 
March, were 60 per cent below the volume of a year ago. 
For the first four months of this year, contracts for all 
types of construction were 33 per cent below the total 
for the comparable period of 1939; awards for commer
cial and industrial building alone showed a gain, which 
amounted to 26 per cent.

During the first three weeks of May the daily rate o f 
construction contract awards in the 37 States remained 
approximately the same as in A pril; increases in con
tracts for heavy engineering projects and residential 
building were counterbalanced by a decline in contracts 
for nonresidential types o f building. Compared with the 
first three weeks of May, 1939, however, total contract 
awards showed a gain of 5 per cent.

D e p a r tm e n t  S tore  T r a d e

For the four weeks ended May 25, total sales o f the 
reporting department stores in this District were prac
tically unchanged from the corresponding 1939 period. 
The average daily rate o f sales for this portion of May 
showed somewhat less than the expected seasonal advance 
from April.

Total April sales o f the reporting department stores 
in this District were approximately 1%  per cent lower 
than in April, 1939, a less favorable year-to-year com
parison than in a number of months, which is attributable 
to the early Easter this year. The daily rate o f sales was 
higher than in March, although not much change between 
these two months was to be expected on the basis o f 
seasonal factors. Total sales of the leading apparel stores 
in this District were about 3%  per cent lower than in 
April, 1939.

Percentage 
change 

April, 1940 
compared with 

April, 1939

Per cent of 
accounts 

outstanding 
March 31 

collected in 
April

Locality-
Net

Sales

Stock 
on hand 
end of 
month 1939 1940

New York and Brooklyn................................ —  2 .4 +  1 . 1 47.4 48.0
0 - f  0 .7 45.7 44.0

—  1 . 2 +  6 .6 57.0 54.3
+  7.0 +  7 .5 39.9 40.9

Northern New Jersey...................................... 0 +  6 .4  
—  1 . 1

39.8 35.9
- f  0 . 1 36.7 38.7
—  3.1 +  4 .2 32.8 32.4

Northern New York State......................... —  1 . 0
Southern New York State.......................... —  7 .2
Central N ew Y  ork State............................ —  2 .3
Hudson River Valley District................... —  5 .5
Westchester and Stamford......................... —  1 . 6
Niagara Falls ............................................ +  6 . 2

All department stores.............................. —  1.7 +  2 .3 44.7 43.6

Apparel stores........................................... —  3 .6 —  9 .2 43.4 45.0

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1939 1940

Apr. Feb. Mar. Apr.

Sales (average daily), unadjusted.. ............. 86 69 82 83
Sales (average daily), seasonally adjusted.. 89 86 89 90

Stocks, unadjusted............................................ 78 76 80 80
Stocks, seasonally adjusted............................ 77 81 79 78
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In d e x  o f  P h y s i c a l  V o lu m e  o f  I n d u s t r i a l  P r o d u c 
t io n , A d ju s t e d  fo r  S e a s o n a l  V a r ia t io n  ( 1 9 2 3 -  

2 5  a v e r a g e  =  1 0 0  p e r  c e n t ;  d u r a b le  m a n u 
f a c t u r e s ,  n o n d u ra b le  m a n u f a c t u r e s ,  a n d  

m in e r a l s  e x p r e s s e d  in  t e r m s  o f  p o in t s  
in  t o t a l in d e x )

In d e x e s  o f V a lu e  o f  D e p a r t m e n t  S t o r e  S a le s  
a n d  S t o c k s ,  A d ju s t e d  fo r  S e a s o n a l  V a r ia t io n  

( 1 9 2 3 - 2 5  a v e r a g e  = 1 0 0  p e r  c e n t )

In d e x  o f  T o t a l  L o a d in g s  o f  R e v e n u e  F r e ig h t ,  
A d ju s t e d  f o r  S e a s o n a l  V a r ia t io n  ( 1 9 2 3 - 2 5  

a v e r a g e  =  1 0 0  p e r  c e n t ;  m is c e l la n e o u s ,  
c o a l,  a n d  a l l  o t h e r  c a r  lo a d in g s  e x p r e s s e d  

in  t e r m s  o f  p o in t s  in  t o t a l  in d e x )
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M o n e y  R a t e s  in  N e w  Y o r k  C i t y

Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

INDUSTRIAL activity was steady during April after three months of sharp 
decline, and in the first half of May increases appeared in some lines, 

particularly steel. Prices of basic commodities showed mixed changes toward 
the middle of May, accompanying the extension of active warfare in Europe, 
while stock prices declined sharply.

P roduction

The Board’s seasonally adjusted index of industrial production for the 
month of April was 102, compared with 104 for March and1 109 for February. 
Steel ingot production was steady during April at slightly over 60 per cent 
of capacity as compared with an average rate of 64 per cent in March; in 
the first half of May output rose sharply and currently is scheduled at about 
70 per cent of capacity. Automobile production in April continued at about 
the March rate, although ordinarily there is an increase at this season, and 
in early May declined somewhat. Retail sales of new cars approximated 
production in April and dealers’ stocks of both new and used cars remained 
at earlier high levels. Output of plate glass, used largely by the automobile 
industry, declined considerably in April, and lumber production showed some
what less than the usual seasonal increase. In the machinery, aircraft, and 
shipbuilding industries activity continued at the high rate of other recent 
months.

In the textile industry activity at cotton and woolen mills declined some
what further in April, following considerable reductions in March. At silk 
mills activity remained at a low level, while rayon production was maintained 
at a high rate. Output at meat packing establishments continued in large 
volume. There was some further curtailment in shoe production in April; 
in most other industries producing nondurable goods changes in output were 
largely seasonal in character.

Coal production, which usually declines sharply in April, showed only a 
small decrease this year. Output of crude petroleum, which had reached 
record high levels in March, was largely maintained in April and the first 
half of May, although stocks of crude oil were increasing and gasoline stocks 
were unusually large.

Value of construction contract awards increased further in April, reflect
ing principally a rise in contracts for private building, according to figures 
of the F. W. Dodge Corporation. Awards for private residential building 
were in somewhat larger volume than a year ago. Private nonresidential 
building was about one-third greater than at this season last year and was 
near the previous peak level reached in mid-1937. Awards for public con
struction, however, were considerably below the level of last spring.

D istr ib u tio n

Distribution of commodities to consumers showed little change in April 
and the first half of May. The Board’s seasonally adjusted index of depart
ment store sales was 90 per cent of the 1923-1925 average in April, about 
the level that has prevailed since the first of the year but below the peak of 
96 reached last December.

Total freight car loadings in April were in about the same volume as in 
March. Shipments of coal declined less than seasonally, while loadings of 
miscellaneous freight, which include most manufactured products, showed 
less than the sharp rise that is customary at this season. In the early part 
of May increases were reported in shipments of most classes of freight.

Co m m o d ity  P rices

Prices of a number of basic commodities, which had been declining after 
a rise in April, advanced from May 10 to May 14. Increases in this period 
were particularly marked for imported materials, such as rubber, tin, and silk. 
Grain prices rose at first but subsequently showed sharp declines. Price 
changes for other commodities were mixed; steel scrap advanced, while cotton 
declined considerably. Prices of certain steel products, which had been reduced 
early in April, were restored to earlier levels on May 1, and producers 
announced that steel purchased at the lower prices must be taken by the 
buyers on or before June 30.

G o vern m en t  S ecu rity  M a rk et

Prices of United States Government securities declined sharply from 
May 10 to May 14, accompanying the further spread of war in Europe. Prices 
of long term Treasury bonds on May 14 were 3 %  points below the high point 
reached on April 2. The yield on the 1960-65 2% per cent bonds rose from 
2.26 per cent on April 2' to 2.48 per cent on May 14.

B a n k  Credit

Total loans and investments at reporting member banks in 101 leading 
cities increased during the four weeks ended May 8. Most of this increase 
was at New York City banks and reflected purchases of United States 
Government obligations. Deposits and reserves of banks in leading cities 
continued at record high levels.
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Federal Reserve Bank, New York July 1,1940

M o n e y  M a rk e t  in J u n e

Developments in Europe continued to be a major 
influence in security markets of the United States during 
June, but climactic events seemed to have less influence 
than in the prewar period or earlier in the war. During 
the first week of June prices of securities moved irregu
larly in very dull markets, despite the German army 
advance in northern France, and the entry of Italy into 
the war was followed by only a short lived decline in 
American security markets which left stock prices but 
slightly below their May lows and high grade bond prices 
at or above the May lows. In the course of the week 
after the Italian declaration of war, stock prices recov
ered about one third of the May-June decline, and high 
grade bonds registered larger recoveries. A fter it became 
known that France had been forced to seek an armistice 
the advance in stock prices largely ceased, but high grade 
bonds continued strong, with the result that the recovery 
in long term United States Government bonds was 
extended to more than three fourths of the preceding 
decline and considerable recoveries occurred in other 
high grade bonds. Subsequently, when the Franco- 
German and Franco-Italian armistice terms became 
known, both stocks and bonds lost a part of the previous 
recoveries, but as the month closed advancing price 
tendencies were again evident.

The marked recoveries in domestic bond prices appear 
to be due to a belief that the existing capacity of the 
country’s banking and credit system to finance expansion 
of ordinary and emergency credit and capital require
ments of business is indeed large, and, therefore, that 
no use of available funds important enough to absorb a 
sizable part o f the existing excess reserves of the banks 
and cause materially higher interest rates seems immi
nent. In the case of long term Government bonds, two 
special circumstances contributed in some measure to 
the strength of prices in June. These factors were the 
decision o f the Treasury to refund the $353,000,000 of 
3%  per cent Treasury bonds of 1940-43, which had been 
called for payment June 15, by means of an issue of 
short term notes rather than by an issue of bonds, and 
the statement of the Secretary of the Treasury that 
with respect to issues of Government securities to finance 
the National defense program he favored the issuance 
o f securities which would not carry the tax exemption 
features of currently outstanding Government securities. 
Municipal bonds also advanced, following the Secretary’s 
statement.

Because of a strong demand for Treasury bonds at 
sharply rising prices and the scarcity of offerings of 
such obligations, the Reserve System Open Market 
Account sold $3,800,000 of Treasury bonds during the 
week ended June 19, in order to satisfy a portion of 
the demand and thereby aid in the maintenance of an 
orderly market. These sales followed purchases of 
$10,400,000 of Government securities in the two weeks 
ended May 22.

During June a further large increase occurred in the 
credit base available to support expansion of bank loans 
and investments. Reserve balances of all member banks, 
during the four weeks ended June 26, rose over 
$500,000,000, and as only a portion of this increase was 
absorbed by the increase in reserve requirements which 
accompanied the rise in deposits in the banks, member 
bank excess reserves showed an increase of $440,000,000, 
reaching a new high level of $6,800,000,000 on June 26. 
As for some months past, increases in the gold stock 
o f the United States were the principal factor tending 
to enlarge member bank reserves. For the calendar 
month of June, it appears that the increase in the gold 
stock approximated $755,000,000, which exceeds the pre
vious record increase of $624,000,000 in September, 1938, 
and is substantially above the $440,000,000 increase 
during May. Since the beginning of this year, the gold 
stock has increased $2,300,000,000, and has risen 
$3,300,000,000 since the beginning of the war. Not all

P RICE
AVERAGE

Service data for Aaa bonds; Standard Statistics Company 
data for high grade municipal bonds)
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of the June increase in the gold stock immediately 
affected member bank reserves, as there was a partially 
offsetting rise in the amount of foreign bank deposits 
held in the Federal Eeserve Banks.

In view of their constantly increasing excess reserves, 
the banks of the country would appear to be able to 
provide ample funds for whatever credit needs may 
arise from expansion of productive facilities during 
coming months as the Government’s preparedness pro
gram develops. This fact has underlined the desirability 
of keeping such financing in normal channels, whenever 
possible, and called attention anew to the desire of the 
banks to increase their loans. The President of the 
Federal Eeserve Bank of New York, at the request of 
the New York City banks, on June 13, 1940, sent the 
following letter to each member of the National Defense 
Advisory Commission, assuring them that New York 
City banks are prepared, to the limits of their powers, 
to facilitate the financing of the Government’s program 
of preparedness.

A number of the New York City banks have recently 
expressed to me their desire to cooperate with the govern
ment’s program of preparedness and I called a meeting yester
day of representatives of the principal New York City banks 
at the Federal Reserve Bank of New York to discuss ways 
and means of making their facilities available in support of 
that program. All of the banks represented at that meeting 
share with others a full realization of the national importance 
of the preparedness program and they are fully alive to their 
own responsibilities in doing everything properly within their 
power to cooperate with the government in its successful con
clusion. Accordingly, the meeting requested me to send their 
views to the several members of the National Defense Advisory 
Commission for the reason that demands for funds may well 
result from programs for expansion which your Commission 
may recommend or approve.

Of course, it is realized that many companies which may 
have been asked by the government to expand their capacity 
for production beyond the requirements of their normal busi
ness may be able and willing to do so with their own cash, 
or possibly by resorting to the capital market. Others, how
ever, will require credit. It is with this other group in mind 
that the bankers have advised me that they are prepared, to 
the limit of their powers, consistent with the protection of 
their depositors, to make loans to those industries whose 
expansion, whether of plant, equipment, inventory or labor, 
is deemed to be an essential part of the government’s pro
gram of preparedness. They believe, as I do, that much of 
that expansion may properly and safely be financed by bank 
loans and that it is more advisable in such cases for borrowers 
to make use of established banking channels than to resort 
to the government, directly or indirectly, for credit accommo
dation. The preparedness program quite properly relies, in the 
first instance, upon established industrial concerns for addi
tional production, and it would seem to be equally important, 
in the interest of national defense, that the established com
mercial banking system be relied upon, in the first instance, 
as the natural source of any additional financing. It is con
fidently believed that in the great majority of cases companies 
requiring credit to finance additional production, contemplated 
as a part of the program of national defense, will be able 
to obtain such credit by applying directly to their own local 
banks. If any such bank is not able to provide the necessary 
accommodation in full, the New York City banks would wel
come an opportunity to collaborate with a view to supplement
ing such accommodation to the extent that may be necessary.

No specific cases being before us, it is, of course, neces
sary to make this letter general in its terms. No reference is 
made to the maturity of the loans that might be requested 
since it seems reasonable to believe that any company borrow
ing funds to expand its plant or equipment solely for pre
paredness purposes would expect to write off such an invest
ment within the probable period of the emergency and that

appropriate provision would be made for the amortization and 
final payment of the loan within a related period.

The chief purpose of this letter is simply to assure the 
members of the National Defense Advisory Commission and 
other interested government officials that the New York City 
banks represented at the meeting yesterday are prepared to 
do everything properly within their powers to cooperate with 
the government and to facilitate the successful accomplish
ment of its program of preparedness. Either I or representa
tives of the banks in question would be pleased to have an 
opportunity to discuss this whole matter in further detail if 
you care to have us do so.

At the request of the banks represented at yesterday’s 
meeting, I am sending a copy of this letter to the Secretary 
of the Treasury, the Board of Governors of the Federal 
Reserve System, and the Federal Loan Administrator.

M ember  B a n k  Credit 
So far, the volume of commercial, industrial, and 

agricultural loans made by all reporting banks has been 
little changed from the volume outstanding in the first 
four months o f this year, although there was an unsea
sonal increase of $32,000,000 in such loans at New York 
City banks during the three weeks ended June 26. 
Reflecting, however, the increases which occurred in the 
last four months of 1939, the volume of commerical, 
industrial, and agricultural loans outstanding on June 
26 at all reporting banks was $400,000,000 higher 
than immediately before the outbreak of the war.

Total loans and investments of the weekly reporting 
member banks increased by a net amount of $57,000,000 
during the four weeks ended June 26. New York City 
reporting banks showed an increase of $58,000,000 dur
ing this period which more than accounted for the in
crease in total earning assets of all reporting banks. In 
addition to the increase in commercial loans, the princi
pal changes in New York were a further increase of 
$127,000,000 in Treasury bill holdings o f these banks 
and a further decline of $74,000,000 in loans to brokers 
and dealers, which were reduced to only $276,000,000, 
a new low of record.

M oney  R ates 
Short term money rates were unchanged during June 

with the exception of a further small rise in the rates 
at which the weekly issues of new Treasury bills were 
awarded, which for the most part proved to be temporary. 
Yields on Government securities of intermediate and 
long term receded about 3/16 of one per cent, thus can
celing a large part of the advances which occurred in 
May.

Money~ Rates in New York

June 30„ 1939 May 31, 1940 Tune 29, 1940

1 1 1
Stock Exchange 90 day loans................. * 1 H * 1 K
Prime commercial paper 4-6 m onths... X '  % X -  H X  - %
Bills—90 day unindorsed......................... 7A 7A 7A
Average yield on Treasury notes (3-5

0.48 0.85 0.64f
Average vield on Trea°ury bonds (not

callable within 1 2  year?)..................... 2 . 2 1 2.48 2.30
Average rate on Ip test Treasury bill sale

91 day issue,.......................................... 0.005 0.067 0.040
Federal Roserve Bank of New York dis

count rate................................................ 1 1 1
Federal Reserve Bank of New York

buying rate for 90 day indorsed b ills .. X X X

* Nominal
t  Change of +0.01 per cent in average yield due to inclusion of the new issue of 

1 p?r cent Treasury notes, series C, maturing September 15, 1943, and droppiug 
of the 1  Vz per cent Treasury note issue, series A, maturing June 15, 1943, be
cause it matures within three years.
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 ̂ A  stronger tone prevailed in the Government securi
ties market during much of June. Because of the critical 
situation in Europe, no announcement concerning an 
exchange offering to the holders of the $352,993,000 of 
3%  per cent bonds of 1940-43 which had been called for 
redemption on June 15, 1940, was made by the Treasury 
until June 10 after the close of the market that day. The 
offer then announced gave holders of the called bonds an 
opportunity to exchange them, par for par, on June 15 
for 1 per cent Treasury notes due September 15, 1943; 
cash subscriptions were not accepted. About 79 per 
cent o f the 3%  per cent bonds were actually so exchanged.

Prices o f both long and intermediate term Treasury 
bonds moved up about 1%  points in the five days follow
ing the announcement of the Treasury offering, partly 
owing to the preference o f some holders of the called 
bonds to acquire bonds rather than notes. The movement 
was interrupted as the French asked for armistice terms 
on June 17, but later in that same week, further price 
gains were registered by Treasury bonds, the long term 
issues showing a more pronounced rise than the inter
mediates. By June 22 prices of Treasury long term 
bonds had recovered more than three quarters of the 
loss during the May 9-June 10 decline. Subsequently, 
prices tended to decline somewhat, but turned firm 
again as the month closed.

Following tendencies in Treasury bonds, the average 
yield on 3 to 5 year Treasury notes declined irregularly 
after June 11 (when a 1940 high of 0.86 per cent was 
recorded) and by the end o f the month nearly half o f 
the rise which occurred in May had been canceled.

The June 12 issue o f Treasury bills was awarded at 
a price which yielded 0.118 per cent, the culmination 
o f a steady increase from the virtually no-yield basis 
on which bills had been sold two months before. The 
issue dated June 19 was awarded at 0.095 per cent and 
that o f June 26 at 0.046 per cent. This Treasury bill 
financing continued in the form of 91 day bills, in the 
amount o f $100,000,000 a week, replacing similar ma
turities.

C o m m e r c i a l  P a p e r  a n d  B i l l s

Limitations on the supply o f paper continued during 
June to be the principal retarding influence on the 
activity o f the open market for commercial paper, as 
bank investment demand generally continued unabated. 
The best grade material, when available, was again sold 
by dealers at %  per cent, while average grade prime
4 to 6 month commercial paper continued to move at 
%  and %  per cent. O f all grades of paper which became 
available for resale, the major portion was sold at ^2 per 
cent. The amount o f paper outstanding through com
mercial paper dealers at the end of May was $234,200,000. 
This total, while about 2 per cent smaller than a month 
previous, was 24 per cent larger than a year ago.

Trading activity in the bill market was, if  anything, 
even smaller than in preceding months. Dealers’ rates 
remained unchanged. The total o f bills outstanding de
creased $9,000,000 during May to a new low point for 
many years, owing to declines in import and domestic 
warehouse credit bills which were only partially counter

G o v e r n m e n t  S e c u r i t i e s balanced by an increase in export bills. The total in 
May was $33,000,000 below the May, 1939 volume owing 
to a contraction in bills arising from foreign trade trans
actions.

(Millions of dollars)

Type of acceptance May 31, 1939 April 30, 1940 May 31, 1940

82 86 79
51 45 48

Domestic shipment.................................... 7 8 8
Domestic warehouse credit...................... 29 38 33
Dollar exchange......................................... 19 13 1 2
Based on goods stored in or shipped 

between foreign countries................... 59 33 34

247 223 214

S e cu r ity  M a rk e ts

Accompanying the development o f National defense 
plans and continuation of the revival in business ac
tivity— and despite Allied military disasters— domestic 
security prices showed recoveries in June from the low 
levels reached in May or the first part of June.

W ith respect to stock prices, the Standard Statistics 
Company 90 stock index on June 10 touched a new low 
for the year, slightly below the May low, and only 6 per 
cent above the bottom of the 1937-38 decline. Subse
quently, however, as is indicated in the accompanying 
chart, utility issues recovered about 66 per cent of the 
May 9-June 10 decline; railroad shares regained 44 per 
cent and industrial stocks, 26 per cent. Trading on the 
New York Stock Exchange was dull during most of the 
month and exceeded 1,000,000 shares on only three days.

According to M oody’s Investors Service Baa index, 
medium grade domestic corporate bond prices generally 
followed the stock price tendency during the month and 
tended to advance after June 10, the date of the Italian 
declaration of war. About one half of the May 9 -June 10 
decline had been recovered by June 29. The railroad 
bonds in this group made the best showing in the upward 
movement o f the last three weeks of the month.

Prime grade corporate bonds, rated Aaa by M oody’s 
Investors Service, rose irregularly throughout June and
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canceled about three fourths of the May recession. High 
grade industrial bonds showed relatively greater strength 
than the rail or utility issues. Municipal bond prices 
moved up appreciably in the two weeks ended June 26 
after five weeks of hovering around the year’s low.

N e w  F in a n c in g

Despite gradual improvement in bond prices during 
the month of June, only three corporate issues were 
publicly offered, all in the latter half of the month, and 
two of these were for less than $1,000,000. Private 
placements of several corporate issues, however, raised 
the month’s total of corporate new security issues to 
$106,000,000, while a slight increase over the previous 
month in the volume of municipal awards brought the 
aggregate o f both classifications to $173,000,000. Cor
porate issues for new capital purposes declined to 
$8,000,000, the lowest level since January, 1939.

None of the corporate public offerings deferred during 
May was brought to market in June, although on June 24 
a large corporate issue which had been in registry with 
the Securities and Exchange Commission since last fall 
was publicly offered. This flotation, $38,000,000 Jersey 
Central Power and Light Company 3V2 per cent first 
mortgage refunding bonds, due in 1965, represented 
the first major corporate issue to be offered since the 
$75,000,000 United States Steel Corporation debentures 
on May 15. The bonds were priced at 1021/2 to yield 
about 3.35 per cent and were rated A by M oody’s In 
vestors Service. The largest of the private placements 
negotiated during the month was that o f $46,000,000 
Carolina Power and Light Company 3%  per cent first 
mortgage bonds of 1965, sold to a group of insurance 
companies at 103x/2 to yield 3.54 per cent.

The largest municipal issue included in the month’s 
total was $20,088,000 Metropolitan Water District of 
Southern California, Colorado River W ater Works in
terim certificates (exchangeable for 4 per cent bonds) 
which were sold by the Reconstruction Finance Corpora
tion to the Bank of America National Trust and Savings 
Association at 1071/2, at a price to yield about 3.58 per 
cent.

Awards o f short term State and municipal obliga
tions during June totaled $110,000,000 and included 
$35,600,000 Federal Intermediate Credit Bank 0.75 per 
cent three and seven month consolidated debentures and 
$23,800,000 New York City 1 per cent revenue bills aver
aging about twelve months’ maturity.

As shown in the accompanying chart, new corporate 
security issues during the second quarter of this year 
declined somewhat from the previous quarter, to a 
monthly average o f approximately $160,000,000. The 
volume o f corporate issues for refunding and for new 
capital purposes declined proportionately, the latter to 
the 1939 monthly average of about $30,000,000. Dur
ing the first half o f 1940, a total of approximately 
$1,030,000,000 of corporate new security issues was 
floated, an increase o f about 10 per cent over the same 
period in 1939.

Monthly Average Volume of Domestic Corporate Security Issues for 
Refunding and for New Capital (In millions of dollars; 

second quarter 1940 data preliminary)

G o ld  M o v e m e n ts

Imports of gold into the United States were in very 
heavy volume during June. At the same time, the amount 
of gold held under earmark for foreign account at the 
Federal Reserve Banks increased about $440,000,000, 
and, as is shown in the accompanying chart, reached a 
new high figure of about $1,710,000,000 at the end of 
the month. During June, the gold stock of the United 
States increased about $755,000,000, the largest monthly 
gain on record, excluding the revaluation of the gold 
stock in 1934.

Gold imports into the United States during the four 
weeks ended June 19, as reported by the Department of 
Commerce, totaled $815,900,000, of which $693,800,000 
came from Canada, $44,400,000 from the United King
dom, $24,200,000 from South Africa, $7,600,000 from 
Switzerland, $7,200,000 from Yugoslavia, $6,600,000 
from Australia, $5,900,000 from Spain, $3,900,000 from 
British India, $3,800,000 from Mexico, $3,700,000 from 
the Netherlands, $3,400,000 from Japan, $2,400,000 from 
Philippines, $2,100,000 from Portugal, $2,100,000 from 
Colombia, and 0800,000 from Hong Kong. Also, during 
this period, $3,545,000 of gold was exported to Bolivia.

B IL L IO N S  
OF D O L L A R S

Gold Stock of the United States and Amount of Gold Held Under 
Earmark for Foreign Account at Federal Reserve Banks (End 

of month data; June, 1940, preliminary)
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Several far reaching changes occurred in the structure 
of the New York foreign exchange market during June, 
primarily as the result of such technical factors as the 
imposition o f new British regulations designed to elimi
nate much of the unofficial sterling market and the ex
tension on June 17 of President Roosevelt’s Executive 
Order “ freezing”  the accounts of the invaded European 
countries to cover all property in which France or any 
French “ national”  has any interest. The new British 
regulations, as announced on June 7, provided for a 
drastic curtailment o f the supply of free-market sterling 
by the prohibition, at least for the time being, of security 
sales in the United Kingdom by nonresidents of the 
sterling-franc area and by the granting of dollars and 
Swiss francs at the official rate for current financial and 
commercial payments, including interest and dividends, 
to the United States and Switzerland. Furthermore, it 
was indicated that offerings o f free-market sterling would 
also be reduced by the extension of bilateral payment 
agreements and the establishment of special sterling 
clearing accounts in countries outside the sterling and 
Allied areas (other than the United States and Switzer
land). A t the same time, the demand for unofficial 
sterling was reduced by the provision that all exports 
to the United States and Switzerland must be paid for 
in sterling obtained at the official London rate or in 
dollars or Swiss francs. It also appears that other 
commercial and financial payments made by residents 
o f the United States and Switzerland to the United 
Kingdom will go through the official market. These 
measures were supplemented on subsequent days by vari
ous other regulations taken in the United Kingdom and 
the Empire countries, designed to tighten the British 
control over foreign exchange.

In anticipation of the restrictions issued on June 7, 
the free-market rate for sterling rose abruptly from 
the previous level of about $3.20 to as high as $3.87% 
on June 7, as domestic commercial concerns hastened 
to cover their commitments at the unofficial rate before 
such exchange became unavailable. Following the an
nouncement o f the new regulations, the pound rate con
tinued to fluctuate erratically within the wide range of 
$3.50-$3.85;*4:. Some temporary weakness in the rate 
resulted from the Italian entry into the war and the 
French capitulation. A  substantial recovery, however, 
began in the third week of June, when it was learned 
that the British authorities would temporarily take a 
liberal attitude toward the use o f free-market sterling 
in payment for United Kingdom exports contracted for 
prior to June 8. This rise in the rate was greatly 
accentuated on June 27, accompanying the circulation 
of rumors o f possible European peace overtures and also 
o f possible new British measures to restrict further the 
scope of the free sterling market. On that day the rate 
appreciated 26%  cents to $4.01, only slightly below the 
official London rate and the best quotation since last 
October.

The New York market for the French franc became 
largely nominal toward the middle of June and trading 
was entirely suspended on June 17, when all French

Foreign Exchanges accounts were placed under the same control by the 
United States Treasury in effect for the assets of the 
other invaded countries.

Following the virtual collapse of French resistance, 
a substantial demand developed for the Swiss franc in 
this market, presumably as the result of a repatriation 
of capital stimulated by the abatement of fears that 
Switzerland was in imminent danger of invasion. The 
Swiss rate, which had been maintained near the level 
o f $0.2242 during recent months, appreciated to as high 
as $0.2267 on June 22, before easing somewhat to about 
$0.2264 at the end of the month.

B u ild in g

The intensification of European warfare had no appar
ent effect in May on the rate at which construction was 
undertaken in the 37 States covered by the F. W . Dodge 
Corporation reports, since there were no material changes 
from previous trends which could not be explained on 
the basis of seasonal factors. The daily average of all 
construction contracts awarded was slightly above the 
April figure, as a 20 per cent increase in public works 
awards more than offset contractions in other types of 
construction. For the first time this year, the daily rate 
o f total awards rose above the level reported for the 
corresponding month of 1939. As in the two previous 
months, privately financed construction contracts in May 
accounted for almost two thirds of the total.

Residential building, as indicated by the daily rate of 
contracts, reached in May the highest point for that 
month since 1929. Commercial and industrial building 
continued substantially above a year ago. Extending 
the unfavorable comparisons o f the preceding month, 
public utility construction awards in May were off 20 
per cent from April and 49 per cent from May, 1939.

In the New York and Northern New Jersey area, large 
increases in the heavy engineering and public purpose 
building categories in May resulted in a 19 per cent 
rise over April in the daily rate of all contract awards.

BILLIONS OF DOLLARS 
1.4

P U B L IC  WORKS &
P U B L IC  PURPOSE

C O M M E R C IA L , 
IN D U S T R IA L ,& 

P U B L IC  U T IL IT IE S

R E S ID E N T IA L

3933 *34

Value of Construction Contracts Awarded in 37 States During FirstFive Months of 1933-40 (F. W. Dodge Corporation data)
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Total construction awards in this area, however, were
8 per cent smaller than a year ago, owing to declines 
of 27 per cent and 22 per cent, respectively, in contracts 
for residential construction and public purpose building.

For the first five months o f this year total construc
tion awards in 37 States were 8 per cent below the value 
a year ago, as is indicated in the accompanying diagram, 
which shows the totals for the past eight years, classi
fied into three major groups. Contracts for residential 
building in the first five months o f this year showed 
some gain over the corresponding period of 1939, and 
were larger than the total for the comparable months 
o f any year since 1929. Awards for private nonresiden
tial construction (including industrial and commercial 
building, as well as public utility projects) were also 
slightly larger than in 1939, and, with the exception of 
1937, compared favorably with other years since 1933. 
On the other hand, considerable curtailment occurred 
this year in public works projects and building for pub
lic purposes; awards for these types o f construction 
showed a decrease o f 24 per cent from  the first five 
months o f 1939.

For the first three weeks o f June, the daily rate of 
construction contract awards in the 37 States was slightly 
lower than in May, but 23 per cent above the correspond
ing weeks of June, 1939. The effect o f decreases from 
the May averages in awards for residential and non
residential buildings somewhat more than offset a moder
ate increase in the heavy engineering type o f projects. 
Compared with the first three weeks in June of last year, 
substantial gains occurred in the categories of residen
tial building and heavy engineering projects; nonresi
dential building awards showed a smaller increase.

P ro d u ct io n  a n d  T r a d e

The revival o f business activity, which was apparent 
in May, proceeded further during June. The news of 
the French request for an armistice led to some appre
hension over possible cancellation o f French orders which 
had been placed in this country, as well as over the pros
pects for American export trade in general, but the 
expressed desire o f the British purchasing mission to 
assume French contracts, together with the United States 
National defense preparations, tended to counteract any 
immediate adverse effects on business activity.

The stimulation o f business activity is perhaps most 
strikingly illustrated by the rapidity with which steel 
mill operations have been stepped up during the past 
two months. In response to an increasing demand for 
steel and steel products, from domestic as well as foreign 
sources, together with a larger volume of specifications 
against orders placed at the time of the temporary price 
reduction in April, the average rate o f mill operations was 
expanded from about 60 per cent o f capacity at the be
ginning of May to 87/2 per cent in the week ended June
22, or to within 7 points o f the high level reached last 
November. As the accompanying diagram indicates, the 
rise in steel mill activity in May and June was only a 
little less marked than in the period o f rapid expansion 
which followed the outbreak of the war last fall.

Reflecting at least in part the influence of the National

PER CENT

Steel Mill Activity (Ingot output expressed as percentages of 
capacity; American Iron and Steel Institute data)

defense program, orders for textile goods increased 
sharply around the middle o f June. Mill sales o f cotton 
goods in the week ended June 15 were reported to have 
been the heaviest since last September and demand for 
woolen goods expanded markedly. Further evidence of 
a higher level o f business activity in June is revealed 
in the weekly figures on railroad freight traffic, electric 
power production, and department store sales. Retail 
sales of automobiles rose substantially in the latter part 
of May and were maintained in the first part of June, 
after a temporary decline around the middle o f May, and, 
although field stocks o f cars were reported to be unusu
ally high for this time of year, automobile manufacturers 
reduced their assemblies to only a small extent in June.

In May the general level o f business activity reversed 
the downward course o f the previous four months, re
flecting chiefly increased activity in the heavy goods 
industries— induced by orders placed to replenish inven
tories, by brisk export demand and by defense prepara
tions. The broad index o f production and trade com
puted at this bank, which had declined from 95 per 
cent o f estimated long term trend in December to 86 in 
April, rose to 88 in May. In  May a year ago the index 
was 82.

Among the subordinate group indexes, the most pro
nounced gains occurred in the production of producers ’ 
durable goods, and in primary distribution. Demand 
for steel expanded considerably, and steel mill operations 
increased 18 per cent over April. A ircraft manufac
turers, continuing to enlarge both productive facilities 
and output, apparently operated at close to double the 
rate o f a year before. More or less steady acceleration 
likewise typified activity in shipyards and machine tool 
plants. A  definite upturn in railway freight and truck 
loadings and enlarged traffic on inland waterways gave 
evidence o f an increased flow of goods in primary trade 
channels. Retail trade, which had been somewhat re
tarded during the early spring partly because o f unfavor
able weather conditions, apparently continued at a level 
about 5 per cent below that o f December, after allowance 
for seasonal factors.
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(Adjusted for seasonal variations, for estimated long term trend, 
and where necessary for price changes)

1939 1940

May Mar. Apr May

Index of Production and Tradef ................... 82 88 86 p 8 8 p
Production of:

Producers’ durable goods....................... 65 77 75p 80 p
Producers’ nondurable goods................. 83 92 91 p 93 p

Consumers’ durable goods..................... 58 72 68 p 67 p
Consumers’ nondurable goods............... 92 95 94p 94 p

Primary distribution.................................... 77 82 82p 85p
Distribution to consumer............................ 90 93 91p 92p

Industrial Production
Steel................................................................. 59 73 71 86
Automobiles................................................... 59 86 80 75
Bituminous coal............................................ 50 85 1 0 1 99 p
Crude petroleum.......................................... 89 95 94 92p
Electric power............................................... 90 97 96p 97p
Cotton consumption.................................... 94 10 2 98 99
W ool consumption........................................ 97 94 73 8 8p
Shoes............................................................... lOlr 95 87 89p
Meat packing................................................ 96 103 1 0 1 1 0 1
Tobacco products......................................... 92 86 94 92

Employment
92 pEmployment, manufacturing, U. S.......... 87 93 92

Employee hours, manufacturing, U. S . . 79 87 86 86p

Construction
Residential building contracts................... 46 42 45 46
Nonresidential building and engineering

53contracts..................................................... 55 46 56

Primary Distribution
Car loadings, merchandise and misc. r... 
Car loadings, other r ................................

77 80 79 81
66 79 84 91

E xports........................................................... 91 1 0 1 10 0 103p
Imports........................................................... 77 70 70 71p

Distribution to Consumer
Department store sales, U. S. r ................ 84 87 87 85
Chain grocery sales...................................... 98 97 96 96p
Other chain store sales................................ 93 98 92 96 p
Mail order house sales r ........................... 99 93 92 98
New passenger car registrations............... 68 89 84 80p

Velocity of Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average=100).. . . 60 59 57 58
Velocity of demand deposits, New York

City (1919 -25 average= 10 0 ) ................. 32 26 27 26

Cost o f Living and Wages*
Cost of living '1926 average=100).......... 82 83 p 83p 83p
Wage rates (1926 average= 10 0 ) .............. 1 1 1 113 p 114p 114p

p Preliminary. r Revised. * Not adjusted for trend.
t  Back figures for the index of Production and Trade and its subordinate group 

indexes are available upon request (from 1919 monthly).

E m p lo y m e n t  a n d  P a y ro lls

A  slight decrease, o f a seasonal character, occurred 
in New York State factory employment in May. Pay
rolls were maintained at the A pril level although a de
cline is usual at this time of year. Considerable addi
tions to working forces were indicated for airplane 
factories and shipyards, and at plants engaged in the 
manufacture or repair of railroad equipment. More 
persons were also employed by manufacturers o f chemi
cals, food products, construction materials, and paper 
and pulp. These gains, however, were somewhat more 
than offset by large seasonal losses in the important 
textile and apparel industries. Compared with May,
1939, total factory employment was 10 per cent higher, 
and payrolls were 14 per cent greater.

As the result of a net gain of approximately 240,000 
persons between April and May, nonagricultural em
ployment in the United States advanced to the highest 
level since the peak reached last December. Compared

with May, 1939, there were about 1,000,000 more per
sons employed, although in that month a large number 
o f coal miners were still temporarily out of work pend
ing the signing of new wage agreements. Substantial 
increases in employment were reported in May for both 
public and private construction and for retail trade, 
but there was a net decline of 50,000 workers in manu
facturing.

Factory employment and payrolls for the country as 
a whole followed much the same course as in New York 
State between April and May. There was a slight 
seasonal decrease in employment, while payrolls which 
usually show some decline in May, maintained approxi
mately the April level. Rolls of workers in industries 
most directly stimulated by war orders and National 
defense preparations continued to grow, the largest gains 
being made by shipyards and plants producing aircraft, 
machine tools, and engines. In addition, manufacturers 
o f building materials and food products increased their 
working forces seasonally. On the other hand, consider
able seasonal slackening in employment in the textile, 
apparel, automobile, and fertilizer industries more than 
offset the gains that occurred in other lines. Total fac
tory employment was 6%  Per cent above the May, 1939 
level, and payrolls were 13%  per cent greater.

C o m m o d ity  P r ices

Although quotations o f some commodities declined 
during June to the lowest levels since last September, 
reflecting in part developments abroad, commodity prices 
generally moved within narrower ranges and net changes 
for the month as a whole were mixed. The Bureau of 
Labor Statistics index o f 28 basic commodities was little 
changed from the level prevailing at the end of May.

On June 17 cash wheat at Kansas City, which had 
tended lower during the first half of the month, broke 
sharply to 76%  cents a bushel as France requested an 
armistice. In subsequent days’ trading prices declined 
irregularly and on June 29 reached a new low since 
August 31, 1939. The Government’s estimate for the 
winter wheat crop, on the basis of June 1 conditions, 
was raised by 29,000,000 bushels to 489,000,000 bushels, 
which is still 13 per cent below last year’s harvest. The 
spring wheat crop was estimated at 239,000,000 bushels, 
compared with 191,540,000 bushels produced last year. 
Prices were little affected by the removal of minimum 
price levels for grain futures on June 14 to facilitate 
the marketing of the new crops. Cash corn was little 
changed for the month as a whole, but livestock quota
tions showed slight increases.

The average price o f cotton at ten Southern markets 
recovered all of the loss which occurred in May and 
by the end of June reached 10.42 cents a pound, 
%  cent above,the level on May 31. W ool tops in June 
rose 7 cents to $1.01 a pound, as sales were stimulated 
by the Arm y purchases o f blankets and uniform cloth. 
The price of hides was also strengthened late in the 
month by inquiries in connection with the defense pro
gram. Rubber was little changed at 21%  cents a pound. 
Silk and sugar prices during the month, on the other 
hand, touched new lows since September.
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The principal nonferrous metal markets were active and strong in the first few days of June, but gradually turned weaker as the month progressed. The easier undertone was first noted in the copper scrap and export markets, and custom smelters reduced their quotations % of a cent a pound during the course of the month, while primary producers retained their 11% cent quotation. Zinc advanced another *4 cent on June 3 to 6% cents a pound, a new 1940 high level, reflecting increased exports as a result of the disruption of Belgian and Dutch production by the German invasion. Tin reached 58% cents a pound on June 14, the highest level since last September, but reacted sharply following the French request for an armistice and showed a slight net loss for the month as a whole. The price of scrap steel at Pittsburgh continued to rise early in the month and on June 18 reached $20.75 a ton, the highest since last November. However, scrap steel quotations tended to react late in the month.
F o re ig n  T r a d e

Both merchandise exports and imports of this country during May were in approximately the same amounts as in the previous month, despite the further expansion of the European war and its disruptive effects on international trade. Decreases from April in exports to countries involved in the war, Russia, and Japan, were offset by increases in exports to a number of other areas. Compared with May, 1939, total exports from the United States, at $325,000,000, were 30 per cent larger, while imports, at $211,000,000, showed a much smaller gain. The excess of exports of $114,000,000, though somewhat less than in the earlier months of 1940, was larger than the export balance in May of any other year since 1921.As has generally been the case since the outbreak of the European war, such increases as occurred in exports during May were largely in wholly and partly finished goods, including aircraft, iron and steel products, non- ferrous metals, and chemicals. Exports of paper also showed large increases over both the previous month and a year ago, owing to the diversion of Latin American demand from the now closed Scandinavian markets. Among crude materials, shipments of coal were exceptionally large, on account of increased exports to Canada; tobacco exports also showed material gains over both the previous month and a year ago, contrary to recent tendencies. Shipments of raw cotton were again unusually large compared with a year ago, but seasonally smaller than in April. Foreign demand for crude petroleum and gasoline was well below the levels of a year ago, but somewhat larger than in April. Exports of foodstuffs were at unusually low levels.Imports during May of all the major classifications except finished manufactures showed some gain over a year ago, and all except crude material imports were larger than in April. Receipts of finished manufactures were reduced 10 per cent from May, 1939, but gained an equal percentage over April. Crude material imports were 14 per cent above the value of a year ago, though9 per cent smaller than in the previous month; crude rubber and wool imports continued to show dollar gains over a year previous but were reduced 28 per cent and

15 per cent, respectively, from the April values. Imports of raw silk, while smaller in quantity than in May of last year, showed increases in value compared with both the previous month and a year ago. Substantial increases in value over April and a year ago were reported in burlap imports. Receipts of copper, nickel, tin, and sugar showed increases over the May, 1939 figures, but little or no change compared with April. Decreases from a year ago were recorded in imports of diamonds, woodpulp, and a variety of foreign manufactures, including works of art and machinery.
D e p a r t m e n t  S to re  T r a d e

For the three weeks ended June 22, total sales of the reporting department stores in this District were about 6% per cent higher than in the corresponding 1939 period, and the daily rate of sales for this portion of June was considerably above the May average, whereas ordinarily not much change occurs at this time of year.In May, total sales of the reporting department stores in this District were about 1 per cent higher than in May, 1939, but the daily rate of sales showed somewhat less than the expected seasonal advance from April. Sales of the leading apparel stores were about 5% per cent lower than in May, 1939.Stocks of merchandise on hand in the department stores, at retail valuation, were approximately 1% per cent higher at the end of May than a year ago, a somewhat smaller year-to-year advance than in the past three months; apparel store stocks continued lower than a year ago. Collections during May were at a somewhat lower rate than in 1939, in both the department and the apparel stores.
Percentage 

change 
M ay, 1940 

compared w ith  
M ay, 1939

Per cent of 
accounts 

outstanding 
A p ril 30 

collected in  M ay

Loca lity

N et
sales

Stock 
on hand 
end of
month 1939 1940

N  ew Y o rk  and B ro o k lyn ................................ — 1.2 +  0.2 48.4 48.4
+  6.1 +  1-7 

+  2.4
45.7 43.8

+  5.3 56.7 55.2
+  13.7 
+  3.7 
— 0.2

+  4.4 40.0 40.1
Northern New Jersey...................................... +  6.3 

+  2.7
40.8 35.9
41.1 40.9

+  4.0 
+18.4 
+  6.4

+  3.6 34.2 35.2
Northern New Y o rk  State.........................
Southern New Y ork  S ta te ..........................
Central New Y o rk  S ta te ............................ +10.0 

—  3.6Hudson R iver Valley D is tr ic t...................
Westchester and S tam ford ......................... —  0.6
Niagara F a lls ................................ ................ +12.6

A ll department stores.............................. +  0.8 +  1.4 45.7 44.1

Apparel stores........................................... —  5.4 —  5 7 45.6 44.6

Indexes of Departm ent Store Sales and Stocks, Second Federal Reserve D is tr ic t 
(1923-25 average =  100)

1939 1940

M ay M ar. A pr. M ay

Sales (average d a ily ) , unadjusted................. 84r 82 83 85
Sales (average da ily), seasonally adjusted.. 88 89 90 88

Stocks, unadjusted........................................... 78 80 80 79
Stocks, seasonally ad justed ............................ 76 79 78 77

r Revised -
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PER CENT PER CENT

Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(1923-25 average=100  per cent)

Value of Construction Contracts Awarded (Three 
month moving1 averages of F. W . Dodge 

Corporation data for 37 States, adjusted 
for seasonal variation)

Wednesday Figures for Reporting Member Banks 
in 101 Leading Cities (Latest figures 

are for June 12)
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Business C onditions in the  U nited  States
(Summarized by the Board o f Governors of the Federal Eeserve System)

I NDUSTEIAL activity increased considerably in May and the first half of 
June, while prices of commodities and securities declined sharply in the 

middle of May and fluctuated near the lower levels after that time. Distribu
tion of commodities to consumers was maintained at levels prevailing earlier 
this year.

P roduction
Volume o f industrial production increased in May and the Board’s season

ally adjusted index advanced from 102 to 105. The rise in May reflected 
chiefly sharp increases in activity at steel mills and woolen mills. Steel pro
duction in May was at about 71 per cent of capacity, as compared with 60 in 
April, and by the third week of June activity had risen further to 88 per cent. 
Lumber production also increased. In the automobile industry, where output 
had been at a high rate in the first four months o f the year, dealers* stocks 
were in large volume and production was curtailed in May and the first half 
o f June. Eetail sales of automobiles continued at a high level during most of 
May, although in the middle of the month a temporary sharp reduction was 
reported.

In the woolen textile industry activity in May rose sharply from the low 
level reached in April. At cotton mills activity was maintained at about the 
rate prevailing in March and April and was somewhat lower than in the early 
months of the year. Eayon production continued large, while mill takings of 
raw silk declined to the lowest level in nearly twenty years. In other industries 
producing nondurable manufactures activity generally showed little change 
from April to May.

Coal production in May continued at a high level for this time of the year, 
reflecting in part increased exports and unusually large shipments of coal to 
Upper Lake ports. Iron ore shipments down the Lakes were also large for 
this season. Petroleum production in May declined somewhat from the high 
rate maintained in March and April.

Value of construction contract awards increased further in May, accord
ing to figures of the F. W. Dodge Corporation, reflecting principally continued 
growth of private building. Private residential contracts rose to the highest 
level in the past 10 years. Awards for commercial buildings advanced some
what further while those for factory construction continued at about the level 
reached in April. Both were considerably larger than a year ago. Contracts 
for public construction increased slightly in May but were about one-sixth 
lower than a year earlier.

D istr ib u t io n
Department store sales in May declined from the level prevailing in the 

past three months, while sales at variety stores and mail order houses were 
largely maintained at earlier levels. In the first week of June department 
store sales increased considerably.

Volume o f railroad freight traffic increased in May, reflecting larger ship
ments of miscellaneous merchandise, coal, and forest products. Loadings of 
grains declined.

F oreign  T rade
Total exports of United States merchandise showed little change from 

April to May. Increases were reported in shipments to Canada and Australia 
and to Italy and Finland, while exports to other European nations showed 
declines. Exports of industrial machinery in May declined somewhat from 
the high level reached in April, while exports of steel, copper, chemicals, and 
commercial vehicles increased, following declines in the previous month. Coal 
shipments, largely to Canada, rose to the highest level in recent years. Cotton 
exports continued to decline from the high level of last winter.

The monetary gold stock of the United States increased by $439,000,000 
in May and by $250,000,000 in the first two weeks of June.

Co m m o d it y  P r ic es
Following a general decline in basic commodity prices around the middle 

of May, prices of industrial materials, particularly steel scrap, zinc, tin, and 
wool, advanced and by the middle of June were in some instances above the 
levels of early May. Eaw cotton prices also increased, and in the second week 
of June prices o f cotton gray goods likewise advanced as sales of these goods 
were in exceptionally large volume. Prices of a number of foodstuffs contin
ued to decline.

B a n k  Credit
Total loans and investments at reporting member banks in 101 leading 

cities showed little net change during the four weeks ended June 5. Holdings 
of United States Government obligations increased further at New York City 
banks, while loans to security brokers and dealers declined considerably. Depos
its and reserves of member banks continued to increase sharply as a result 
mainly o f heavy gold imports.

G o v e r n m e n t  S e c u r it y  M a r k e t
Prices of Government securities held relatively steady during the latter 

part of May and the first part o f June, after a reaction at the time o f the 
invasion of Belgium and Holland. Subsequently prices increased sharply, and 
on June 15 the yield on the 1960-1965 bonds was 2.40 per cent, compared 
with 2.52 per cent on June 10 and 2.26 per cent at this year’s peak in prices 
on April 2.
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S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank, New York August 1,1940

M o n e y  M a r k e t  in  J u l y
Developments in the money market, growing out of the war in Europe, have thus far involved much larger additions to this country’s great pool of available bank credit than to demands for such credit. Attention until recently has, therefore, been more generally attracted to the security markets, which have at times been rather violently affected by war developments. In July, however, a relatively less active phase of the war has been accompanied by exceptionally dull security markets, and more attention has been directed to the prospective financing of this country’s defense measures.In recent weeks there have been indications of the beginnings of an expansion in the demand for bank credit, which may be related, to some small extent at least, to the defense program. The expansion has taken the form partly of increased business borrowing, and, more largely, of increased Government borrowing. During the four weeks ended July 24 the total of commercial, industrial, and agricultural loans outstanding through the weekly reporting banks rose by a net amount of $63,000,000, having reached on July 17 a new high for the period since the outbreak of the war. The current volume of such loans, however, still remains somewhat below that reached in the latter part of 1937 and early1938. In the past month, $25,000,000 of the increase occurred in New York City and $38,000,000 in the other reporting cities, whereas in June most of the increase had been at New York City banks. The recent increases in the amount of commercial loans outstanding, it is believed, have in part been the result of “term” loans granted, including those made for the purpose of retiring outstanding security issues, but have also reflected demands for shorter term credit arising from acceleration in business activity. No data are available on the extent to which the National preparedness program has resulted in increases in bank loans, but it is possible that the program may have had indirect, if not direct, effects, as the rising tendency recently noted for commercial loans has been in advance of the time when the usual seasonal upturn occurs; ordinarily, commercial loans reach their low point of the year in July. Furthermore, during the week ended July 24, the Government security holdings of the weekly reporting banks increased $225,- 000,000, reflecting their participation in a new issue of Treasury bonds, publicly allotted in the amount of $631,000,000. In connection with the financing of the National defense program, the Federal Loan Administra

tor in the second half of July announced that eleven loans aggregating $182,000,000 had been made to private industry by the Reconstruction Finance Corporation.As the accompanying diagram indicates, commercial loans at reporting banks in New York City have risen by a net amount of $300,000,000 in the period between July, 1939, and July, 1940, and at banks in 100 other cities, the rise has amounted to $265,000,000. From the seasonal low point reached early this year, New York City banks have increased their commercial loans by $68,000,000, and during the same period banks in other cities have had an increase of $107,000,000.Meanwhile, as the other part of the diagram shows total United States Government security holdings of the New York City banks have risen $1,070,000,000 in the year ended July 24, 1940, of which increase $730,000,000 has occurred since the last reporting date in 1939. Total Government security holdings of reporting banks in other cities, however, have shown a net increase of only $120,000,000 for the past year, all of which is accounted for by a rise in the week ended July 24, when the new 21/4 per cent Treasury bonds of 1954-56 were issued, and total holdings of such banks are now little different from the figure at the close of 1939, despite a large increase in their deposits.
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The increases in commercial loans and United States Government security holdings, and some rise in other investments, have been partly offset by liquidation of brokers loans, but total loans and investments of New York City banks show a net increase of $1,275,000,000 for the past 12 months, while the total of loans and investments of reporting banks in other cities shows a rise of $535,000,000.
E xcess Reserves

Member bank excess reserves rose to a new high of $6,880,000,000 on July 17, but the increase in the three weeks ended on that date amounted only to $80,000,000, as compared with a rise of $440,000,000 in the preceding four weeks. The retardation of the rise, despite a further increase of $385,000,000 in the gold stock, reflected a net increase in the amount of money in circulation because of the Independence Day holiday, and a sizable increase in foreign bank and other deposits in the Federal Reserve Banks. Also, in the first week of the period the Reserve System Open Market Account sold $23,400,000 of Government securities in order to satisfy a part of the strong demand for such securities which existed at the time. There was very little net change in Treasury cash and deposits in the Reserve Banks, owing to substantial withdrawals of funds from special depositaries to cover the Government’s excess of expenditures over receipts. In the week ended July 24, excess reserves declined $310,000,000, the first decline of any size in excess reserves since March, when income tax collections caused a temporary reduction. The recent decline also was due to Treasury operations—specifically to cash payments into the Reserve Banks for the $631,000,000 of new 2% per cent Treasury bonds of 1954-56 piiblicly allotted, more than 70 per cent of which were paid for immediately in cash and less than 30 per cent by credit to the War Loan deposit accounts of the Government on the books of the subscribing banks. It is expected that cash payments for the new issue of Commodity Credit Corporation notes on August 1 will result in a further interruption to the underlying upward trend of excess reserves caused by the continuing heavy gold inflow to this country.
Money R ates

As the large reduction which occurred in excess reserves during the week ended July 24 was recognized as being of a temporary nature and as in any event the volume of surplus funds remained very large, short term money rates were unaffected. Treasury bill rates
Money Rates in New York

July 31, 1939
1

June 29, 1940 July 30, 1940

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans................. *1H *1H
Prime commercial paper 4-6 months. . . Vz-Vs y2-y 8
Bills— 90 day unindorsed......................... Ue
Average yield on Treasury notes (3-5

years)........................................................ 0.42 0.64 0.58
Average yield on four Treasury bonds

(not callable within 12 years)............. 2.13 2.30 2.28
Average rate on latest Treasury bill sale

91 day issue............................................ 0.019 0.046 0.004
Federal Reserve Bank of New York dis

count rate................................................ 1 1 1
Federal Reserve Bank of New York buy

ing rate for 90 day indorsed bills......... H Yl

* Nominal

continued to decline, and the issue dated July 24, which was sold on July 22, was awarded at an average rate of 0.006 per cent, as compared with a rate of 0.008 per cent on the previous week’s issue. In the following week, the rate declined further to 0.004 per cent, which is the lowest for any Treasury bill sale since last April. Yields on United States Government securities of intermediate maturity also eased during the past month, and yields on long term bonds tended slightly lower.
Government Securities

On July 11, the Treasury made its first “new money” offering to the market since last December. Allotments on public subscription to the new issue of 2*4 per cent Treasury bonds of 1954-56, which was dated July 22, amounted to $630,720,000, including $39,110,000 allotted by preferential agreement to subscribers of $5,000 or less who agreed that delivery be made in registered bonds 90 days after the issue date; another $40,600,000 of the issue was allotted to Treasury investment accounts. The delivery date for registered bonds bought by small subscribers under the preferential allotments was extended30 days further after the issue date than was done in the “new money” financing of last December. Small subscribers were allotted about 6 per cent of that portion of the July issue which was sold to the public, as compared with 4 per cent of the December issue. Other subscribers were allotted 9 per cent of their individual subscriptions for the July issue, against 8 per cent for that of December.On July 24, the Treasury, on behalf of the Commodity Credit Corporation, offered for subscription at par and accrued interest $250,000,000 of Commodity Credit Corporation % per cent notes, dated August 1, 1940, and maturing May 1, 1943. This issue, fully guaranteed by the United States, was heavily oversubscribed. An innovation for Government financing was the new certification appearing on the cash subscription form used in connection with this issue. The new certification is designed to eliminate the practice of making formal or informal contracts for the sale of subscriptions or allotments before the closing of the subscription books. This practice had been discouraged by the Treasury and the Reserve Banks but had persisted to some extent on recent issues.Treasury bill financing during July was composed of five weekly issues, each in the amount of $100,000,000, and of 91 day term, which replaced similar maturities.Prices of Treasury bonds moved within narrow ranges during July. The average price of long term Treasury bonds eased slightly on July 6 and 8 just before the Treasury announcement of its offering of the 214 per cent bonds but later advanced somewhat, reaching on July 17 a level only % of a point below the May high. Later in the month prices moved irregularly but closed only slightly below the month’s high. On July 31, the new 21/4 per cent bonds of 1954-56 were quoted at 102 20/32, and the Commodity Credit Corporation notes at 100 10/32.In shorter term Government securities, increases in Treasury note prices in the first ten days of July resulted in a decline in the average yield on 3 to 5 year Treasury notes from 0.64 per cent to 0.54 per cent. During the
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remainder of the month the average yield held at about 0.57 per cent.
Commercial P aper and B ills

The prevailing rate for average grade prime 4 to 6 month commercial paper remained at a range of %-% per cent during July. Transactions also continued to be consummated at % per cent in notes of concerns rated as being among the choicest of commercial risks. No changes occurred during the month in either the active bank investment inquiry for commercial paper or in the very small supply of paper which dealers obtained for sale in the open market. At the end of June commercial paper dealers reported $224,100,000 of paper as being outstanding. A month earlier the total was $234,200,000, and a year earlier the figure was $180,700,000.Inactivity continued to characterize the discount market for bankers bills during July, dealers' rates continuing to be quoted at levels previously in effect. Reflecting decreases in export bills and domestic warehouse credits, the amount of bankers acceptances outstanding declined $8,000,000 further during June to a new low of $206,000,000.
S e c u r i ty  M a r k e t s

Dulness was the predominant characteristic of the domestic security markets in July. Average stock prices, as measured by the Standard Statistics Company 90 stock index, moved within a narrow range throughout virtually all of the month, but on July 30 a moderate advance occurred which raised the Standard Statistics index to a point about 4 per cent above the figure for the end of June. At the upper limit of the month's range, about two fifths of the May-June decline had been regained. The volume of transactions on the New York Stock Exchange on several days was in the neighborhood of200,000 shares, the smallest since the extremely dull pre-Armistice period in September, 1918, and never exceeded a daily total of 440,000 shares until July 30, when turnover rose to 670,000 shares.Medium grade domestic corporate bonds, those rated Baa by Moody’s Investors Service, made a much larger recovery from the May-June decline than did stocks. The average price of these bonds on July 17, after persistent strength since June 11, had recovered 85 per cent of the May-June recession, reflecting especially strength in second grade railroad issues. Following a short period of irregular movements, medium grade bond prices weakened somewhat after July 22 but turned firmer again near the end of the month.Prime corporate bonds, those rated Aaa by Moody's Investors Service, on July 3 reached the highest level since May 11. After some slight intervening weakness this level was reattained on July 15 and held until July 30 when a further advance occurred. High grade rail bonds showed a generally rising tendency throughout the month and on July 29 exceeded the previous high for the year reached on May 6. As in June, municipal bond prices moved up steadily in July, according to the Standard Statistics municipal bond price index. On July 24, this index reattained the year's high established January 10.

N e w  F in a n c in g
The first half of July was marked by the materialization of several public offerings of securities which had been deferred, and, although the volume diminished after these issues were floated, the total of corporate and municipal new security issues reached $298,000,000 for the month, a larger total than in either of the two previous months, but smaller than in February or April of this year. Corporate issues publicly offered or privately sold totaled $218,000,000, of which $39,000,000 represented funds to be used for new capital purposes, and State and municipal awards aggregated $80,000,000. Security issues offered early in the month were well received by investors, but reports indicated that subsequent flotations moved somewhat slowly.The principal corporate and municipal issues included in the totals for July are as follows:

$60,000,000 Texas Corporation 3 per cent debentures of 1965, 
priced at 103 to yield 2.83 per cent, for 
refunding

50.000.000 Cleveland Electric Illuminating Company 3 per
cent first mortgage bonds of 1970, priced at 
105y2 to yield 2.73 per cent, $10,000,000 for 
new capital purposes and remainder for re
funding

32.000.000 Indianapolis Power and Light Company 3% per
cent first mortgage bonds of 1970, priced at 
104^ to yield 3.02 per cent, for refunding

22.000.000 F. W. Woolworth Company 2% per cent deben
tures of 1955, sold privately at par and accrued 
interest, $7,500,000 for new capital purposes 
and remainder for refunding

15.000.000 State of New York, i y 2 per cent serial bonds,
maturing 1941-65, awarded at 100.041 (net 
interest cost of 1.497 per cent) and reoffered 
to yield 0.15 per cent to 1.65 per cent to 
maturity, for new capital purposes

12,660,000 Iowa Southern Utilities Company securities, con
sisting of $10,000,000 first mortgage 4 per cent 
bonds of 1970, priced at 101 to yield 3.94 per 
cent; and $2,660,000 general mortgage 4% per 
cent bonds of 1950, priced at 101 to yield 4.38 
per cent; both issues for refunding

10.000.000 Scovill Manufacturing Company 3%  per cent
debentures of 1950, priced at 102 to yield 3.02 
per cent, $2,150,000 for new capital purposes 
and remainder for refunding.

In addition to the State of New York bonds, a number of smaller municipal issues were awarded during July, the largest of which was $9,000,000 Port of New York Authority 3 per cent general and refunding bonds maturing in 1976. This issue, awarded at 98.80, was reoffered at 99% to yield 3.03 per cent. An issue of $5,000,000 Commonwealth of Pennsylvania 3% per cent Turnpike revenue bonds of 1968 was publicly offered at par and quickly sold. These bonds had been previously awarded to a banking group by the Reconstruction Finance Corporation, and increased to $35,000,000 the amount of these obligations taken and sold by the Corporation out of a total of $40,800,000 it had agreed to purchase.Aside from the long term securities which comprised the $298,000,000 total previously mentioned, short term financing in the amount of about $268,000,000 was arranged during July.An offering of $32,000,000 International Paper Company bonds, which was scheduled for the past month, is
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reported to have been postponed for at least six months, and there remain no large corporate or municipal issues scheduled for market offering in the immediate future.Supplementing the new issues floated through the market, financing is also being arranged in many instances by negotiations of private sales, bank loans, or loans by the Reconstruction Finance Corporation. The Bethlehem Steel Corporation sold $20,000,000 of three to ten year refunding serial notes, bearing interest rates from 1.25 per cent to 2.60 per cent annually, during July, and a number of other private sales, aggregating at least $30,000,000, were reported during the month. Announcement was made on July 27 of a Reconstruction Finance Corporation loan of $92,000,000 to the Wright Aeronautical Corporation for plant expansion in connection with the National defense program. The loan is reported to have been made on a basis of 4 per cent interest for a five year term.
F o r e ig n  E x c h a n g e s

Much of what remained of the New York market for unofficial sterling was eliminated during the past month as the result of additional British exchange restrictions, which were announced on July 15 and took effect on July 18. Further limitations were placed on the purposes for which existing free-market sterling balances could be used, and steps were taken to restrict future accumulations of such sterling for American account. Provision was also made for the opening by United States banks of “registered” sterling accounts with British authorized banks, in order to facilitate transactions in sterling at the official rates. A number of banks applied for such accounts, acquiring moderate amounts of sterling for this purpose either directly from the British authorities or from the Federal Reserve Bank of New York, which is acting as agent for, and for the account of, the Bank of England, buying at $4.02% and selling at $4.03̂/2. American commercial banks were reported to have dealt in official sterling on the basis of buying and selling rates of $4.02 and $4.04, respectively, for cable transfers. The volume of trading through registered accounts has thus far been small, however, since a large proportion of trade between the United States and the sterling area appears to be invoiced in dollars.Preliminary rumors of the new British exchange measures began to affect the free market for sterling during the first half of July, and, largely as the result of continued uncertainty as to the future availability of unofficial sterling, the rate fluctuated erratically between $3.65% (July 12) and $3.95 (July 15). Following the introduction of the new restrictions on July 18, the turnover in the free market was reduced drastically. Some trading nevertheless continued, since American banks may continue to buy unofficial sterling from other United States accounts and to sell it either to United States accounts or to certain foreign countries, as such sterling may still be used for some purposes, including the settlement of certain outstanding commitments. During the remainder of July the rate moved irregularly within a range of $3.73%—$3.92, and was quoted at the end of the month at about $3.82.Apparently as the result of increased tourist demand,

the Canadian dollar advanced considerably during July, its discount narrowing in terms of the United States dollar from 17 per cent on July 1 to 11 i/i per cent on July 19. By the end of the month, however, the discount had widened somewhat. There were indications of some further demand for Swiss francs during July, and the rate for the Swiss franc, which had been quoted at about $0.2265 at the beginning of the month, subsequently rose to about $0.2275. The currencies of the invaded countries on the Continent, whose holdings are “blocked’’ in this market, remained unquoted.
G o ld  M o v e m e n ts

Imports of gold into the United States during July were considerably smaller than in June, but with that exception, appear to have been the largest since April, 1939. Gold held under earmark for foreign account at the Federal Reserve Banks increased about $60,000,000 for the month, reaching a total of about $1,765,000,000 at the end of July. The increase in the gold stock of the United States during the past month amounted to approximately $500,000,000, the largest gain, with the exception of June, since April, 1939.As reported by the Department of Commerce, a total of $418,200,000 of gold was imported into the United States during the week ended June 26, of which $241,600,000 came from France, $101,400,000 from the United Kingdom, and $66,800,000 from Canada. In the following four weeks ended July 24 imports totaled $462,000,000. Of this amount, $260,200,000 came from the United Kingdom, $155,100,000 from Canada, $7,000,000 from South Africa, $6,600,000 from Portugal, $5,800,000 from Yugoslavia, $5,300,000 from Australia, $4,400,000 from Brazil, $3,200,000 from Sweden, $2,100,000 from Colombia, $2,100,000 from Hong Kong, $2,000,000 from Spain, $1,900,000 from the Philippines, and $900,000 from Mexico.
F o re ig n  T r a d e
Despite the usual seasonal tendency for merchandise exports from this country to show little change between May and June, and despite the adverse effect on United States export trade of a further extension of the blockaded areas in Europe, total merchandise exports from the United States during June increased 8 per cent over May to $350,000,000, the largest for the corresponding month of any year since 1929. June exports were $25,000,000 over the previous month, and $114,000,000, or 48 per cent, over June, 1939. Especially large gains, compared with May, were recorded in exports of firearms, explosives, and aircraft; the effect of these increases was partly offset, however, by reduced shipments of cotton, copper, passenger automobiles, and tobacco. Exports of iron and steel semimanufactures, metal-working machinery, wood and paper products, coal, and aluminum continued wTell above the levels of a year ago. On the other hand, most food exports remained small.Imports during June were valued at $211,000,000, approximately the same amount as in the previous month, but 18 per cent more than in June of last year. Reflecting purchases for defense purposes, imports of such strategic
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materials as tin, crude rubber, ferro-manganese, and nickel showed increases over May and were especially large compared with June of last year. In addition, imports of liquors, including large quantities withdrawn from bonded warehouses prior to the levy of the new defense tax, were about twice as large as in either the previous month or in June, 1939. Advances over May and a year ago were also recorded in imports of uncut and industrial diamonds, cocoa, and vegetable oils. Receipts of newsprint paper, inedible expressed oils, wool, burlap, and beef cattle, though smaller than in May, were substantially above the levels of a year ago. On the other hand, imports of silk, coffee, flaxseed, sugar, meat products, cut diamonds, and the majority of manufactured goods were smaller than in either the previous month or June, 1939.An expansion from $49,000,000 in May to $77,000,000 in June in shipments to the United Kingdom, including especially war materials, was alone sufficient to account for the increase in this country’s total exports. In addition, exports to France, prior to the capitulation, exceeded by $8,000,000 the value of exports during the entire month of May, and shipments of American products to Russia were large in comparison with the small volume of the previous month. United States exports to France, the United Kingdom, and Canada also showed marked dollar gains over June of last year.Increased exports to Latin America have also been a considerable factor in maintaining United States export trade, in the face of losses of certain continental European markets since the war began. For the twelve months ended June, 1940, merchandise exports from the United States to Latin America amounted to $757,000,000, or approximately 20 per cent of exports to all countries. As is indicated in the following table, exports to Latin America showed an increase of 38 per cent over the corresponding period of 1938-39, as compared with a gain of 30 per cent in exports to all other countries. With the exception of the Netherlands West Indies, all of the leading Latin American countries purchased more from the United States in the 1939-40 period than in the preceding twelve months; the increases ranged from 17 per cent for Colombia to 67 per cent for Brazil. As a result of the large gains in exports to Brazil and Argentina in 1939-40, these countries replaced Cuba and Mexico, which held the top positions in 1938-39, as the two best Latin American customers of the United States.
Merchandise Exports from  the United States

Value in  m illions of dollars

Destination July, 1938- 
June, 1939 

(incl.)

Ju ly, 1939- 
June, 1940 

(incl.)
Percentage

change

L a tin  American countries ( to ta l) ........... 547.8 756.8 +38  
+67 
+66 
+22  
+29 
+33  
+17 
+62 
— 18

B ra z il........................................................ 64.7 108.0
A rgen tina ................................................. 64.8 107.4
C uba ......................................................... 72.3 88.5
M exico ...................................................... 67.8 87.6
Venezuela................................................. 52.0 69.4
Colom bia................................................. 46.3 54.4
C h ile ......................................................... 23.3 37.7
Netherlands West Ind ies ..................... 39.5 32.4
A ll other La tin  American countries. . 117.1 171.4 +46

A ll other countries..................................... 2,371.2 3,072.1 +30

A ll countries................................................ 2,919.0 3,828.9 +31

E m p lo y m e n t  a n d  P a y r o l ls
Employment in New York State factories was little changed between May and June, although there is usually a decline at this time of the year, and payrolls increased l1/̂ per cent, contrary to the usual experience in June. Compared with June, 1939, 9 per cent more workers were employed, and payrolls were 14 per cent higher.As in other recent months, there were substantial employment gains in June at factories whose activity has been stimulated directly or indirectly by the European war and the National defense program. Shipyards, metalworking plants, and factories producing airplanes, machinery, and railroad equipment continued to add to their working forces; increased employment in the pulp and paper industry has also resulted from the war owing to the virtual elimination of European sources of supply. In addition, more persons were engaged in June in the seasonally active food products and building material industries. Despite increased activity at men’s clothing firms, the apparel group as a whole continued its sharp seasonal reduction in working forces, and textile mills also employed fewer workers than in May.In the country as a whole, nonagricultural employment increased between May and June by approximately235,000 persons. The Bureau of Labor Statistics now estimates that about 35,500,000 workers are employed in all nonagricultural occupations—over 900,000 more than in June, 1939 although approximately 370,000 less than in last December. All major fields of employment, with the exception of mining, reported increases in working forces between May and June. Manufacturing establishments added 52,000 persons to their working forces, and other substantial employment gains occurred in construction work, in wholesale and retail trade, in transportation and public utilities, and in Federal, State, and local government service.The increase in the number of persons employed in United States factories was contrary to the usual seasonal tendency, and there was also a contra seasonal

PER CENT

Total Factory Employment in the United States, Compared with 
Employment in Manufacture of Aircraft and Machine Tools, and 

in Shipbuilding, Adjusted for Seasonal Variation (Bureau of 
Labor Statistics data, converted to a 1935-39 base of 100)
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increase in the amount of factory payrolls between May and June. Compared with June a year ago, total factory employment was 7 per cent higher and payrolls were 13 per cent greater. Seasonal factors largely accounted for the May to June increases in employment in the canning and preserving industry and for substantial decreases in employment by manufacturers of automobiles, women’s clothing, cotton goods, and fertilizers, while the war and the National defense program resulted in expanding working forces in certain other industries. The foregoing diagram indicates the rapid expansion of employment in aircraft factories, shipyards, and machine tool shops in recent months—even at times when factory employment as a whole was declining. Although total factory employment is still well below the high level reached in the summer of 1937, shipyards and machine tool plants now employ about 40 per cent more persons than in 1937, and the aircraft industry has nearly tripled its working forces since that time.
P r o d u c t io n  a n d  T r a d e

Judging by preliminary data now available, business activity in July appears to have held the advanced level attained in June. Eeaching 90 per cent of capacity toward the end of the month, the highest rate of the year, steel ingot production compared favorably with June despite the usual tendency for operations to contract in July. It seems probable that activity in a number of other industries, directly stimulated by war and National defense orders, was also maintained better than usual. Automobile assemblies declined rapidly late in the month as shutdowns in preparation for the production of 1941 models occurred, but retail sales of new passenger cars—partly at least owing to expectations of higher prices—were reported to have been maintained exceptionally well, resulting in considerable reduction in new car stocks. On a seasonally adjusted basis, railway freight traffic and electric power production were not much changed from the June levels while bituminous coal mining was somewhat higher. Cotton mill activity apparently was well maintained, seasonal factors con-
PER CENT

Index of Production and Trade in the United States (Federal Reserve 
Bank of New York index, expressed as a percentage of estimated 

long term trend, and adjusted for seasonal variation)

THOUSANDS OF CARS

Retail Sales of New Passenger Automobiles (Automobile Manufac
turers’ Association data)

sidered, although, aside from a spurt on July 31, sales ran well below production. Indications are that department store sales declined no more than usual from the relatively high level of June.Despite the less favorable prospect for United States export trade to Europe as a result of war developments, there was an accelerated rise in business activity between May and June. The comprehensive index computed at this bank, composed of 83 series of production and trade, advanced 3 points over May to 91 per cent of estimated long term trend. This compares with 84 in June, 1939 and a high of 95 last December.Like May, June was characterized by increases in activity—many contraseasonal in nature—in industries which are receiving increased demands for their products, in one way or another as a result of the war, or as a result of National defense expenditures. In addition, there was a pronounced upturn in retail trade, seasonal factors considered, and in the flow of goods in primary distribution channels. In production, the largest increase occurred in the output of producers’ durable goods, reflecting particularly an 18 per cent gain in steel ingot production and continually expanding operations in shipyards, airplane factories, and machine tool plants. Among lines classified as producers’ nondurable goods industries, cotton mills reduced operations less than usual and woolen mills, responding to enlarged requirements of the National defense program, extended the sharp rise that began in May.Freight car loadings and inland waterway traffic increased further in June, reflecting expanded activity in primary trade channels. Department store sales declined much less than usual and other types of retail outlets for which data are available also showed favorable comparisons with May. As is indicated in the chart above, retail sales of new passenger cars in June deviated from the usual seasonal pattern and moved upward from the May level, the first time that this has occurred since the date of new model introductions was moved forward in 1935. The buying spurt in June apparently was associated in part with expectations of higher prices on 1940 models (certain makers have already announced higher prices). New car sales
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continued considerably above those in the corresponding periods in 1938 and 1939 and approached the June, 1937, level.
(Adjusted for seasonal variations and estimated long trend ; 

series reported in dollars are also adjusted for price changes)

1939 1940

June April M a y June

Index of Production and Trade............................. 84 87 88 p 91p
Production of:

Producers’ durable good s............................. 68 75 80 p 86p
Producers’ nondurable good s..................... 92 91 93 p 95 p

Consumers’ durable goods........................... 59 69 69 p 68p
Consumers’ nondurable good s................... 93 94 95  p 96p

Primary distribution............................................ 78 82 85p 90p
Distribution to consum er................................... 90 91 9 2p 96p

Industrial Production
S te el................................................................................ 71 71 86 110
Autom obiles r ............................................................. 67 80 84 78
Bituminous coal....................................................... 78r 101 99 94p
Crude petroleum ..................................................... 86 94 91 90p
Electric pow er.......................................................... 93 96 2 2 * 99p
Cotton consum ption............................................. 97 98 99 102
W ool consum ption ................................................. 112 73 88 97 p
Shoes............................................................................... 106r 87 89 p 97 p
M eat packin g............................................................ 92 101 101 102
Tobacco products r ............................................... 94 96 94 99

Manufacturing Employment
92 92 93 pE m ploym en t.............................................................. 88

M an-hours of em ploym ent............................... 81 86 86 87 p

Construction
Residential building contracts ..................... 41 45 46 48
Nonresidential building and engineering

53contracts................................................................. 52 56 54

Prim ary Distribution
R y . freight car loadings, mdse, and misc. r 77 79 81 85
R y . freight car loadings, other r ................... 76 84 91 93
E xports.......................................................................... 86r 100 100 113p
Im p orts ......................................................................... 74 70 71 81p

Distribution to Consumer
D epartm ent store sales (U . S.) r .................. 86 87 85 89
Grocery chain store sales................................... 96 96 96 97 p
Variety chain store sales.................................... 94 92 96 102
M ail order house sales r ..................................... 99 92 98 100
N ew  passenger car sales r .................................. 68 87 78 96

Velocity o f Deposits*
Velocity of demand deposits, outside New

Y ork  C ity  (1 9 1 9 -2 5  average =  100) . . 59 57 58 54
Velocity of demand deposits, N ew  York

C ity  (1 9 1 9 -2 5  average =  1 0 0 ) ................. 33 28r 27r 24

Cost o f  Living and Wages*
Cost of living (1926 average =  1 0 0 ).......... 82 83 83 p 83 p
W age rates (1926 average =  1 0 0 )............... 111 114 114p 114p

p  Preliminary r Revised *  N o t adjusted for trend

Building
Some acceleration in the volume of construction work being initiated was apparent in the F. W. Dodge Corporation figures of contracts awarded in 37 States during June; the daily average rate of construction contract awards of all classes was 7 per cent larger than in May and 13 per cent above the June, 1939 level. Owing to the inclusion in the June total of $23,000,000 for developing a naval air training station in Texas, the proportion of publicly financed to total construction contracts rose in June to 45 per cent, the highest percentage in recent months. A considerable portion of the air training project was allocated to the public utility and commercial building categories, so that total awards in these two types of construction showed large gains over both the previous month and a year ago. Residential building contracts, while substantially unchanged from the May average, were 21 per cent higher than in June of last year. On the other hand, industrial building awards were

down sharply from the previous month and were slightly less than in June, 1939. Contract awards for public purpose building, though 13 per cent above the May rate, registered a 20 per cent decline from a year ago.In the New York and Northern New Jersey area, the daily rate at which construction contracts were awarded during June was 14 per cent below the May average, but 11 per cent higher than in June of last year. Largely on account of a decline in apartment house contracts in this area, residential building awards were about one-third less than in the previous month, and showed a reduction of 11 per cent from June, 1939. Contract awards for industrial building and public works projects also were lower than in either the previous month or a year ago. However, owing to a $4,000,000 award in June for the elimination of a railroad grade crossing in up-State New York, construction contracts for public utilities were substantially larger than in May and many times the small figure of June last year. Comparisons in public purpose building were favorable, with both recent months and June, 1939.For the first six months of 1940, total contract awards in the 37 States were 4 per cent below the level in the corresponding months of 1939. The decrease during this period for New York and Northern New Jersey amounted to 22 per cent, but in other areas covered by the Dodge reports, total awards were approximately the same as in the first six months of 1939. As is indicated in the accompanying table, the decrease in aggregate construction awards in New York and Northern New Jersey was participated in to some extent by all the major construction classifications except industrial building, which increased sharply. In other areas, the effect of decreases in awards for public purpose building and heavy engineering projects was offset by increases in contracts for residential, commercial, and industrial building.
Percentage Changes in Construction Contract Awards 

First six months of 1940 compared with corresponding period of 1939

N . Y . and 
Northern N . J.

Other
areas 37 States

Building
R esidential....................................... — 17 + 1 5 +  7
Com m ercial...................................... —  4 + 3 0 + 2 3

+91. + 4 2 + 4 8
Public purpose*............................. — 47 — 33 — 37

A ll building................................. — 21 +  6 0

Engineering
Public works.................................... — 19 —  7 —  9
Public utilities................................ — 4 2 — 25 — 28

A ll engineering.......................... — 27 — 11 — 14

A ll construction....................... — 22 0 —  4

* Includes educational, hospital, public, religious and m em orial, and social 
and recreational building.

The daily rate of contract awards in the 37 States continued to expand during the first two weeks of July, showing an increase of 11 per cent over the June average and of 26 per cent over the comparable weeks of July of last year.
C o m m o d ity  P r ic e s

Prices of most basic commodities tended toward lower levels during July, to some degree reflecting less favorable prospects for United States export trade as a result
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of war developments. The Bureau of Labor Statistics daily index of 28 basic commodities declined about 3 per cent for the month as a whole, touching the lowest level since early last September.
Wheat prices fluctuated irregularly during July, responding to reports of varying weather conditions for the growing crops; quotations showed no material reactions to the Government announcement in the middle of the month of a reduced estimate for the spring wheat crop and, at the same time, an offsetting upward revision in the winter wheat crop estimate. Spring wheat, at 77% cents a bushel in Minneapolis registered a slight net advance for the month; winter wheat in Kansas City at a quotation of 69:i/4 cents a bushel on July 23 was down to a new low since the end of August last year, but recovered 2% cents, to close the month at 71% cents a bushel. Owing partly to unfavorable weather in the corn belt, corn prices showed considerable firmness throughout July. Hog quotations, responding to the effect of reduced marketings, rose on July 8 to $6.68 a hundredweight, the highest price since last November, and, although declining perceptibly during the remainder of the month, closed at $5.98 a hundredweight, 51 cents above the level at the end of June. Steers, however, after reaching a peak on July 2, reacted downward and closed at $9.63 a hundredweight, for a net decline of 62 cents for July.
Reflecting continued concern over the loss of foreign outlets for American cotton, combined with more favorable weather reports, spot cotton prices declined during July. Quotations for spot cotton at ten Southern markets averaged 10.07 cents a pound at the end of the month, a loss of 35 points from the end of June. Raw silk, at $2.48 a pound in New York on July 15, was down to the lowest quotation since June, 1939, and, though later tending to stabilize at about $2.51 a pound, was off 13V2 cents for the month as a whole. Sugar was down 12 points to 2.63 cents a pound at the end of July—the lowest level since June, 1932. Prices of hides were firm until late in the month, when foreign hide offerings tended to depress the market. Wool quotations, however, though somewhat lower through July 24, subsequently turned upward to close the month with little net change. On July 5 the International Rubber Regulation Committee increased the permissible export quota from 80 per cent to 85 per cent of basic quotas, in order to compensate for the United States rubber purchasing program; rubber quotations were relatively steady at around 2 11/2 cents a pound.
The metal markets, especially copper, tended to show weakness during July. Reflecting diminished foreign demand, the price of export copper declined from 10.875 cents a pound at the end of June to 10.025 cents at the end of July, the lowest price since June, 1939; custom smelters’ copper was reduced on July 23 to 10% cents a pound, the lowest price since August of last year, but in subsequent trading, apparently responding to more active demand for defense needs, recovered to 11% cents a pound. Producers continued to quote HV2 cents a pound to domestic consumers, although a sale to the Government was reported at 103/4 cents. Accompanying the establishment of the International Tin Committee’s export

quota at a record high of 130 per cent, tin prices in New York declined to as low as 50% cents a pound but closed the month at 52x/2 cents a pound, showing a fractional decline from the end of June. Lead and zinc quotations remained unchanged throughout the month. Scrap steel at $18.50 a ton in Pittsburgh was down $1.75 from the relatively high level prevailing at the end of June.
D e p a r t m e n t  S to re  T r a d e

For the four weeks ended July 27, total sales of the reporting department stores in this District were about 41/1> per cent higher than in the corresponding 1939 period. The daily rate of sales for this portion of July showed about the customary seasonal decline from June which was a relatively active month for this type of retail trade, seasonal factors considered.Total June sales of the reporting department stores in this District were virtually the same as a year ago, but after allowing for differences in the number of shopping days between this year and last, average daily sales were about 2 per cent higher than in June, 1939, and 
Avere also above the May average, whereas usually there is not much change between these two months. Sales of the leading apparel stores in this District continued lower than a year ago, the decline in June amounting to approximately 7 per cent.The total dollar volume of sales of the reporting department stores in this District for the first half of 1940 was 2.4 per cent higher than in the corresponding period of last year, compared with a decrease of 0.4 per cent between the first half of 1938 and 1939.

Percentage change from  
a year ago

Per cent of 
accounts 

outstanding

N et sales
Stock

M ay 31 
collected in 

June
Locality on hand

June
Jan. 

to  June
end of 
month 1939 1940

New Y o rk  and B ro ok lyn ............... —  2 .4 +  1.2
+  3.9

+  1.7 48.8 46.1
B u ffa lo ............................................... +  2.9 +  1.6 

+  6.4  
+  3.4

44.5 43.2
Rochester.......................................... +  4.3  

+ 1 3 .7
+  5.0 57.3 53.7

Syracuse............................................. + 1 0 .0 40.4 40.0
N orthern New Jersey.....................
B ridgeport.........................................

+  5.7 
+ 1 0 .8  
+  3.1

+  4 .0  
+  7.9 
+  4.9 
+  9 .9  
+  4.0  
+  7 .0  
+  1.9

+  7.7 
+  0 .7  
+  4.1

41.4
39.1

35.8
39.2

Elsewhere.......................................... 36.7 35.7
Northern New Y o rk  State........ +  5.7
Southern New Y o rk  State........ +  5.3
Central New Y o rk  S ta te ........... +  8 .8  

—  2.6Hudson R iver Valley D is tric t . . 
Westchester and S tam ford........ —  2.2 +  1.2 

+14 .1Niagara Falls................................ + 1 0 .8

A ll department stores........ +  0.1 +  2.4 +  2 .8 46.1 42.8

Apparel stores ................... —  6.9 —  1.6 —  6.7 45.3 44.4

Indexes of Departm ent Store Sales and Stocks, Second Federal Reserve D is tric t 
(1923-25 average =  100)

1939 1940

June A p ril M ay June

Sales (average d a ily ), unadjusted................. 87 83 85 89
Sales (average da ily), seasonally adjusted. . 90 90 88 92

Sfnr>1rs nnnHinstpd...... ..................... 72r 80 79 74
Stocks, seasonally adjusted............................. 777- 78 77 78

r Revised
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation (1923- 

25 average =  100 per cent)

Indexes of Value of Department Store Sales 
and Stocks, Adjusted for Seasonal Variation 

(1923-25 average =  100 per cent)

jJLV, 1M » v, FOODSTUFFSVv\. 'A.
V '" * " '  in d u s tr ia l ' v

MATERIALS 1 1
Federal Reserve Groupings of Wholesale Prices 

of Industrial Materials and Foodstuffs, Com
puted from Bureau of Labor Statistics Data 

(1926 =  100 per cent)

1934 >935 1936 1937 1938 1939 1940

Money Rates in New York City

Business C onditions in th e  U nited  S tates
(Summarized by the Board of Governors o f the Federal Reserve System)

V OLUME of industrial production increased rapidly during June and rose 
somewhat further in the first half of July. Distribution of commodities 

through retail and wholesale markets and by rail continued active.
P roduction

The Board’s seasonally adjusted index of industrial production advanced 
from 106 in May to 114 in June. In that month, as in May, increases in 
activity were most marked in the iron and steel and textile industries where 
declines earlier in the year had been greatest.

Steel ingot production rose from 60 per cent of capacity at the beginning 
of May to 87 per cent in the latter part of June and was maintained at about 
that level in the first three weeks of July. Production of coke and pig iron 
showed similar sharp increases and iron ore shipments down the Lakes were 
at near-capacity levels. Demand for steel was general as most domestic 
steel consuming industries were operating at high rates. Exports of steel, 
which had declined in April, rose to earlier high levels in May and June, 
amounting to about 10 per cent of steel producing capacity.

Automobile production, which had begun to decline in May, continued to 
decrease in June and the first half o f July reflecting in large part seasonal 
influences. Retail sales of automobiles were in large volume and dealers’ 
stocks of new and used cars declined from the high levels prevailing earlier.

In the textile industry there was a further sharp advance in activity at 
woolen mills, and at cotton mills output was reduced less than seasonally. 
Rayon production was maintained at earlier high levels while at silk mills 
activity remained near the unusually low rate reached in May.

Coal production continued in large volume during June, but output of crude 
petroleum declined in the latter part of the month, owing to reduced production 
in Texas fields.

Value of construction contract awards showed little change from May to 
June, according to F. W. Dodge Corporation figures for 37 Eastern States. 
Awards for private residential building decreased more than seasonally, 
following a sharp rise in May, and contracts for private nonresidential building 
also declined. Contracts for public construction increased further in June, 
owing in part to expansion in the construction o f Army and Navy air bases.

D is t r ib u t io n
Department store sales in June were maintained at the May level, although 

usually there is a considerable decline, and the Board’s seasonally adjusted 
index advanced to 93 as compared with 87 in May and a level of about 89 
earlier in the year. Sales at variety stores showed little change from May 
to June, continuing at the advanced level that has prevailed since the beginning 
o f the year. In the early part of July department store sales declined 
seasonally from the June level.

Freight car loadings increased further in June. Shipments of coal and 
miscellaneous merchandise continued to expand and loadings of coke, which 
usually decline at this season, showed a substantial rise.

Co m m o d it y  P ric es
Prices of a number of industrial materials, particularly steel scrap, copper, 

rubber, and silk, declined from the middle of June to the middle of July. 
Wheat prices also showed decreases in this period, while prices of livestock 
and products advanced owing partly to seasonal influences.

A g ricu ltu re
Production of major crops this season, according to the July 1 report of 

the Department of Agriculture, may be slightly lower than last season. 
Tobacco production will be sharply reduced from last year, when the crop 
was unusually large. Domestic supplies o f wheat and other field crops as 
well as of vegetables and fruit are expected to show little change from last 
season. Indicated hog production this year will be about 10 per cent smaller 
than last year.

B a n k  Credit
Total loans and investments at reporting member banks in 101 leading 

cities increased during the five weeks ended July 10, chiefly as a result of 
increases in holdings of short term United States Government obligations and 
in commercial loans. Holdings of United States Government bonds and loans 
to security brokers and dealers declined.

The monetary gold stock increased by $885,000,000 in this five week period, 
the largest gold acquisition for any corresponding period on record. This 
inflow of gold was reflected in a growth of $310,000,000 in foreign bank 
balances with the Federal Reserve Banks and in increased deposits and reserves 
of member banks. On July 10, excess reserves of member banks amounted to 
$6,833,000,000.

G o v e r n m e n t  S e c u r it y  M a r k e t
Prices of Government securities, which had advanced sharply in June, 

showed further increases after July 8 when the Treasury announced a new 
bond issue for cash subscription. Between June 10 and July 15 the price of 
the 1960-65 bonds rose about 3 points, and the yield on this issue declined 
from 2.52 per cent to 2.34 per cent as compared with 2.26 per cent at the 
year’s peak in prices on April 2.
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MONTHLY REVIEW
o f  C r e d it  a n d  B u s in e s s  C o n d it io n s

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank, New York September 1, 1940

M o n e y  M a r k e t  in  A u g u s t
The money market continued to show a considerable degree of day-to-day stability during the past month. The immediate influence of war developments appears to have diminished, and the financing of the National defense program has not yet become an important factor in the demand for market funds. The security markets were temporarily depressed by the intensification of war activities during the second week of the month, but the recession in prices was quite moderate and was due largely to a temporary cessation of buying except at declining prices, rather than to any considerable volume of selling. Late in the month security prices advanced to the best levels of the June-August recovery.
The temporary reduction in excess reserves of member banks, which was noted in the latter part of July, was extended further in the first week of August, but was without apparent effect on the money market. The upward movement of excess reserves was resumed during the last three weeks of the month. For all member banks the volume of excess reserves on August 7 was $550,000,000 below the peak of July 17, chiefly as a result of a substantial increase in Treasury deposits in Federal Reserve Banks. The increase in Treasury deposits was due to cash payments for the Treasury bond issue of July 22 and the Commodity Credit Corporation notes issued on August 1, and to collections of social security and capital stock taxes, which combined substantially exceeded Government disbursements during that period. In addition, the volume of currency in circulation showed the beginning of the seasonal rise during this period, and was a minor factor in the reduction in bank reserves. In the following three weeks, member bank excess reserves rose $160,000,000, despite a further rise in the amount of currency in circulation to new high levels.
The principal factor tending to cause further expansion in member bank reserves during recent weeks has been the disbursement of dollars derived from sales of foreign gold to the United States and passing through foreign official accounts at the Reserve Banks. Gold imports, while at a less rapid rate than in the period from the middle of May to the middle of July, were substantial during August and included shipments from a wide variety of sources. In addition, moderate amounts of gold were released from earmarked accounts at this bank and sold to the Treasury. Consequently, the rise in this country’s gold stock during the past month continued at an average rate of about $100,000,000 a week.

What may be a significant change appears to have developed during the past three months in the relation between foreign sales of gold to the Treasury and foreign official balances at the Reserve Banks. During the first nine months of the war such sales of gold appear to have been related chiefly to current demands for dollar exchange and foreign official balances tended to decline. During the more recent months, however, substantial amounts of the proceeds of these sales of gold have remained in deposit accounts in the Reserve Banks and increased the total volume of such deposits to record levels. As the accompanying chart shows, the foreign central bank deposits in the Federal Reserve Banks have increased from less than $360,000,000 on May 1, 1940, to $888,000,000 on August 28, 1940. And this rise is not the full measure of the growth in foreign official funds in this country, as some foreign central banks maintain deposit accounts in commercial banks here, and foreign governments also have deposits in American banks.The growth of foreign official funds in the United States during the past three years has been closely related to developments in Europe, as the chart indicates. The first material increase occurred around the time of the “Munich” crisis in September, 1938, and was followed by a further rise at the time of the Czechoslovakian crisis in the spring of 1939. The outbreak of the war was followed by a further rapid accumulation of foreign central bank balances here in September, 1939, the volume at that time rising by approximately $150,000,000 to nearly $500,000,000. A gradual recession to around $360,000,000 in the spring of 1940 ensued,
MILLIONS
OF DOLLARS
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chiefly as the resu lt of paym ents on contracts for w ar 
m aterials. The invasion of the N etherlands and Belgium 
in May brought a renewed rise in  foreign central bank 
deposits in  the Eeserve Banks, which has since been 
rap id ly  extended.

The accum ulation of official foreign deposits in  this 
country has been accomplished largely by shipm ents of 
gold to the U nited States and its sale to the Treasury, 
either im m ediately or a fte r earm arking for a time a t 
this bank. In  addition, governm ental requisitioning of 
Am erican deposits and Am erican securities, owned by 
residents of several countries involved in  the war, and 
the sale of some p a r t of the securities, have involved 
transfers of private foreign funds in  th is country to 
official foreign deposits in  the Eeserve Banks. Some 
of these official deposits apparen tly  have represented 
funds accum ulated by belligerents in  anticipation of 
paym ents fo r w ar m aterials or other supplies purchased 
here, while some represen t m onetary reserves of foreign 
countries, which have been transfe rred  to the U nited 
States for safekeeping, and rem ain largely inactive. 
P a r t  of the large volume of foreign deposits now held 
by the Eeserve Banks, of course, represents funds of 
central banks of invaded countries, which have been 
immobilized by the P res id en t’s Executive O rder block
ing those countries’ funds which are on deposit in  
the U nited States.

To the extent th a t foreign official funds have accumu
lated in  deposit accounts in  the Eeserve Banks, they 
represen t a p a rtia l offset to the unprecedented inflow 
of gold which has occurred since the outbreak of the 
war. In  effect, they represent th a t p a r t of the proceeds 
of gold sales to the T reasury  which has not been paid  
out into the m arket and  thus added to the commercial 
bank reserves of th is country. The m ajor p a r t of the 
proceeds of the gold inflow has moved into the banking 
system, however, since the U nited States gold stock 
has risen by more th an  $4,200,000,000 during  the 
past year, and the increase in  foreign official funds on 
deposit here has been something less th an  one seventh 
of th a t amount.

Member B ank Credit
Changes in  the loans and investm ents of weekly re

porting  member banks during  the four weeks ended 
A ugust 21 reflected chiefly purchases of T reasury  bonds 
on Ju ly  22 and Commodity C redit Corporation notes 
on A ugust 1. W hile the reporting  banks acquired sub-

Money Rates in New York
Aug. 31, 1939 Ju ly  31, 1940 Aug. 30, 1940

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans................. *ix *1H *1K
Prime commercial paper 4-6 m onths .. . x - 5a XrY% X r 5A
Bills— 90 day unindorsed......................... he
Average y ie ld  on Treasury notes (3-5

years)....................................................... 0.64 0.58 0.51
Average yield on Treasury bonds (not

callable w ith in  12 years)..................... 2.30 2.29 2.27
Average rate on latest Treasury b il l sale

91 day issue............................................ 0.076 0.004 0.028
Federal Reserve Bank of New Y o rk

discount ra te ........................................... 1 1 1
Federal Reserve Bank of New Y o rk

buying rate for 90 day indorsed bills M X X

* Nominal

stan tial am ounts of both issues, however, there are 
indications th a t the T reasury bond issue, especially, 
was ra ther widely distributed . In  the week in  which 
$630,000,000 of these bonds were allotted, holdings of 
T reasury  bonds by the reporting  banks increased less 
than  $200,000,000, bu t deposits held fo r other domestic 
banks were reduced $220,000,000 in  th a t week, ap p a r
ently reflecting substantial allotm ents of the bonds to 
other banking institutions and th e ir customers. In  the 
week ended A ugust 7, in  which the Commodity Credit 
Corporation notes were issued, holdings of Government 
guaranteed securities by all reporting  banks increased 
about $150,000,000, as compared w ith  a to tal issue of 
about $289,000,000. Dem and deposits in  the repo rt
ing banks in  th a t week showTed a substantial reduction, 
p a r t of which m ay have reflected the purchase of p a r t 
of the note issue by large depositors of the reporting  
banks.

Commercial and industria l loans in  these banks, a fte r 
showing an unusually  early  increase during  Ju n e  and 
the first p a r t of Ju ly , subsequently have shown only ir 
regular fluctuations during  the weeks in  which a sea
sonal expansion in such loans ordinarily  gets under 
way. Some fu rth e r  increase in the volume of business 
loans has been reported  by banks in other localities 
in  recent weeks, bu t in  New York: C ity banks repaym ents 
of such loans exceeded new loans by approxim ately 
$22,000,000 in the four weeks ended A ugust 21. Loans 
on securities, a fte r showing some small increase during 
Ju ly , receded again in  A ugust, and in  general rem ained 
a t about the lowest levels in  m any years.

Government Securities
D uring A ugust prices of T reasury bonds fluctuated 

narrow ly a t relatively high levels. The price range for 
long term  T reasury  bonds am ounted to only % of a po in t 
and for interm ediate term  T reasury  bonds to %  of a 
point. E arly  in the m onth the average price of the long 
term  bonds advanced slightly fu rth e r to reach a new re
covery peak on A ugust 5 w ithin 1%  points of the y e a r’s 
high reached early in  A pril. However, in  the succeeding 
period through A ugust 14 prices weakened on news th a t 
first I ta ly  and then Germ any were in tensify ing the ir w ar 
efforts against the B ritish, b u t a fte r a short period of 
hesitation these issues moved upw ard  again to the best 
levels since early in  May. The movement of interm ediate 
term  T reasury  bonds was roughly sim ilar, although they 
did not break th rough th e ir  Ju ly  highs.

T reasury  note prices declined slightly in  the middle 
of the m onth b u t la te r advanced to above the Ju ly  high. 
The average yield on 3 to 5 year T reasury  notes ended 
the m onth a t 0.51 per cent, as com pared w ith  a high of 
0.60 per cent on A ugust 13 and a low of 0.54 per cent in  
the first p a r t of Ju ly .

The average rates a t which the new issues of T reasury 
bills were sold advanced slightly du ring  the past month. 
The issue dated A ugust 28 was aw arded a t an average 
rate of 0.028 per cent, the highest level since the issue 
dated Jun e  26. Each of the weekly issues of bills was in 
the am ount of $100,000,000, of 91 day term , and replaced 
sim ilar m aturities.

Total allotm ents wTith  respect to subscriptions to the
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offering of Commodity C redit Corporation %  per cent 
notes, dated A ugust 1, 1940, and m aturing  May 1, 1943, 
am ounted to $289,458,000 (of which $143,436,000 was 
allotted in the Second D istric t). Total subscriptions 
received am ounted to $3,185,206,000.

Commercial P aper and B ills
The am ount of commercial paper received by dealers 

for distribu tion in  the open m arket during A ugust con
tinued to be less than  the investm ent demand. No change 
was reported  in  rates. The choicest paper, which became 
available in  some volume during  the first p a r t of the 
month, was sold a t %  per cent, and the average ru n  of 
prim e 4 to 6 m onth notes was sold a t %  and %  per cent, 
p rincipally  a t %  per cent. P ap er outstanding th rough 
commercial paper concerns reporting  to th is bank 
am ounted to $232,400,000 a t the end of Ju ly . A m onth 
ago outstandings totaled $224,100,000 and a year ago 
$194,200,000.

Bankers acceptances continued to change hands in only 
lim ited volume du ring  A ugust, and dealers’ rates 
rem ained unchanged. A fu rth e r  decline of $18,000,000 
for Ju ly  in  the to tal of ou tstanding bankers bills was 
accounted for chiefly by a decrease in export bills. 
Compared w ith a year ago, the drop of $48,000,000 was 
a ttribu tab le  in  large measure to a reduction in  the 
am ount of bills based on goods stored in  or shipped be
tween foreign countries.

S e c u r i ty  M a r k e t s
The security m arkets continued very inactive du ring  

A ugust and price movements were again w ithin narrow  
limits. On the New York Stock Exchange, trad in g  in  
stocks declined to as low as 130,000 shares for a fu ll day, 
a new low since A ugust, 1916. On most other days tu rn 
over was between 200,000 and 300,000 shares. Movements 
of the average level of stock prices were w ith in a range 
of 6 per cent from  low to high, according to the S tandard  
S tatistics Company daily index. The first twelve days of 
the m onth witnessed a small, irreg u lar advance in  indus
tr ia l shares to slightly higher levels than  were reached 
in Ju n e  or Ju ly , bu t the intensification of aerial w arfare 
over G reat B rita in  was followed by a m oderate recession 
in  prices th rough A ugust 16, from  which there was a 
recovery to mid-May levels. B ailroad stock prices also 
advanced late in  A ugust to the best level since early May, 
b u t public u tility  shares showed a small net decline for 
the month.

Medium grade corporation bonds showed a small net 
rise du ring  A ugust, according to M oody’s average of 
B aa bonds. Some fu rth e r  extension of the Ju n e-Ju ly  
advance occurred du ring  the first few days of the month, 
and a fte r  a decline in  the middle of the m onth prices 
moved up to a new recovery high on A ugust 30. R ail
road bonds of this grade showed a net decline of about 
%  of a point between the end of Ju ly  and the end of 
A ugust, while Baa industria l issues moved about 1% 
points h igher; public u tility  bonds of Baa grade were 
steady.

H igh grade corporation bonds, however, registered a 
fu rth e r  net recovery during A ugust, although they, too,

were subject to some easing in the middle of the month. 
A t the close of A ugust the average price of M oody’s A aa 
bonds was %  of a point higher than  a t the end of Ju ly  
and w ithin 1 point of the record high reached in  early 
A pril of this year. H igh grade m unicipal bonds advanced 
to new highs in the first week of August, bu t then reacted 
moderately.

NeTvf F in a n c in g
D uring A ugust, $198,000,000 of corporate and m uni

cipal new security  issues were floated. The sm aller 
volume th an  in  Ju ly  was due chiefly to a decline in  
corporate issues to $132,000,000, of which $46,000,000 
represented funds to be used fo r new capital purposes. 
M unicipal aw ards am ounted to $66,000,000. Among 
the influences which operated to reduce the volume of 
new issues, the following have been m entioned: uncer
tainties regarding the outcome of the cu rren t phase of 
the war, delay in  the enactm ent of excess profits tax  
and p lan t am ortization legislation by the Congress, the 
commitment by the Reconstruction Finance C orpora
tion for substantial loans to in dustry  fo r N ational de
fense purposes, and the expectation th a t w ith the pas
sage of enabling legislation the Securities and Exchange 
Commission would shorten, in  some cases, the tw enty 
day w aiting period heretofore required  between regis
tra tion  and offering of new security  issues.

The two largest corporate issues offered during  the 
m onth were $25,000,000 Celanese C orporation of 
Am erica debentures and $22,150,000 Carolina, Clinch- 
field and Ohio Railway bonds, the la tte r the first m ajor 
financing for a railroad  since last A pril. Toward the 
end of A ugust, most of the securities m arketed during  
the m onth were quoted either close to the offering prices 
or a t slight discounts. A t least $35,000,000 of new 
corporate issues are known to have been sold privately  
to insurance companies and are therefore included in  
the above totals. A dditional am ounts of financing, in 
the form  of serial loans, were arranged  w ith banks.

Short term  m unicipal financing, excluded from  the 
$198,000,000 total, am ounted to $100,000,000 and in 
cluded $45,000,000 New York City 0.35 per cent revenue 
bills and $26,000,000 F ederal Interm ediate Credit Bank 
0.75 per cent debentures.

Statem ents recently filed w ith regulatory  authorities 
indicate the following forthcom ing issues: $29,000,000 
Columbus and Southern Ohio E lectric Company bonds, 
$16,500,000 San Antonio Public Service Company bonds, 
and $25,000,000 Dow Chemical Company securities. In  
addition to these issues, which appear to be scheduled 
for public offering, a num ber of sizable private  sales 
are reported  to be in  process of negotiation, including 
$12,600,000 Iowa E lectric  L igh t and Power Company 
bonds and $16,000,000 of San Diego Consolidated Gas 
and E lectric Company bonds.

Loan authorizations fo r N ational defense, made by 
the Reconstruction F inance Corporation th rough A ug
u st 14 were reported  to have aggregated $283,000,000, an  
am ount almost five times as large as the to tal of corpo
ra te  security issues fo r new capital purposes floated d u r
ing the period Ju ly  1 to A ugust 14.
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For the second quarter of 1940, this bank’s seasonally adjusted index of the net profits of 168 industrial and mercantile corporations declined rather sharply owing mainly to a decrease in the net profits of the automotive industry at a time when a rise is usual. Reported net profits of many concerns, and especially those of the largest automobile manufacturer, were reduced during this period by the setting up of reserves in order to make provision for the increased rate of taxation applicable to this year’s earnings under the Revenue Act of 1940, and also to cover the contingency of additional taxes being levied upon 1940 profits. In addition, industrial production, after allowance for seasonal changes, averaged slightly lower in the second quarter than in the first.Second quarter net profits in each year back to 1937 for 401 industrial and mercantile corporations are summarized in the accompanying table. In the aggregate, net profits of these concerns were about 45 per cent larger than in the corresponding period a year ago, though they still remained some 23 per cent less than in 1937. With respect to changes among the individual companies, an analysis indicates that 59 per cent of the total number had higher profits during the second quarter of this year than in the corresponding period a year ago, and an additional 9 per cent, which had operated at a loss in the second quarter of last year, had some net profits this year. However, 23 per cent had smaller profits than a year ago, and there were still 9 per cent of the total that reported losses.
Of the various groups of companies listed in the table, a large number showed sizable gains in aggregate net profits when compared with the second quarter of 1939. In addition, the coal mining group had aggregate net profits this year whereas last year’s operations had resulted in an aggregate deficit. Prominent among those groups showing gains was the steel group, for which second quarter profits, owing to the relatively high level of production and the consequent lowering of per unit costs, were substantially larger than in 1939. Export business and to some extent orders for the rearmament program of this country were reflected in sharp gains among the aviation and machinery companies. Aggregate net profits of manufacturers of paper and paper products also increased substantially over last year, as the cutting off of Scandinavian supplies resulted in an expansion in demand. By way of contrast, foreign revenues of motion picture companies contracted because of the spread of the war, and net profits of this group declined somewhat from last year’s level. Other groups that had smaller net profits than a year before were advertising, printing and publishing, bakery products, confectionery, and gold mining.
Net profits of 558 industrial and mercantile corporations reporting for the first six months were 50 per cent higher than a year before, but were 16 per cent less than in the corresponding period of 1937. With respect to those concerns which do not generally report on a quarterly basis, the textile and apparel, and retail trade groups showed increases in profits over the comparable period of 1939, while the aggregate net profits of the

68

B u sin e ss  P ro fits rubber and tire group were somewhat lower. Compared with the first six months of 1937, the aviation, paper and paper products, cigar, and all the food and food products groups showed higher profits.
Class I railroads reported second quarter net income (after all charges) amounting to $1,600,000, as compared with an aggregate deficit in the same period of 1939 of $47,200,000. For the first six months, the deficit of the Class I railroads amounted to $12,000,000 as compared with a $90,000,000 deficit in 1939 and a $180,000,000 deficit in 1938. Net income of 68 public utilities excluding telephone companies, was moderately larger for both the second quarter and the first six months, than in the corresponding 1939 periods, and for the six months was also somewhat larger than in the comparable period of 1937. Net operating income of telephone companies, both for the second quarter and the first half was larger than in 1937,1938, or 1939.

(Net profits in millions of dollars)

Corporation group

Second quarter First six months

1937 1938 1939 1940 1937 1938 1939 1940
Advertising,printing

and publishing... 4.1 2.4 3.7 3.6 9.1 5.5 6.7 7.6
Automobiles............ 88.8 23.2 61.2 64.3 150.0 26.9 125.2 149.0
Automobile parts

and accessories... 19.9 — 1.3 9.7 17.0 38.5 — 3.3 21.7 37.2
Aviation.................. 2.1 4.7 6.1 14.7 2.5 6.7 11.5 25.0
Building supplies... 19.8 3.0 9.3 14.2 40.1 4.7 17.1 27.0
Chemicals and drugs 48.3 22.7 35.5 43.4 97.3 47.0 71.3 94.5
Containers (metal

and glass)............ 2.1 1.3 2.1 2.4 4.0 2.5 3.4 3.8
Electrical equipm ent 27.5 9.3 15.3 24.5 51.7 19.4 27.6 46.5
Food products:

5.0 5.6 5.7 4.8 8.8 10.2 10.6 9.3
Beverages............ 12.8 11.2 11.3 13.0 22.1 19.7 20.8 23.1
Confectionery---- 4.7 4.1 5.0 4.5 9.2 8.4 10.3 10.2
Other food

products.......... 14.5 12.6 14.2 16.4 34.9 30.7 34.4 36.7
Household equip

ment .................... 4.8 1.1 2.4 2.8 17.4 2.2 9.9 9.7
Leather and shoes 6.1 — 1.0 3.9 3.9
Machinery and tools 18.9 4.3 7.0 13.1 40.5 11.5 14.6 29.8
Metal products—

miscellaneous. . . . 4.1 — 0.3 1.5 3.0 11.1 — 0.5 3.6 7.2
Mining:

Coal..................... — 1.0 — 3.3 — 1.7 0.3 — 0.2 — 5.0 — 2.4 1.6
12.8 2.0 4.6 7.1 57.1 17.2 23.2 50.2

Gold and silver... 6.4 5.2 5.1 4.6 20.2 16.9 16.8 16.3
Other mining. . . . 20.0 7.2 9.9 11.5 42.1 17.9 22.8 27.8

Motion pictures.. . . 9.3 4.9 5.5 3.9 33.1 19.8 21.8 22.1
Office equipment. . . 7.0 3.8 3.3 3.7 13.8 8.4 8.1 9.7
Paper and paper

products.............. 8.1 1.0 1.7 9.2 15.9 4.0 4.6 18.4
47.0 28.6 17.9 26.1 160.6 100.4 62.8 109.5

Railroad equipment. 10.9 — 1.6 2.2 5.4 25.5 — 1.9 3.6 17.6
Retail trade............ 35.4 16.2 29.5 33.0
Rubber and tires... 22.5 2.9 16.1 13.5
Steel........................ 73.0 — 10.4 11.7 48.1 149.4 —  16.8 25.1 98.8
Textiles and apparel 16.2 — 7.1 7.5 11.6
Tobacco (cigars). . . 0.5 0.6 0.8 0.9 0.8 0.9 1.2 1.6
Miscellaneous......... 1.4 0 1.1 2.1 2.7 — 0.2 1.9 3.0

Total
401 cos. 2nd quar. 472.8 141.9 252.1 364.6
558 cos. 1st half.. 1,138.4 364.2 635.2 955.2

137 Class I railroads,
net income.......... 23.5 —74.3 —47.2 1.6 38.9 — 180.0 —90.0 — 12.0

94 Telephone com
panies, net operat
ing income.......... 58.6 52.8 60.7 61.9 118.9 102.8 117.3 124.4

68 Other public utili
ties, net income.. 69.1 57.2 66.8 68.3 143.0 123.4 141.2 152.7

— Deficit.

F o r e ig n  E x c h a n g e s
The New York free market for the pound sterling seems to have virtually disappeared during the past month as the result of the progressive drying up of the
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supply of sterling balances which had been held in  
Am erican accounts before the Ju ly  restrictive B ritish  
regulations became effective on Ju ly  18. A fter ending 
Ju ly  a t $3.83%, the pound ra te  continued to advance 
irregularly  du ring  the first half of A ugust under the 
stim ulus of a covering dem and and touched a high of 
$4.03% on A ugust 16. The free ra te  had thus, for the 
first time since October, 1939, reached p a rity  w ith the 
official ra te  a t which the B ritish  authorities supply 
sterling against dollars. D uring  the la tte r  p a r t of the 
month, the free ra te  for the pound fluctuated narrow ly 
around the official rates, holding w ith in a range of $4.00- 
$4.03%.

A t the beginning of the w ar, the B ritish  inaugurated  
exchange control and fixed official buying and selling 
rates for the dollar, and a t th a t time the New York 
sterling  ra te  became distinct from  the London rate. The 
free m arket in sterling  was a t first supplied prim arily  by 
w ithdraw als of existing foreign owned balances from  
London and the proceeds of im ports into the sterling 
area which were paid  fo r in  sterling which could not be 
converted into other currencies th rough the official 
London m arket. Sales of foreign held sterling securities, 
no doubt, were also an im portan t factor in  the supply in 
the free m arket du ring  the early months of the war. 
Despite a tem porary reaction to as low as $3.75 in  
September, 1939, accompanying some downward revision 
of the official buying ra te  for dollars, the free ra te  
fluctuated fa irly  close to the official level du ring  the first 
six months of the war, since foreigners were able to use 
free-m arket sterling in  paym ent for exports from  the 
sterling  area. By means of new exchange regulations 
imposed on M arch 8, 1940 (and somewhat reenforced on 
Ju n e  8), the B ritish  authorities took steps to eliminate 
th is possibility and as a resu lt of th is reduction in  the 
dem and for free-m arket sterling, together w ith  the psy
chological reaction to the German m ilitary  successes in 
E urope, New Y ork quotations for the pound dropped 
to an all-time low of $3.00 on May 10. Subsequent restric
tions on the supply of unofficial sterling in  th is m arket, 
however, particu larly  as the resu lt of the regulations, 
effective Ju ly  18, finally were instrum ental in  strengthen
ing the free ra te  to a level more or less in  line w ith the 
official rates quoted by the B ank of England.

On A ugust 21 a fu rth e r  m easure was taken by the 
B ritish  authorities, presum ably for the purpose of 
tigh tening the exchange control and preventing the 
redem ption of B ritish  currency held in  the occupied te r r i
tories of Europe. Subject to  certain  exemptions, B ritish  
bank notes m ay no longer be im ported into the U nited 
Kingdom. Bank of E ng land  notes are now quoted in  this 
m arket a t about $2.90.

Swiss exchange appeared to have continued in  dem and 
throughout the greater p a r t  of A ugust. On A ugust 12 
the ra te  for the Swiss franc  was allowed to appreciate 
from  $0.2274 to about $0.2279, near which level i t  has 
subsequently remained. The Canadian dollar, which 
showed a firm tendency in  the m arket du ring  Ju n e  and 
Ju ly , held steady du ring  most of the past m onth a t a 
discount of around 13 per cent.

Among the L atin  Am erican exchanges, the Cuban peso 
weakened somewhat in  term s of the dollar du ring  the

past month and the Mexican peso, which firmed to about 
$0.2030 in Ju ly , moved irregu larly  lower to about $0.2006 
at the end of A ugust.

G o ld  M o v e m e n ts
Im ports of gold into the U nited States declined fu rth e r  

during A ugust from  the peak reached in  June, bu t still 
continued in substantial volume. Gold held under ear
m ark for foreign account a t the F ederal Reserve Banks 
decreased about $60,000,000 du ring  the m onth to a to tal 
of about $1,700,000,000 a t the end of A ugust. The gold 
stock of the U nited States increased about $450,000,000 
during  the month.

As reported by the D epartm ent of Commerce, a to ta l of 
$320,500,000 of gold was im ported in  the four weeks 
ended A ugust 21. Of th is am ount, $213,100,000 came 
from  Canada, $50,600,000 from  the U nited Kingdom, 
$11,500,000 from  P ortugal, $10,100,000 from  South 
A frica, $8,300,000 from  Colombia, $4,600,000 from  
Brazil, $4,300,000 from  the N etherlands Indies, 
$3,600,000 from  Sweden, $3,200,000 from  Mexico, 
$2,900,000 from  the Philippines, $2,700,000 from  H ong 
Kong, $700,000 from  P eru , and $700,000 from  B ritish  
India.

C e n t r a l  B a n k  R a t e  C h a n g e s
According to a recently published report, the Reserve 

B ank of New Zealand lowered its discount ra te  from  
3 per cent to 2 per cent on May 27. The higher ra te  
had been in force since Septem ber 6, 1939.

E m p lo y m e n t  a n d  P a y r o l l s
D uring  Ju ly , working forces and payrolls of New York 

State factories rose somewhat above the Ju n e  levels, con
tra ry  to the usual seasonal tendency. F u r th e r  employ
m ent increases were reported  in  the shipbuilding, a ir 
craft, m etal working, and m achinery industries, which 
have been particu larly  stim ulated by w ar and N ational 
defense orders, and m anufacturers of textiles and m en’s 
clothing also employed more workers th an  in  June. The 
largest gain occurred a t the seasonally active canning 
and preserving p lants which, as usual, more th an  doubled 
their working forces between Ju n e  and Ju ly . W om en’s 
apparel firms, however, continued th e ir  seasonal layoffs. 
Compared w ith Ju ly , 1939, to ta l factory employment was 
10% per cent greater and payrolls were 14% per cent 
larger.

In  the country as a whole, i t  is estim ated th a t over
130,000 more persons were a t work in  nonagricultural 
pursu its  th an  in  June, and th a t over 1,000,000 more 
persons were employed in  such occupations th an  in  Ju ly , 
1939. The largest employment gains occurred in  Federal, 
State, and  local governments, in  building construction, 
and in  transporta tion  and  other public utilities. However, 
re ta il trade establishments, as usual, curtailed th e ir work
ing forces considerably du ring  Ju ly .

There was little  change in  factory  employment between
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Jun e  and Ju ly , and payrolls decreased slightly although 
the decline was no t so great as is usual at this time of 
year. S tim ulated in  varying degrees by the w ar and the 
N ational defense program , employment increases 
occurred in  the a ircraft, shipbuilding, engine, and 
machine tool industries, as well as in  p lants producing 
iron and steel, shoes, cotton and woolen textiles, and 
m en’s clothing. O ther concerns which added to their 
working forces in  Ju ly  were canning factories, radio 
m anufacturing plants, slaughter houses, and book and 
job p rin tin g  establishments. A ll these gains, however, 
were practically  offset by the large seasonal layoffs at 
automobile p lants and wom en’s clothing factories. Total 
factory employment was 6% per cent above the level of 
a year before, and payrolls were 14 per cent greater.

P r o d u c t io n  a n d  T r a d e
From  early  indications—with allowance for the usual 

seasonal influences—it appears th a t general business 
activity  du ring  A ugust rem ained close to the level p re 
vailing in  Ju n e  and Ju ly . Steel mill operations averaged 
around 90 per cent of capacity, reaching 91%  per cent 
during  the final week, com pared w ith an  average of 
about 87% per cent for the m onth of Ju ly . The con
tinued rise in steel mill activity this sum m er has resulted 
in  a record ra te  of ou tpu t fo r th is time of year, as is 
shown in  the accompanying diagram . Automobile assem
blies reached the low fo r the year in  the early p a r t of 
A ugust, subsequently increasing each week as produc
tion of 1941 models gained momentum. E lectric  power 
production was higher th an  in  Ju ly , while railw ay 
fre igh t traffic was little  changed. Cotton mill activ
ity  appears to have been well m aintained, and although 
sales fell below ou tpu t du ring  the first half of the 
month, they subsequently expanded, particu la rly  in  p r in t 
cloths. F rom  prelim inary  figures it appears th a t d ep art
m ent store sales showed more th an  the usual seasonal 
advance du ring  August.

Despite fu rth e r  acceleration of operations in  indus
tries stim ulated by the w ar and  by N ational defense 
preparations, the general level of business activity  ap
pears to have been little  changed between Ju n e  and

THOUSANDS OF
GROSS TONS

70 MONTHLY REVIEW,

Daily Average Steel Ingot Production (August, 1940, estimated)

Ju ly , following the u p tu rn  of the two previous months. 
This b an k ’s broad index of production and trade, sea
sonally adjusted , was 91 per cent of estim ated long term  
trend  in  both Jun e  and Ju ly , com pared w ith 88 in  May, 
87 in A pril, and 84 in Ju ly , 1939. Among the subordi
nate group indexes, pronounced gains occurred in  the 
production of p roducers’ goods. A num ber of im portant 
w ar m aterials are included in this index. Some reduction 
was indicated in the flow of goods in  p rim ary  trade 
channels, in  consum ers’ goods industries, and in  re ta il 
trade.

SEPTEMBER 1, 1940

(Adjusted for seasonal variations and estimated long term  trend; 
series reported in  dollars are also adjusted for price changes)

1939 1940

Ju ly M ay June Ju ly

Index of Production and Trade 84 88 91p 91p
Production of:

Producers’ durable goods....................... 69 80 86p 9 lp
Producers’ nondurable goods................. 96 93 94p 97 p

Consumers’ durable goods...................... 58 70 7 Op 67p
Consumers’ nondurable goods............... 93 95 97 p 95 p

P rim ary d is trib u tio n .................................... 79 85 90 p 88p
D is tribu tion  to  consumer........................... 89 92 96 p 93p

Industrial Production
76 86 110 118

Automobiles r ............................................ 66 85 81 74
Bitum inous coal............................................ 83r 99 93 99p
Crude petro leum ........................................... 88 91 88 83 p
E lectric power............................................... 93 98 99p 98p
Cotton consum ption.................................... 105 99 102 109
W ool consumption........................................ 116 88 97 IlO p

112r 90 95 p 99p
M eat packing................................................. 93 101 102 97
Tobacco products r ...................................... 88 94 99 89

Manufacturing Employment
92 93 94pEm ploym ent.................................................. 88

Man-hours of em ploym ent......................... 82 86 87 87 p

Construction
Residential build ing contracts................... 43 46 48 55
Nonresidential build ing  and engineering

52 53 54 71

Prim ary Distribution
Ry. fre ight car loadings, mdse, and misc. 78 81 85 83
R y. fre ight car loadings, o ther.................. 79 91 93 95

87 100 114 106p
75 71 82 82p

Distribution to Consumer
Departm ent store sales (U .S.)................... 85 85 89 89p
Grocery chain store sales............................ 93 96 97 96p
Varie ty chain store sales............................. 100 96 102 98p
M a il order house sales................................. 95 98 100 94
New passenger car sales r ......................... 66 75 92 82p

Velocity of Deposits*
Velocity of demand deposits, outside New

Y ork  C ity  (1919-25 average=100). . .  . 58 58 54 53
Velocity of demand deposits, New Y ork

C ity  (1919-25 average— 100)................ 31 27 24 24

Cost of Living and Wages*
Cost of liv ing  (1926 average=100)........ 82 83 83 p 83 p

I. Wage rates (1926 average=100)............... 111 114 114p 114p

p Prel im inary. r Revised. *  N o t adjusted for trend.

F o r e ig n  T r a d e
Accom panying the elim ination of France, in  addition 

to other blockaded areas of continental Europe, as a 
foreign outlet for A m erican products, to tal merchandise 
exports from  the U nited States declined during  J u ly ;  
the value of exports a t $317,000,000 was $33,000,000, or 
nearly  10 per cent, below the com paratively high level 
of June. Increased exports from  th is country to the 
U nited Kingdom  during  Ju ly  appear to have p a rtly  
compensated for the loss of the F rench  m arket. (U nited
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States shipm ents to F rance in  the p a r t of Jun e  p rio r 
to its capitu lation am ounted to $47,000,000.) Moreover, 
“ general”  im ports, valued a t $232,000,000, exceeded the 
Jun e  figure by $21,000,000 or 10 per cent. The export 
balance was thus reduced from  $139,000,000 in  Ju n e  to 
$85,000,000 in Ju ly , the la tte r figure being the smallest 
excess of exports for any m onth since last November, 
although substantially  la rger th an  th a t of J u ly  a 
year ago.

The value of both exports and im ports was about 38 
per cent higher th an  in  Ju ly , 1939. F o r  the eleven 
m onths since the E uropean w ar began (September- 
Ju ly )  exports from  the U nited States am ounted to 
$3,666,000,000, or 36 percent more than  in  the com
parable 1938-39 period; for the same period im ports, 
valued a t $2,405,000,000, showed a 23 per cent rise.

A decline of $32,000,000, or 15 per cent, from  Ju n e  
to Ju ly  in  the value of exports of finished m anufactures 
accounted for almost the entire reduction in  to tal domes
tic exports between these two months. On the other 
hand, increases in exports of wholly and p a rtly  finished 
m anufactures over Ju ly , 1939 were prim arily  respon
sible for the year-to-year gain in  the aggregate, as the 
accompanying table indicates. Substantial decreases 
from  the previous m onth were reported in  exports of 
a irc ra ft and w ar m aterials generally, as well as in  m etal 
working m achinery, bu t all of these were fa r  larger 
than  a year ago. E x p o rt shipm ents of copper (reflect
ing sizable Japanese tak ings), of iron and steel products, 
and of industria l chemicals were larger th an  in  either 
the previous m onth or Ju ly , 1939, while exports of re 
fined petroleum  products, automobiles, and semimanu
factures of alum inum  were smaller. Among the crude 
m aterials, exports of cotton and coal were somewhat less 
than  in June, bu t continued well above a year ago. 
W hile exports of m anufactured  foodstuffs were gener
ally sm aller than  last year, such items as lard , and 
canned fish and dairy  products showed large gains over 
both the previous m onth and Ju ly , 1939. E xports of 
corn and also of woodpulp were larger than  in  Ju n e  
and wTere m any times the small am ounts of a year ago.

Owing to an unusually  large volume of im ports going 
into customs warehouses during  Ju ly , im ports for con
sum ption (on which the analysis by groups and ind i
vidual commodities is based) were valued a t $14,000,000 
less th an  “ general’’ im ports for th a t month. N everthe
less, im ports for consumption, valued a t $218,000,000, 
were $12,000,000 larger than  in  Jun e  and $47,000,000

( In  m illions of dollars)

Value Ju ly, 1940 |

Change in  value of

t E xports* 
Ju ly, i940 

compared w ith

Im p o rts **  
Ju ly, 1940 

compared w ith

E xports* Im p o rts **
June,
1940

July,
1939

June,
1940

July,
1939

Crude materia ls...................
Crude foodstuffs..................
Manufactured foodstuffs...
Semimanufactures...............
Finished manufactures. . . .

32.0
7.7

12.7
75.5

184.4

85.2
24.9
22.6
45.4
39.7

—  1.6 
+  1.2 
+  1.4
—  0 .8  
— 32.3

+  2.3 
+  3 .0  
—  2.3  
+ 2 9 .6  
+ 5 3 .0

+ 1 4 .7  
+  1.3 
—  8.7  
+  0 .3  
+  4 .8

+ 3 5 .2  
+  3 .2  
—  5 .2  
+  8 .5  
+  5.7

T o ta l.......................... 312.3 217.8 — 32.1 + 8 5 .6 + 1 2 .4 + 4 7 .4

^Domestic exports only. **Imports for consumption.

more than  in J u ly  of last year. Reflecting in  some 
measure expansion in industria l dem and as well as the 
effort to accumulate reserves, im ports of such foreign 
produced raw  m aterials as uncut diamonds, silk, and 
rubber showed exceptionally large increases over both 
the previous m onth and a year ag o ; wool receipts, 
although somewhat sm aller th an  in June, also registered 
a substantial gain over Ju ly , 1939. Among wholly and 
p a rtly  m anufactured  goods, im ports of burlap , works 
of a rt, and inedible expressed oils showed especially 
large increases, and receipts of new sprint paper, tin , 
and nickel also registered considerable advances over a 
year ago. Im ports of most crude foodstuffs, especially 
cocoa, were larger th an  in  either the previous m onth or 
Ju ly , 1939; on the other hand, im ports of liquors, which 
were unusually  large in  June, edible vegetable oils, and 
sugar showed reductions from  the previous month.

B u i ld in g
Owing especially to a large volume of awards arising 

from  the defense program , to tal construction contracts 
placed during  Ju ly  in  the 37 States included in  the 
F . W. Dodge Corporation survey were a t the highest 
level for th a t m onth since 1929. Construction awards 
in Ju ly  for publicly financed work constituted the largest 
proportion of the to tal for any m onth this year—slightly 
over 50 per cent. The daily ra te  of all contract awards 
was 23 per cent above th a t of the previous m onth and 
exceeded the Ju ly , 1939 figure by 38 per cent. The in 
crease during  Ju ly  offset the effect of less favorable 
year-to-year comparisons in  the early  m onths of 1940, 
and brought the to tal for the first seven months of this 
year to a level slightly higher than  in the correspond
ing 1939 period.

All of the m ajor construction categories du ring  Ju ly  
contributed in  some measure to the gains in  the aggre
gate except contracts for public purpose buildings, which, 
while 12 per cent la rger th an  in  June, showed a slight 
decline from  Ju ly  a year ago. A threefold increase was 
recorded in  the industria l type of construction over both 
the previous m onth and Ju ly , 1939, and commercial 
building awards showed advances over those months of
21 per cent and 91 per cent, respectively owing almost 
entirely  to defense projects. Contracts for heavy engin
eering projects, reflecting especially F ederal contracts for 
construction work on airpo rts  a t a num ber of different 
points, were 22 per cent higher th an  in either the previous 
m onth or Ju ly , 1939. In  addition, there was a small 
increase over the Ju n e  average in  residential building 
awards, con trary  to the usual declining tendency between 
these two months, and contracts for this type of construc
tion were 34 per cent higher th an  in  Ju ly  of last year.

In  New York and N orthern  New Jersey, the daily 
average ra te  of contract aw ards in  J u ly  showed an  in 
crease of 17 per cent over the previous m onth and of 
16 per cent over the com paratively low level in  Ju ly  
of last y ea r; the volume, however, was 7 per cent less 
th an  in  Ju ly  of 1938. Owing to the aw arding of sizable 
contracts fo r subway construction and for the elim ina
tion of ra ilroad  grade crossings in  M etropolitan New 
York, contracts du ring  J u ly  fo r public u tility  construc
tion in  the New York and N orthern  New Jersey  area
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showed large gains relative to both the previous m onth 
and Ju ly , 1939. Aw ards for commercial, industria l, and 
residential buildings also registered considerable ad
vances, bu t contracts fo r public purpose building and 
public works projects were smaller. F o r the first seven 
m onths of 1940 to ta l contract aw ards were 18 per cent 
below the level in  the comparable 1939 period. W ith  the 
exception of commercial and industria l building, awards 
for which were 25 per cent higher than  in  the first 
seven m onths of 1939, all the principa l construction 
classifications showed unfavorable comparisons w ith the 
corresponding period of last year.

F o r the first two weeks of A ugust the daily  average 
ra te  of construction contract aw ards in  the 37 States 
declined 2 per cent from  Ju ly , bu t were one-third larger 
th an  in  the corresponding period of A ugust, 1939.

C o m m o d i ty  P r ic e s
Leading wholesale commodity m arkets were character

ized by mixed price movements during  A ugust, and 
the net changes in  prices fo r the m onth as a whole were 
mostly small. The B ureau of Labor S tatistics daily index 
of 28 basic commodities d rifted  lower during  the first 
half of the month, to a po in t only 5%  per cent above the 
average for the prew ar m onth of A ugust, 1939, bu t the 
index subsequently recovered to the level prevailing in 
the middle of Ju ly .

Reflecting the effect of a large supply of w heat in  this 
country and Canada, as well as the uncerta in  outlook 
for foreign dem and, wheat quotations in  the middle of 
A ugust dropped to the lowest levels since last summer. 
Subsequently, however, as a large volume of the new 
wheat crop moved into the Governm ent loan stocks, 
wheat prices regained a considerable p a r t of the previous 
losses. The cash quotation fo r spring  w heat in  M innea
polis a t 72%  cents a bushel showed a decline for the m onth 
of 5%  cents, however. Accom panying reports early in 
the m onth of unfavorable w eather and indications of a 
lim ited am ount going into the “ f re e ”  m arket, corn prices 
were firm ; the closing cash quotation a t 64% cents a 
bushel showed little  net change from  the end of Ju ly . 
On A ugust 22 sugar was down to 2.61 cents a pound— 
the lowest quotation since December, 1934—but the price 
la ter recovered to 2.73 cents, apparen tly  in  response to 
the eight m onth extension of world quota certificates and 
announcem ent by the D epartm ent of A griculture on 
A ugust 26 of a reduction in  the im port quotas. Iiog  
quotations continued to advance throughout most of the 
m onth and a t $7.18 a hundredw eight showed a gain of 
$1.08 from  the end of J u ly ;  steers were up $1.55 for the 
m onth and a t $11.38 a hundredw eight on A ugust 27 were 
the highest since the fa ll of 1937.

The loss of export m arkets continued to be a m ajor 
factor in  the decline in  cotton prices du ring  August. 
Despite the announcem ent of a sharp  reduction in  the 
carryover and an estimate of lower production for this 
year, the average spot quotation a t 10 Southern m arkets 
decreased 66 points to 9.40 cents a pound. V irtua lly  no 
change occurred in  silk prices du ring  the month, bu t 
wool tops rose 5%  cents to $1.04 a pound, reflecting 
prospective purchases of piece goods for the Arm y. On 
the other hand, the price of rubber receded.

Some streng th  in  the m etal m arkets became apparen t 
about the middle of A ugust. Following a decline early 
in the m onth in  the domestic copper price, customs 
smelters advanced their price on A ugust 20 to 11 cents a 
pound, equal to th a t quoted by prim ary  producers. 
Despite estim ated Japanese purchases am ounting to
40,000 tons, however, the export price lagged a t the low 
level of 9.90 cents a pound from  A ugust 7 th rough the 
rem ainder of the month. On A ugust 14 the price of zinc 
was increased to 6.50 cents a pound, the first advance 
since Ju n e  3; the supply was reported  to be the lowest 
in four years. Reductions early in  the m onth in  the price 
of lead were v irtually  canceled by an advance on A ugust
21 to 4.90 cents a pound. T in declined to 50.55 cents a 
pound on A ugust 23, bu t subsequently recovered a small 
p a r t of the loss. Scrap steel a t P ittsbu rg h  showed a net 
advance of 25 cents to $18.75 a ton.

D e p a r t m e n t  S to re  T r a d e
F o r the three weeks ended A ugust 24, to tal sales of 

the reporting  departm ent stores in th is D istric t were 
about 11 per cent higher than  in  the corresponding 1939 
period, owing in  p a r t to an unusually  large gain in the 
th ird  week. In  th a t week the cool w eather stim ulated 
sales of fa ll m erchandise, and a more active dem and for 
home furn ish ings also was reported. The daily ra te  of 
sales for these three weeks of A ugust showed more than  
the usual seasonal advance from  Ju ly .

In  Ju ly  to tal sales of the reporting  departm ent stores 
in  th is D istric t were about 8 per cent higher th an  in 
Ju ly , 1939, and the daily rate  of sales showed some
w hat less th an  the custom ary seasonal decline from  the 
Ju n e  level.

Percentage 
% , change 
' Ju ly , 1940 

compared w ith  
Ju ly, 1939

Per cent of 
accounts 

outstanding 
June 30 

collected in  Ju ly

Loca lity

N et
sales

Stock 
on hand 
end of 
month 1939 1940

New Y o rk  and B ro ok lyn ................................ +  7 .1 
+• 8 .0  
+ 1 3 .2  
+ 1 7 .1  
+  9 .1  
+ 1 1 .1  
+  6 .3  
+  0 .4  
+  6 .0  
+1 0 .9  
+  5.6 
+  0 .3  
+ 1 1 .3

+  0 .6  
+  3 .7  
+  7 .6  
+ 1 0 .4  
+  6 .7  
+  2.1 
+  0.9

46.9 47.9
45.1 44.4
55.4 53.2
37.0 37.9

N orthern New Jersey...................................... 38.6 34.4
38.4 39.4
33.2 33.1

Northern New Y o rk  S tate..........................
Southern New Y o rk  S ta te ..........................
Central New Y o rk  State.............................
Hudson R iver Valley D is t r ic t...................
Westchester and Stam ford.........................
N iagara F a lls .................................................

A ll department stores.............................. +  8 .1 +  2 .3 43.9 42.9

Apparel stores............................................ +  5 .9 —  6 .5 42.4 43.4

Indexes of Departm ent Store Sales and Stocks, Second Federal Reserve D is tr ic t 
(1923-25 average == 100)

1939 1940

Ju ly M ay June Ju ly

Sales (average daily), unadjusted................. 63 85 89 67
Sales (average daily), seasonally ad jus ted .. 89 88 92 94

Stocks, unadjusted............................................ 67 79 74 68
Stocks, seasonally adjusted ............................ 77 77 78 79
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation (1935- 

1939 averages 100 per cent)
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Member Bank Reserves and Related Items
(Latest figures are for August 7)

Business C onditions in th e  U nited  States
(Summarized by the Board o f Governors of the Federal Reserve System)

V OLUME of industrial output was steady during July and the first half of 
August, after a rapid expansion in May and June. Employment continued 

to increase. Reflecting mainly awards for National defense projects, construc
tion contracts rose to the highest level in ten years. Prices of basic commodi
ties declined somewhat further.

P roduction
In July the Board’s revised index o f industrial production stood at 121 

per cent o f the 1935-39 average, according to preliminary data. This is the 
same as in June and 17 points above the level prevailing a year ago before the 
outbreak of war. In most lines activity was maintained at the levels reached 
in June or increased further.

Steel production in July was at about 85 per cent of capacity and in the 
first half o f August there was an increase to about 90 per cent. Production of 
pig iron and coke and output of nonferrous metals were also in large volume. 
In the machinery, shipbuilding, and aircraft industries, where new orders had 
been large during the first half of the year and a considerable backlog of 
unfilled orders had accumulated, activity was maintained at high levels in 
July, although ordinarily there are declines at this season. Lumber production 
declined sharply early in July but has subsequently increased accompanying 
a considerable rise in new orders.

In the automobile industry output declined sharply in July and the first 
half of August as plants were closed to prepare for the shift to new model 
production. The decline was greater than at this season in other recent years, 
reflecting the fact that production had been at high levels during the first half 
o f 1940 and large stocks had accumulated. These stocks were reduced con
siderably in July as production was curtailed and retail sales continued large.

Textile production increased considerably further in July, reflecting chiefly 
a marked rise in activity at woolen mills where output is still below the levels 
of a year ago. Production o f cotton and rayon textiles was maintained in 
July and was in larger volume than last summer, while activity at silk mills 
increased somewhat from the exceptionally low level reached in June. Shoe 
production increased seasonally, while output of manufactured foods, which 
in June had been unusually large for that time of year, showed less than the 
customary increase in July.

Coal production has risen further and shipments o f iron ore down the 
Lakes have continued at near-capacity rates. Petroleum production has been 
curtailed sharply, however, reflecting partly a continued high level o f stocks 
of petroleum products.

Value of new construction work undertaken increased sharply in July, 
owing mainly to a further rise in public construction, and was at the highest 
level in the past decade, according to reports of the F. W. Dodge Corporation 
and the Federal Reserve Bank o f San Francisco. Awards for both residential 
and nonresidential private building increased somewhat, although some decline 
is usual at this season.

D istribution
Distribution of commodities to consumers was sustained in July at about 

the levels prevailing in the first half o f the year. Sales at department stores 
declined more than seasonally, while sales at variety stores showed little change, 
although a decline is usual in July.

Total freight car loadings increased seasonally in July. Shipments of 
grain showed a considerable rise and loadings of coal and coke continued to 
advance, while shipments of miscellaneous freight, which include most manu
factured products, declined by somewhat more than the usual seasonal amount.

Commodity Prices
Prices o f basic commodities declined somewhat further from the middle 

of July to the middle of August, with decreases chiefly in prices of commodi
ties influenced by foreign supplies, such as lead, rubber, cocoa, and coffee. 
Prices o f steel scrap and zinc, on the other hand, advanced somewhat in this 
period.

A griculture
Prospects for most crops showed little change in July, according to the 

Department o f Agriculture. Production this year is expected to approximate 
the 1929-38 average and, considering carryovers, supplies of most crops will 
be large. Conditions for wheat and oats improved during July, while the corn 
crop showed some deterioration. A  cotton crop of 11,429,000 bales was indi
cated for this season as compared with 11,817,000 bales last season.

B a n k  Credit
Total loans and investments at reporting member banks in 101 leading 

cities increased substantially during the five weeks ended August 14, owing 
mainly to purchases of direct and guaranteed securities newly issued by the 
United States Government. Sale of these securities caused a large increase in 
Treasury balances with the Federal Reserve Banks. As a result o f this tempo
rary development, excess reserves declined by $450,000,000 in this period despite 
an increase o f over $500,000,000 in monetary gold stock.
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MONTHLY REVIEW
o f  C r e d it  a n d  B u s in e s s  C o n d it io n s

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Eeserve Bank, New York October 1 , 1 9 4 0

M o n e y  M a r k e t  in  S e p te m b e r
There was only a small increase, during  September, 

in  the am ount of bank credit in use, despite rising general 
business activity and the acceleration of N ational defense 
preparations. The use of bank credit in  financing new 
plants and equipm ent, made necessary by defense orders, 
is expected to increase, however, w ith the adoption by 
the Government of a bankable form  of contract relating  
to such orders and the passage of legislation perm itting  
the assignm ent of such contracts as security for bank 
loans. On September 25, the N ational Defense Advisory 
Commission announced th a t the Federal Reserve Sys
tem, a t the request of the Commission, had made a test 
survey of the am ount of bank credit which m ight be 
available for use in expanding the production facilities 
of the nation. This survey, covering a representative 
num ber of banks in each F ederal Reserve D istrict, con
firmed what had previously been assumed, namely, th a t 
the commercial banks of the country are eager to do 
their p a r t in the N ational defense program , and stand 
ready w ith ample funds to fu rth e r in any way they 
properly can the financing of defense measures. D uring 
the test period (two days) when the survey was made, 
only a num erically small portion of the n a tio n ’s banks 
could be reached, bu t the am ount of credit which 
these banks indicated they m ight extend was a t least 
$3,000,000,000, and re tu rns from  other banks which were 
not included in the survey w7ould have added to this 
total. P a rtly  as a consequence of th is survey, the N ational 
Defense Advisory Commission has fe lt able to state that, 
as soon as pending legislation has been passed to allow 
the form  of contract developed by the Commission to 
be assigned as security for bank loans, m anufacturers 
needing to expand their p lants or improve the ir equip
ment, on account of the defense program , should have 
no trouble in obtaining funds for construction prom ptly 
and a t low rates of in terest th rough the ir usual bank
ing connections.

E arlie r in the month, the F ederal Loan A dm inistra tor 
had announced th a t between Ju n e  25 and September 18 
the Reconstruction Finance Corporation had made 112 
loans and commitments, am ounting to $559,000,000, to 
aid in the N ational defense program ; of th is am ount 
approxim ately $308,000,000 was made available to three 
Government corporations created to acquire reserve 
stocks of rubber, gasoline, and certain  metals.

The supply of money market funds increased further,

in September, and on September 25 excess reserves of 
all member banks am ounted to $6,650,000,000, showing 
an increase of $320,000,000 since A ugust 7. They re
mained $230,000,000 below the peak of $6,880,000,000 
reached on Ju ly  17, however, because of a net increase 
since th a t date of more than  $500,000,000 in T reasury 
deposits in the Reserve Banks resulting from paym ents 
fo r new security issues on Ju ly  22 and A ugust 1.

One of the factors acting to restra in  the rise in excess 
reserves, in the face of continued, though smaller, in 
creases in the gold stock of the United States in Septem 
ber, has been a continued rise in the am ount of money 
in circulation. F o r m any months the am ount of money 
in circulation has been rising, both in actual volume and 
a fte r adjustm ent for usual seasonal changes, and has 
reached a new high level, as the accompanying diagram  
indicates. Weekly changes in circulation have exceeded 
the usual rise in periods of seasonal expansion and have 
failed to show the usual drop in periods of seasonal con
traction, or even in some weeks have increased at times 
when decreases are usual. The actual am ount of cu r
rency in circulation (outside the Reserve Banks and the 
T reasury) on September 4 reached $8,092,000,000, at the 
culm ination of the Labor Day demand, and on Septem 
ber 25 was only slightly less. This represents an increase 
of more th an  $800,000,000 since September, 1939, and a 
rise of about $2,650,000,000 since September, 1934. The 
rise in currency circulation during  the past year appears

Changes in Money in Circulation, Seasonally Adjusted
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to have resulted from  the increase in business activity, 
with the concurrent rise in payrolls and reta il trade, as 
well as from  an increase in idle holdings of currency. 
The curren t low level of money rates offers little  incen
tive to the prom pt depositing of idle currency, and 
conditions in foreign countries have probably induced 
the holding of substantial am ounts of currency in  this 
country or abroad by foreigners. A t periods of crisis 
in E uropean conditions during  the past two years, ra ther 
large am ounts of U nited States currency were shipped 
abroad, bu t in recent m onths such shipm ents have been 
com paratively small.

A nother p rincipal factor which has restrained  the rise 
in excess reserves during  the past two months, in  the 
face of the continued m ounting of the co u n try ’s gold 
stock, has been an increase of $118,000,000 in  foreign 
deposits in the Reserve Banks since A ugust 7. This 
represents largely the deposit in  the Reserve Banks of 
the proceeds of sales of gold to the U nited States by 
foreign countries which have exceeded disbursem ents 
from such accounts for w ar and other purposes. On 
September 5 the item “ Foreign b an k ”  deposits in  the 
F ederal Reserve B anks’ weekly statem ent of condition 
was changed to “ F o re ig n ”  deposits. I t  was announced 
th a t a t the request of, and under au thority  granted  to it 
by, the Secretary of the Treasury, the Federal Reserve 
Bank of New York, as fiscal agent of the U nited States, 
had opened accounts fo r certain  foreign governments. 
The funds in these accounts previously had been held 
a t th is bank in  the name of foreign central banks which 
were acting as fiscal agents for the ir respective govern
ments.

An increase of approxim ately $100,000,000 in the 
am ount of reserves required  to be held by all member 
banks, accompanying some increase in dem and and in te r
bank deposits in  these banks, has also been a sizable 
factor in  restra in ing  the grow th of excess reserves since 
early A ugust. Changes in  excess reserves and the p rin c i
pal factors causing such changes from  the Ju ly  17 high 
to the A ugust 7 low and for the subsequent period are 
indicated in  the following table.

Effect on member bank reserve position 
(In millions of dollars)

July 17 to 
Aug. 7

Aug. 7 to 
Sept. 25

Increase in gold stock......................
Change in Treasury cash, and de

+312 +598
posits with F. R. Banks............... —722* +108**

Increase in money in circulation. . . — 57 — 161
Increase in foreign deposits............. — 93 — 118
All other items—net......................... — 17 — 10

Change in member bank reserves. . . —577 +417
Change in excess reserves................ —550 +320

connected w ith refunding  of outstanding securities. 
Loans to brokers and dealers in securities, includ
ing U nited States Government security dealers, rose 
$27,000,000, probably owing largely to operations of the 
la tte r a t a time when announcem ents of offerings of new 
Government security issues were expected by the m arket. 
Loans for miscellaneous purposes, not otherwise classi
fied, also showed a fu rth e r  rise in  the four weeks ended 
September 18.

D irect U nited States Governm ent security holdings 
were reduced $106,000,000, following the increase which 
occurred in  J u ly ;  $62,000,000 of the decline, however, 
represented a drop in T reasury  bill holdings, and 
$25,000,000 a decline in T reasury notes, w ith reductions 
reported both a t New York City banks and a t banks in 
other cities. T reasury bond holdings declined $19,000,000, 
as a reduction of $30,000,000 outside New York was only 
p artly  counterbalanced by a net increase of $11,000,000 
in holdings of New York City banks. Holdings of Gov
ernm ent guaran teed obligations were little  changed, 
while holdings of m unicipal and corporate securities in 
creased m oderately, owing entirely to a rise in New York 
City bank holdings.

A djusted  dem and deposits increased only slightly for 
the four week period ended Septem ber 18, bu t in terbank 
deposits rose more than  $300,000,000 to a new high, fol
lowing the declines which occurred in  the la tte r  p a r t 
of Ju ly  when paym ents were being made for new Gov
ernm ent securities.

Money Rates in New York

Stock Exchange call loans......................
Stock Exchange 90 day loans................
Prime commercial paper 4-6 months...
Bills—90 day unindorsed.......................
Average yield on Treasury notes (3-5

years)........ .........................................
Average yield on Treasury bonds (not

callable within 12 years)....................
Average rate on latest Treasury bill sale

91 day issue.........................................
Federal Reserve Bank of New York

discount rate.......................................
Federal Reserve Bank of New York buy

ing rate for 90 day indorsed bills. . .

Sept. 30,1939 Aug. 31, 1940 Sept. 30,1940

1
*1 H

V s -H
7/6

*1H

%
X r*A
We

0.98 0.51 0.45f

2.75 2.27 2.20
0.082 0.028 0.013

1 1 1

H X

1

* Increase in cash and deposits ** Reduction in cash and deposits
Member B ank Credit 

T otal loans and investm ents of reporting  banks in  101 
leading cities rose $104,000,000 fu rth e r  during  the four 
weeks ended Septem ber 18, reaching a new high since 
October, 1929; of this increase $91,000,000 occurred a t 
New York City banks. Commercial, industrial, and ag ri
cu ltu ra l loans rose $123,000,000 du ring  th is period, re 
flecting to  a considerable extent term  loan operations

* Nominal
t Change of +0.03 per cent from previous yields, due to dropping from the 

average the 1 per cent Treasury note issue of September 15, 1943 which ma
tures within three years.

Government Securities 
The Government securities m arket registered substan

tia l net advances for September, reflecting largely a 
strong price rise during  the th ird  week of the month. 
D uring the month, the average price of comparable long 
term  T reasury  bonds rose approxim ately %  of a point 
to w ith in %  of a point of the 1940 high which was reached 
in A pril before the intensification of the war, and 
w ithin %  of a point of the record high fo r long term  
T reasury bonds which was reached in  June , 1939. In te r
m ediate term  T reasury  bonds and T reasury  notes also 
advanced in price du ring  th is period, and likewise ap 
proached previous highs. On September 25, the T reasury 
offered holders of $737,000,000 of 1%  per cent T reasury 
notes, m atu ring  December 15, 1940, the privilege of 
exchanging them, p a r fo r par, for 2 per cent T reasury 
bonds m aturing  Ju n e  15, 1955, bu t redeemable a t the 
option of the T reasury on or a fte r Ju n e  15, 1953. None
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of the new issue of bonds was offered for cash subscrip
tion. Subsequently, some irreg u la rity  developed in Gov
ernm ent security prices, bu t closing prices of the month 
were not m aterially below the m o n th ’s highs.

The September 11 issue of T reasury bills was aw arded 
a t a price which yielded 0.038 per cent, the culm ination 
of a five week increase from  the 0.004 per cent basis 
a t which bills were sold on Ju ly  31 and A ugust 7. The 
issue dated Septem ber 18 was aw arded at 0.032 per cent 
and th a t of September 25 a t 0.013 per cent. T reasury 
bill financing continued in  the am ount of $100,000,000 
a week and replaced sim ilar m aturities.

Commercial P aper and B ills
In  the commercial paper m arket, the best grade com

m ercial paper, when available, continued to command a 
%  per cent ra te  in  September, and average grade prim e 
paper of 4 to 6 m onth m atu rity  was again quoted at 
y2 per cent for most of the volume and %  per cent for 
the rem ainder. Some expansion in the am ount of paper 
outstanding has occurred; commercial paper concerns 
reported a to tal of $244,700,000 of paper ou tstanding 
a t the end of A ugust, the largest am ount in  27 months. 
The A ugust 31, 1940, to tal was $13,000,000 higher th an  
a m onth before and $44,000,000 above a year ago.

The bill m arket rem ained extrem ely quiet during  Sep
tember. Dealers ’ offering rates rem ained largely nominal 
a t unchanged levels. The volume of bankers bills out
standing a t the end of A ugust totaled approxim ately 
$182,000,000, an am ount about $6,000,000 sm aller than 
in Ju ly  and $53,000,000 less than  a year previous. The 
decrease during  the past year is largely accounted for by 
contractions of $30,000,000 and $16,000,000, respectively, 
in bills based on goods stored in or shipped between 
foreign countries and bills draw n to finance exports.
S e c u r i ty  M a r k e t s

A firm undertone was evident in  the security m arkets 
du ring  much of Septem ber and presum ably reflected 
the quickening tempo of domestic business as National 
defense orders began to be placed in larger volume. How
ever, despite rising  business activity, the security m arkets 
showed hesitancy around the middle of the month, on 
reports of increasingly violent German bombing raids 
on London, and again a t the end of the month. The 
volume of trad in g  on the New York Stock Exchange was 
a t higher levels th an  in  A ugust, and on September 5 
about 1,250,000 shares changed hands—the largest to tal 
since Ju n e  12.

The average price of common stocks, as m easured by 
the S tandard  Statistics Company 90 stock index, con
tinued early in  September the rise noted late in August, 
and on September 5 a ttained the highest level since May 
13, having regained 62 per cent of the M ay-June de
cline. Share prices weakened in  following trad in g  ses
sions, in conjunction w ith intensified bombing of London, 
and reached the m on th ’s low on September 12. Two days 
la te r the combined index started  to move upw ard irreg u 
larly  and on September 23 approxim ately regained the 
level of September 5. The component groups in th is index 
followed a course generally sim ilar to the total, although 
ra il shares continued to make a be tte r th an  average show-

PR ICE

1p

t  Va

,90 STOCKS t 4 A i A / v' V«  / • » *

f, ,\ ! W

1 j 1
V  > r\  I * i \;

—  ‘ r ' i  \
11

W  i ,
1 1 j » .il 1

i />/ V^j.
/ h *

v  t-J

4 i
> >

__
__

__
__

__
_o

ORPORATE BONDS 1 /k A

I J *

w 1 I ..... I [ I 1 --------1-------- 1-------- 1----- -vu493S 193S 1340
Prices of Stocks and Baa Corporation Bonds (Standard Statistics 

Company 90 stock index and Moody's Investors Service 
average price of Baa bonds)

ing, having recovered, a t the ir high fo r the m onth, 87 
per cent of the M ay-June decline.

Prices of corporation bonds of the grade ra ted  Baa 
by M oody’s Investors Service moved up to equal the 
y e a r ’s high on Septem ber 7. D uring  the next seven 
trad in g  sessions they were at slightly lower levels, bu t 
on Septem ber 23 medium grade bonds advanced to the 
highest prices since M arch, 1937.

Quotations of high grade bonds moved w ithin narrow  
limits, bu t some rising  tendency was evident. On Sep
tem ber 18, the average price of M oody’s Aaa bonds 
equaled the May high, and subsequently advanced fu r 
th er to a new record high. P rim e m unicipal bonds 
continued to show streng th  and also reached new all- 
time highs.

The accompanying chart compares the recent recov
eries which have occurred in prices of medium grade 
bonds and of stocks, two of the more volatile classes of 
corporation securities. In  the case of Baa bonds, the 
loss which occurred du ring  the May decline this year 
has been fu lly  regained and near the end of September 
the average price stood a t the highest level in  three and 
one-half years. W ith  respect to common stock prices, 
only about two th ird s of the ab rup t M ay-June decline 
had been recovered by the la tte r  p a r t of September, 
p -
N e w  F in a n c in g

Despite rising price tendencies in  outstanding bonds, 
September, like A ugust, showed a decline in the volume 
of corporate and m unicipal new security issues floated. 
The m on th ’s to tal of $185,000,000 was the smallest for 
any m onth since September, 1939, im m ediately a fte r the 
outbreak of the war. A lthough num erous reports have 
appeared of plans for p lan t expansion in  connection 
w ith the N ational defense program , corporate financing 
am ounted to only $120,000,000, of which approxim ately 
one half represented refunding  operations. M unicipal 
aw ards to taled $65,000,000, or about the same as in 
A ugust. Most of the corporate issues were well received 
by investors and tow ard the end of the m onth were 
quoted a t premiums.

About $23,000,000 of the corporate securities were
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QUARTER QUARTER QUARTER
1938 1939 1940

Monthly Average Volume of Domestic Corporate Security Issues for 
Refunding for New Onital (In minions of dollars; 

third quarter 1940 data preliminary)

privately sold, including $11,000,000 W estern Massachu
setts Companies notes and $10,000,000 Potomac E lectric 
Power Company bonds. A large proportion of the 
corporate total was accounted for by the public offering 
of eight railroad equipm ent tru s t issues, six of which 
had been originally bought by the Reconstruction F inance 
Corporation and subsequently sold to a banking group.

On September 11, public offering was made of the 
first corporate new security issues to be released by the 
Securities and Exchange Commission in less than  tw enty 
days a fte r filing for registration, under the new legisla
tion perm itting  such action. The largest of these issues— 
$15,000,000 of Dow Chemical Company securities—the 
registration of which became effective in th irteen  days, 
consisted of $7,500,000 of 2%  per cent debentures of 
1950, priced at lO l1/? to yield 2.08 per cent, and 
$7,500,000 of 0.35 per cent to 2.05 per cent serial deben
tures, m aturing1 from 1941-50 and priced at p a r for all 
m aturities. The m onth’s largest issue, th a t of $30,000,000 
Southern California Gas Company 3 /̂4 per cent first 
mortgage bonds of 1970, was offered to the public on 
September 25, priced at 103V2 to yield 3.07 per cent.

M unicipal awards included $9,700,000 City of Detroit, 
M ichigan, 2%, 3*4, and 4 per cent refunding  serial bonds 
m aturing  from  1941-61, which were aw arded a t an 
in terest cost of 2.9144 per cent and reoffered to yield 
0.40 per cent to 2.98 per cent; also, $8,000,000 of New 
York City Housing A uthority  bonds. In  addition to 
these long term  issues, a num ber of short term  obliga
tions, aggregating $125,000,000, were sold.

The accompanying diagram  shows domestic corporate 
new security financing by quarters in recent years. The 
$190,000,000 m onthly average for the th ird  qu arter of
1940 was only slightly greater th an  th a t for either of 
the first two quarters of the year, although the portion 
of the total representing new capital ($59 000.000) ex
ceeded the volume of any sim ilar period darin g  the last 
two years.
G o ld  M o v e m e n ts

Shipments of gold to the United States continued to 
be received from a wide range of sources and in con
siderable num ber during  September, but the total volume 
of im ports declined fu rth er from the peak reached last 
June. Gold held under earm ark at the Federal Reserve 
Banks for foreign account decreased about $40,000,000 
during  the month to a to tal of about $1,660,000,000 at

the end of September. The gold stock of the U nited 
States increased about $330,000,000 during  the month, 
approxim ately three-fourths the gain in August.

As reported by the D epartm ent of Commerce, a total 
of $299,200,000 of gold was im ported in the four weeks 
ended September 18. Of this am ount, $191,800,000 
came from  Canada, $21,200,000 from A ustralia, 
$18,200,000 from Portugal, $15,200,000 from N ether
lands Indies, $11,200,000 from Russia, $9,500,000 from 
A rgentina, $8,500,000 from Mexico, $5,300,000 from the 
United Kingdom, $5,200,000 from Curacao, $4,000,000 
from Japan , $3,500,000 from South Africa, $1,300,000 
from ITong Kon<r. $1,200,000 from the Philippines, and 
$200,000 from  B ritish  India.

F o re ig n  E x c h a n g e s
Inasm uch as the New York m arket for sterling has 

now dwindled to negligible proportions and trad ing  re 
mains suspended in the currencies of those E uropean 
countries whose American assets are “ frozen”  by E xe
cutive Order, in terest in the exchange m arket during the 
past month centered on the W estern Hemisphere cur
rencies, many of which showed ra ther substantia] fluctua
tions.

The discount on the Canadian dollar in the unofficial 
m arket widened substantially  tow ard the middle of 
September, reaching a maximum of 17 Yo per cent on 
September 14. This weakness in Canadian exchange 
was largely the result of the repa tria tion  of Am erican 
funds through the free m arket, following the redem p
tion of Canadian bond issues. Although the Canadian 
exchange regulations proh ib it the repatria tion  of the 
proceeds of sales of Canadian securities held by non
residents, the la tte r  may sell in the unofficial m arket 
Canadian dollars, derived from the ir holdings of m atu r
ing issues payable in th a t currency. D uring the la tte r 
p a r t of the month the pressure against the Canadian 
dollar dim inished and the unofficial discount narrow ed 
again and closed the m onth a t 14 per cent.

Substantial fluctuations occurred also in the rates for 
several L atin  Am erican currencies du ring  September. 
In terest in these exchanges was stim ulated by the action 
taken by the United States Congress in authorizing an 
increase of $500,000,000 in the lending power of the 
E xport-Im port Bank for the purpose of assisting W est
ern Hem isphere countries. The ra te  for the Mexican 
peso, which had held for about a month near $0.2006, 
was allowed to appreciate on September 21 and by 
September 24 had reached $0.2060. The ra te  subse
quently showed a partia l reaction, however, ending the 
month at about $0.2040. The discount on the Cuban 
peso, a fte r widening somewhat to about 11% per cent 
on September 10, narrow ed to 8 per cent a week later, 
apparen tly  as a result of short covering induced by the 
expectation th a t a $50,000,000 loan, which had been 
authorized by the Cuban Government, would be made by 
the E xport-Im port Bank. The discount at the end of 
the month was 8% per cent. The free rate for the Argen
tina peso appreciated about 1 cent to $0.2365 in the first 
three weeks of September, but subsequently reacted tem 
porarily  to as low as $0.2285 on Septem ber 14. This 
weakness appears to have been in anticipation of a pos
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sible readjustm ent of the official A rgentine rates for the 
dollar. On September 18 the A rgentine authorities tem 
porarily  suspended the g ran ting  of prior exchange per
m its for the im portation of Am erican goods, for the 
announced reason of perm itting  a careful exam ination 
of the relative m erits and urgency of applications for 
such perm its, but the suspension of perm its was refjorted 
to have been term inated on September 26.

Among the European exchanges, some resum ption of 
commercial demand for the Swiss franc was evident in 
this m arket during  the la tte r p a rt of the month and 
the rate  for Swiss exchange was perm itted to appreciate 
somewhat from $0.2279 to $0.2296.

The free pound-dollar rate, which had appreciated 
during  A ugust to parity  with the ra te  of $4.03V2 at 
which the British authorities make sterling available 
against dollars, advanced fu rth e r  to a high of $4.05 on 
September 25. Some “ free m ark e t”  sterling, however, 
appears to have been supplied by the B ritish  authorities 
at the official rate  to meet Am erican demand, and by the 
end of the m onth unofficial quotations had retu rned  to 
only slightly above the level of the official rates.

E m p lo y m e n t  a n d  P a y r o l ls
The increases of 4y2 per cent in New York State fac

tory  employment and of 6V2 per cent in payrolls between 
Ju ly  and A ugust were much larger than the gains ordi
narily  expected a t this time of year. As shown in the 
accompanying diagram , this b an k ’s seasonally adjusted  
indexes of New York S tate employment and payrolls 
have risen above the peak levels of 1937; employment has 
advanced to the highest point since October, 1929, and 
the payrolls index is now higher than  a t any time since 
May, 1930. D uring A ugust, the airplane, shipbuilding, 
firearms, and textile industries all increased their work
ing forces, reflecting the effect of Government defense 
orders in those lines. W ith  the s ta r t of the fall season, 
the im portant clothing and m illinery industries reported 
substantial gains, bu t New York State canneries reported 
their usual large A ugust layoffs. Compared w ith August, 
1939, to tal factory employment was 11 per cent greater 
and payrolls were 15 per cent larger.

In  the country as a whole about 430,000 more persons 
were engaged in nonagricultural pursu its  in A ugust 
than in Ju ly . The B ureau of Labor Statistics now esti
mates th a t approxim ately 36,000,000 workers are engaged 
in such occupations—the largest num ber so employed 
since October, 1937. Much of the increase occurred in  
m anufacturing establishm ents which added over 300,000 
workers between the m iddle of Ju ly  and the middle of 
A ugust. O ther large gains were reported in construction 
work and Federal, State, and local government service, 
while there was a seasonal decline in retail trade.

The increases in  factory employment and payrolls for 
the country as a whole were much larger than  usual in 
August. F acto ry  employment rose 4 per cent and pay
rolls advanced i y 2 per cent to new highs for the year. 
Compared with August, 1939, employment was i y 2 per 
cent greater, and payrolls were 1 5 ^  per cent larger. The 
employment gains in A ugust were w idespread; 75 of 
the 90 industries surveyed reported increased working 
forces. In  the a ircraft, shipbuilding, machine tool, and

PERCENT

Seasonally Adjusted Indexes of Employment and Payrolls in New 
York State Factories (1925-27 averages IOO per cent)

engine industries employment continued to expand, and 
steel mills and foundries hired additional workers. The 
canning and preserving industry , which as a whole fol
lows a different seasonal pa tte rn  from th a t of the plants 
in New York State, reported large additions to working 
forces, and seasonal factors also largely accounted for 
substantial increases in employment in the apparel indus
tries and in automobile m anufacturing.

P r o d u c t io n  a n d  T r a d e
In  reflection of the continued stim ulation to business 

arising from  National defense activities, prelim inary data 
indicate th a t the levels of production and trade were 
m aintained or advanced in September. Steel mill opera
tions averaged about 93 per cent of capacity during  
September, as compared with about 90 per cent in August. 
In  anticipation of an increasing dem and for steel and 
steel products, steel consuming industries were reported 
to be seeking to cover requirem ents for some months 
ahead. Automobile assemblies m ounted rap id ly  th rough
out September as volume production of 1941 models got 
under way. Heavy mill sales of cotton goods were re
ported du ring  the m onth, and mill operations were 
stepped up. Allowing for seasonal factors, railw ay 
freight traffic and electric power production were ap p a r
ently  well m aintained in September, and, according to 
prelim inary  figures, departm ent store sales appear to 
have shown about the usual seasonal advance from 
A ugust, which, for the time of year, was an exceptionally 
active month.

The index of production and trade of this bank, ad
justed  for seasonal variations and expressed in per cent 
of estim ated long term  trend , rose from 91 in J u ly  to 
93 in  A ugust. In  A ugust a year ago. p rio r to the 
outbreak of the w ar and the ensuing four m onths’ 
sp u rt in business activity, the index was 86. The curren t 
u p tu rn , which began from a level of 87 in A pril, carried 
the index in A ugust to w ithin 2 points of the December, 
1939, peak.

A ugust was m arked by well m aintained or accelerated 
rates of operation in  industries directly affected by the
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PER CENT

Index of New Orders Booked by Massachusetts Manufacturers;, 
Adjusted for Seasonal Variation (Associated Industries of 

Massachusetts data; 1926 averages 100 per cent)

National defense program . In  addition to airplane, ship
building, and m achinery plants, in  which operations 
have been on a more or less steady upgrade for a year 
or more, steel and textile mills were increasingly active, 
and contract aw ards for construction work, as in Ju ly , 
ran  roughly one-third above the level of a year ago. W hile 
production of nonferrous m etals was not substantially  
changed from  Ju ly , high rates of consum ption of copper, 
zinc, and lead resulted in  considerable reductions in 
available stocks. As the accompanying chart indicates, 
new orders received by m anufacturers apparen tly  reached 
a level which compares favorably w ith the ra te  of in 
coming business in early 1937 and also in the fall of 1939.

A m arked expansion in  re ta il trade  also contributed 
substantially  to the A ugust rise in  the production and 
trade index. D epartm ent store, mail order house, and 
variety  chain store sales, shown on a seasonally ad justed  
basis in  the second diagram , all registered large gains
PER C E N T

Seasonally Adjusted Indexes of Sales of Mail Order Houses, Depart
ment Stores, and Variety Chains (1935-39 averages 100 per cent)

from  Ju ly . In  each of these types of retail outlet, there 
has been a more or less steady rise since the early  p a r t 
of 1938.

(Adjusted for seasonal variations and estimated long term trend; 
series reported in dollars are also adjusted for price changes)

1939 1940

Aug. June July Aug.

Index of Production and Trade..................... 86 92 91p 93p
Production of:

Producers’ durable goods...................... 72 86 91p 94p
Producers’ nondurable goods................ 93 95 97p 99p

Consumers’ durable goods....................
Consumers’ nondurable goods..............

62 70 64p 67p
95 97 95 p 94p

Primary distribution................................. 80 90 89 p 90p
Distribution to consumer......................... 91 96 92p 96p

Industrial Production
83r 110 118 115

Automobiles r.............................................. 73 93 79 57
Bituminous coal......................................... 86r 93 95 97 p
Crude petroleum........................................ 64 88 86 84 p
Electric power............................................ 94 100 99p 101 p
Cotton consumption.................................. 106 102 109 115
Wool consumption..................................... 117 97 no 115p

lllr 96 102p lOOp
Meat packing............................................. 95 102 97 97
Tobacco products...................................... 95 99 89 89

Manufacturing Employment
Employment............................................... 89 93 94 96 p
Man-hours of employment....................... 85 87 89 92 p

Construction
Residential building contracts.................. 54 48 55 60
Nonresidential building and engineering

57 54 71 75
Prim ary Distribution

Ry. freight car loadings, mdse, and misc. . 79 85 83 84
Ry. freight car loadings, other................. 80 93 95 94

92 114 108 113
71 82 81 80

Distribution to Consumer
Department store sales (U. S.)................ 88 89 89 97
Grocery chain store sales.......................... 99 97 96 99p
Variety chain store sales r ........................ 96 102 95 106
Mail order house sales............................... 98 100 94 103
New passenger car sales............................ 58 92 82 60p

Velocity of Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average=100)----- 58 54 53 53
Velocity of demand deposits, New York

City (1919-25 average=100)................ 30 24 24 23
Cost of Living and Wages*

Cost of living (1935-39 average=100)r.. 102 104 104 104
Wage rates (1926 average=100).............. 111 115 114p

p Preliminary r Revised * Not adjusted for trend

F o r e ig n  T r a d e
Total m erchandise exports from  the U nited States 

during  A ugust reached $350,000,000, an am ount which 
exceeded th a t of the previous m onth by $33,000,000 (or 
10 per cent) and was approxim ately equal to the high 
level of June, ju s t p rio r  to the v irtua l closing of the 
continental E uropean  m arkets to Am erican trade. Gen
eral im ports, on the other hand, con trary  to the usual 
tendency to show some gain a t th is season of the year, 
were down $12,000,000 (or 5 per cent) to $220,000,000 
in August. Compared w ith A ugust, 1939, exports in 
creased 39 per cent in  value and im ports were 25 per 
cent higher. The excess of exports in  A ugust— 
$130,000,000—was considerably above th a t of either the 
previous m onth or of A ugust, 1939, and was about equal 
to the large export balances early th is year.

The gain over Ju ly  in exports was due in  considerable 
measure to increased shipm ents abroad of a ircraft,
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especially to G reat B rita in , and of wholly and p artly  
m anufactured iron and steel products, metal-working 
m achinery, copper, and other nonferrous m etals; most 
of these exports were from  two to three times as large 
as in August, 1939. However, exports of agricu ltu ra l 
products, especially raw  cotton, showed heavy reductions 
from both the previous month and a year ago. Shipm ents 
abroad of cotton, the bulk of which was sent to G reat 
B ritain , were less than  one-third the volume of August, 
1939. E xports of firearm s and explosives were much 
sm aller than  in Ju ly , bu t rem ained fa r  above the figures 
of a year ago. Among the im ports, declines from  the 
previous month were concentrated largely in  uncut 
diamonds, burlap , expressed vegetable oils, and coffee. 
Sugar im ports were somewhat sm aller than  in either the 
previous month or August, 1939. Substantial increases 
over Ju ly  occurred in receipts of tin , furs, copper, crude 
rubber, and raw  silk. Compared w ith A ugust of last 
year, two or threefold increases were registered in  im
ports of such strategic m aterials as crude rubber, tin, 
ferrom anganese, and nickel.

Dollar value in millions

Commodity
Total 

Sept., 1939- 
Aug. 1940 

(incl.)

Raw cotton.......
Iron and steel 
semimanufactures

Aircraft.................
Chemicals. . ..........
Metal-working

machinery..........
Electrical

machinery..........
Lubricating oil.. . .  
Copper (ingots,

plates, etc.).......
Coal (anth.andbit.) 
Crude petroleum..  
Agricultural

machinery.........
Gasoline and other

motor fuel.........
Motor trucks........
Cotton

manufactures. . .  
Explosives and

firearms.............
Iron and steel 

advanced mfrs... 
Passenger

automobiles.......
Tobacco.................
Wheat and wheat

flour...................
Corn.......................

Total 20 exports

All other exports

All exports. . .  3,929

Exports*

343

246
219

189

115112
111
90
79

77

77
75

62

62
62
60
36

2,416

1,513

Av. for yrs. 
Sept., 1937- 
Aug., 1938 

and 
Sept., 193S- 
Aug., 1939

241

153
77

134

101
104
75

77
53110
74

100
80
47
11
46

104
146
92
55

1,880

1,026

2,906

Commodity

Crude rubber. . . .
Coffee..................
Silk......................
Sugar...................
Newsprint paper.
Tin.......................
Woodpulp............
Wool....................
Undressed furs... 
Liquors (incl.

wines)..............
Copper.................
Inedible expressed

oils...................
Hides and skins..
Diamonds............
Burlap.................
Ferro-alloys........
Nickel..................
Fertilizer..............
Cocoa...................
Bananas..............

Total 20 imports

All other imports

All imports...  2,529

Imports**

Total 
Sept., 1939- 
Aug., 1940 

(incl.)

265
138
133
131
128
105
76
73
65
60
57
54
51
47
40
37
33
32
30
29

1,578

951

Av. for yrs. 
Sept., 1937- 
Aug., 1938 

and 
Sept., 1938- 
Aug., 1939

163
137
90120

108
61
75
33
44

60

45
39
34
29
19
15
37
25
29

1,201
923

2,124

♦Domestic exports only. ♦♦Imports for consumption.

F o r the first year of the E uropean w ar (Septem ber, 
1939-August, 1940, inclusive) aggregate domestic exports 
from  this country am ounted to $3,929,000,000, which 
was $1,025,000,000 more th an  the to tal in  the correspond
ing months of 1938-39, and exceeded the value for any 
comparable period since 1929-30. Im ports for domestic 
consum ption during  the twelve months since the w ar 
began am ounted to $2,529,000,000, compared with

$2,110,000,000 in  the corresponding period of 1938-39. 
The varying effects of the w ar on this cou n try ’s leading 
exports and im ports (arranged  according to th e ir values 
for the September, 1939-August, 1940 period), are ind i
cated in  the accompanying table by comparisons with 
the averages for the two corresponding years immedi
ately preceding the war. Among the exports, a irc ra ft 
and other w ar m aterials shifted from  relatively low to 
high ranks, while exports of automobiles, crude and 
refined petroleum  products, and of agricu ltu ra l products 
other th an  raw cotton declined to com paratively unim 
p o rtan t positions. In  general, im ports of basic raw 
materials, especially nonferrous metals, have shown large 
increases during  the w ar period.

B u i ld in g
Reflecting in  large p a r t projects associated in  one 

way or another w ith the N ational defense program , the 
to ta l value of construction contract aw ards during 
A ugust in the 37 States covered by the F . W. Dodge Cor
poration survey was one-third above A ugust, 1939 and 
the largest for any m onth since June, 1930. On a daily 
average basis, however, aw ards declined 4 per cent from  
Ju ly .

D uring  the past two m onths stim ulation afforded by 
defense projects has been most apparen t in  nonresiden
tia l building. Contracts in  this classification in  A ugust 
were 64 per cent above the daily ra te  for the same month 
last year. Aw ards for in du stria l building showed an 
exceptionally large increase over A ugust, 1939, bu t those 
fo r commercial and miscellaneous nonresidential build
ing also made im portan t gains. The daily rate  of non
residential building aw ards in A ugust this year was 21 
per cent below the high Ju ly  level, because of a decline in 
publicly financed projects, bu t private  nonresidential 
building awards increased 9 per cent over Ju ly .

Aw ards for heavy engineering construction in  A ugust 
were 19 per cent above the year earlier level and, owing to 
gains in the public works category, were 11 per cent 
larger than  in  Ju ly  of th is year. C ontract aw ards for 
residential building, which for the past five months have 
been a t a higher daily average ra te  th an  a t any time 
since 1929, were 16 per cent above those fo r A ugust, 1939, 
b u t were only slightly la rger th an  in  Ju ly .

C ontrasting w ith the showing in the 37 States, the
Percentage Changes in Average Daily Construction Contract Awards

37 States 
August, 1940 

compared with

N.Y.andNorthern N.J. 
August, 1940 

compared with

July, 1940 Aug., 1939 July, 1940 Aug., 1939
Building

Residential.................................. +  1 +  16 +17 — 21
Commercial................................. —32 +  31 —56 — 16

—26 +267 — 1 +384
Public purpose .̂......................... — 7 +  13 +  6 — 14

All building............................. — 10 +  33 0 — 8
Engineering

Public works............................... +29 +  21 — 9 — 68
Public utilities............................ —36 +  12 —86 +246

All engineering....................... +11 +  19 —44 — 64
All construction...................... — 4 +  28 — 13 — 29

♦Includes educational, hospital, public, religious and memorial, and social and 
recreational building.
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daily average rate  of construction contract awards in 
New York and N orthern  New Jersey du ring  A ugust 
declined ra th er sharp ly—29 per cent— as compared with 
the corresponding m onth last year, although large year- 
to-year increases were reported in the industria l build
ing and public utilities groups. As com pared with Ju ly , 
the daily ra te  of to tal aw ards in this area declined 13 
per cent, owing to a drop of 44 per cent in contracts for 
heavy engineering construction. Residential building 
contracts in A ugust were 21 per cent less th an  a year 
previous bu t increased 17 per cent over Ju ly .

D uring  the first two weeks of September the daily 
average ra te  of construction contract aw ards in the 37 
States was slightly higher than  in A ugust, owing to an 
increase of 16 per cent in residential building. Non
residential building and heavy engineering projects de
clined 4 per cent and 9 per cent, respectively. Aw ards 
of all classes ran  17 per cent above the corresponding 
period of last year, as gains in residential and nonresi
dential building exceeded a decline in heavy engineering 
construction.

C o m m o d i ty  P r ic e s
Commodity prices displayed a strengthening tendency 

during  September— especially near the end of the m onth 
—reflecting in p a r t no doubt the influence on industrial 
raw m aterial prices of enlarged demands for National 
defense preparations and the effect on agricu ltu ral prices 
of various Government loans. The B ureau of Labor 
Statistics daily index of 28 basic commodities was up 
about 2 per cent for the m onth as a whole, reaching 
the highest level since early in Ju ly .

The movement of a relatively large volume of wheat 
into the Government loan stock during  September ap 
paren tly  outweighed the effect of the publication by 
both the Canadian and U nited States Governments of 
increased wheat crop estimates, and domestic wheat 
quotations advanced to the highest levels in about three 
months. S pring wheat a t 83% cents a bushel in M inne
apolis was 9 Ys cents higher than  at the end of August, 
and w inter wheat in Kansas City increased 6Y> cents 
during  the m onth to 79% cents a bushel. Corn fluctu
ated irregularly  around the level prevailing a t the end 
of A ugust. Sugar prices rose to 2.75 cents a pound 
from  2.66 cents at the end of August, apparen tly  reflect
ing the opinion th a t fu rth e r legislation lim iting sugar 
supplies will be passed before Congress adjourns. Quo
tations for hogs, on the other hand, reacted downward 
from  the com paratively high levels of a m onth ago, 
v irtually  canceling the rise occurring during  August. 
Owing to the app aren t tendency of cotton growers to 
withhold the ir late crop th is year from  the “ free 
m ark e t” , combined w ith the effect of accelerated domestic 
consumption, cotton prices in the la tte r  p a r t of September 
reversed the downward tendencies prevailing since the 
middle of June. The average spot price for cotton in 
10 Southern m arkets a t 9.24 cents a pound a t the end 
of September was down only 19 points from  A ugust 31, 
while both the spot and December fu tu re  quotations in 
New York were up somewhat for the month. Wool prices 
continued to advance th roughout September, and wool 
tops a t $1.19 a pound were 15 cents higher than  a t the

end of August. Prices of silk fluctuated irregularly , 
bu t closed the m onth wTith little  net change.

Metal m arkets as a whole continued to show the 
s treng th  app aren t since the middle of A ugust. Scrap 
steel a t $20.50 a ton in  P ittsbu rg h  was up $1.75 during  
September. Zinc quotations, reflecting especially reports 
of low stocks, were advanced twice during  the month 
from  an in itia l price of 6Y2 cents a pound to 7%  cents 
a t the end of September—the highest price for this 
metal since September, 1937. Lead prices wTere increased 
from  4.90 to 5 cents a pound, and the price of domestic 
copper was advanced 1 cent to 12 cents a pound. T in 
was fractionally  higher than  a t the end of A ugust.

D e p a r t m e n t  S to re  T r a d e
F or the three weeks ended Septem ber 21, to tal sales 

of the reporting  departm ent stores in this D istrict were 
about 6 per cent higher than  in the corresponding 1939 
period, and the daily ra te  of sales for th is portion of 
September showed nearly all of the custom ary seasonal 
increase over the unusually  large A ugust sales.

Total A ugust sales of the reporting  departm ent stores 
in th is D istric t were about 14 per cent higher than  in 
A ugust, 1939, the most favorable year-to-year com pari
son in a num ber of months, and the daily rate of sales 
showed considerably more than  the usual seasonal ad
vance from the Ju ly  average, reaching the highest level 
since 1931. Sales of the leading apparel stores in th is 
D istrict were 16 per cent higher than  last year, the 
largest year-to-year percentage increase in nearly four 
years.

Locality

Percentage 
change 

August, 1940 
compared with 
August, 1939

Per cent of 
accounts out

standing July 31 
collected in 

August

Net
sales

Stock 
on hand 
end of 
month 1939 1940

+12.6  
+  9.9 
+16.3  
+25.9 
+  16.9 
+28.1 
+17.1 
+12.3 
+18.8  
+27.4  
+14.9  
+  6.9 
+17.0

+  3.4 
+  3.5 
+  4.9 
+  6.6 
+  7.2 
+  2.7 
— 2.5

42.9
41.8
54.4
37.7
35.6
38.3
31.0

42.9
41.1
52.0
37.3
31.1 
39.8
32.3

Northern New York State.......................
Southern New York State........................
Central New York State.. . .....................
Hudson River Valley District..................
Westchester and Stamford.......................
Niagara Falls.............................................

All department stores............................ +14.1 +  3.9 40.8 39.3

Apparel stores........................................ +16.0 — 4.6 37.0 37.4

Indexes of Department Store Sales and Stocks,, Second Federal Reserve District 
(1923-25 average ==100)

1939 1940

August June July August

Sales (average daily), unadjusted................ 67 89 67 76
Sales (average daily), seasonally adjusted.. 90 92 94 101

Stocks, unadjusted......................................... 74 74 68 76
Stocks, seasonally adjusted........................... 78 78 79 80
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation (1935- 

1939 average=100 per cent)

Index of Number of Factory Workers Employed, 
Adjusted for Seasonal Variation (1923- 

1925 averages 100 per cent)

Value of Construction Contracts Awarded (Three 
month moving averages of F. W . Dodge Cor

poration data for 37 States, adjusted 
for seasonal variation)

Indexes of Value of Department Store Sales and
Stocks, Adjusted for Seasonal Variation

(1923-1925 average=100 per cent)
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Business C onditions in th e  U nited  S tates
(Summarized by the Board of Governors o f the Federal Reserve System)

r

5 T)RODUCTION and employment in August showed a further rise from the
5 *  level maintained in June and July and distribution to consumers also
 ̂ increased. Prices of industrial materials were somewhat higher in the middle

o f September than a month earlier.
I ndustrial Production 

3 The Federal Reserve index o f industrial production is estimated at 123
> in August as compared with 121 in June and July and 111, the low point for
) the year, in April. This rise has reflected chiefly the direct and indirect effects

of the defense program on industries producing durable goods and textiles. 
Steel production rose further in August as new orders for steel continued in 
large volume, and for the month as a whole mills operated at 90 per cent of 
capacity. Following a temporary decline over the Labor Day week, the rate 
o f output advanced to 93 per cent of capacity in the third week of September. 
In most branches of the machinery industries activity showed a continued 
expansion in August and there were further sharp increases in shipbuilding 
and the manufacture of aircraft. With the growth in production o f finished 
durable goods, consumption of nonferrous metals advanced to the highest levels 
since last winter.

Output of automobiles was in small volume in August owing to the seasonal 
changeover to 1941 model cars. The low point in production was reached early 
in August; there was a gradual rise later in that month followed by a sharp 
advance in the first two weeks o f September as most companies began volume 
production on new models. Lumber production, which had declined in July, 
rose considerably in August.

Textile mill activity continued to increase in August and was at the 
highest level since last January. Cotton consumption advanced considerably 
further and silk deliveries rose from the small volume of recent months. 
Activity at wool textile mills increased seasonally, following a sharp rise in 
July, while at rayon mills activity showed a less than seasonal increase but 
continued at a high level.

Mining o f bituminous coal in August was maintained in large volume 
for the season, while production o f anthracite declined. Output o f crude 
petroleum declined somewhat further.

Value of new construction work undertaken in August was at about the 
same level as in July, according to reports of the F. W. Dodge Corporation 
and the Federal Reserve Bank of San Francisco. The volume of contracts for 
public projects continued unusually large and the amount o f new private work 
started was larger than in July. Residential building was at the highest level 
in recent years, on a seasonally adjusted basis, reflecting further increases in 
both private and public contracts.

D istribution

Distribution o f commodities to consumers increased considerably from 
July to August. Sales at department stores and by mail order houses showed 
a sharp rise and there was a less than seasonal decline in variety store sales. 
In the early part o f September department store sales continued to increase.

Freight car loadings advanced from July to August when little change is 
usual. Shipments o f coal and miscellaneous freight increased while loadings 
o f grain showed more than a seasonal decline.

Commodity Prices 
Prices of several industrial materials, including copper, zinc, steel scrap, 

lumber, hides, and print cloth, advanced somewhat from the middle of August 
to the middle of September and, owing partly to seasonal developments, prices 
o f foodstuffs were also higher. Prices o f most other commodities showed little 
change in this period, although some paper items were reduced and several new 
models of automobiles were announced at advanced prices.

A griculture
Production prospects for most major crops increased during August, accord

ing to the Department o f Agriculture. On the basis of September 1 condi
tions the cotton crop was estimated at 12,772,000 bales, about 1,340,000 bales 
more than was indicated at the beginning of August. Preliminary estimates 
by the Department indicate that cash farm income, including Government pay
ments, will be about $8,900,000,000 for the calendar year 1940 as compared 
with $8,540,000,000 last year.

Bank Credit
Commercial loans increased somewhat at banks in New York City and in 

100 other leading cities during the four weeks ended September 11, while their 
holdings of investments showed little change.

United States Government Security Prices 
United States Government security prices increased in the last half of 

August and the first week in September and were steady in the second week 
in September.
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o f  C r e d it  a n d  B u s in e s s  C o n d it io n s

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank, New York November 1,1940

M o n e y  M a r k e t  in  O c to b e r
There was considerable in terest du ring  October in  

present and prospective increases in  bank loans, arising 
from  im provem ent in  general business conditions and  
due in  p a r t to the N ational defense program . On Octo
ber 9, the “ Assignm ent of Claims A ct of 1940”  became 
law, and thereby the m aking of bank loans to finance the 
expansion of p lan t and equipm ent and production of 
m aterials fo r N ational defense purposes was facilitated. 
This A ct makes it  possible fo r contractors having con
tracts fo r Governm ent work to assign their claims for 
paym ent by the Governm ent (in  am ounts of $1000 or 
more) to a bank, tru s t company, or other financing 
institu tion  (including any Federal lending agency), 
which assignm ents can be used as security fo r loans 
gran ted  by such lenders. In  m any cases, banks would 
have been w illing to g ran t loans to businesses having 
Governm ent contracts, w ithout the added security of the 
assignm ent of claims fo r paym ent un der these contracts, 
bu t the provision for obtaining the assignm ent of such 
claims, thereby m aking the contracts “ bankable,”  un 
doubtedly widens the field of po ten tial participation  of 
the banks in  the financing of the defense program , and to 
th a t extent reduces the aid which m ight otherwise have 
been needed from  Governm ent loan agencies.

The overall ne t increase in  the commercial, industrial, 
and agricu ltu ra l loans of the weekly reporting  banks in  
p rincipal cities am ounted to $171,000,000 in  the four 
weeks ended October 23. Despite the October increase, 
however, and a sizable increase in  the second week of 
September which included a large term  loan of a re fu nd 
ing character, the rise th is year from  the seasonal low 
point of the end of May has been less th an  the rise which 
occurred in  the corresponding period a year ago, as the 
accompanying diagram  indicates. L ast year there was 
a very sharp advance in  loans, beginning a t about the 
time of the outbreak of the w ar which caused a num ber 
of businesses to accumulate inventories, thereby increas
ing th e ir needs for funds. On the cu rren t rise, “ commer
cial loans” , while well above the level of a year ago, have 
no t yet reached the peak of October, 1937; despite the 
inclusion in  the reported figures of a considerable known 
volume of “ te rm ”  loans, some of which represent re fu nd 
ing operations, the to ta l on October 23 rem ained about 
$120,000,000 below the 1937 high. A ggregate commercial 
loans of reporting  banks outside New York are about a t 
the 1937 peak, bu t such loans made by New York City 
banks rem ain lower.

In  addition to the increase in  commercial loans, the 
weekly reporting  banks also increased the ir holdings of 
U nited S tates Governm ent securities by $155,000,000 
du ring  the four weeks ended October 23, w ith the resu lt 
that, a f te r  allowing for m inor changes in  other earning 
assets, the to ta l of th e ir loans and investm ents rose 
$323,000,000 to $24,489,000,000, or approxim ately 
$60,000,000 above the previous peak reached in  October, 
1929. Of the rise in  U nited States Government securi
ties, $83,000,000 represented an  increase in  T reasury  bill 
holdings, which had been reduced in  the previous two 
m onths; $31,000,000 represented a net rise in  Govern
m ent bond holdings in  excess of the reduction which 
occurred in T reasury note holdings accompanying the 
exchange by the T reasury of T reasury  notes m atu ring  
December 15, 1940, for 2 per cent T reasury bonds of 
1953-55, which was carried  out du ring  the week ended 
October 9; and $41,000,000 represented an increase in  
holdings of fu lly  guaran teed obligations of the U nited 
States.

E xcess R eserves
F u rth e r  increases in  excess reserves of all member 

banks occurred du ring  October, and  on the October 23 
statem ent date the to ta l broke th rough the previous high 
of $6,880,000,000 reached on Ju ly  17, advancing to 
$6,940,000,000. The rise in  October was a t a somewhat 
faster ra te  th an  had prevailed in  the preceding advance
BILLIONS 
OF DOLLARS

3.5 L^v__________________________________________________ :____ -A-vi
J  F M A M J  J  A S O N D

Commercial Industrial, and Agricultural Loans of Weekly Reporting
Banks in 101 Leading Cities (Latest figure is for October 23)
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from  the tem porary low of $6,330,000,000 to which excess 
reserves had been reduced in  early A ugust by the cash 
paym ents for new Government security issues. The 
principal factors in  the rise in member bank excess 
reserves du ring  the four weeks ended October 23 were 
heavy disbursem ents by the T reasury from  its previously 
accum ulated cash holdings and balances w ith the Reserve 
Banks, to taling  $475,000,000, and a fu rth e r rise in the 
gold stock of $262,000,000. Meanwhile, a p a r t  of the 
resulting addition to reserve funds was absorbed by a 
continued rise in the am ount of currency outstanding 
to a new high, sales of $82,000,000 of Government securi
ties from  the Reserve System ’s holdings, an increase in 
foreign and other nonmember deposits a t the Reserve 
Banks, and a sizable increase in member bank reserve 
requirem ents, which accompanied increases in adjusted  
demand and in terbank deposits to new high levels.

Money R ates
Short term  money ra tes were unchanged during  

October, except for fu rth e r reduction in  the rates on 
weekly issues of T reasury bills to a point where, fo r the 
last four issues floated in  October, no yield was obtain
able on p a r t of the issues, and negative yields prevailed 
for the rem aining parts  of these issues. Yields on Treas
u ry  notes of 3 to 5 year term  showed fu rth e r  declines for 
the m onth, and yields on high grade bonds likewise 
tended lower.

Money Rates in New York

Oct. 31, 1939 Sept. 30, 1940 Oct. 30,1940

Stock Exchange call loans..................... 1 1 1
Stock Exchange 90 day loans................ * 1 K

r A

*1X * IW

t A
Prime commercial paper 4-6 months... 
Bills—90 day unindorsed.......................

X r X

Average yield on Treasury notes (3-5 
years).................................................. 0.64 0.45 0.40

Average yield on Treasury bonds (not
callable within 12 years)....................

Average rate on latest Treasury bill sale 
91 day issue.........................................

2.49

0.028

2.20
0.013

2.18
f

Federal Reserve Bank of New York dis
count rate............................................ 1 1 1

Federal Reserve Bank of New York 
buying rate for 90 day indorsed bills. X X X

* Nominal t Negative yield

Government Securities
D uring  October Governm ent security prices generally 

showed continued firmness. P rice fluctuations were n a r
row ; the price range fo r long term  T reasury  bonds 
am ounted to only %  of a point on the average and for 
interm ediate term  T reasury  bonds to less th an  %  of a 
point. The average price of long term  T reasury  bonds 
advanced irreg u larly  early  in  the m onth un til on Octo
ber 7 it was w ith in a small fraction  of a po in t of the 1940 
high attained  in A pril, and not fa r  from  the record high 
for this class of bond reached in  June, 1939. However, 
the average price declined a to tal of %  a po in t by Octo
ber 11, following reports of the movement of Germ an 
troops into Rum ania. Somewhat higher levels were 
reached la ter in  the m onth bu t no consistent tendency 
was apparen t.

T reasury  note prices advanced slightly th rough Octo
ber 7. In  succeeding sessions and  du ring  the m iddle of

the m onth they lost p a r t of this gain, bu t the advance was 
resum ed on October 19. The average yield on 3 to 5 
year T reasury  notes, a fte r  an  irreg u la r decline du ring  
much of October, stood on October 30 a t 0.40 per cent.

T reasury  bill financing during  October was composed 
of five weekly issues, each in the am ount of approxim ately 
$100,000,000 and each a replacem ent of sim ilar m atu ri
ties. The bills dated October 2 were all aw arded on p a r 
bids, and accepted bids for the following four issues were 
a t prices slightly above p a r  and a t par.

On October 24, the Treasury, on behalf of the U nited 
States H ousing A uthority , offered for subscription a t p a r  
and accrued interest, $100,000,000 of *4 per cent one 
year notes of the A uthority , dated November 1. This 
issue, fu lly  guaran teed by the U nited States, was heavily 
oversubscribed.

Commercial P aper and B ills
Commercial paper rates rem ained v irtua lly  unchanged 

du ring  O ctober; average grade prim e 4 to 6 m onth com
m ercial pap er moved a t both y 2 and  %  per cent, and 
the choicest grade of m aterial, when available, was sold 
a t %  per cent. The continued strong bank investm ent 
dem and absorbed w ithout delay the m oderate quantity  
of new notes th a t dealers were in  position to offer for 
sale in  the open m arket. A t the end of Septem ber com
m ercial paper concerns had paper outstanding in  the ag
gregate sum of $250,700,000, the largest am ount since 
May, 1938. The Septem ber 30 figure was about 3 per 
cent larger th an  a m onth previous and  20 per cent larger 
th an  a year ago.

The bill m arket rem ained very inactive, owing p rim ar
ily to the tendency of acceptors to keep new bills for 
th e ir own account. D ealers’ quoted rates fo r bankers 
acceptances held largely nominal a t previously quoted 
levels. The to tal of bankers acceptances ou tstanding on 
September 30, a t only $177,000,000— a new low for a t 
least 20 years—was about 3 per cent sm aller th an  a 
month previous and  18 per cent un der the figure fo r a 
year ago. Decreases in  outstanding bills draw n to 
finance exports and in  those based on goods stored in  or 
shipped between foreign countries accounted fo r the 
larger portion  of the decline from  a year ago.
S e c u r i ty  M a r k e t s

Price fluctuations in  the security m arkets in  October 
were narrow  and indecisive. In  general, domestic bond 
quotations were firmer th an  share prices. The volume of 
trad ing  activity last m onth averaged higher th an  in  
September.

The average price of common stocks in  the S tandard  
Statistics 90 stock index showed an irreg u lar decline of 
almost 4 per cent between October 3 and 9 on d isturbing 
news from  the Balkans and the F a r  E ast. D uring the 
rem ainder of the m onth stocks advanced irregu larly  and 
a t the end of October stock prices reached the highest 
level since early in  May.

Prices of medium grade domestic corporation bonds 
varied little, on balance, in the first half of October, bu t 
firm er tendencies prevailed la ter in  the m onth. On 
October 31 M oody’s Investors Service average price of
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Baa issues was a t the highest point since F ebruary , 1937. 
P rim e corporate bonds, those classified as Aaa by Moody, 
rem ained at September record highs during  much of the 
first half of October. The average price moved up ^4 of 
a point fu rth e r  on October 16 and m aintained th a t level 
du ring  most of the rem ainder of the month. H igh grade 
m unicipal bond prices continued th e ir September 
advance into new high ground.

N e w  F in a n c in g
The volume of corporate and m unicipal new security 

issues floated during  October rose sharply  to $525,000,- 
000, the highest level in almost a year and a half. Both 
classifications of securities partic ipated  in the advance. 
Corporate flotations am ounted to $362,000,000, the 
greatest to tal for any m onth since June , 1937. The 
increase was accounted for by refunding  operations; the 
volume of funds sought fo r corporate new capital p u r
poses am ounted to only $40,000,000, or substantially  less 
th an  in either of the two previous months.

On October 9, public offering was made of $108,000,000 
Southern California Edison Company, Ltd., refunding 
bonds m aturing  in 1965. This issue represented the 
largest corporate offering since A ugust, 1939. By 
October 24, underw riters for the offering were able to 
announce th a t subscription books had been closed and 
price restrictions removed. Details of th is and other 
m ajor new security issues m arketed during  the m onth 
appear in  the following table.

Corporate

$108,000,000 Southern California Edison Company, Ltd., 3 per 
cent first and refunding mortgage bonds of 1965, 
priced at 104 to yield 2.78 per cent, for refunding

45.000.000 Youngstown Sheet and Tube Company 3%  per cent
first mortgage bonds due in 1960, priced at 103 
to yield 3.05 per cent, for refunding

29.000.000 Columbus and Southern Ohio Electric Company 3*4
per cent first mortgage bonds o f 1970, priced at 
107 to yield 2.90 per cent, for refunding

27.333.000 New York Connecting Railroad Company 3% per
cent first mortgage bonds o f 1965, priced at 102 
to yield 3.38 per cent, for refunding

20.000.000 Great Northern Railway Company 4 per cent col
lateral trust bonds consisting of $7,000,000 serial 
bonds maturing from 1941 to 1951, priced to 
yield 0.50 per cent to 3.60 per cent; and 
$13,000,000 term bonds of 1952, priced at 103 to 
yield 3.69 per cent; for refunding

18.100.000 Central Maine Power Company 3y2 per cent first
and general mortgage bonds of 1970, priced at 
107^ to yield 3.11 per cent, chiefly for refunding

M unicipal

$60,000,000 New Yoik City 3 per cent serial water bonds, 
maturing from 1941 to 1970, awarded at a net 
interest cost o f 2.97 per cent and reoffered to 
yield from 0.30 per cent to 3.10 per cent, for new 
capital purposes

42.592.000 City o f Los Angeles Department o f Water and
Power revenue bonds, consisting of $20,592,000 
of 2 V2 per cent and 2% per cent bonds, due 
serially from 1941 to 1976, reoffered at prices 
to yield 0.25 per cent to 2.85 per cent; and 
$22,000,000 of 3 per cent bonds due in 1976, 
priced at 102.75 to yield 2.88 per cent to matur
ity; for refunding.

Not included in the $525,000,000 aggregate of new 
financing was $140,000,000 of short term  securities, the 
bulk of which was accounted fo r by $100,000,000 State 
of New York 0.20 per cent notes due in May, 1941, and 
$28,000,000 of F ederal In term ediate C redit bank 0.75 
per cent nine and twelve m onth debentures sold a t prices 
to yield 0.30 per cent and 0.35 per cent, respectively.

Forthcom ing issues indicated by public announcem ents 
include approxim ately $99,000,000 of D etro it Edison 
Company refunding  bonds, an issue of around $75,000,000 
under a refinancing program  of the U nited Gas Corpora
tion, and about $53,000,000 of Boston Edison Company 
refunding  bonds. In  addition t ) these, a somewhat longer 
and more diversified list of stock issues than  usual is 
pending fo r offering to stockholders or to the public.

G o ld  M o v e m e n t
D uring  October the volume of im ports of gold into 

the U nited States declined fu rth e r  from  the peak reached 
last June , and a t the same time the am ount of gold held 
under earm ark a t the Federal Eeserve Banks for foreign 
account increased about $115,000,000 to a to tal of approx
im ately $1,775,000,000. Consequently, the increase of 
about $255,000,000 in the gold stock of the U nited States 
which occurred d u ring  the m onth was the smallest for 
any m onth since M arch of th is year, as the accom
panying diagram  indicates.

Following im ports of $78,400,000 in  the week ended 
Septem ber 25, of which $50,400,000 came from  Canada, 
receipts during  the fou r weeks ended October 23, as re 
ported by the D epartm ent of Commerce, totaled $307,- 
600,000, of which $221,500,000 came from  Canada, $17,-
800.000 from  P ortugal, $16,500,000 from A rgentina, $14,-
900.000 from  Japan , $14,800,000 from  A ustralia, $5,700,- 
000 from  Russia, $5,000,000 from  South A frica, $2,200,-
000 from  the Philippines, $1,700,000 from  Spain, $1,300,-
000 from  the U nited Kingdom , and $1,100,000 from  
P eru .
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Possibly the most significant development in an otherwise very dull foreign exchange market during the past month was the movement of certain foreign funds from this country as a result of fears that the situation abroad, particularly in the Balkans, might lead to extension of the United States’ “freezing” regulations to additional foreign accounts.Swiss exchange continued in demand during October, accompanying a further substantial repatriation of funds from this market to Switzerland. The rate for the Swiss franc was permitted to appreciate gradually from $0.2296 to $0.2323, a level 81 points above that prevailing in mid-June and the highest since March, 1938, prior to the German absorption of Austria. The free rate for the Argentine peso, after having reacted temporarily to $0.2285 during the previous month, recovered to as high as $0.2386 during the first half of October, reportedly stimulated by the transfer of European capital from New York to Argentina. By the end of the month, however, the rate had receded to $0.2320. The Mexican peso, which opened the month at about $0.2032, firmed to about $0.2062 and held near this level throughout the second half of the month. The strength in Mexican exchange is reported to have reflected primarily an improved outlook for political stability in Mexico. Among the other Latin American currencies, the discount on the Cuban peso narrowed to 7% per cent on October 7, accompanying reports of negotiations for a sizable Export-Import Bank credit to the Cuban Republic, but subsequently widened to around 9 per cent for the remainder of the month.The Chinese dollar advanced substantially against both the pound sterling and the United States dollar during October. While the announcement on October 8 of the British intention to reopen the Burma Road apparently lent considerable strength to Chinese exchange, the accentuated Far Eastern tension may also have caused some accumulation of Chinese currency for fear that Chinese funds held abroad might become unavailable. The Shanghai dollar was quoted at slightly over 6 cents at the end of the month, as against 5% cents a month earlier.In desultory trading, little change occurred in the free rate for the pound, the fluctuations of which held within a narrow range of $4.02%-$4.04%. The unofficial discount on the Canadian dollar also showed relatively little fluctuation during October.
C e n tr a l  B a n k  R a t e  C h a n g e s

On September 16 the discount rate of the National Bank of Bulgaria was lowered to 5% from 6 per cent, the latter rate having been in effect since August, 1935, and on October 22 the National Bank of Hungary reduced its rate to 3 from 4 per cent, which rate had prevailed since August, 1935.According to a press report, the discount rate of the National Bank of Denmark has been lowered from 4% to 4 per cent, apparently effective as of October 16. Recent publications report a reduction on August 1 by the Central Reserve Bank of Peru of its discount rate from 
6 to 5 per cent (the first change since May, 1932), and

F o r e ig n  E x c h a n g e s a reduction on September 12 by the National Bank of Rumania from 3% per cent (prevailing since May, 1938) to 3 per cent.
F o r e ig n  T r a d e

During September both merchandise exports and imports of this country declined sharply from the levels of the previous month and exports of agricultural products were at the lowest level, for September, in at least twenty-five years. Exports, at a total value of $295,000,- 000, were $55,000,000 less than in August—despite a seasonal tendency toward expansion at this time of year— and the smallest for any month since last November. Imports declined $26,000,000 from the August figure to $195,000,000, the smallest value for imports since September, 1939. Both exports and imports, however, remained somewhat higher than a year ago. Shipments to the United Kingdom, Canada, Japan, and a number of other countries were reported to have been smaller than in August. The export balance of $100,000,000 was less than that of either the previous month or September, 1939.The largest single factor in the decline during September in total exports was a reduction of $14,500,000 in shipments abroad of aircraft, which were valued at $37,- 000,000 in August. Exports of copper showed an exceptionally heavy decline, from the peak of $13,000,000 in the previous month to less than $3,000,000 in September, and were about one-third the value a year ago. In a smaller degree reductions from the August levels extended to a wide variety of exports, including especially semimanufactures of iron and steel, lubricating oil, certain types of machinery, woodpulp, paper products, and tobacco. However, shipments of chemicals, metal-working machinery, and automobiles were up somewhat from the previous month. Exports of raw cotton, valued at $5,000,000, showed much less than the customary gain at this season, and were $30,000,000 less than in September, 1939. In fact, exports of all agricultural products, combined, in September of this year equaled only two thirds of the value of cotton exports in September of last year. On the other hand, a tenfold increase over the small figures of September, 1939 was recorded in exports of firearms and explosives; shipments of aircraft, iron and steel products, and metalworking machinery were from two to three times as large as a year ago.With respect to imports, material gains over both the previous month and September, 1939, were confined chiefly to such commodities as burlap, rubber, tin, and copper. Receipts of unmanufactured wool and of distilled spirits were also larger than in the previous month, but were below the figures of a year ago. Imports of crude petroleum and cocoa, although smaller than in August, showed sizable increases over a year previous. Sugar and silk receipts were considerably less than in August and showed exceptionally large reductions compared with September of last year. The majority of the remaining imports registered either only slight changes or decreases compared with the previous month and with September, 1939.For the first year of the war, exports from the United
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States to the B ritish  E m pire countries am ounted to 
$1,775,000,000, or 44 per cent of the aggregate value of 
exports to all countries. ( In  Ju ly  and A ugust the pro
portion of exports to the B ritish  E m pire rose to about 
two th ird s of the to tal.) One half of the increase over the 
1934-38 average in the value of shipm ents to all countries 
was due to larger exports to the B ritish  Em pire, as is 
indicated in  the accompanying table, although L atin  
Am erican purchases from  th is country  showed an even 
larger percentage increase. Im ports into the U nited 
States from  the B ritish  E m pire in  the first year of the 
w ar were valued a t $1,051,000,000, which represented a 
33 per cent increase over the 1934-38 average, and 
im ports from  L atin  America showed a 25 per cent 
increase. Im ports from  all other countries were frac 
tionally less th an  in  1934-38. Compared with the 1926-30 
averages, both exports and im ports w ith all three groups 
of countries were lower.

United States MerchandiseTTradi»',with the British^Empire, Latin America, 
and AH Other Countries 
(In millions of dollars)

PER CENT

First year of the war (Sept., 1939-Aue., 1940 incl.) 
compared with averages for years 1926-30 (incl.) 

and 1934-38 (incl.)

Dollar change from Percentage change from

Value first 
year of war 1934-38 av. 1926-30 av. 1934-38 av 1926-30 av.

Exports to
British Empire. . . . 1,775

790
+677 —252 +62 —12

Latin America........ +320 — 61 +68 — 7
All other countries. 1,451 +356 —448 +33 —24

All countries....... 4,018 +1,353 —761 +51 —16

Imports from
British Empire....... 1,051 - +261 —303 +33 —22
Latin America........ 650 +132 —356 +25 —35
All other countries . 924 — 2 —749 0 —45

All countries....... 2,625 +391 — 1,408 +18 —35

E m p lo y m e n t  a n d  P a y r o l l s
D uring September, w orking forces and wage paym ents 

in New York State factories increased more th an  season
ally and reached the highest levels since November, 1929. 
The gains over A ugust of 4%  per cent in  employment 
and 6 per cent in  payrolls were a ttribu ted  to the con
tinued stim ulus of the N ational defense program  in 
addition to the usual autum n acceleration of activity. 
Gains were widely d is tr ib u ted ; all industria l d istricts in  
the S tate and all industria l groups showed increases in 
employment, in  payrolls, or in  both. The im portant 
metals and m achinery group added to working forces for 
the fifth consecutive m onth; the largest gains occurred 
a t shipyards and a t a irc ra ft and automotive plants. 
Canneries, textile plants, and wom en’s apparel firms 
reported seasonal increases in  employment, bu t up-S tate 
m en’s clothing concerns, which had already passed the 
peak of th e ir fa ll season, employed fewer persons during  
September. F acto ry  employment as a whole was 11 
per cent above the September, 1939 level, and payrolls 
were 19 per cent greater.

More th an  600,000 persons were added to  working 
forces in  nonagricu ltural occupations throughout the

Employment in Durable and Nondurable Goods Industries, Adjusted 
for Seasonal Variation (1923-25 average=100 per cent)

U nited States in  September, according to estimates of the 
B ureau of Labor Statistics. Together w ith the A ugust 
gain, th is represents an increase of over 1,000,000 work
ers in  two months. The gain in  the sum m er and early 
autum n th is year was one of the largest ever recorded. 
All m ajor fields of em ployment showed increases, bu t 
the largest p a r t of the Septem ber gain occurred in 
m anufacturing and in  reta il and wholesale trade.

U nited States factory  employment increased during  
September for the fourth  consecutive month, rising 3% 
per cent to the highest level since October, 1937. Facto ry  
payrolls were 5y 2 p e r cent greater than  in  A ugust, and 
nearly  equal to the 1937 peak. As the accompanying 
diagram  indicates, employment in  durable goods m anu
fac tu ring  has benefited much more from  the cu rren t 
upswing in business th an  has employment in nondurable 
goods industries. W hile the num ber of workers in  the 
durable goods classification was 17 per cent g reater than  
in September, 1939, nondurable goods working forces 
were a t approxim ately the same level as they were during  
the first m onth of the war. Most of the industries 
stim ulated by the w ar and the N ational defense program  
are in  the durable goods ca teg o ry ; the a ircraft, machine 
tool, engine, and shipbuilding industries have all reported 
sizable employment gains m onth a fte r m onth. F ound
ries, sawmills, electrical m anufacturing  plants, and steel 
mills have also added considerably to th e ir  working 
forces in  recent months. In  addition there were seasonal 
increases in employm ent in  Septem ber in the m anu
facture of automobiles, cotton textiles, confectionery, and 
wom en’s clothing. Compared w ith September, 1939, 
to tal factory employment in  the U nited States was 7 per 
cent higher and payrolls were 16^o per cent larger.

P r o d u c t io n  a n d  T r a d e
P relim inary  evidence suggests th a t the acceleration 

of N ational defense preparations in  October resulted in  a 
fu rth e r  advance in  the general level of business activity. 
Steel mills were increasingly active du ring  the m onth and 
by the final week operations were proceeding a t 951/2 per 
cent of capacity, or a t a higher ra te  th an  a t any time
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THOUSANDS 
OF CARS

Weekly Automobile Production in the United States and Canada 
(Based on Ward's Automotive Reports)

since 1929. Owing to the increased capacity of the indus
try , actual producion of steel ingots is la rger now th an  
in the earlier year. Automobile assemblies continued to 
m ount in October, as is shown in  the accompanying dia
gram. The steady rise in  automobile production from  
the low point for the year had continued for eleven weeks 
by October 26, whereas the comparable advance last year 
ran  for seven weeks, and in  1937 the u p tu rn  was of only 
five weeks’ duration. Reflecting the influence of National 
defense orders and increased civilian demand, m ill sales 
of textile goods continued in  heavy volume in  O ctober; 
sales of cotton gray  goods were reported in excess of out
put, and m any woolen mills were said to have operated 
a t near capacity rates. R ailroad loadings of m erchan
dise and miscellaneous fre igh t increased more th an  usual 
during  the four weeks ended October 26, b u t the move
m ent of bulk fre ig h t declined owing to a reduction in  
coal shipm ents. E lectric  power production gained over 
September.

The upw ard movement in  the general level of business 
activity  continued in  September, although the advance 
in  th is bank 's  index of production and trade  was some
w hat less pronounced th an  in  the preceding m onth be
cause of a ra th e r sharp  decline in  foreign trade  and the 
failu re of countrywide reta il trade to expand as much 
as usual following the sharp  rise in August. The index 
for Septem ber is placed a t 94 per cent of estim ated long 
term  trend , as com pared w ith 93 in  A ugust, 89 in  Sep
tember, 1939, and  95 a t the peak reached in  December, 
1939.

In  production, the most pronounced gains were again 
evident in  durable goods industries which continued to 
benefit from  the stim ulation of w ar and N ational defense 
orders; activ ity  a t shipyards, a irp lane factories, and 
machine tool p lan ts expanded still fu rther, and steel mill 
operations averaged over 90 per cent of capacity. Among 
nondurable goods lines, wool consum ption expanded sub
stan tia lly  fu rth e r  to the highest ra te  since early  1937, 
reflecting business placed by the m ilitary  services, bu t 
cotton m ill activity, although a t a high level, failed to 
increase as much as usual fo r th is tim e of the year. The 
rise in  the index of consumers ’ durable goods production

was largely accounted for by the exceptional speed w ith 
which new model passenger car production reached large 
proportions.

(Adjusted for seasonal variations and estimated long term  trend; 
series reported in  dollars are also adjusted for price changes)

1939 1940

Sept. Ju ly Aug. Sept.

Index of Production and Trade 89 91 93 p 94p
Production of:

91 94 p 96 pProducers’ durable goods....................... 78
Producers’ nondurable goods................. 98 98 99 p lOOp

Consumers’ durable goods..................... 66 68 73 p 79p
Consumers’ nondurable goods............... 96 95 93 p 95 p

P rim ary d is trib u tio n .................................... 86 89 90 p 87 p
D is tribu tion  to  consumer............................ 93 92 96 p 95 p

Industrial Production
94 118 115 114

Automobiles r ................................................ 84 78 56 117
Bitum inous coal............................................ 91 95 97 95 p
Crude petroleum ........................................... 88 86 86 89 p
E lectric power............................................... 96 99 lOOp lOOp
Cotton consum ption.................................... 110 113r 115 112
W ool consum ption....................................... 125 110 115 133p

103r 102 lOOp 95p
M eat packing................................................. 97 97 97 101
Tobacco products......................................... 92 89 89 90

Manufacturing Employment
91 94 97pE m ploym ent.................................................. 96

Man-hours of em ploym ent......................... 86 89 92 95p

Construction
Residential bu ild ing contracts................... 51 55 60 58
Nonresidential build ing and engineering

71 75 6062

Prim ary Distribution
85 87R y. fre ight car loadings, mdse, and misc. r 85 84

Ry. fre ight car loadings, o ther.................. 92 95 94 95
88 108 113 85p
80 81 80 74p

Distribution to Consumer
Departm ent store sales (U. S .) ................. 90 89 97 97
Grocery chain store sales............................ 97 96 99 95p
V arie ty  chain store sales r .......................... 100 95 106 99
M a il order house sales................................. 101 94 103 98
New passenger car sales.............................. 68 82 61 79

Velocity of Deposits*
Velocity of demand deposits, outside New

Y ork  C ity  (1919-25 average— 100).. 60 53 53 55
Velocity of demand deposits, New Y o rk

25C ity  (1919-25 average =  100).............. 34 24 23

Cost of Living and Wages*
104Co«t of liv ing  (1935-39 average =  100)r. 104 104 104

Wage rates (1926 average =  100)........... 111 114 114p 114p

p Pre lim inary r  Revised *  N o t adjusted for trend

B u ild in g
D uring  Septem ber the to tal value of construction con

trac t awards in the 37 States covered by the F . W. Dodge 
Corporation survey was 16 per cent below the y e a r’s high 
reached in  A ugust, owing to a sharp  decline in  construc
tion aw ards fo r N ational defense purposes. Contracts 
fo r other classes of construction showed little  change 
from  the preceding m onth. In  the first half of October, 
however, there was some increase in  construction con
trac ts  awarded.

The accompanying chart shows the value of to tal con
tra c t aw ards m onthly since Jan u ary , 1939, with a segre
gation of projects fo r N ational defense in  the Ju n e  to 
Septem ber period of th is year. ( In  previous months 
contracts fo r N ational defense purposes presum ably did 
not bulk large.) The expansion in  construction awards
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th is summer, which in  Ju ly  and A ugust reached the 
highest m onthly totals since 1930, was due p rim arily  to 
the stim ulating effect of the defense program . In  A ugust 
—the peak so fa r  this year in  the volume of defense con
struction—awards fo r th is purpose accounted for over 
one qu arte r of to tal construction contracts.

On a daily average basis the value of aw ards in  Sep
tem ber was 10 per cent below A ugust, bu t was 8 per cent 
above the corresponding m onth of 1939. D aily average 
awards for heavy engineering projects were 29 per cent 
below the A ugust average, owing to a 46 per cent decline 
in public works contracts, chiefly for projects connected 
with the defense program .

Owing to a decline in  public purpose building, the 
daily ra te  of awards for nonresidential building declined
8 per cent from  the A ugust average. Compared w ith 
September, 1939, however, the la tte r  type of building was 
up  23 per cent, the most significant increase being in 
aw ards for industria l building, which were 83 per cent 
above the ra te  in the same month of last year. D uring 
the fou r months from  Ju n e  th rough September almost 
one th ird  of all building of th is type represented new 
p lan t construction and a lteration  of existing p lants to 
handle defense orders.

The only m ajor category to show an increase in  the 
daily ra te  of awards during  Septem ber was residential 
building, which was 8 per cent above the average of the 
preceding m onth and the highest for any September since 
1928. Compared with September, 1939, the ra te  of resi
dential building aw ards was up  18 per cent. Over 40 
per cent of this gain represents an  increase in  housing 
projects connected w ith m ilitary  establishments.

D uring  September the daily ra te  of construction con
trac t awards in New York and N orthern  New Jersey  was 
about unchanged from  the A ugust average, bu t 13 per 
cent below the same m onth of last year. D aily average 
aw ards in  September for residential building were off 5 
per cent from  the previous m onth and 31 per cent lower 
than  in  September, 1939. N onresidential building also 
declined from  A ugust, bu t was up almost one-third over 
a year ago. The chief factor contributing to this gain 
was awards for industria l building, which were made a t 
two and a half times the ra te  of September, 1939. Off
setting the A ugust to Septem ber declines in  residential 
and nonresidential building, the daily  ra te  of heavy engi
neering construction was about one-third higher during 
Septem ber than  in  the previous m onth, owing to the in 
clusion in  the u tility  classification of a large contract for 
a portion of a rap id  tran s it ra ilroad  in  Brooklyn. Com
pared  w ith September, 1939, heavy engineering projects 
were off 5 p e r cent.

F o r the first two weeks of October the daily  ra te  of 
construction contract aw ards in  37 States was almost 7 
per cent higher than  in  September. The gain reflected 
increases of 27 per cent in  nonresidential building and
16 per cent in  heavy engineering. As a p artia l offset, 
residential building aw ards declined 12 per cent. Con
struction awards of all classes were 31 per cent above the 
daily ra te  in the corresponding two week period of last 
year, as sizable increases in  the nonresidential and heavy 
engineering categories overbalanced a slight decline in  
residential building.

MILLIONS 
OF DOLLARS

Total Construction Contracts in 37 States, Showing Amounts for 
National Defense Purposes Beginning in June, 1940 

(F. W . Dodge Corporation data)

C o m m o d ity  P r ic e s
Prices of most basic commodities tended to show 

streng th  during  October. The B ureau of Labor S tatis
tics daily index of 28 basic commodities rose 2%  per 
cent fu rth e r du ring  the m onth to 113.3 per cent of the 
prew ar (A ugust, 1939) level, or about 7%  per cent above 
the low point reached du ring  the past summer.

Reflecting continued ligh t offerings in  the “ free 
m arket, ’ ’ spring w heat in  Minneapolis advanced sharply 
to 89 cents a bushel on October 23—the highest price 
since the middle of May—bu t liquidation la ter led to a 
downward reaction and the net gain for the m onth as a 
whole was only fractional. F luctuations in  prices of 
w inter wheat in Kansas C ity and of corn in  Chicago 
followed a roughly sim ilar course. Livestock quotations, 
a fte r advancing sharply in  the first half of October, 
weakened considerably. Hog prices, owing to heavy 
receipts in  the past two weeks, closed the m onth a t $5.97

Daily Indexes of Wholesale Commodity Prices, Computed by Bureau
of Labor Statistics (August, 1939=100 per cent)
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a hundredw eight, 28 cents lower th an  a t the end of Sep
tember, although steers a t $11.75 a hundredw eight 
showed a ne t advance of 75 cents.

A lthough cotton prices showed some response to fo r
eign developments during  October, the Governm ent loan 
program  continued to exert a stabilizing influence on 
the m arket. The average price fo r spot cotton in  10 
Southern m arkets, a t 9.16 cents a pound on October 30, 
was down only slightly for the m onth. Wool tops 
advanced progressively from  an in itia l price of $1.23 to 
$1.37 a pound a t the end of October. Silk prices, a fte r 
rising ab rup tly  in  the middle of the m onth, reflecting 
developments in  the F a r  E ast, subsequently re tu rned  to 
approxim ately the end of September level. H ides were 
especially strong, and showed an aggregate gain of 2 
cents fo r the m onth to 15 cents a pound, the highest 
price th is year. S ugar quotations recovered 13 points 
fu rth e r  to 2.88 cents a pound, and rubber was up  some
w hat.

The m etal m arkets on the whole rem ained firm th rough
out October. Lead advanced 50 points fu rth e r  to 5.50 
cents a pound—the highest level since Jan u ary . Scrap 
steel a t P ittsb u rg h  was up  25 cents to $21.50 a ton.

The recent upw ard  movement of industria l raw  
m aterial prices has carried  th is subgroup of the B ureau 
of Labor S tatistics daily index to the highest level since 
early in F ebruary , as is indicated in  the accompanying 
chart. This increase, no doubt stim ulated in  large 
m easure by the defense program , has been the dom inant 
influence in  the general advance in the combined index 
of 28 basic commodities since the m iddle of September. 
Foodstuffs as a group, while considerably above the 
low level reached in  A ugust, showed a less pronounced 
gain du ring  October th an  in du stria l m aterials.

D e p a r t m e n t  S to re  T r a d e
F o r the four weeks ended October 26, to tal sales of the 

reporting  departm ent stores in  this D istric t were about 
4%  per cent higher th an  in  the corresponding 1939 
period. The daily ra te  of sales for th is portion of 
October failed to show the usual seasonal gain over 
September, bu t im proved as the m onth advanced.

Total Septem ber sales of the reporting  departm ent 
stores in  this D istric t were approxim ately 4 per cent 
higher th an  a year ago. A fte r allowing fo r differences 
in  the num ber of shopping days between th is year and 
last, the year-to-year increase in  average daily sales 
am ounted to about 10 per cent, and a fu rth e r gain in 
the volume of re ta il trade, even considering seasonal 
factors, was indicated. Sales of the leading apparel 
stores in  th is D istric t were approxim ately 2y 2 per cent 
lower th an  in  September, 1939, bu t on an average daily 
basis were about 3 y2 per cent higher than  last year.

The relation of m erchandise stocks held by departm ent 
stores to the volume of th e ir sales is shown in  the accom
panying diagram  on a seasonally ad justed  basis. F rom  
a peak reached in  the spring  of 1938 the ratio  of stocks 
to sales moved irreg u larly  lower th rough 1939, owing 
partly  to a m oderate reduction in  stocks, b u t more

PER CENT

Ratio of  ̂Merchandise Stocks to Sales of Reporting Department 
Stores in the Second Federal Reserve District, Adjusted for 

Seasonal Variation (3  month moving averages of monthly data; 
1923-25 average = 1 0 0  per cent)

largely to a g radual rise in  sales. The advance in  the 
ratio  in the early p a rt of th is year was occasioned by a 
substantial decline in  sales, stocks rem aining fa irly  
steady. The cu rren t steep decline in  the ra tio  reflects 
the sharp advance experienced in  departm ent store sales, 
accompanied by a much less pronounced rise in  stocks. 
The present position of the ratio  indicates th a t stocks of 
m erchandise in  departm ent stores in  the Second Federal 
Reserve D istric t are now as low relative to the cu rren t 
volume of sales as at any time in  recent years.

Locality

Percentage 
change 

September, 1940 
compared with 

September, 1939

Per cent of 
accounts 

outstanding 
August 31 
collected in 
September

Net
sales

Stock 
on hand 
end of 
month 1939 1940

New York and Brooklyn..............................
Buffalo............................................................

+  3.2 
+  3.2 
+  0.9 
+  5.3 
+10.4  
+  1.4
— 0.4 
+  4.4 
+  1.9 
+  9.9
— 4.4
— 2.0 
— 8.1

+  3.4 
+10.6  
+  7.4 
+11.4  
+10.1 
+  3.9 
+  1.4

46.7
45.6
54.4
39.1
38.1 
38.3
33.1

45.6 
41.3
49.1
38.6
33.6
37.2 
34.1

Syracuse.........................................................
Northern New Jersey...................................

Northern New York State.......................
Southern New York State........................
Central New York State..........................
Hudson River Valley District..................
Westchester and Stamford.......................
Niagara Falls.............................................

All department stores........................... +  3.9 +  5.2 43.7 41.0

Apparel stores........................................ — 2.3 — 1.1 39.1 37.8

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average=100)

1939 1940

Sept. July August Sept.

Sales (average daily), unadjusted................ 97 67 76 107
Sales (average daily), seasonally adjusted.. 93 94 101 103

Stocks, unadjusted........................................ 81 68 76 85
78 79 80 81
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Index of Physical Volume of Industrial Production, 
Adjusted for Seasonal Variation (1935-1939 
averages 100 per cent; durable manufactures, 

nondurable manufactures, and minerals ex
pressed in terms of points in total index)

BILLIONS OF DOLLARS _

United States Department of Commerce Estimates 
of the Amount of Income Payments to Indi

viduals, Adjusted for Seasonal Variation

Federal Reserve Groupings of Wholesale Prices 
of Industrial Materials and Foodstuffs, Com

puted from Bureau of Labor Statistics 
Data (1926=100 per cent)

Wednesday Figures for Reporting Member Banks
in 101 Leading Cities (Latest figures

are for October 9)

Business C onditions in th e  U nited  S tates
(Summarized by the Board of Governors of the Federal Reserve System)

V OLUME of industrial production increased sharply in September, owing 
mainly to a continued rise in output of durable manufactured products, and 

this month a further increase is indicated. Prices of basic industrial materials 
advanced in September and the first half of October.

P roduction

The Board's seasonally adjusted index of industrial production, which for 
three months had been at a level o f 121 per cent of the 1935-39 average, 
advanced to about 125 per cent in September. In the durable goods industries 
increases in output were general. Steel production rose to 93 per cent of 
capacity, and in the first half o f October the rate was slightly higher as new 
orders continued in large volume both from domestic and foreign sources. 
Steel exports amounted to about 20 per cent of ingot producing capacity in 
August, the latest month for which data are available, with nearly three 
quarters of these shipments going to the United Kingdom and Canada. Activity 
in the machinery, aircraft, and ship-building industries advanced further in 
September following considerable increases in August, and automobile output 
increased sharply as volume production of new model cars was rapidly attained. 
Plants producing railroad cars and locomotives also showed an expansion in 
activity. Lumber production continued to rise under the impetus o f a growing 
volume of demand for defense program purposes.

Changes in output of nondurable manufactured goods and minerals in 
September were mixed. At wool textile mills activity advanced sharply further 
to near the peak reached last autumn, reflecting in part expanding production 
on Government orders. At cotton mills, however, activity showed less than the 
usual seasonal rise, following a sharp increase in August, and rayon deliveries 
declined somewhat owing partly to a strike at plants of one large producer. 
Shoe production also declined in September. Paper production remained in 
reduced volume following a high rate of output during the early summer 
accompanying some inventory accumulation at that time. Output of most metals 
continued large during September. Crude petroleum production, which had 
been curtailed sharply during the summer, rose considerably, but coal produc
tion, which for several months had been maintained at high levels, showed a 
smaller increase than is usual at this season.

Value of new construction work started in September was lower than in 
July and August, according to reports o f the F. W. Dodge Corporation and 
the San Francisco Federal Reserve Bank. The decline occurred chiefly in 
contracts for defense projects which had been large in the previous two months. 
Awards for private residential building showed little change from recent high 
levels. Awards for other private work declined somewhat but continued con
siderably above the level o f a year ago.

D istribution

In September and the early part o f October department store sales showed 
somewhat less than the usual seasonal increase from the exceptionally high 
level reached in August.

Freight car loadings rose somewhat more than seasonally in September, 
reflecting to a large extent increased shipments o f miscellaneous freight. 
Loadings of coal, which have been large in recent months, showed less than 
the usual seasonal rise.

Com m odity P rices

Prices of most industrial materials, particularly lumber, steel scrap, non- 
ferrous metals, hides, and wool, continued to advance from the middle of 
September to the middle o f October, and there were also increases in some 
manufactured products, notably cotton and woolen goods. Wheat prices were 
higher while prices of most other foodstuffs showed little change.

B a n k  Credit

Commercial loans at reporting member banks in New York and 100 other 
leading cities continued to increase during the four weeks ended October 9, 
reflecting in part seasonal demands. Holdings of United States Government 
obligations decreased further with the result that total loans and investments 
of these banks showed little change.

U nited States Government Security Prices

Prices of United States Government securities advanced in the second half 
of September and the first week in October, rising close to the high level of 
the year reached early last April.
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M o n e y  M a r k e t  in  N o v e m b e r
A strong advance occurred in prices of high grade 

bonds during  November, as a resu lt of which new high 
quotations, and consequently new low yields, were 
reached by U nited States Treasury, S tate and m unicipal, 
and prim e corporation issues. Two factors, aside from  the 
underly ing ease in  the basic money m arket situation, 
appear to have contributed to this renewed rise in  bond 
prices to new highs of record. F irs t, and probably most 
im portant, a sizable dem and for such securities which had 
accum ulated and been held in abeyance p rio r to E lection 
Day was released when election uncertain ties were re
solved. Second, shortly a fter Election Day the statem ent 
by the Secretary of the T reasury th a t he favored and 
would seek legislation to term inate tax  exemption of in 
come received from  fu tu re  issues of U nited States Govern
m ent as well as State and m unicipal bonds caused some 
increase, at least of a tem porary nature, in the demand 
for outstanding tax  exempt obligations. A nother possible 
factor, la te r in the month, was the discussion concerning 
in terest rates on loans to finance N ational defense con
tracts, which appears to have been in terp reted  in  some 
quarters as assuring the continuation of very low money 
rates.

A t the time of the sharpest rise in  U nited States Gov
ernm ent securities— during  the second week of Novem
ber—the Reserve System open m arket investm ent account 
sold $73,000,000 of such securities from  its holdings, and 
in several other recent weeks sold sm aller amounts, the 
net resu lt being a reduction of $148,000,000 in the System 
Account holdings for the five weeks ended November 
27. D uring this same five week period, the direct Gov
ernm ent security holdings of the reporting  member banks 
in New York City were increased $158,000,000, and, in 
the four weeks ended November 20, those of reporting  
banks in other leading cities rose $82,000,000, indicating 
aggregate purchases by these banks considerably in excess 
of the sales from  Federal Reserve holdings. In  addition, 
the reporting  banks’ holdings of Government guaranteed 
securities rose $83,000,000 from  October 23 to November 
20, chiefly a t banks in  New York, presum ably reflecting 
purchases of the new $100,000,000 issue of short term  
U nited States Housing A uthority  notes on November 1. 
The reporting  banks’ holdings of securities, other than 
U nited States Government obligations, however, were 
reduced $79,000,000 in New York, owing to m aturities 
of outstanding State and m unicipal obligations, and this 
decline was only p a rtly  offset by increases in  holdings

of such securities by other reporting  banks. N everthe
less, for the four week period the to tal investm ent hold
ings of the reporting  banks showed a net increase of 
$235,000,000.

A t the same time, the “ com m ercial”  loans of the 
reporting  banks continued to rise, reaching a slightly 
higher to tal th an  was a ttained in  1937. In  the aggregate, 
loan expansion of reporting  banks am ounted to 
$220,000,000 during  the four weeks ended November 20, 
of which $162,000,000 represented commercial loans. 
Total loans and investm ents of the reporting  banks, as a 
resu lt of the loan expansion and the increases in  security 
holdings, consequently rose $455,000,000, reaching a new 
high level, about $500,000,000 above the 1929 peak. 
Accompanying the rise in loans and investments, adjusted  
demand deposits of reporting  banks rose $318,000,000 
fu rth e r to a new high.

In  connection w ith the fu rth e r increases in  bank loans 
and investments, and in  deposits, which occurred during  
the past month, it is of in terest to review the changes 
which have taken place since th is time a year ago. As 
the following table indicates, commercial loan expan
sion for the year ended November 20 has am ounted to 
$520,000,000. Total loan expansion, however, has been 
somewhat less, as a reduction in  the to tal of loans to 
brokers and dealers in  securities and other loans for p u r 
chasing or carry ing securities, has exceeded an increase

Movements of Yields on High Grade Bonds (Scale inverted to indicate 
price tendencies; Standard Statistics Company average yield on. 

high grade municipal bonds and Moody's Investors Service 
average yield on Aaa corporation bonds)

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

December 1, 1940



90 MONTHLY REVIEW, DECEMBER 1, 1940

in real estate and miscellaneous loans. Owing to the 
fact th a t the decline in security loans has been largely a t 
New York banks and to the fact th a t the rise in miscel
laneous loans has been entirely a t banks outside New 
York, to tal loans of the New York City banks show a net 
decline of $44,000,000 for the past year, despite a sizable 
rise in  their commercial loans, while to tal loans of banks 
in  other cities show a net increase of $537,000,000. Invest
m ent holdings of the New Y ork City banks have shown 
considerably larger increases th an  have occurred ou t
side New York, however, w ith the resu lt th a t to tal loans 
and investm ents of New York C ity banks show approxi
m ately the same increase over a year ago as the aggre
gate fo r reporting  banks in  100 other cities. Of the 
increase of $1,852,000,000 in  to tal loans and investm ents 
of all reporting  banks during  the past year, investm ents 
have accounted fo r $1,359,000,000 and loans for 
$493,000,000. Expansion of adjusted  dem and deposits, 
both in New Y ork and in other principal cities, has consid
erably exceeded the increases attribu tab le  to the rise in 
loans and investm ents of the banks, owing p rincipa lly  to 
the heavy inflow of foreign funds during  the past year 
to pay for w ar m aterials and for other purposes.

Changes in  Loans and Investments and Deposits of W eekly  Reporting Banks 
November 20, 1940, Compared w ith  Novem ber 22, 1939 

( In  m illions of dollars)

New Y ork  
C ity

100 other 
cities

101
cities

Commercial, industria l, and agricultural loans. . . 
Loans to  brokers and dealers in  securities, and

loans for purchasing or carrying securities........
A ll other loans..............................................................

+155

— 180 
—  19

+365

—  28 
+200

+520

— 208
+181

Tota l loans............................................................. —  44 +537 +493

U. S. Government direct obligations.......................
Obligations guaranteed by U. S. G overnm ent.. . .  
Other securities.............................................................

+533
+315
+119

+270 
—  16 
+138

+803
+299
+257

T o ta l investments................................................ +967 +392 +1,359

Tota l loans and investm ents................................. +923 +929 +1,852

Demand deposits— adjusted......................................
T im e deposits...............................................................

+1,600 
+  51
—  13 
+431
—  44

+1,413 
+  89
—  4 
+586
—  11

+3,043 
+  140
—  17 

+1,017
—  55

U. S. Government deposits........................................
Domestic bank deposits..............................................
Foreign bank deposits.................................................

E xcess R eserves
The excess reserves of all member banks were reduced 

$200,000,000 in  the week ended November 6, owing chiefly 
to a fu rth e r  rise in  the am ount of money in  circulation, 
p a rtly  of a seasonal nature, and to heavy receipts of 
funds in  the Reserve Banks for T reasury account, largely 
the proceeds of a $100,000,000 U nited States Housing 
A uthority  security issue and social security taxes. Subse
quently the to tal of excess reserves rose to $6,930,000,000 
on November 27 (which compares w ith the peak of 
$6,940,000,000 reached on October 23), as the T reasury 
disbursed funds from  balances in  the Reserve Banks and 
the gold stock continued to rise. A t these high figures, 
fluctuations in  excess reserves of as much as several hu n 
dred million dollars are of little  significance. Of much 
greater significance is the fact th a t since the beginning

of the w ar more than  $2,000,000,000 has been added to 
the volume of excess reserves, which for some time have 
been more th an  ample to provide the basis for any con
ceivable, desirable expansion of bank credit, including 
financing by the commercial banks of industria l require
ments for funds arising from  the N ational defense p ro 
gram.

Money Rates in New York
N ov. 30, 1939 Oct. 31, 1940 N ov. 28, 1940

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans................ *1H * 1 H
Prime commercial paper 4-6 m onths. .  . % X -  % X  - Ks
B ills— 90 day unindorsed........................ X* %
Average yield on Treasury notes (3-5

0.60 0.40 0.34
Average yie ld  on Treasury bonds (not

callable w ith in  12 years)..................... 2.38 2.19 2.05
Average rate on latest Treasury b ill

sale 91 day issue.................................... 0.015 t 0.004
Federal Reserve Bank of New Y o rk

discount ra te .......................................... 1 1 1
Federal Reserve Bank of New Y o rk

buying rate for 90 day indorsed b ills X X X

* Nominal |  Negative yield

Government Securities
A fter exhibiting a slow rising  tendency since June, 

Government security prices moved up  strongly in  Novem
ber to reach new high levels. Prices firmed the day after 
E lection Day and on November 7 advanced substantially, 
in  response to the release of investm ent dem and and the 
announcem ent by the Secretary of the T reasury  concern
ing the proposed term ination, w ith respect to fu tu re  issues 
of Governm ent securities, of the present tax  exempt 
status. Accompanying the strong dem and in  the m arket 
for Government securities during the past m onth which 
resulted in  sharp price advances, relatively heavy sales 
of Governm ent securities were made from  the Reserve 
System ’s portfolio.

The average price of long term  T reasury  issues ad
vanced more th an  two points from  the beginning of the 
m onth to November 9 when it stood a t a record level— 
nearly %  of a point above the previous high established 
in June, 1939. In  the ensuing trad in g  sessions to Novem
ber 16 about %  of a point was lost, b u t la te r in  the 
m onth the average again established a new all-time high, 
between %  and %  po in t above the November 9 high. 
T reasury obligations of interm ediate m atu rity  followed 
a sim ilar pattern .

T reasury note prices continued to advance through 
November 8, bu t showed little  movement thereafter. The 
average yield on 3 to 5 year T reasury notes declined 
from  0.40 per cent on November 1 to 0.32 per cent (a 
new low) on November 8.

T reasury bill financing du ring  November was com
posed of four weekly issues, each in  the am ount of ap
proxim ately $100,000,000 and each a replacem ent of 
sim ilar m aturities. The accepted bids for the issue dated 
November 6 were aw arded a t an average price fraction
ally below par. The th ree following issues were desig
nated as N ational Defense Series. U nder au tho rity  of 
the (first) Revenue A ct of 1940 such N ational Defense
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T reasury bills may be issued to provide the T reasury 
w ith funds to meet any expenditures made, afte r Jun e
30, 1940, for the N ational defense, or to reim burse the 
general fund  of the T reasury therefor. The National 
Defense Series is outside the existing sta tu to ry  debt 
lim it of $45,000,000,000 and are the first securities issued 
under the authorization contained in the (first) Revenue 
A ct of 1940 to borrow $4,000,000,000 for N ational de
fense. As the regular issues of T reasury bills are re tired  
and replaced by these new issues of N ational Defense 
bills, the m argin of borrow ing under the $45,000,000,000 
debt lim it is increased by equal amounts, The N ational 
Defense issues dated November 13 and 20 were awarded 
a t 0.003 per cent and the issue dated November 27 was 
sold on a 0.004 per cent basis.

The Secretary of the T reasury announced on Novem
ber 13 th a t all outstanding 3%  per cent T reasury  bonds 
of 1941-43 are called for redem ption on M arch 15, 1941. 
A pproxim ately $545,000,000 of these bonds were out
standing a t the time of th is announcement. The Sec
re ta ry  also stated that, p rio r to the redem ption date, 
holders of these bonds may be offered the privilege of 
exchanging them for other in terest bearing obligations 
of the U nited States.

Commercial P aper and B ills
B ank investm ent dem and for commercial paper d u r

ing November rem ained active and w ent unfilled to a 
considerable extent as dealers continued to be able to 
secure only m oderate quantities of new paper for resale 
in  the open m arket. The ra te  range for average grade 
prim e 4 to 6 m onth commercial paper again was ind i
cated to be % -%  Per cent  and the quotation for the 
choicest grade of paper, when available, continued a t 
%  per cent. A  to tal of $252,400,000 of paper was out
standing through commercial paper concerns a t the end 
of October, the largest am ount since the spring of 1938. A 
m onth ago outstandings aggregated $250,700,000 and 
a year ago $205,300,000.

T rading in the bill m arket du ring  November continued 
to hold to the small volume of recent months. Rates, 
largely nominal, rem ained unchanged. Bankers bills out
standing a t the end of October to taled approxim ately 
$187,000,000, about $10,000,000 more th an  a t the end of 
September and the first m onthly increase since F eb ru 
ary. The rise was p rim arily  accounted for by a sea
sonal expansion in  im port bills. As com pared w ith a 
year ago, October outstandings were down $34,000,000, 
reflecting in  m ajor p a r t a reduction in  export bills.

S e c u r i ty  M a r k e t s
Stock prices fluctuated widely on several occasions d u r

ing the past month, especially a fte r  E lection D ay and 
when announcem ent was made th a t the Secretary of the 
T reasury would ask Congress for a substantial increase in  
the sta tu to ry  debt limit. Domestic bond prices were less 
volatile and, in  general, continued the previous up trend . 
Stock and bond sales fo r the m onth on the New York 
Stock Exchange were the heaviest since last May.

The average price of common stocks included in the

S tandard  S tatistics 90 stock index dropped more th an  
3 per cent the day a fte r the elections, bu t in  a sharp 
reversal on the following day, when the statem ent regard 
ing the debt lim it was made, share prices rose over 5 
per cent. This gain, however, was elim inated by Novem
ber 20, accompanying the receipt of foreign news con
sidered by the m arket of a d isturbing nature, and re 
newed discussion of the effect of taxation in th is country 
on business profits. There then followed a short period 
of irregu larity , bu t declines on November 27 and 28 
brought prices to the lowest level since mid-October. 
Among the component groups, the u tility  shares showed 
the greatest decline for the m onth and by November 29 
were a t the lowest level since June.

The average price of medium grade domestic corpo
ra te  bonds, as m easured by M oody’s Investors Service 
price average for B aa issues, gained 1*4 points between 
November 6 and 18 to equal the high of Jan u ary , 1937. 
A fter a slight in tervening decline, a level about Ys point 
higher was reached on November 26, bu t in the last days 
of the m onth medium grade bonds weakened somewhat. 
H igh grade corporate bonds, classified as Aaa by Moody, 
were slightly firm er th rough November 19 and held th is 
record high level du ring  most of the rem ainder of the 
month. On November 28 these bonds advanced Yk of a 
point fu rther. P rim e m unicipal bond prices continued 
th e ir advance, fo r the th ird  month, and reached a new 
high level on November 20, according to the S tandard  
S tatistics Company d a ta ; prices of ou tstanding State and 
m unicipal issues were strengthened, a t least tem porarily, 
by the statem ent of the Secretary of the T reasury th a t he 
favors legislation to remove from  fu tu re  issues of such 
securities, as well as F ederal Government securities, 
exemption from  taxation.

N e w  F in a n c in g
The private placement, late in  the month, of 

$140,000,000 A m erican Telephone and Telegraph Com
pany debentures w ith a group of insurance companies 
raised the volume of corporate and m unicipal flotations 
during  November to $265,000,000. This to ta l was less 
th an  half th a t of the previous month, and the volume of 
new issues sold th rough public offering was close to the 
lowest level reached du ring  the past year. No reason 
was apparen t fo r the sharp decline in  public offerings, 
though it m ay have been due in  p a r t to the acceleration 
of security flotations in  October in  an effort by some 
issuers to consummate th e ir financing p rio r to E lection 
Day. Total corporate issues am ounted to $200,000,000, 
of which $170,000,000 represented funds for new capital 
purposes.

The Am erican Telephone and Telgraph Company p r i
vate sale, the purpose of which was to raise funds for 
expansion and construction in  the Bell Telephone Sys
tem, was reported  to be the largest single deal of its 
type ever negotiated. The com pany’s announcem ent 
disclosed th a t these “ new m oney”  debentures, which 
carry  a 2%  per cent coupon and m ature in  th ir ty  years, 
were sold a t 98Y2 or a t a net in terest cost to the company 
of 2.8 per cent. The next largest corporate flotation was
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th a t of $10,000,000 Atchison, Topeka and Santa Fe R ail
way 1 per  cent equipm ent tru s t certificates m aturing 
in  one to ten  years. This issue was aw arded a t a net 
in terest cost of 1.15 per cent, reported to be the lowest 
ra te  a t which an equipm ent tru s t certificate issue has 
ever been sold, and was reoffered to yield from  0.20 per 
cent to 1.50 per cent according to m atu rity .

M unicipal aw ards made du ring  the past m onth in 
cluded $12,096,000 M etropolitan W ater D istric t of South
ern C alifornia 3 per cent Colorado R iver waterworks 
refunding  bonds, m atu ring  serially from  1953 to 1988, 
and $8,245,000 City of Mobile, Alabama, 3y 2 per cent 
general refunding  bonds, m atu ring  serially from  1944 to 
1970. The form er issue was reoffered to yield from  2.00 
per cent to 2.75 per cent, while the la tte r was reoffered to 
yield from  1.50 per cent to approxim ately 3.38 per cent.

Short term  obligations, not included in  the $265,000,000 
total, am ounted to $270,000,000, a large portion of which 
was accounted for by security flotations of two Govern
m ent instrum entalities. The Federal Interm ediate Credit 
Banks sold $30,000,000 of 0.75 per cent nine and twelve 
m onth refunding  debentures on a basis of 0.25 per cent 
and 0.30 per cent, respectively, and the Federal Home 
Loan Banks sold $67,000,000 of securities, consisting of 
$15,000,000 of 0.50 per cent five m onth debentures sold 
at 0.20 per cent and $52,000,000 of 0.75 per cent seventeen 
m onth debentures sold at 0.45 per cent. In  addi
tion, various local housing authorities aw arded about 
$144,000,000 of short term  notes du ring  the month.

B u s in e s s  P r o f i t s
Aggregate th ird  qu arte r net profits of the 429 indus

tr ia l and m ercantile companies covered in  the accom
panying table were 19 p e r cent larger th an  those for the 
corresponding 1939 period. W hile this comparison gives 
an indication of the higher level of profits th is year than  
last, it is subject to an unusual influence because of the 
variable character of the provisions made for taxes by 
the different companies in  th e ir recent quarterly  reports. 
W idely varying tax  allowances were made by reporting  
companies depending on the individual corporation’s de
cision as to when to make tax  deductions in  accordance 
w ith the increased levies imposed by the two Revenue 
Acts of 1940. The (first) Revenue A ct of 1940, ap
proved Jun e  25, increased the norm al tax  rate, in  general, 
from  18 to 20.9 per cent, and the Second Revenue Act 
of 1940, approved October 8, increased the norm al tax  
ra te  from  20.9 to 24 per cent and, in  addition, imposed 
an  excess profits tax. These taxes apply  to corporate 
income for taxable years beginning a fte r December 31, 
1939.

In  view of these adjustm ents, a comparison between 
corporate profits for the first three quarters of this year 
and last has more cogency th an  the usual quarte rly  com
parison. F o r  the fu ll nine m onth period, combined net 
profits (less deficits) of the 429 industria l and m ercantile 
companies showed a gain over 1939 of 40 per cent bu t 
rem ained 17 per cent less th an  in  1937. E arn ings of 
the durable goods producers were 60 per cent above those 
in  the first nine m onths of 1939; profits of companies 
m anufacturing  nondurable goods, and service companies,

92 MONTHLY REVIEW,

were up only 16 per cent. P a rticu la r beneficiaries of 
more active business in  the durable goods group were 
producers of steel, railroad equipm ent, heating and 
plum bing supplies, airplanes, m achinery and tools, auto
mobile p arts  and accessories, electrical equipm ent and 
copper. The largest year-to-year percentage gains in the 
nondurable group for the nine m onth period were shown 
in the paper and paper products, textile, and petroleum  
classifications. Compared w ith the first nine m onths of 
1937, the airplane, textile, paper and paper products, 
confectionery, and other food products groups had 
higher net profits. The coal m ining group had an aggre
gate profit th is year, compared w ith a deficit in  1937.

F o r the first nine m onths the net income of Class I 
railroads am ounted to $59,000,000 as com pared w ith a 
deficit of $32,000,000 in 1939, a deficit of $176,000,000 
in 1938, and a net income of $81,000,000 in 1937. Class
I railroads reported th ird  qu arte r net income, a fte r all 
charges, am ounting to $71,000,000 which compares with 
$58,000,000 a year ago and is the largest for any th ird  
quarter since 1930. Net operating income of large tele
phone companies and net income of other public u tilities 
for the January-Septem ber period were m oderately 
higher th an  a year before, bu t for the th ird  qu arter alone 
were slightly below the corresponding 1939 level.

DECEMBER 1, 1940

(N et profits in  m illions of dollars)

Corporation group

No.
of

Cos.

Th ird  quarter F irs t nine months

1939 1940 1937 1938 1939 1940

Advertising, p rin ting
and pub lish ing ......... 8 1.4 1.9 10.6 5.9 7.8 9.2

A utom obiles................. 12 12.6 15.6 199.9 31.6 137.5 162.0
Autom obile parts and

accessories................ 39 6.8 8,4 56.0 — 5.7 28.2 44.6
11 7.9 12.0 6.5 10.7 19.6 36.9

B u ild ing  supplies:
H ardw are .................. 4 0.6 0.9 3.8 — 0.4 1.0 2.4
Heating and

p lum b ing ............ 8 3.8 5.5 14.2 0.6 4.9 10.1
Roofing supplies. . . . 4 2.3 2.5 6.0 1.7 3.9 4.9
Stone, clay, and

glass....................... 8 6.3 6.3 21.8 7.5 14.9 18.4
6 2.3 1.9 8.2 2.9 5.3 5.5

28 35.9 33.9 121.5 60.1 94.2 114.4
Drugs and cosmetics

(incl. soaps).............. 12 15.0 12.2 42.3 35.1 43.6 41.9
E lectrica l equ ipm ent.. 18 15.1 20.6 76.7 28.8 43.2 67.4
Food products:

9 5.7 4.8 15.5 17.4 16.1 13.6
Beverages................. 6 12.0 9.3 29.8 29.9 30.4 29.2
Confectionery.......... 8 5.8 4.8 14.3 13.2 16.1 15.0
O the r......................... 15 16.0 13.1 41.2 40.8 44.8 45.0

M achinery and to o ls .. 33 7.9 9.8 47.8 11.6 17.5 30.7
M eta l manufactures—

14 4.8 4.6 16.3 3.2 9.4 12.2
M in ing :

C oa l............................ 11 0 1.9 “—0.1 — 6.7 — 1.9 4.4
5 8.3 9.6 40.0 14.0 22.2 34.4

Gold and s ilve r........ 10 4.6 4.1 17.5 13.4 12.8 12.2
14 13.1 13.5 59.3 26.5 34.2 39.7

M otion  p ictures........... 5 1.9 0.9 13.9 8.2 7.5 5.3
Office equipm ent......... 7 3.0 3.0 17.8 10.8 10.4 12.2
Paper and .paper

14 2.2 3.9 11.9 4.2 5.2 12.6
27 22.9 22.6 142.6 87.8 52.5 78.8

Railroad equipm ent... 13 4.8 7.6 33.8 — 0.4 8.9 23.2
27 29.8 73.8 207.2 — 25.4 51.7 166.5
13 9.8 6.6 22.6 12.7 22.9 20.4

Textiles .......................... 12 3.3 4.5 11.9 1.8 8.3 13.9
Tobacco (cigars)......... 5 1.1 1.2 2.5 2.3 2.6 3.3
M iscellaneous.. . ......... 23 6.2 4.8 10.4 3.6 8.8 8.7

To ta l, 32 groups.......... 429 273.2 326.1 1,323.7 447.7 784.5 1,099.0

Class I  railroads, net
137 58.3 70.6 81.4 — 175.6 — 31.8 58.6

Telephone companies,
net operating income 94 60.1 55.9 171.5 153.4 177.4 180.4

Other public u tilities ,
net income................. 65 56.6 54.2 183.2 160.5 182.9 190.9

—Deficit
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According to a recently published report, the National 
Bank of Bohemia and Moravia (form erly the National 
B ank of Czecho-Slovakia) raised its discount rate  from  
3 to 3x/2 per cent on October 1. The lower rate  had been 
in effect since Ja n u a ry  1, 1936.
F o re ig n  E x c h a n g e s

Those exchange rates which continue to be quoted 
regularly  in the New York m arket showed greater 
stab ility  during the past month than  a t any time since 
before the outbreak of the present E uropean war. The 
rate  for the Swiss franc, for example, a fte r having been 
perm itted  to appreciate about 80 points following the 
capitu lation of France, rem ained v irtua lly  unchanged 
during  November near the level of $0.2321. The unofficial 
ra te  for the pound sterling, a t which some dealings still 
take place, generally held w ithin the extrem ely narrow7 
range of $4.031/£-$4.04. The B ritish  authorities tightened 
exchange restrictions somewhat fu rth e r by taking steps 
to prevent the transfer into foreign exchange of certain 
capital paym ents to nonresidents. The new regulations, 
which took effect as of November 23, provided for new 
“ blocked7’ sterling accounts, into which such capital 
proceeds are to be paid.

Coincident w ith the arrival in  this country of an  
A rgentine financial delegation, the free ra te  for the 
A rgentine peso advanced during  the first p a r t of Novem
ber from  $0.2330 to as high as $0.2370, bu t subsequently 
declined somewhat, to end the m onth a t $0.2345. Some 
m inor im provem ent was also shown by the Cuban peso, 
the discount on which was quoted a t the end of November 
a t 8Y2 per cent, as against 9% per cent a m onth earlier.

On November 21 the N ational Bank of H ungary  
revised its foreign exchange quotations, lowering the 
prem ium s on the purchase and sale of convertible 
exchange (including the dollar) from  50 and 53 per 
cent, respectively, to 47 and 50 per cent. In  term s of 
the dollar, therefore, the pengoe appreciated from  
$0.1883-$0.1937 to $0.1921-$0.1977. The curren t dollar 
rates are close to those which were quoted before the 
substantial depreciation of the pengoe th a t accompanied 
the outbreak of war.
G o ld  M o v e m e n ts

There was a fu rth e r moderate decline during  Novem
ber in  the volume of im ports of gold into the U nited 
States. The to tal am ount of gold held under earm ark for 
foreign account a t the F ederal Reserve Banks was in 
creased about $40,000,000, following an increase of $115,- 
000,000 in October and reached a new high figure of 
approxim ately $1,815,000,000 on November 30. The 
increase in the gold stock of the U nited States d u r
ing the m onth— about $295,000,000—was somewhat 
larger than  in October, bu t sm aller th an  in  any m onth 
of the A pril-Septem ber period of th is year.

In  the four weeks ended November 20, the D epartm ent 
of Commerce reported the receipt of $288,985,000 of 
gold in the following principa l am ounts: $205,642,000 
from  Canada, $16,490,000 from  A rgentina, $14,432,000 
from  A ustralia, $14,338,000 from  Portugal, $12,186,000 
from  Japan , $8,436,000 from  Russia, $6,296,000 from

C e n tr a l B a n k  R a t e  C h a n g e South A frica, $3,600,000 from  the Philippines, $1,482,000 
from  the U nited Kingdom, $1,107,000 from  Hong Kong, 
$925,000 from  Chile, and $605,000 from  Mexico.
F o r e ig n  T r a d e

D uring October—in some p a r t owing to seasonal 
influences—there was a recovery from  the sharp reduc
tion in U nited States foreign trade which had taken place 
in September. Total m erchandise exports am ounted to 
$343,000,000 in  October, and general im ports to 
$207,000,000, showing increases over September of 16 per 
cent and 6 per cent, respectively. Compared w ith Octo
ber, 1939, the value of exports was 3V2 per cent larger, 
while the value of goods actually im ported into the coun
try  was 4 per cent smaller. (Im ports “ for consump
tio n /  ’ which in October of this year included considerable 
w ithdraw als from  bonded warehouses, were valued at 
$213,000,000, or nearly  3 per cent more than  the cor
responding figure of a year previous.) The increase in 
exports carried this figure to the highest October level 
since 1929. The excess of to tal exports over general 
im ports of $136,000,000 for October was substantially 
larger than  in the previous m onth or in October, 1939.

E xports of cotton expanded seasonally during Octo
ber, but, as in the preceding month, fell considerably 
short of the totals usually  reached a t this time of the 
year. An increase of $8,500,000 over September (to 
$31,400,000) in exports of a irc ra ft was the largest single 
factor in the gain in to tal exports. The num ber of planes 
exported was 335 in  October compared w ith 284 in Sep
tember, and exports of engines increased to 648 from  441 
in the previous month. Large gains over September were 
also recorded in  shipm ents abroad of industrial 
m achinery, automobiles (both passenger cars and tru c k s) , 
copper, brass and bronze, and crude petroleum  and 
products. E xports of coal, however, and of certain iron 
and steel products were somewhat sm aller than  in Sep
tember. Compared w ith October of last year, exception
ally large gains were shown in exports of aircraft, iron 
and steel products, metal-working m achinery, sem im anu
factures of brass and bronze, and firearms and explo
sives. On the other hand, exports of petroleum  and its 
products, coal and coke, and of the m ajority  of the ag ri
cu ltu ra l commodities were fa r  below the levels of a year 
ago.

Im ports during  October of silk, wool, coffee, diamonds, 
and a num ber of other products showed substantial 
increases over the previous month. Receipts of tin, crude 
rubber, furs, and burlap  were sm aller than  in September. 
Compared w ith October of last year, a large dollar gain 
was shown in im ports of rubb er; im ports of copper and 
burlap  registered threefold increases, and those of tin  
and wool were about twice as large as a year ago. On 
the other hand, receipts of woodpulp, coffee, new sprin t 
paper, and sugar showed com paratively large declines 
from  October, 1939.

F o r the first ten  months of 1940, to tal exports aggre
gated $3,374,000,000 and general im ports $2,149,000,000, 
resu lting  in  a net export balance of $1,225,000,000. In  
the case of exports the value was the largest for the com
parable period of any year since 1929. The export 
balance for the ten  months exceeded th a t of the corre
sponding months of any year since 1921.
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The general level of business activity appears to have 
m ounted fu rth e r in  November— a continuing reflection of 
the stim ulating effect of the steadily increasing demands 
of the N ational defense program  upon industry . Steel 
m ill operations appear to have averaged around 96*4 
per cent of capacity du ring  November, or slightly above 
the average for October and the highest operating ra te  
since 1929. The actual production of steel is somewhat 
larger now than  in 1929, however, owing to the increased 
capacity of the industry . New business booked by steel 
mills in November was indicated to have been consider
ably in excess of shipments, and as the m onth advanced it 
was necessary for the mills to set their delivery dates p ro 
gressively fu rth e r ahead. Automobile production, afte r 
rising sharply in  September and October, held a t a high 
level throughout N ovem ber; on the average nearly
25,000 passenger cars and trucks came off the assembly 
lines each working day. A lthough mill sales of cotton 
gray  goods decreased in  November, the mills still had 
large backlogs of orders a t the end of the m onth and 
a high ra te  of operations was m aintained. D uring  the 
three weeks ended November 23, ra ilroad  fre igh t traffic 
declined somewhat less th an  usual for th is time of year, 
and electric power production continued to increase.

This b an k ’s index of production and trade  advanced
1 point fu rth e r  between September and October to 95 
per cent of estim ated long term  trend . The index for 
October shows a ne t increase of 8 points over the 
A pril low and equaled the peak level of last December. 
The rise in  the index between September and October 
was due to fu rth e r  increases in  industria l production, 
w ith the durable goods industries again showing the more 
pronounced gains. The steel mills and machine tool 
p lants of the country  were increasingly busy, and in 
m any cases were operated a t or near capacity. O ther m anufacturing activities strongly affected by the require
m ents of the N ational defense program — such as the 
shipbuilding, airplane, and textile industries— expanded 
still fu rther, and the usual autum n contraction in  cement 
production failed to take place. In  conform ity w ith the
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P r o d u c tio n  a n d  T r a d e

1936 1937 1938 1939 1940

Index of Production and Trade in the United States (Federal Reserve 
Bank o f N ew  York index, expressed as a percentage of estimated 

long term trend, and adjusted for seasonal variation)

seasonal p a tte rn  of recent years, automobile assemblies 
proceeded a t a greatly  accelerated ra te  in October.

As evidenced by railroad fre igh t loadings, the flow of 
goods in  prim ary  d istribu tion  channels in general was 
about unchanged from  September to October, seasonal 
factors considered; merchandise and miscellaneous 
fre igh t loadings increased more th an  usual, bu t the 
movement of bulk commodities declined owing to a 
reduction in  coal shipments. In  respect to re ta il trade, 
with the exception of automobiles and groceries, some
w hat unfavorable showings were made in  comparisons 
w ith September. D epartm ent store sales were below 
the relatively high levels of A ugust and September, 
although there has usually been an increase in  October, 
and gains in mail order house and variety  chain store 
sales were less pronounced than  usual.

(Adjusted for seasonal variations and estimated long term  trend; 
series reported in  dollars are also adjusted for price changes)

1939 1940

Oct. Aug. Sept. Oct.

Index of Production and Trade.................... 91 93 94p 95 p
Production of:

Producers’ durable goods....................... 87 94 96 v 101 p
Producers’ nondurable goods................ 99 99 lOOp 100 p

Consumers’ durable goods..................... 67 73 79 p 85 p
Consumers’ nondurable goods.............. 96 94 96p 97 p

P rim ary d is trib u tio n ................................... 87 90 87 p 87 p
D is tribu tion  to  consumer......................... 94 96 96p 95 p

Industrial Production
116r 115 114 121

Automobiles r ............................................... 80 56 117 116
Bitum inous coal........................................... 98 97 96 79p
Crude petroleum.......................................... 90 86 85 84p
E lectric power.............................................. 98 100 lO lp 103p
C otton consumption.................................... 111 115 112 116
W ool consum ption...................................... 120 115 133 134

106 100 97 p 103p
M eat packing................................................ 97 97 101 108
Tobacco products........................................ 95 89 90 95

Manufacturing Employment
94 98p lOOpE m ploym ent................................................. 96

Man-hours of em ploym ent........................ 91 92 95 p 98p

Construction
Residential bu ild ing contracts.................. 44 60 58 53
Nonresidential bu ild ing and engineering

48 75 60 77

Prim ary Distribution
R y. fre ight car loadings, mdse, and misc. r 87 85 87 89
R y. fre igh t car loadings, o th e r................. 95 94 95 87

87 113 85 88 p
81 80 76 7 5p

Distribution to Consumer
98rDepartm ent store sales (U. S .)................. 88 98r 90

Grocery chain store sales........................... 98 99 95 97p
V arie ty  chain store sales............................ 95 106 99 95
M a il order house sales................................ 99 103 98 95
New passenger car sales............................. 80r 64r 81r 102p

Velocity of Deposits*
Velocity of demand deposits, outside New

Y o rk  C ity  (1919-25 average=100)----- 57 53 55 54
Velocity of demand deposits, New Y ork 

C ity f  (19 l9-25*average=100)................ 29 23 25 26

Cost of Living and Wages*
Cost of liv in g  (1935-39 average=100). . . 104 104 104 104
Wage rates (1926 average=100)............. 112 114 114p 114p

p P relim inary r  Revised *  N o t adjusted for trend

B u ild in g
Owing m ainly to a considerable increase in  building 

for N ational defense purposes, the to tal value of con
struction  contract aw ards for October in  the 37 States

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

December 1, 1940



FEDERAL RESERVE BANK OF NEW YORK 95

covered by the F . W . Dodge C orporation survey was 10 
per cent larger than  in September, and 46 per cent higher 
than  a year before. C ontracts for publicly financed 
construction (enlarged by N ational defense work) 
showed an increase of 21 per cent over September, while 
privately financed building increased only 2y2 per cent. 
The most im portant development was a gain in  nonresi
dential building, over a th ird  of the contracts for which 
were associated w ith N ational defense needs. Daily aver
age awards in this category reached the highest level since 
Ju ly , were 35 per cent larger than  in  September, and 
showed an 88 per cent advance over October, 1939. All 
nonresidential subclassifications shared in these gains. 
Indu stria l and public purpose building were particu larly  
stim ulated by N ational defense awards. H eavy engineer
ing construction was 4 per cent larger th an  in  Septem
ber and 39 per cent larger th an  in  the corresponding 
period last year. The month-to-month increase in  this 
category was accounted for by a 22 per cent gain in public 
w orks; the typically volatile u tility  aw ards were off 27 
per cent, even though contracts fo r defense purposes 
showed a substantial increase. Residential building con
tracts were slightly sm aller th an  in September (despite 
a rise in awards classified as being for defense) bu t were
26 per cent above those a year earlier.

Percentage Changes in  Average D a ily  Construction Contract Awards

37 States 
October, 1940 
compared w ith

N . Y . and 
Northern N . J. 
October, 1940 
compared w ith

Sept, 1940 Oct. 1939 Sept. 1940 Oct. 1939

Building
R esidentia l...................................
Commercial and miscellaneous.
In d u s tr ia l......................................
Public purpose*...........................

—  3 
+22  
+24  
+66

+ 26
+ 76

+181
+46

—  8 
—  9 
+ 48  
+97

— 14
+33

+281
+52

A ll b u ild in g .............................. +12 +49 +13 +18

Engineering
Public w orks ................................
U tilit ie s .........................................

+22
— 27

+ 45
+ 22

+43
— 55

+29
— 15

A ll engineering......................... +  4 +39 —  7 +15

A ll construction......................... +10 +46 +  8 +18

*  Includes educational, hospital, public, religious and memorial, and social and 
recreational build ing.

In  New York and N orthern  New Jersey the daily aver
age of construction contract aw ards in October advanced
8 per cent over Septem ber and 18 per cent from  October, 
1939. Benefiting from  large gains in  the industria l and 
public purpose types, nonresidential building in October 
showed a larger increase over September than  was the 
case in  the 37 States, bu t residential building in  this 
d istric t was reduced by a somewhat larger percentage 
(8 per cent). Because of a sharp drop in  u tility  awards, 
heavy engineering construction in  th is area declined 7 
per cent below September, contrasted w ith  the gain for 
the 37 States. Compared w ith October, 1939, nonresi
dential building increased 90 per cent and heavy engi
neering 15 per cent, while residential building was 14 
per cent lower.

F o r the first two weeks of November, the daily ra te  of 
construction contract aw ards in  the 37 States was 3 per

cent higher than  in October. Residential building con
tracts increased 12 per cent and nonresidential work rose
9 per cent, bu t heavy engineering aw ards were 19 per 
cent below the October average. Compared w ith the 
first half of November, 1939, to tal contract awards showed 
a gain of 6 per cent.

E m p lo y m e n t  a n d  P a y r o l ls
D uring  October, em ployment in  New York State fac

tories rose nearly  3 per cent, a g reater than  usual gain, 
and payrolls increased 2 per cent. This b an k ’s seasonally 
adjusted  indexes of New York State factory  employment 
and payrolls advanced fo r the sixth consecutive month, 
the employment index a tta in ing  the highest level since 
1923. Textile m anufacturers continued to add to their 
working forces during  October, and automobile and a ir
plane factories, shipyards, and railroad repa ir shops also 
reported  large em ployment gains. Clothing m anufac
tu re rs  reduced working forces seasonally and the ir pay 
rolls showed even greater losses, owing to the observance 
of Columbus D ay and  religious holidays. Facto ry  
employment as a whole was 10 per cent above the Octo
ber, 1939 level, and payrolls were 15 per cent greater.

F acto ry  employment in  the U nited States as a whole 
rose 2 per cent fu rth e r  in  October and approached the 
highest level of 1937; payrolls, up  4 per cent, neared 
the September, 1929, peak. Substantial employment 
gains have occurred in  durable goods industries, m any 
of which have been greatly  stim ulated by the National 
defense program . As the accompanying diagram  in 
dicates, working forces in  airplane factories have 
reached a to ta l nearly  2y 2 times the figure of a year 
ago, and employment in  machine tool p lants and ship
yards has risen some 50 per cent. Total factory em
ployment has gained 6 per cent over October, 1939.

1936 1937 1938 1939 1940
Total Factory Employment in the United States Compared with 

Employment in the Manufacture of Aircraft and Machine Tools, 
and in Shipbuilding, Adjusted for Seasonal Variation (Bureau 

of Labor Statistics basic data, corrected to a 1935-39 base; 
plotted on ratio scale to indicate rates of growth)
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Prices in  the principal wholesale commodity m arkets 
continued to move tow ard generally higher levels during 
the first half of N ovem ber; during  the second half a level
ing out tendency was apparen t. On November 19, the 
B ureau of Labor S tatistics daily index of 28 basic 
commodities reached 118.0 per cent of the prew ar (A ug
ust, 1939) base—the highest point since the m iddle of 
May—but declined slightly from  th is level during  the 
rem ainder of the month, and at the close was about 3%  
per cent higher th an  at the end of October.

Despite increased Government estimates of this y e a r ’s 
crops of cotton and corn, based on conditions as of 
November 1, price advances occurred in  these commodi
ties as well as in  wheat, owing in  p a r t no doubt to the 
lim ited quantities available in the “ f re e ”  m arkets. The 
tigh t supply situations reflected the effect of fu rth e r  
additions to the Government loan stocks and, in  the case 
of cotton and corn, of well sustained domestic demand.

Hog prices, while fluctuating irregularly , showed a 
slight net gain for the m onth as a whole, despite excep
tionally heavy m arketings. Sugar, on the other hand, 
a fte r advancing to a com paratively high point early 
in  November, declined throughout the rem ainder of the 
m onth to a level below th a t prevailing a t the end of Octo
ber. H ide quotations were down 1 cent during  November 
to 14 cents a pound, canceling a p a rt of the gains of the 
previous month.

Cotton prices in  November were a t the highest levels 
since the m iddle of August. Wool continued to show 
strength, bu t the price of silk in New York extended the 
decline in progress since the peak in  the middle of 
October, and a t $2.481/2 a pound on November 28 was 6 
cents lower th an  a t the end of October.

The m etal m arkets on the whole displayed fu rth e r 
strength. Scrap steel a t P ittsbu rg h  advanced 50 cents 
to $22.00 a ton, the highest level in  th irteen  months. 
Reflecting an exceptionally lim ited supply, the price of 
lead was increased an additional 30 points on November
8 to 5.80 cents a pound— a new high since October, 1937; 
the price was reduced on November 28, however, to 5.65 
cents a pound. Tin d rifted  slightly lower throughout 
November.

W eekly indexes of wholesale prices of 40 basic commo
dities in the U nited States and nine foreign countries, the 
publication of which was recently resum ed by General 
Motors Corporation and Cornell U niversity, show th a t 
prices of these basic commodities in the U nited States 
stood at 116 per cent of the prew ar (A ugust, 1939) base 
on November 16. Comparisons w ith the commodity price 
indexes for other countries, expressed in their own cur
rencies, are indicated in the following table.

C o m m o d it y  P ric es

(August, 1939=100)

November 16, 1940

Sw itzerland.......................................................................... 162*
E ng land ................................................................................ 143
Sweden.................................................................................. 141
Canada.................................................................................. 124
A u s tra lia ............................................................................... 123
New Zealand........................................................................ 117
Java ....................................................................................... 117
U N IT E D  S T A T E S ........................................................... 116
Argentina .............................................................................. 114
M exico ................................................................................... 110

D e p a r t m e n t  S to re  T r a d e
F or the three weeks ended November 23, to tal sales 

of the reporting  departm ent stores in this D istric t were 
about 4y2 per cent higher than  in the corresponding 
1939 period, and the daily ra te  of sales for these three 
weeks showed more than  the usual seasonal advance 
from  October.

In  October, to tal sales of the reporting  departm ent 
stores in this D istrict were about 9 per cent higher than  
in October, 1939, and afte r allowing for one more shop
ping day this year than  last, the increase in average daily 
sales am ounted to about 5 per cent. However, in  com
parison w ith the relatively high rate  of sales reported 
for September, October average daily sales were p rac
tically unchanged, whereas seasonally there is ordinarily  
an increase between these two months. D epartm ent 
stores in practically  all localities showed ra th e r sizable 
gains in sales over October, 1939, bu t on an average daily 
basis the year-to-year comparisons were generally less 
favorable than  in  the previous month. Total sales of the 
leading apparel stores in this D istrict were approxim ately 
41/2 per cent higher than  in October, 1939, bu t on an 
average daily basis were practically  unchanged from  
last year.

Stocks of merchandise on hand in the departm ent 
stores, a t retail valuation, were about 5V2 per cent higher 
at the end of October, 1940, than  a t the end of October,
1939, while apparel store stocks were practically  
unchanged from  last year.

Percentage 
change 

October, 1940 
compared w ith  
October, 1939

Per cent of 
accounts 

outstanding 
September 30 

collected in  
October

Loca lity
N et
sales

Stock 
on hand 
end of 
month 1939 1940

New Y o rk  and B ro ok lyn ................................ +  9.0
+  4.4

+  4.4 48.5 48.8
B u ffa lo ................................................................ +  5.9 

+  8.4
41.2 41.7

Rochester........................................................... +  8.8 58.7 52.3
Syracuse............................................................. +  13.7 

+  10.2 
+12.2
+  8.3

+  2.7 40.9 41.9
N orthern New Jersey...................................... +  10.4 

+  6.3 
+  0.6

39.9 35.4
B ridgeport......................................................... 44.2 45.0

34.9 35.7
Northern New Y o rk  S ta te ........................ +  3.4 

+  6.7 
+14.5 
+  8.7 
+  8.6 
—  0.2

Southern New Y o rk  S tate.........................
Central New Y o rk  S ta te ............................
Hudson R iver Valiev D is tr ic t...................
Westchester and S tam fo rd ........................
Niagara Fa lls ................................................

A ll department stores............................. +  9.1 +  5.4 45.3 43.9

Apparel stores........................................... +  4.4 +  0.2 46.0 45.4

Indexes of Departm ent Store Sales and Stocks, Second Federal Reserve D is tr ic t 
(1923-25 average =  100)

1939 1940

Oct. Aug. Sept. Oct.

Sales (average daily), unad justed................ 103r 76 108r 108
Sales (average daily), seasonally ad justed . . 9 lr 101 104r 95

Stocks, unadjusted.......................................... 88 76 85 93
Stocks, seasonally adjusted............................ 78 80 81 82

* November 9 latest available date. r Revised
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(1935-1939 averages 100 per cent)

Index Numbers of Factory Employment and Pay
rolls, Without Adjustment for Seasonal Varia

tion (1923-1925 averages 100 per cent)

Federal Reserve Groupings of Wholesale Prices 
of Industrial Materials and Foodstuffs, Com
puted from Bureau of Labor Statistics Data 

(1926=100 per cent)
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Money Rates in New York City

Business C onditions in th e  U nited  S tates
(Summarized by the Board of Governors of the Federal Eeserve System)

I NDUSTRIAL output rose sharply in October and tlie first half of November 
and prices of basic commodities advanced further. New orders both for 

defense purposes and for civilian needs continued in large volume.
Production

Volume of industrial production, as measured by the Board’s seasonally 
adjusted index, rose further in October to about 128 per cent of the 1935-1939 
average as compared with 125 in September and 126 at the peak reached last 
December.

Increases in output were marked in the automobile and textile industries. 
In the rayon industry, where production in September had been curtailed by a 
strike, activity increased considerably and cotton textile mills were also more 
active. Mill sales of cotton goods have been large since the middle of August, 
reflecting increased civilian and military demand, and have been in excess of 
production during most of this period. At wool textile mills, where activity 
had risen sharply in September, there was a further increase in October. 
Backlogs of orders in this industry are now of considerable size owing to a large 
volume of orders received during the past two months, particularly from the 
Government. Automobile production rose to about 500,000 cars and trucks, the 
largest monthly total since the spring o f 1937, and retail sales of both new 
and used automobiles were reported to be large for this time of year.

In the steel and machinery industries activity continued at a high rate in 
October. In the first half o f November steel ingot production advanced slightly 
further and was at about 96 per cent of capacity. This high rate of output is 
expected to be maintained for some time to come, according to trade reports, as 
new orders for steel have continued large. Lumber production, which had risen 
sharply since midsummer, declined less than seasonally in October. New orders 
for lumber were somewhat below the high rate of August and September but 
remained above production, reflecting in part continued Government demands.

Bituminous coal production declined sharply in October but in the first 
half o f November showed some increase. In this industry output had been 
maintained in large volume during the summer owing in part to considerable 
stocking of coal in anticipation of higher prices. Anthracite production also 
declined in the first half of October but rose sharply in the latter part of the 
month owing in part to seasonal influences. Crude petroleum production, which 
had been curtailed during most of the summer, increased further in October.

Value of construction contract awards increased in October, following a 
decline in the previous month, according to figures o f the F. W. Dodge Corpora
tion and the Federal Reserve Bank of San Francisco. Changes in the amount of 
contract awards in recent months have reflected principally fluctuations in con
tracts for public projects. Awards for private construction have shown about 
the usual seasonal changes, following a sharp rise in July and August.

Distribution
In October department store sales declined considerably from the advanced 

level of the two preceding months, while sales at variety stores, which also had 
been large in August and September, increased seasonally. In the early part 
of November department store sales increased somewhat.

Total loadings of revenue freight in October were maintained at about the 
level reached in September. Shipments o f miscellaneous merchandise increased 
further, while loadings of coal showed a sharp decrease. In the first week of 
November freight car loadings declined by less than the usual seasonal amount.

W holesale commodity prices
Prices o f basic commodities continued to advance from the middle of 

October to the middle of November, with the chief increases in industrial 
materials, particularly lead, hides, wool, and textile yarns. The general index 
of wholesale commodity prices rose further by about 1 per cent in this period, 
reflecting increases in prices of some finished goods as well as of materials.

Bank credit
Total loans and investments at reporting member banks in 101 leading 

cities have increased substantially since the end of September. Commercial 
loans showed sizable increases both in New York City and in other leading cities. 
Following reductions during August and September, holdings of United States 
Government obligations at these banks also increased. Federal Reserve System 
holdings of Government obligations were reduced by $180,000,000 between 
September 25 and November 13.

United States Government security prices
After rising moderately during the latter part of October prices o f United 

States Government securities advanced sharply in the early part of November. 
The quotation on the 1960-65 bonds reached a new high level at about 110^4, 
and the yield on this issue declined to 2.12 per cent compared with 2.25 per cent 
in October and 2.26 per cent in June, 1939 and again in April, 1940. The 
average yield on 3 to 5 year Treasury notes declined to less than % of 1 per cent.
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MONTHLY REVIEW
o f  C r e d it  a n d  B u s in e s s  C o n d it io n s

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank, New York ________________  January 1 , 1941

M o n e y  M a r k e t  in  D e c e m b e r
In  the money m arket, the m onth of December was 

characterized on the one hand by a sharp, though tem 
porary, reduction in  excess reserves of the member banks, 
and on the other by fu rth e r expansion in  member bank 
credit. Meanwhile, a fu rth e r  net decline occurred in 
yields on U nited States Government and m unicipal secur
ities, a ttribu tab le  a t least in  p a rt to the issuance of a fu lly  
taxable Treasury note issue and to fu rth e r  indications 
th a t efforts will be made in the near fu tu re  to eliL jua^ 
tax  exemptions from  fu tu re  issues of long term  U nited 
States Government securities, as both developments 
tended to increase investm ent in terest in outstanding 
U nited States Government and m unicipal issues.

Excess reserves of all member banks were reduced by 
a net am ount of $490,000,000 from  $6,930,000,000 on 
November 27 to $6,440,000,000 on December 24, owing to 
two principal factors— an increase of $282,000,000 in 
T reasury deposits in the Reserve Banks and a fu rth e r  
increase of $352,000,000 in  the am ount of currency out
standing. Absorption of reserve funds from  these causes 
considerably exceeded an increase in  the gold stock 
am ounting to $175,000,000, which, although the principal 
factor of gain to member bank reserves during  the four 
week period, represented the smallest rise in  the gold 
stock in m any months. The increase in  T reasury balances 
a t the Reserve Banks was due largely to paym ents to the 
T reasury for the $531,000,000 T reasury note issue of the 
N ational Defense series, about three fourths of which 
was paid  for in  cash on December 18, and one fou rth  
by credits to the W ar Loan Deposit accounts on the 
books of subscribing banks. The increase of $352,000,000 
in  the am ount of currency outstanding between November
27 and December 24 was considerably in  excess of the 
usual seasonal rise a t th is time of year, continuing the 
tendency for currency circulation to rise to progressively 
higher levels. O rdinarily , a substantial am ount of cur
rency re tu rns to  the Reserve Banks afte r Christmas, and 
the resu ltan t additions to member bank reserves, supple
m ented by T reasury disbursem ents and increases in  the 
gold stock, should cause a renewed accum ulation of 
excess reserves in  the member banks in  Jan u ary .

The accompanying diagram  indicates the changes 
which have occurred du ring  each of the past four years

in  the am ount of currency outstanding th rough the 
Federal Reserve B ank of New York, cum ulated from  
the last W ednesday of the preceding year. As the 
diagram  shows, the increase du ring  1940 was even 
larger than  in  1939, and on December 24 approxim ately 
$325,000,000 more currency was outstanding through 
this bank th an  on the last weekly reporting  date in
1939. This net outflow of currency followed an out
flow of more than  $250,000,000 during  1939. A num ber 
of factors are believed to have been responsible for the 
continued " ‘°e in currency circulation, although 11 ° 
relative im portance of these factors, such as bank service 
charges, low level of in terest rates on savings accounts, 
foreign demands for U nited States currency m anifested 
both in  this country and abroad, and the level of busi
ness activity, is not known. I t  is of some significance, 
however, th a t in the la tte r  p a r t of 1937, when business 
activity was undergoing a sharp reduction, the am ount 
of currency called into use showed only a slight sea
sonal rise in the closing m onths of the year. In  1940, 
w ith business activity rising sharply, a substantial in 
crease in currency circulation was to be expected from  
th is factor, quite aside from  other influences.
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Owing in p a rt to loan expansion and in p a r t to p u r 
chases of securities, to ta l loans and investm ents of 
the weekly reporting  banks in 101 cities increased 
$700,000,000 fu rth e r  du ring  the four weeks ended De
cember 24, to reach a new high level, approxim ately 
$1,200,000,000 above the 1929 peak. W ith  respect to 
loans, those classified as commercial, industrial, and 
agricu ltu ra l increased $105,000,000 fu rth e r at a time 
when there is usually some seasonal red u c tio n ; this 
expansion was fa irly  widespread throughout the country. 
Loans to brokers and dealers in securities, although still 
at very low levels, rose by a net am ount of $78,000,000, 
of which nearly two th irds occurred a t New York City 
banks, the increase apparen tly  being only p artly  ac
counted for by borrowings by dealers in Government 
securities in connection w ith December T reasury 
financing.

The investm ent holdings of the reporting  banks showed 
an increase of $476,000,000 which was about twice the rise 
in their loans. To a considerable extent the increase in 
investm ent holdings reflected acquisition of U nited States 
T reasury notes, holdings of which rose $276,000,000 d u r
ing the four weeks ended December 24; $234,000,000 
of th is increase occurred in the week ended December 
18, presum ably indicating th a t a substantial p a r t of 
the $531,000,000 new issue of N ational Defense notes 
was taken by the reporting  banks for their own account. 
The U nited States bond holdings of the reporting  banks 
also showed an increase of $61,000,000 during  the four 
weeks ended December 24, which was entirely  accounted 
for by increases in holdings of such obligations by New 
Y ork City banks. Holdings of Government guaranteed 
securities and of miscellaneous securities by New York 
City banks likewise increased during  th is period, and 
holdings of miscellaneous securities by banks in 100 other 
cities also tended to rise.

A djusted  dem and deposits of the reporting  banks 
rose to new high levels in December. Domestic in te r
bank deposits in New York City banks stood a t 
$3,800,000,000 on December 24, an increase of 
$400,000,000 during  the past year.

Government Securities
Government bond price fluctuations were indecisive 

in the first five trad in g  sessions of December but, sub
sequently, prices moved higher both in  anticipation of, 
and after, the T reasu ry ’s announcem ent on December 
10 th a t the T reasu ry ’s m idm onth financing would be 
confined to a cash offering of $500,000,000 of taxable 
notes. The notes, dated December 18, carry ing  a %  per 
cent coupon, and m aturing  in  five years, comprised the 
first issue of N ational Defense securities other th an  bills 
under the authorization of the (first) Revenue Act of
1940, and they were also the first T reasury notes th a t 
have been issued which are subject to all F ederal income, 
estate, and g ift taxes. The new Defense notes, heavily 
oversubscribed on December 11, were allotted on the

R is e  i n  M e m b e r  B a n k  C r e d it basis of 13 per cent of individual subscriptions bu t not 
less than  $100 on any one subscription. Total subscrip
tions allotted am ounted to $530,838,700, of which about 
half was allotted in  the Second Federal Reserve D istrict.

A fte r establishing a new record high on December 10, 
the average price of long term  T reasury bonds declined 
%  of a point by December 20, bu t subsequently showed 
a net recovery of about %  point. The medium term  
T reasury issues acted in  much the same way.

T reasury note prices moved up  slightly from  the 
beginning of December to the 9th, the average yield on 
3 to 5 year T reasury notes declining from  0.35 per cent 
to 0.31 per cent (a  new low). Through most of the 
rem ainder of the m onth prices held a t a somewhat lower 
level.

T reasury bill financing during  December consisted of 
four weekly issues in the N ational Defense Series, each 
in  the am ount of approxim ately $100,000,000 and each 
a replacem ent of sim ilar m aturities. The accepted bids 
for the issue dated December 4 were aw arded at 0.002 
per cent and those for the December 11 issue a t 0.001 
per cent. E xcept for $30,000 tendered a t slightly above 
par, the bids accepted for the December 18 issue were 
tendered a t p a r ; those for the December 26 issue were 
a t prices slightly above p a r and a t par.

M oney Rates in  New Y o rk

Dec. 30, 1939 N ov. 30, 1940 Dec. 30, 1940

Stock Exchange call loans...................... 1 1 1
Stock Exchange 90 day loans................ *1H *1H *1H
Prime commercial paper 4-6 m onths. . M-*A tt-Vs y2-%
B ills— 90 day unindorsed........................ % We
Average yie ld  on Treasury notes (3-5

0.46 0.35 0.36#
Average yie ld  on Treasury bonds (not

callable w ith in  12 years)............... .. 2.30 2.04 1.98
Average rate on latest Treasury b il l

sale, 90 day issue.................................. 0.007 0.004 t
Federal Reserve B ank of New Y o rk

discount ra te .......................................... 1 1 1
Federal Reserve Bank of New Y o rk

buying rate for 90 day indorsed b ills H H H

*  Nom inal. X Negative yield.
# Change of + 0 .0 3  per cent from  previous yields due to  dropping from  the 

average the 1 Y% per cent Treasury note issue of December 15, 1943, which 
matures w ith in  three years.

Commercial P aper and B ills
D uring  December the lim ited supply of paper rem ained 

the prim ary  influence restric ting  transactions in  the com
mercial paper m arket. Rates previously in  effect were 
m aintained. The am ount of paper outstanding through 
reporting  commercial paper houses a t the end of Novem
ber was $231,800,000, or approxim ately $20,000,000 less 
than  a m onth earlier— a decline sufficient to cancel the 
increases of the preceding three months. A  year ago 
outstandings aggregated $214,400,000.

The bill m arket continued du ring  December in  the 
same dorm ant condition th a t has prevailed for some time 
past, and quoted rates held steady. The to ta l am ount 
of bankers acceptances outstanding a t the end of No
vember was approxim ately $196,700,000, a fu rth e r
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m onthly increase of $10,000,000. This increase was ac
counted for by m oderate rises in  outstandings of im port 
bills and domestic warehouse credits. As compared w ith 
November, 1939, bills outstanding were down $26,000,000, 
principally  because of a decline in  export bills.

N e w  F in a n c in g
D uring December a to ta l of $560,000,000 of corporate 

and m unicipal new security issues was publicly offered 
or privately so ld ; more than  two th irds of the to tal financ
ing was concentrated in the first half of the month. This 
was the largest to tal for any m onth since June, 1939, 
with the exception of October, 1940. Corporate financing, 
which am ounted to $380,000,000, exceeded th a t of any 
m onth during  the last three and one-half years w ith the 
exception again of October, 1940. However, the am ount 
representing new capital, $55,000,000, was below the aver
age of recent months.

The principal corporate and m unicipal new security 
issues m arketed during  December were as follow s:

Corporate
$101,800,000 Appalachian Electric Power Company securities 

consisting of $70,000,000 of 3%  per cent first 
mortgage bonds of 1970, priced at 107 to yield 
2.90 per cent; and 300,000 shares ($31,800,000) 
of 4:Y2 per cent preferred stock priced at 106; for 
refunding purposes

70.000.000 National Dairy Products Corporation securities
consisting of $55,000,000 3%  per cent term de
bentures of 1960, priced at 104% to yield 2.93 
per cent; and $15,000,000 0.375-2.10 per cent 
serial debentures maturing 1941-50, priced at 
par; $2,600,000 of the above for new capital 
purposes

53.000.000 Boston Edison Company 2%  per cent first mort
gage bonds of 1970, priced at 105 to yield 2.51 
per cent; for refunding purposes

50.000.000 Detroit Edison Company 3 per cent general and
refunding bonds of 1970, priced at 107*4 to yield 
2.65 per cent; for refunding purposes.

Municipal
$55,000,000 City of New York 2%  per cent serial bonds of 

1941-70, priced to yield 0.30-2.85 per cent; for 
new capital purposes

27,750,000 Port of New York Authority 3 per cent bonds of 
1975, priced at 102% to yield 2.875 per cent; for 
refunding purposes

25.000.000 New York State 1V2 per cent serial bonds maturing
1941-80, priced to yield 0.15-1.56 per cent; for 
new capital purposes.

Short term  State and m unicipal aw ards not included 
in the $560,000,000 to tal accounted for an additional 
$105,000,000. Included in this classification were $45,- 
000,000 New York City 0.25 per cent revenue bills m atu r
ing in M arch and A pril, 1941, and $25,000,000 Common
wealth of Pennsylvania 1%  per cent tax  notes m atu ring  
in  A pril, 1941. The la tte r  were reoffered to yield 0.15 
per cent.

Public announcem ents made during  December indicate 
the following forthcom ing issues: $35,000,000 Phillips 
Petroleum  Company debentures and notes, $12,570,000 
Union Pacific Railroad Company equipm ent tru s t certifi
cates, and $11,500,000 Southern Counties Gas Company

YEAR QUARTER QUARTER1939 1940
Monthly Average Volume of Domestic Corporate Security Issues 

for Refunding and for New Capital (In millions of 
dollars; fourth quarter 1940 data preliminary)

bonds. A substantial am ount of other new security flota
tions is reported  to be under consideration by various 
companies, bu t few of the issues have yet progressed 
to the point of registration  w ith the Securities and 
Exchange Commission.

As indicated in  the accompanying chart, the m onthly 
average of corporate new security issues during  the final 
qu arter of 1940 was the largest for any qu arte r in more 
th an  two years. F o r the calendar year as a whole, cor
porate financing averaged $225,000,000 a m onth, which 
w ith  the exception of 1936 was the highest level reached 
since 1930. Corporate flotations representing new capital 
averaged $60,000,000 a m onth in  1940 or almost double the 
average for 1939. The portion of corporate financing 
arranged through the private  placem ent of securities 
represented about one th ird  of the grand total, approxi
m ately the same proportion th a t prevailed in  1938 and
1939.

S e c u r i ty  M a r k e t s
Stock prices, which had been declining in the la tte r 

p a r t of November, continued to ease early in  December. 
S lightly firm er quotations prevailed between December
6 and 13, however, owing in  p a r t perhaps to news of 
Greek and B ritish  m ilitary  successes. Subsequently, 
prices again weakened and at the m onth ’s low on Decem
ber 23 the average price of common stocks included in  
S tandard  S tatistics 90 stock index showed a cancellation 
of 42 per cent of the June-November rise and was 19 
per cent below the y e a r ’s high reached on Ja n u a ry  3,
1940. As the m onth neared its close a stronger tone was 
in  evidence. In  contrast to the experience in November, 
public u tility  stocks were steadier in December than  in 
dustria l or railw ay issues. The volume of stock trad ing  
picked up somewhat a fte r the first week of December 
bu t did  not approach the early November level.

P rices of high and m edium  grade bonds reached new 
highs during  December. The price average of the prim e 
corporate bonds constitu ting  the A aa list of M oody's 
Investors Service advanced about %  point between 
November 30 and December 12 to another record level, 
but, subsequently, th is gain was lost. The average price
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of M oody’s Baa (medium grade) corporate bonds moved 
up %  of a point between December 2 and 17, again estab
lishing a new high, which, in  tu rn , was slightly exceeded 
on the 30th, a fte r an in tervening period of somewhat low
er quotations. H igh grade m unicipal bonds, as m easured 
by the S tandard  S tatistics price index, moved irregularly  
a fte r setting another record high on December 11. As in 
November, the possibility th a t tax  exemption features of 
m unicipal bonds m ight be elim inated from  fu tu re  issues 
apparen tly  had a bearing on the strong showing of the 
m unicipals early in  December.

G o ld  M o v e m e n ts
Im ports of gold into the U nited States du ring  Decem

ber were considerably sm aller th an  in  other recent months, 
and the increase of about $195,000,000 in  the gold stock 
of the U nited States was the smallest for any m onth since 
October, 1939. The am ount of gold held under earm ark 
for foreign account a t the F ederal Reserve Banks was 
reduced about $5,000,000 during  December to a to tal 
of approxim ately $1,810,000,000. F o r the year 1940, 
the rise in  the gold stock was fa r  greater th an  in  any 
previous year, am ounting to about $4,350,000,000, as 
compared w ith the previous record of $3,130,000,000 in 
1939. E arm arked  gold holdings for foreign account rose 
$650,000,000 du ring  the past year.

In  the five weeks ended December 25, the D epartm ent 
of Commerce reported  the receipt of $200,800,000 of 
gold in the following principal am ounts: $142,300,000 
from  Canada, $15,000,000 from  A ustralia, $13,000,000 
from  A rgentina, $9,100,000 from  B ritish  India, $4,200,000 
from  Japan , $4,100,000 from  the Philippines, $3,200,000 
from  South A frica, $2,800,000 from  Colombia, $1,500,000 
from  P ortugal, and $1,100,000 from  Chile.

F o r e ig n  E x c h a n g e s
D uring  the m onth of December trad in g  in  the New 

Y ork foreign exchange m arket continued inactive and 
exchange ra te  fluctuations were insignificant. The low 
volume of tu rnover in the exchange m arket is, of course, 
the resu lt not only of the various legal obstructions to 
capital movements, both here and abroad, bu t also of 
the greatly  increased tendency for exports and im ports 
to be invoiced in  term s of dollars instead of foreign 
currencies.

The Canadian m onetary authorities have issued sev
eral additional regulations, a t least one of which should 
have the effect of restric ting  fu rth e r the dem and for the 
Canadian dollar in  the free m arket. The regulations have 
been revised to prevent the use by nonresidents of “ free 
m ark e t”  C anadian dollars in  paym ent fo r various busi
ness services rendered in  Canada, although certain  small 
services are exempt from  th is order. In  the New York 
m arket, the unofficial discount on Canadian dollars 
widened from  13 per cent a t the beginning of the m onth 
to 14% per cent on December 10, b u t narrow ed again 
to close the m onth a t 13% per cent.

Some movement occurred in  the ra te  for the Shanghai 
dollar du ring  the past month. Following the announce

m ent th a t $100,000,000 was to be made available to the 
Chinese authorities by U nited States Governm ent agen
cies, the quotation fo r the Chinese currency appreciated 
somewhat to 6 cents in  the early p a r t of December. Sub
sequently, however, a weaker tendency developed, ap
paren tly  in  anticipation of the early establishm ent of a 
new central bank in the area controlled by the N anking 
Government. The prospect of the substitu tion of a new 
currency for N ational Chinese dollars now circulating 
in this area may have stim ulated a speculative dem and 
for foreign exchange in  the Shanghai market* The 
Chinese dollar was quoted as low as 5%  cents on Decem
ber 23. By the end of the m onth, however, the ra te  had 
recovered slightly.

The discount on the Cuban peso tem porarily  widened 
somewhat on December 10, bu t showed no net change for 
the m onth as a whole. A tem porary reaction also oc
curred in the Swiss franc in  mid-December, when the rate  
declined to $0.2318, bu t a recovery to around $0.2321 
occurred shortly afterw ard .

F o r e ig n  T r a d e
E xports of m erchandise from  the U nited States, a t a 

value of $328,000,000 during  November, showed a de
crease of about 5 per cent from  the previous m onth, 
though exceeding the figure of a year earlier by 12 per 
cent. On the other hand, im ports, valued a t $223,000,000, 
were 8 per cent larger th an  in  October b u t 5 per cent 
less than  in November, 1939. The resu lting  excess of 
exports of $105,000,000 in  the past November was nearly  
double th a t of a year previous bu t was sm aller th an  the 
export balance in  most months of 1940.

The decline between October and November in  the 
value of exports was due in p a r t to decreases of a sea
sonal na tu re  in  exports of agricu ltu ra l products, and in 
p a r t to reductions in shipm ents abroad of a num ber of 
nonagricultural products. Cotton exports were valued 
at approxim ately $3,000,000 less th an  in  October and 
were equal to only about one-fourth the November, 1939, 
figure. Shipm ents abroad of a irc ra ft—largely to Great 
B rita in— declined to $26,738,000 in November from  
$31,389,000 in  the previous month, b u t were four times 
as large as in November, 1939. There was also a sizable 
drop between October and November in  exports of iron 
and steel sem im anufactures. On the other hand, exports 
of automobiles (both passenger cars and m otor tru c k s ) , 
gasoline, m etal-working m achinery, and firearms exceeded 
those of October, and the m ajo rity  of these exports showed 
exceptionally large gains over November, 1939.

Among the im ports, the principa l factors in  the increase 
between October and November were considerably larger 
receipts of silk, ferro-manganese, furs, new sprin t paper, 
coffee, and hides and skins. Im ports of copper, burlap , 
fru its  and nuts, and tobacco, however, were somewhat 
sm aller th an  in  the previous month. Compared w ith 
November, 1939, large dollar gains were recorded in  
receipts of such commodities as rubber, silk, tin , sugar, 
wool, and copper, while considerable reductions were 
shown in  im ports of woodpulp, coffee, diamonds, and 
expressed vegetable oils.
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F or the first eleven m onths of 1940, to tal exports 
amounted to $3,703,000,000 and im ports to $2,372,000,000. 
The D epartm ent of Commerce estimates th a t exports and 
im ports for the entire year of 1940 will aggregate 
$4,000,000,000 and $2,600,000,000, respectively. On the 
basis of these estimates, exports for 1940 would exceed 
those for any calendar year since 1929; im ports, w ith the 
exception of 1937, would be the largest since 1930.

E xports from  th is country to Canada du ring  the first 
ten months of 1940 am ounted to $561,000,000, rep re
senting 17 per cent of the aggregate value of shipm ents
io all nations, and im ports from  Canada am ounted to 
$327,000,000, which was equal to 16 per cent of the 
to tal value of im ports into the U nited States from  all 
countries. E xports to Canada in  the ten  m onths ex
ceeded the dollar volume in  the corresponding period of
1939 by $178,000,000— a 46 per cent increase; receipts 
of products from  Canada showed a gain of $58,000,000, 
or 22 per cent over the first ten m onths of 1939. As is 
indicated in the accompanying table, more th an  one half 
of this co u n try ’s exports to Canada in  the first ten months 
of 1940 consisted of finished m anufactures. Large gains 
compared w ith the corresponding period of 1939 in 
exports of these products, as well as of sem im anufac
tures were no doubt due chiefly to increased demands 
from Canada for w ar m aterials. As in  the case of ex
ports, finished m anufactures were the leading economic 
group among im ports from  Canada, although the increase 
over the comparable period of 1939 in im ports of this 
classification was relatively small. Im ports of semimanu
factured  goods, however, showed a substantial gain, owing 
in p a r t to greater requirem ents in this country of Cana
dian woodpulp and nickel.

United States Merchandise Trade w ith  Canada 
(In  m illions of dollars)

Value, firs t 10 months 
of 1940

Change in  value from  
corresponding period of 1939

E xports* Im p o rts ** E xports* Im p o rts **

Crude m ateria ls............. 122.9 42.7 +  20.7 + 1 1 .1
Crude foodstuffs............ 28.5 29.3 +  6 .3 +  0.6
M anufact’d foodstuffs.. 11.4 19.0 +  0 .8 —  1.0
Semimanufactures......... 95.3 112.5 +  42.1 + 3 0 .8
Finished m anufactures. 302.6 123.6 + 107.6 +  16.9

T o ta l........................ 560.7 327.1 + 1 7 7 .5 + 5 8 .4

*Domestic exports **Im po rts  for consumption

B u ild in g
The average daily ra te  a t which construction contracts 

were aw arded in  37 E astern  States during  November 
showed an increase of 8 per cent over October and 
reached the highest level fo r any m onth since June, 
] 930, according to data  of the P . W. Dodge Corporation. 
In  comparison w ith  November a year ago the daily rate  
of awards was 27 per cent higher. More th an  one 
quarter of the November to tal was accounted for by pro
jects associated w ith N ational defense, a considerably 
larger proportion th an  in  October.

W ell above half of the N ational defense construction 
contracts du ring  November was concentrated in  non
residential building. On a daily average basis, awards

THOUSANDS

Daily Average Contracts Awarded for Industrial Building in 37 States 
(F. W . Dodge Corporation data; six month moving averages 

of monthly seasonally adjusted data)

in  this category also reached the highest level since 
June, 1930, and were 18 per cent larger th an  in  October 
and 91 per cent greater than  in November, 1939. Indus
tr ia l building was the im portant factor in the rise in  the 
nonresidential classification; public purpose building 
made the poorest comparisons. Augm ented to some de
gree by cantonm ent construction, residential building 
contracts in  November a ttained the highest level since 
Ju ly , 1929, were 12 per cent larger th an  in  October, and
31 per cent above those a year earlier. Owing to a 
falling off in public works awards, heavy engineering 
construction lagged 12 per cent behind the October 
volume and 25 per cent behind th a t of a year previous.

The accompanying chart po rtrays the sharp rise 
which has occurred in industria l building. In  the six 
m onths ended w ith November the volume of contracts 
aw arded in this class exceeded th a t of any other six 
m onths’ period since 1929, and aw ards in  November 
alone, aggregating $79,000,000, reached the largest 
m onthly to tal in the sixteen years for which records are 
available. Indu stria l building was im portantly  stim u
lated by the N ational defense program  du ring  the second 
half of 1940; projects identified w ith the defense effort 
accounted for a little  less than  ha lf of the to tal value of 
industria l building aw ards in  the period Jun e  to Novem
ber, inclusive. C ontract awards for industria l building 
usually account for 10 per cent or less of aw ards of all 
classes; in November th is  percentage rose to 21.

In  New York and N orthern  New Jersey, building 
contracts in November showed quite different tenden
cies from  those prevailing in the 37 E astern  States. 
Defense construction bulked somewhat la rger in  the 
to tal for this area in  November th an  in  October, bu t 
the daily average ra te  of contract aw ards of all classes 
declined 13 per cent below October and 33 per cent below 
November, 1939. The decline from  October in  this area 
was caused wholly by a sharp  drop of 54 per cent in 
nonresidential building, which was down 65 per cent 
as compared w ith a year before. In  th is category, the 
industrial, public purpose, and commercial classifica
tions all showed substantial reductions from  October 
levels, while miscellaneous building rose 29 per cent.
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Largely as a resu lt of new defense construction, the rate  
of awards for heavy engineering projects was up slightly 
from  October, bu t nevertheless was 28 per cent below 
the level prevailing in  November, 1939. A 21 per cent 
increase in  residential building over the October level 
was largely accounted for by defense projects. November 
residential building awards were in about the same daily 
volume as a year before.

D uring  the first two weeks of December, the daily ra te  
of construction contract aw ards in  the 37 States declined
7 per cent from  the level prevailing in the m onth of 
November, bu t was 82 per cent above the corresponding 
weeks of 1939. The decline from  November was a ttrib u 
table prim arily  to a decrease of 26 per cent in  the ra te  of 
residential building awards. The daily average ra te  of 
heavy engineering aw ards was also off slightly. Non
residential building, however, was 10 per cent above the 
November rate, and for the first time since Jan u ary , 1939, 
the value of contracts aw arded for nonresidential build
ing was greater than  awards made for residential 
building.

C o m m o d i ty  P r ic e s
A lthough some rising tendencies were apparen t in  the 

p rincipal wholesale commodity m arkets during  Decem
ber, prices of most basic commodities moved w ith in rela
tively narrow  lim its and registered only small net 
changes for the m onth as a whole.

The accompanying chart shows the course, since the 
outbreak of the present E uropean war, of the B ureau 
of Labor S tatistics daily price index of 28 basic com
modities. The combined index has held relatively steady 
fo r the past six weeks, following an advance of about
11 per cent from  the A ugust, 1940, low point. The cur
ren t level is nearly  1 8 ^  per cent above the prew ar 
(A ugust, 1939) average.

W heat prices sagged slightly in the first half of De
cember, refleeting some seasonal increase in country offer
ings and reports of favorable crop weather, bu t tended
PER CENT

Daily Index of Wholesale Commodity Prices, Computed by Bureau
of Labor Statistics (August, 1939=100 per

cent; weekly plottings)

to display streng th  throughout the rem ainder of the 
month. A Government forecast, announced on Decem
ber 20, placed the 1941 w inter wheat crop at 633,000,000 
bushels, which would be the largest since 1938. Spring 
wheat in M inneapolis a t 89 cents a bushel on December 
30 was 2 cents higher th an  at the end of November. 
Corn in  Chicago, however, showed little  net change fo r 
the month. H og quotations advanced 98 cents fu rth e r  
to $6.96 a hundredw eight, and steers a t $12.58 a hundred
weight on December 27 were the highest since November, 
1937. Following the Government announcem ent of the
1941 sugar quota a t the lowest in itia l figure since 1936, 
the price of sugar advanced to 2.95 cents a pound on 
December 11, bu t subsequently moved lower, w ith a net 
gain of 5 points fo r the month.

U nder the stabilizing influence of the cotton loan p ro
gram, cotton prices fluctuated only slightly du ring  most 
of the past month, bu t strengthened considerably in the 
last few day s’ trad ing . The G overnm ent’s estimate, pub
lished on December 9, of the 1940 crop based on condi
tions as of December 1, shows a downward revision to
12.686.000 bales, com pared w ith the previous estimate of
12.847.000 bales. There was a net advance du ring  the 
month of 33 points to 9.83 cents a pound in  the average 
price for spot cotton in  10 Southern m arkets. Wool tops 
rose 4 cents fu rth e r  to $1.24 a pound on December 17, 
but subsequently lost most of th a t gain. Silk quotations 
rem ained steady throughout the month, bu t prices of 
hides and rubber d rifted  somewhat lower.

The m etal m arkets were generally firm in  December. 
According to the composite indexes of the Iron Age , pig 
iron prices were advanced 83 cents du ring  the m onth to 
$23.44 a ton, the first change since September, 1939, 
and scrap steel prices rose 83 cents fu rth e r  to $21.83 a 
ton, the highest price since October, 1939. Custom 
sm elter and export copper prices were up  somewhat, 
bu t the quotation for lead in New York was lowered on 
December 2 from  5.65 to 5.50 cents a pound, at which 
level it was m aintained throughout the rem ainder of 
the m onth.

P r o d u c t io n  a n d  T r a d e
Available da ta  for December indicate a fu rth e r rise 

in  the general level of business activity, seasonal factors 
considered. In  re ta il trade  there was the usual sharp  
expansion, and departm ent store sales apparen tly  reached 
the highest Christm as level since 1929. In d u stria l opera
tions in m any cases showed m arked resistance to the 
curtailm ent which ordinarily  characterizes December, 
and building construction was unusually  active consider
ing the season of the year.

Despite tem porary in terrup tions fo r necessary repairs, 
steel mill operations again averaged about 96 per cent 
of capacity (a fte r m aking allowance for Christm as holi
day shutdow ns). In  most past years there has been a 
substantial seasonal contraction in  steel m aking between 
November and December. E arly  in  the m onth the cur
ren t scale of steel prices was reaffirmed for the first 
quarter of 1941, bu t incoming orders continued in  heavy
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volume throughout the m onth and trade comments ind i
cated th a t there was a fu rth e r  increase in backlogs of 
unfilled business. A form al order p rio rity  system under 
Government sponsorship was reported under discussion, 
bu t no definite action in stitu ting  such a system was 
announced. Automobile m anufacturers m aintained 
heavy production schedules in an effort to satisfy a strong 
retail demand for cars and trucks, as well as to build 
up dealers’ stocks. A lthough mill sales of cotton gray 
goods were com paratively light, it was reported th a t the 
mills continued a t a high ra te  of activity on orders 
previously booked. Railway fre igh t traffic was reduced 
less th an  in  most other years, and electric power p ro
duction, a t the peak of the year as is usual in  December, 
appears to have increased more th an  seasonally over 
November.

In  November the upsw ing in  business activity con
tinued vigorously; th is b an k ’s index of production and 
trade—to some extent aided by the failu re of usual sea
sonal contractions to develop in  a num ber of lines— 
moved up 3 points fu rth e r  to 99 per cent of estimated 
long term  trend, the highest level in more than  ten years. 
In  November, 1939, the index stood a t 93. Each of the 
m ajor segments of the index—production, prim ary  dis
tribution, and distribu tion  to consumers—contributed 
to the general advance in  November.

In  production, both durable and nondurable goods 
industries continued to benefit from  a sustained flow of 
National defense and  w ar orders and an active demand 
for goods from  civilian sources. Near capacity opera
tions again prevailed a t steel mills, machine tool plants, 
shipyards, and airplane factories. The daily ra te  of 
automobile production in  November exceeded th a t of 
any other m onth since the spring of 1937, although the 
gain over the relatively high ra te  of October was not so 
pronounced as in  some recent years. The sharp rise in 
operations a t cotton and woolen textile mills, which 
began last summer, proceeded fu rth e r in November, as 
the accompanying chart indicates, and new record levels 
were attained. Shoe production declined much less th an  
is usually the case in  November, and electric power pro
duction moved steadily higher.

Railroad fre igh t car loadings as a whole declined con
siderably less than  usual in November; coal shipments, 
which had been curtailed  in the previous month, recov
ered sharply in  November. R etail trade  made an excep
tionally favorable showing; the brisk dem and for auto
mobiles was unabated, and, a fte r allowance for seasonal 
factors, sales of departm ent stores, m ail order houses, 
and chain store systems expanded m arkedly.

(Adjusted for seasonal variations and estimated long term  trend; 
series reported in  dollars are also adjusted fo r price changes)

1939 1940

N ov. Sept. Oct. Nov.

Index of Production and Trade 93 94 96 p 99p
Production of:

Producers’ durable goods....................... 96 97 lO lp 107p
Producers’ nondurable goods................. 100 100 lO lp 106p

Consumers’ durable goods..................... 66 79 86p 80 p
Consumers’ nondurable goods............... 97 96 98p lO lp

P rim ary d is trib u tio n .................................... 89 87 87 p 92p
D is tribu tion  to  consumer............................ 95 96 97 p 102p

Industrial Production
127r 114 121 128

Autom obiles................................................... 66 117 116 94
Bitum inous coal............................................ 96r 96 79 92p
Crude petro leum ........................................... 92 85 86 86 p
E lectric pow er............................................... 98 101 103p 104p
C otton consum ption.................................... 115 112 116 125
W ool consumption........................................ 122 133 134 151

117 99 99 p l l l p
M eat packing................................................. 100 101 108 111
Tobacco products......................................... 97 90 95 95

Manufacturing Employment
E m ploym ent.................................................. 96 98 lOOp 103p
Man-hours of em ploym ent......................... 94 95 97p 102p

Construction
Residential build ing  contracts................... 50 58 53 62
Nonresidential build ing and engineering

contracts..................................................... 70 60 77 83

Primary Distribution
Ry. fre ight car loadings, mdse, and m isc.. 90 87 89 94
Ry. fre ight car loadings, o th e r.................. 94 95 87 95

81r 85 89 89p
85 76 77 85 p

Distribution to Consumer
Departm ent store sales (U.S.) r ............... 91 96 92 99
Grocery chain store sales............................ 101 95 97 lOOp
Varie ty chain store sales............................. 98 99 95 107
M a il order house sales................................. 93 98 94p lOOp
New passenger car sales.............................. 83 82r 105p 105p

Velocity of Deposits*
Velocity of demand deposits, outside New

Y ork  C ity  (1919-25 average = 1 0 0 )___ 62 55 54 61
Velocity of demand deposits, New Y o rk

29C ity  (1919-25 average=100)................. 30 25 26

Cost of Living and Wages*
Cost of liv ing  (1935-39 average=100) . . . 104 104 104 104
Wage rates (1926 average=100).............. 112 114 114 114p

p Pre lim inary r  Revised *  N o t adjusted fo r trend

Average Daily Mill Consumption of Cotton and Wool

E m p lo y m e n t  a n d  P a y r o l l s
D uring  November, New York State factories increased 

the ir working forces and payrolls 1 per cent fu rther, 
contrary  to the usual seasonal tendencies. The largest 
increases in  employment occurred m ainly a t firms in  the 
m etal and textile in du stria l groups. Shipyards, ra il
road repair shops, and p lan ts producing struc tu ra l steel, 
nonferrous m etal products, automobiles, and airplanes 
h ired  more workers in  November, as did m anufacturers 
of cotton and woolen textiles. Clothing and m illinery 
firms and canning factories, on the other hand, reduced 
working forces seasonally. Compared w ith November,
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1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940

Factory Employment and Payrolls in New York State, Adjusted 
for Seasonal Variation and to Census Data 

(1925-27 averages 100 per cent)

1939, factory  employment was 10 per cent greater, and 
payrolls were 15 per cent larger. A ll of the principal 
industria l districts of the S tate shared in  these advances.

As the accompanying diagram  indicates, th is b an k ’s 
seasonally ad justed  index of New York State employ
m ent in  November was above the 1929 peak, and a t the 
highest point in  seventeen years. The payrolls index 
was higher than  at any other time since 1929, bu t was 
still 5 per cent below th a t y e a r ’s peak. The fact th a t 
the norm al working week is much shorter today than  
in 1929 accounts for the lower relative level of the pay
rolls index. However, as a resu lt of increased basic wage 
rates, and increased actual working hours in m any plants 
(w ith overtime paid for a t prem ium  ra tes), the increase 
in the payrolls index has been greater th an  the advance 
in  the employment index in  each of the last seven months.

In  the U nited States as a whole, working forces and 
wage paym ents in  factories increased slightly fu rth e r 
du ring  November, whereas ordinarily  both employment 
and payrolls decrease at th is time of year. The employ
m ent gains occurred largely in durable goods in d u s trie s ; 
working forces in the nondurable goods group as a whole 
declined, though somewhat less th an  seasonally. F ac
tories producing machine tools, a ircraft, electrical m a
chinery, and automobiles continued to take on more work
ers, while m anufacturers of clothing, shoes, and food 
products reduced their forces. Compared w ith Novem
ber, 1939, employment was 6% per cent higher and 
payrolls were 13 per cent larger.

D uring  November, approxim ately 40,000 more persons 
were estim ated to have been employed in  all nonagricul
tu ra l pursu its  th an  in  October, although in  the preceding 
eleven years there was an average decline between these 
two m onths of around 400,000 persons, according to the 
Secretary of Labor. M anufacturing p lants h ired  50,000 
more workers in November, and wholesale and re ta il trade 
establishm ents added 60,000 employees, while employ
m ent in  the transporta tion  and public u tility  fields de
clined. Total employment in all nonagricultural occu
pations was estim ated a t 36,500,000 workers, approxi

m ately 1,100,000 more than  in November, 1939. These 
totals do not include persons in  the m ilitary  branch of 
the Government, which increased 90,000 in November to 
more th an  800,000, nor do they include F ederal em er
gency employment.

D e p a r t m e n t  S to re  T r a d e
F or the four weeks ended December 28, to tal sales of 

the reporting  departm ent stores in this D istrict are esti
m ated to have increased by about 6%  per cent from  the 
corresponding 1939 period, and the daily ra te  of sales 
for th is portion of December advanced about as usual 
from  the relatively high November level.

Total November sales of the reporting  departm ent 
stores in this D istrict were about 7 per cent higher th an  
in  November, 1939, and the daily ra te  of sales for 
November advanced considerably more than  usual from  
the October level. D epartm ent stores in  nearly  all locali
ties reported  substantial increases in sales from  Novem
ber, 1939, while sales of the leading apparel stores in 
this D istrict were practically unchanged from  November,
1939.

Stocks of m erchandise on hand in  the departm ent 
stores, a t re ta il valuation, were about 5y 2 per cent higher 
at the end of November, 1940, th an  at the end of Novem
ber, 1939, while apparel store stocks were little  changed. 
Collections of accounts outstanding continued slower in
1940 th an  in  1939 in  the departm ent stores, bu t were 
practically  unchanged in  the apparel stores.

Percentage 
change 

November, 1940 
compared w ith  

November, 1939

Per cent of 
accounts 

outstanding 
October 31 
collected in  
November

Loca lity N et
Sales

Stock 
on hand 
end of 
month 1939 1940

New Y o rk  and B ro o k lyn ................. .............. +  6 .4 +  4 .4 50.2 49.6
Buffalo ............................................................ +  12.5 +  5.9 46.1 45.4

+  7.1 +  6 .0 62.0 50.6
Syracuse ....................................................... + 1 2 .2 +  1.9 43.8 43.7
Northern New Jersey...................................... +  7 .4 +  9 .5  

+ 1 1 .9
42.2 38.4

+  18.0 40.7 43.8
+  4 .4 +  4.1 38.2 39.5

Northern New Y o rk  State......................... +  7 .5
Southern New Y o rk  S ta te ......................... +  6.9
Central New Y o rk  S ta te ............................ + 1 4 .8
Hudson R iver Valley D is tr ic t................... +  2 .3
Westchester and Stam ford ......................... — 14.2
Niagara Falls ............................................... +  4 .3

A ll department stores.............................. +  7.1 +  5 .4 47.7 45.6

Apparel stores........................................... +  0 .2 +  0 .6 49.4 49.3

Indexes of Departm ent Store Sales and Stocks, Second Federal Reserve D is tr ic t 
(1923-25 average=100)

1939 1940

Nov. Sept. Oct. Nov.

Sales (average da ily), unadjusted................. 115r 108 108 120
Sales (average daily), seasonally adjusted.. 96 r 104 95 101

Stocks, unadjusted........................................... 94r 85 93 100
Stocks, seasonally adjusted............................ 79r 81 82 84

r Revised
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(1935*1939 average=100 per cent)

Value of Construction Contracts Awarded 
(Three month moving averages of F. W . 
Dodge Corporation data for 37 States, ad

justed for seasonal variation)

Index of Total Loadings of Revenue Freight, 
Adjusted for Seasonal Variation (1923-1925 

average=100 per cent; miscellaneous, coal, 
and all other car loadings expressed in 

terms of points in total index)

Wednesday Figures for Reporting Member
Banks in 101 Leading Cities (Latest

figures are for December 11)

Business C onditions in th e  U nited  S tates
(Summarized by the Board o f Governors o f the Federal Reserve System)

I NDUSTRIAL activity continued at a high rate in November and the first 
half o f December and distribution of commodities increased considerably. 

Commodity prices generally showed little change following earlier advances.

Production
Volume of industrial production, which usually declines at this season, 

showed little change from October to November, and the Board’s seasonally 
adjusted index rose 3 points further to 132 per cent of the 1935-1939 average.

Reflecting work on a large volume o f orders for National defense purposes 
and for civilian needs, activity in the machinery and textile industries con
tinued to increase sharply. At machinery plants and at cotton textile mills 
activity reached new high levels and at woolen mills output was close to the 
previous peak reached early in 1937.

Steel ingot production, which had been at about 94 per cent of capacity 
in October, increased somewhat further in November and the first half of 
December. Automobile production continued in unusually large volume, amount
ing in November to around 500,000 cars and trucks. Retail sales o f new cars 
have been large this autumn and production has been maintained at high levels 
in order to supply this demand and to build up dealers9 stocks. Lumber produc
tion declined less than seasonally from October to November. New orders for 
lumber continued somewhat above the current rate of production although 
below the high level o f the three preceding months when large orders were 
placed for cantonment construction. Lumber stocks at mills continued to decline 
and were smaller than at any time in recent years. Bituminous coal production 
increased considerably in November, following a sharp decline in the previous 
month, while output of crude petroleum was maintained at about the October 
rate. Production of most metals continued in large volume.

Value o f total construction contract awards declined less than seasonally 
in November. In the 37 eastern States for which F. W. Dodge Corporation data 
are available total contracts showed little change; awards for public construc
tion increased further and those for private work declined by somewhat less 
than the usual seasonal amount. In the far western States contract awards 
showed a decline from the unusually high level reached in October.

Distribution
Distribution o f commodities to consumers increased considerably in Novem

ber. Sales at department stores and mail order houses rose sharply, while 
variety store sales increased by about the usual seasonal amount. In the first 
half of December there was the customary large expansion in retail sales.

Total freight car loadings showed considerably less than the usual seasonal 
decline in November and the early part o f December. Loadings of coal, which 
had been curtailed in October, increased sharply and shipments of ore and o f mis
cellaneous merchandise declined much less than is usual at this time of the year.

W holesale Commodity Prices
Prices of basic commodities, which had risen substantially since August, 

generally showed little change from the middle of November to the middle of 
December. Prices o f a few imported commodities, particularly cocoa, burlap, 
and shellac, increased considerably and there were small advances in steel 
scrap and some other domestic commodities, while moderate declines were 
reported for such varied commodities as lead, grains, and lard.

Bank Credit
Total loans and investments at reporting member banks in 101 leading 

cities have increased sharply since the beginning of October. Commercial loans 
continued to increase in November and the first half of December, and holdings 
o f United States Government obligations at New York City banks rose sharply. 
Principally as a result o f the expansion of bank loans and investments, Gov
ernment expenditures, and foreign disbursements financed by additional gold 
imports, bank deposits increased to new high levels. At the same time there 
has been a considerable increase in currency in circulation partly in response 
to seasonal trade demands.

United States Government Security P rices
Prices of United States Government securities continued to rise during the 

latter half o f November and the early part of December, and the 1960-65 bonds 
advanced to successive new high levels, with a peak of about 111% on Decem
ber 10. The yield on this issue declined to a low point of 2.03 per cent on the 
latter date, but increased slightly toward the middle of the month, reflecting 
some easing in prices.

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

January 1, 1941



MONTHLY REVIEW
o f  C r e d it  a n d  B u s in e s s  C o n d it io n s

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank, Neiv York

M o n e y  M a r k e t  in  J a n u a r y
A substantial increase in  excess reserves of member 

banks has occurred since Christm as, as anticipated, bu t 
the rise has been less than  in  the corresponding period 
of several recent years. In  the closing week of 1940, 
there was a rise of $180,000,000 in  excess reserves, and in 
the week ended Ja n u a ry  8 a fu rth e r  increase of $220,000,- 
000 occurred, bu t in the week ended Ja n u a ry  15 the rise 
am ounted to only $60,000,000 and the excess a t $6,900,- 
000,000 rem ained below the peak of $6,940,000,000 which 
was reached last October. In  the subsequent two weeks 
ended Ja n u a ry  29, there was an aggregate decline of 
$100,000,000. The slowing up of the rise and subsequent 
decline in  excess reserves afte r the first week of Ja n u a ry  
is to be a ttribu ted  to a ra th e r sharp  advance in the re
serve requirem ents of the member banks which accom
panied a growth in  adjusted  dem and deposits to new high 
levels, and to three principal circum stances affecting 
reserve balances, namely, a falling  off in  the ra te  of addi
tions to the gold stock, a com paratively small re tu rn  
flow of currency to the Reserve Banks afte r Christmas, 
and T reasury w ithdraw als of funds from  depositary 
banks, which fu lly  offset T reasury disbursem ents afte r J a n u a ry  8.

W ith respect to additions to the gold stock, the weekly 
am ounts added du ring  Ja n u a ry  averaged only about 
$30,000,000, as com pared w ith nearly  $50,000,000 in  De
cember, and la rger am ounts in  the preceding months of
1940. F o r  the m onth of Jan u ary , i t  appears th a t the 
increase in the gold stock was about $120,000,000, the 
smallest am ount fo r any m onth since A ugust, 1938.

Fdbmaru 1, 1941

Net re tu rn  of currency to the Reserve Banks aggre
gated $276,000,000 in  the four weeks ended Jan u a ry  22, 
p ractically  all of which was received in  the three weeks 
im m ediately a fte r Christm as, and in  the week ended 
J  anuary  29 currency circulation rose slightly. The afore
m entioned re tu rn  flow is considered ligh t for this time 
of year. The accompanying diagram  shows the extent 
of the outflow from  the Ju ly  low to the Christm as peak, 
and the subsequent re tu rn  flow through Jan u ary , in  the 
recent period and in  the corresponding periods of the 
previous three years, in  relation to the seasonal move
m ent which involves a complete re tu rn  by the end of 
Jan u a ry  of all of the currency paid out between Ju ly  
and Christmas. As the chart indicates, not only was the 
outflow between Ju ly  and Christm as of 1940 larger than 
in  the previous two years, bu t the subsequent reduction 
in  the am ount of currency outstanding has been less, 
both relatively and actually, th an  in  the preceding two 
years. In  all of these years there has been a general 
tendency tow ard an increase in  the level of currency 
outstanding, and the lowest am ounts ou tstanding near 
the end of Ja n u a ry  of each year were m aterially above 
the am ounts ou tstanding in  the preceding Ju ly . This 
year the net increase am ounted to $687,000,000; in 
the 1939-40 period the net increase was $363,000,000; 
and in 1938-39, $207,000,000. By contrast, in  the 1937-38 
period, when business activity  was undergoing a sharp
MILLIONS 
OF DOLLARS

Increase in Amount of Currency Outstanding from the July Low to the December Peak, and Subsequent Decrease through January, of the Past Four Years, and Estimated Seasonal Movements

On December 31, 1940, a special report to the Congress was 
made by the Board of Governors of the Federal Reserve System, 
the Presidents of the twelve Federal Reserve Banks, and the 
members of the Federal Advisory Council representing the 
twelve Federal Reserve Districts, which draws attention to the 
need of proper preparedness in the monetary organization at a 
time when the country is engaged in a great defense program 
that requires the coordinated effort of the entire nation. This 
report marks the first time since the creation of the Federal 
Reserve System that a report to the Congress has been made 
jointly by the Board of Governors, the Reserve Banks, and the 
Advisory Council. The text of the special report is contained 
in a circular of this bank, copies of which have been distributed 
to all banking institutions in the Second Federal Reserve Dis
trict; additional copies will be furnished, upon request, to 
anyone interested.
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recession, the rise was less th an  the seasonal expecta
tion and the decline afte r Christm as exceeded the previ
ous rise, w ith the resu lt th a t a net decline of $130,000,000 
in currency outstanding occurred. W hile related to the 
rising  volume of business activity, w ith  concurrent ex
pansion of payrolls and re ta il trade, the rise in  currency 
outstanding has also reflected increased demands for 
currency for other reasons. The relative im portance of 
the various influences, such as foreign hoarding, low 
level of in terest rates on savings accounts, and service 
charges on checking accounts, which may be responsible 
for the additional dem and for currency, is not known 
a t the present time.

The th ird  factor operating to restra in  the rise of mem
ber bank reserve balances du ring  much of J a n u a ry  de
veloped from  the fact th a t the curren t high ra te  of 
T reasury  expenditures reduced T reasury  working bal
ances in  the Eeserve Banks to only $220,000,000 by J a n u 
a ry  8, and necessitated substantial w ithdraw als of funds 
by the T reasury  from  “ special”  depositaries. Between 
Jan u a ry  9 and Ja n u a ry  24 a to tal of $364,000,000 was so 
w ithdraw n from  special depositaries, tem porarily  lodged 
in  T reasury  balances in the Eeserve Banks, and subse
quently  largely disbursed; on Ja n u a ry  29, T reasury 
balances in the Eeserve Banks am ounted to $258,000,000. 
The large w ithdraw als from  special depositaries (of 
proceeds of previous T reasury  issues paid  for by credit 
on the books of the subscribing banks to “ W ar Loan 
D eposit’’ accounts) reduced the am ount left in such 
depositaries to $305,000,000 on Ja n u a ry  24, and in view 
of the com paratively small am ount of this balance and of 
T reasury  deposits in the Eeserve Banks, relative to the 
curren t ra te  of Government expenditure, the T reasury 
on Ja n u a ry  23 made an offering of $600,000,000 of %  per 
cent N ational Defense Series T reasury notes due Septem 
ber 15, 1944. Cash paym ents for these notes on Ja n u a ry
31, 1941 increased T reasury deposits in  the Eeserve 
Banks substantially  and reduced member bank reserve 
balances correspondingly so th a t the prospect is th a t a 
substantial reduction in excess reserves will be shown 
in  the Eeserve B anks’ statem ent for F eb ruary  5. De
posits in  special depositaries also rose m oderately on 
Jan u a ry  31, as some bank subscribers elected to pay 
for the new securities w ith credits to the T reasury in  
their banks, ra th e r th an  by immediate charges to the ir 
reserve balances.

Member Bank Credit
Total loans and investm ents of the weekly reporting  

member banks in 101 cities increased somewhat fu rth e r 
du ring  the four weeks ended Ja n u a ry  22, thereby reach
ing a new high lev e l; and adjusted  dem and deposits of 
these banks also increased considerably to reach a new 
high figure. Total loans and investm ents on Ja n u a ry
22 were $2,500,000,000 larger th an  a year ago, and ad
justed  dem and deposits were $3,700,000,000 larger.

F o r  the four week period ended Ja n u a ry  22, loans 
classified as commercial, industrial, and agricu ltu ra l rose 
$44,000,000 fu rther, a t a time when, seasonally, some de
cline m ight be expected, and the to tal of such loans stands 
$739,000,000 above th a t of a year ago. Loans to brokers 
and dealers in  securities dropped $80,000,000, thereby

canceling the advance which occiirred in  D ecem ber; most 
of the December advance and subsequent decline oc
curred in  New York City. E eporting  bank holdings of 
direct U nited States Government securities rose $149,- 
000,000 fu rther, as the result of increases of $50,000,000 
in Treasury note holdings and of $105,000,000 in U nited 
States Government bond holdings, while T reasury  bill 
holdings showed a net decline of only $6,000,000, despite 
a tem porary sharp decline in  holdings of such obligations 
at the year end. The increases in  note and bond holdings 
were entirely  a t New York City banks; aggregate note 
holdings of banks in  100 other cities declined m oder
ately and their bond holdings were unchanged. T reasury 
bill holdings of the New York City banks dropped 
$111,000,000, bu t the bill holdings of the Chicago rep o rt
ing banks rose $132,000,000, owing to accum ulation of 
A pril m aturities for use by owners of large bank deposits 
on A pril 1 in th a t D istric t to avoid taxes on bank de
posits. Holdings of Government guaranteed and other 
securities by the reporting  banks showed no m aterial 
changes during  the four weeks under review.

Government Securities
Yields on U nited States T reasury bonds advanced 

somewhat in  Jan u a ry  from  the record low levels reached 
in  December, bu t were still lower than  a t any time 
p rio r to the early p a r t of November. A decline of more 
th an  %  point in the price of these issues in  the last two 
trad ing  sessions of December was accentuated in  subse
quent sessions early in  the new year. D uring  th is period 
the P res id en t’s “ A rsenal of Dem ocracy”  radio ta lk  on 
December 29, and his budget message on Ja n u a ry  8, ind i
cated the large am ount of T reasury financing necessary 
for the N ational defense effort, and the F ederal Eeserve 
System ’s special report to the Congress on the need of 
proper preparedness in the co u n try ’s m onetary organiza
tion was issued. By Ja n u a ry  8 the average price of long 
term  T reasury  bonds had declined about 2 points. These 
announcem ents and other statem ents relative to the fi
nancing of the prospective deficits served to accentuate 
a tendency on the p a rt of investors to w ithhold purchase 
orders, pending fu rth e r clarification of the financial prob
lems which face the country as a resu lt of the N ational 
defense effort, and it was the lack of buying, ra th er th an  
any m aterial selling of Governm ent securities, which ap
pears to have been the immediate cause of the decline in 
Government security prices. A fter a short in tervening 
period of firm er prices, the decline was resum ed on J a n u 
ary  14, carry ing  the longer term  bonds by the 30th to 
a level 2%  points below the December high. The in te r
m ediate term  T reasury bonds paralleled the movements 
of the longer m aturities.

T reasury  note prices moved lower from  the beginning 
of Jan u a ry  to the 8th, when the average yield on 3 to 
5 year T reasury notes reached the highest level since 
October 15, 1940. Subsequently, the average yield de
clined somewhat bu t in  the closing days of the m onth 
advanced to reach the same level as on Ja n u a ry  8. The 
yield on the %  per cent Defense notes m atu ring  Decem
ber 15, 1945, issued last December, showed a net advance 
of 0.13 per cent to 0.80 per cent between the end of De
cember and Ja n u a ry  30. The second issue of %  per cent
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1939 1940 1941
Average Price of Long Term Treasury Bonds (Four issues 

not callable before 1955)

National Defense notes, m atu ring  September, 1944, was 
quoted near the end of the m onth a t about par. Sub
scriptions to the Jan u a ry  issue of National Defense 
notes were heavy, bu t not so large as for the December 
issue, and allotm ents were made on a basis of 23 per 
cent of subscriptions.

Treasury bill financing du ring  Ja n u a ry  consisted of 
five weekly issues in the N ational Defense Series, each 
in the am ount of approxim ately $100,000,000 and each a 
replacem ent of sim ilar m aturities. Prices at which these 
issues were sold were subject to an ex traord inary  influ
ence because of the dem and for T reasury bills by banks 
in Illinois, which levies a tax  on bank deposits held on 
A pril 1. The issues dated Ja n u a ry  2, 8, and 15 were 
awarded at prices above par, and the issues dated Jan u a ry
22 and 29 were awarded at prices above par and at par. 
Tenders for the Jan u a ry  2 issue of T reasury bills totaled 
$648,200,000, a new record.

M oney Hates in  New Y o rk

Jan. 31, 1940 Dec. 31, 1940 Jan. 30, 1941

Stock Exchange call loans..................... 1 1 1
Stock Exchange 90 day loans............... *1M

A - 5A
*1M *1H

Prime commercial paper 4-6 m onths . . a -% A - 5A
B ills— 90 day unindorsed........................ We We We
Average y ie ld  on Treasury notes (3-5

years)...................................................... 0.50 0.38 0.47
Average yie ld  on Treasury bonds (not

callable w ith in  12 years).................... 2.33 1.99 2.15
Average rate on latest Treasury b il l

t tsale, 91 day issue.................................. 0.004
Federal Reserve Bank of New Y o rk

discount ra te ......................................... 1 1 1
Federal Reserve Bank of New Y o rk

buying rate fo r 90 day indorsed b ills A A

*  Nom inal. J Negative yield.

N e w  F in a n c in g
D uring Ja n u a ry  new security issues by corporations, 

States, and m unicipalities totaled $340,000,000, or well 
above the volume of the corresponding m onth in  any 
year since 1937. Corporate flotations am ounted to 
$260,000,000, of which $65,000,000 represented funds to 
be used for new capital purposes.

Except in the case of one new issue, retail distribution 
of the better grade corporate obligations was satisfac
to ry ; on the other hand, upon the dissolution of the

syndicates and removal of price restrictions for the less 
high grade corporate offerings, quotations for these se
curities declined m oderately in  the free m arket.

The m onth 's m ajor flotations follow.
C o r p o r a t e

$50,000,000 Illinois Bell Telephone Company 2%  per cent first 
mortgage bonds o f 1981, priced at 103% to yield 
2.61 per cent; $5,200,000 lor new capital purposes

35.000.000 Phillips Petroleum Company securities consisting of
$20,000,000 1%  per cent convertible debentures of 
1951, priced at 100 (subject to prior offering to 
stockholders) and $15,000,000 0.25 to 1.90 per cent 
serial notes maturing 1941-51, priced at 100; 
$2,700,000 for new capital purposes

28.000.000 Jones and Laughlin Steel Corporation 3%  per cent
first mortgage bonds of 1961, priced at 100; for 
refunding

25.000.000 Shell Union Oil Corporation securities consisting of
$15,000,000 2%, per cent debentures of 1961, 
priced at 97% to yield 2.92 per cent, and $10,000,- 
000 0.375 to 2.50 per cent serial notes maturing
1942-53, priced at 100; for refunding

The largest m unicipal aw ard was th a t of $6,900,000 
Oklahoma City, Oklahoma, 2 and 3 per cent w ater works 
bonds m aturing  1944-61, which were reoffered to yield 
0.80 to 2.15 per cent. Short term  State and m unicipal 
awards, not included in the $340,000,000 total, accounted 
for an  additional $210,000,000. Included in  this classifi
cation were about $100,000,000 of tem porary loan notes 
of local housing authorities, which m ature in  from  two 
and one half to twelve months and were aw arded a t 
in terest rates ranging from  0.33 to 0.44 per cent; also, 
$35,000,000 New York City 0.25 per cent revenue bills 
due in  May, 1941, and $33,000,000 Federal Interm ediate 
C redit B ank 0.75 per cent debentures due in  nine and 
twelve months, which were offered on bases of 0.25 per 
cent and 0.30 per cent, respectively.

Reports indicate th a t the following new security issues 
will be offered to the public or to company stockholders 
in the near f u tu re : approxim ately $100,000,000 Republic 
Steel Corporation securities, $26,500,000 of first m ort
gage bonds and 132,000 shares of preferred  stock of the 
W isconsin Public Service Corporation, and approxi
m ately $15,000,000 of P h ilip  M orris and Company, Ltd., 
Inc., cum ulative preferred  stock. I t  is reported th a t 
equipm ent tru s t certificate issues to taling  a t least $15,- 
000,000 are under consideration by various railroads.
S e c u r i ty  M a r k e t s

The range of stock prices was somewhat wider in J a n u 
a ry  th an  in  December, b u t the volume of stock trad ing  
on the New York Stock Exchange was smaller. As meas
u red  by the S tan dard  Statistics 90 stock price average, 
quotations of common stocks moved up about 3%  per cent 
between Ja n u a ry  2 and 10—a period m arked by the 
P re s id en t’s annual message to Congress, the announce
m ent of the budget estimates, and the introduction of the 
“ aid -to-B ritain”  bill. The price average on Jan u a ry
10 was still 5 per cent below the peak of the June- 
November recovery of last year. In  subsequent trad ing  
sessions to Jan u a ry  31 common stock prices lost their 
earlier gains and dipped to the lowest point since A ugust 
20, 1940. A t the Ja n u a ry  31 level, the average price
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had  lost more th an  half of the gain made in  the June- 
November recovery in  1940.

The movements of railw ay issues featu red  the bond 
m arket early in  Jan u ary , a period when medium and 
lower grade ra il bonds were actively traded  a t advancing 
prices. A fte r a period of hesitation the price average 
of M oody’s B aa ra il bonds recorded fu rth e r  gains to 
successive new highs between Jan u a ry  22 and 28. The 
streng th  of these ra il bonds was the m ain factor account
ing for the continued irreg u lar rise to new highs in  the 
general price average for Baa domestic corporation bonds. 
The la tte r  eased slightly a t the close of the month.

A new record was also attained  by the price average 
for high grade ra il bonds on Ja n u a ry  18 and again on 
five la ter days in  the month. However, despite the 
firmness of its ra il component, M oody’s composite price 
average for Aaa domestic corporation bonds showed an 
irregu lar, declining tendency during  most of Jan u ary . 
P rim e m unicipal bond prices, as m easured by the S tand
a rd  Statistics index, hovered about two per cent below 
the record high set on December 11. The daily average 
volume of bonds traded  on the New York Stock Exchange 
was m oderately larger th an  in  December. On Ja n u a ry
9 and again the next day bonds traded  totaled more than  
$19,000,000 to reach the highest daily volumes since 
September, 1939.

Continuing a development in  particu la r evidence d u r
ing December, sales in  the “ outside m ark e t”  of large 
blocks of stocks listed on the New York Stock Exchange 
increased in  num ber and im portance in  Jan u ary . P e r
mission for these transactions, which were usually con
sum m ated afte r the close of the exchange m arket, has 
been gran ted  by the Stock Exchange on the ground th a t 
the size of the offerings precluded handling them  through 
o rd inary  channels. A  num ber of the sales were reported 
to represent distribu tion  of B ritish  security holdings.

G o ld  M o v e m e n ts
Aside from  one large shipm ent from  South A frica, gold 

im ports into the U nited States during  Ja n u a ry  were in  
reduced volume. The gold stock of the U nited States 
increased about $120,000,000 during  the month, the sm all
est increase since A ugust, 1938. Gold held under earm ark 
for foreign account a t the Federal Eeserve Banks rose 
about $55,000,000 during  Jan u a ry  and reached a new 
high figure of approxim ately $1,860,000,000 a t the end 
of the month.

In  the four weeks ended Ja n u a ry  22, the D epartm ent 
of Commerce reported  the receip t of $127,300,000 of 
gold in  the following principa l am ounts: $93,300,000 
from  Canada, $12,100,000 from  Japan , $10,300,000 from  
A ustralia, $3,000,000 from  the Philippines, $1,700,000 
from  Sweden, $1,000,000 from  Mexico, $900,000 from  
H ong Kong, and $600,000 from  Switzerland.

F o r e ig n  E x c h a n g e s
Following an unusual degree of stab ility  during  recent 

months, sizable fluctuations occurred in  several foreign 
exchange rates during  Jan u a ry . These movements re 
sulted prim arily  from  efforts to w ithdraw  foreign funds 
from  th is country, stim ulated by recurring  rum ors th a t

the assets of additional foreign countries m ight soon be 
“ blocked”  th rough an extension of the present system 
of U nited States T reasury regulation, now lim ited to 
the accounts of the invaded E uropean countries.

The repatria tion  of Swiss funds, which had been in  
evidence w ith little  in te rru p tion  since the defeat of 
F rance last June, continued throughout the past month. 
The New York ra te  for the Swiss franc, a fte r having 
held at about $0.2321 since the la tte r p a r t of October, 
advanced abrup tly  on Jan u a ry  24, when reports were 
first received th a t the Swiss authorities were restric ting  
th e ir accum ulation of dollars arising from  the inflow 
of capital. A lthough the Swiss N ational B ank continued 
to absorb dollar offerings from  sellers domiciled in  Switz
erland together w ith dollars representing the paym ent 
fo r Swiss exports and other commercial paym ents to 
Switzerland, it appears to have suspended the purchase 
of dollars from  sellers having no obligations to meet in  
Sw itzerland and seeking only to avoid a possible “ block
in g ”  of their funds in  the U nited States. Pend ing  a 
clarification of the prelim inary reports of the new Swiss 
measure, the ra te  in  the New York m arket for Swiss 
exchange for commercial purposes rose to as high as 
$0.2330 on Ja n u a ry  25, bu t then receded somewhat to 
end the m onth at $0.2326, although th is ra te  was believed 
not to apply  to offerings by non-Swiss holders seeking to 
move funds from  the U nited S tates to Sw itzerland for 
noncommercial purposes. In  addition, a separate and 
m uch higher ra te  was quoted in the la tte r  p a r t of the 
m onth for transactions for which the Swiss authorities 
were reportedly unw illing to supply Swiss francs against 
dollars. This la tte r  ra te  reached a high of about $0.2370, 
bid, on Ja n u a ry  28 bu t eased late in  the m onth.

Swedish exchange also was affected by the flow of 
foreign private  capital from  th is country du ring  J a n u 
ary. Despite th is movement of funds, however, the 
New York ra te  for the Swedish krona rem ained at about 
$0.2385 u n til the la tte r  p a r t of the month, when it tem 
porarily  advanced to as high as $0.2390. Some E uro 
pean capital also was reported  to have moved to A rgen
tina. The free ra te  for the A rgentine peso, which had 
been quoted around $0.2360 du ring  the greater p a r t of 
the month, rose to $0.2375 on Jan u a ry  22 and  subse
quently rem ained a t th a t level.

The discount on the C anadian dollar in the free New 
York m arket w idened substantially du ring  the m onth 
from  14 to 17^4 per cent. This weakness, which resulted 
from  relatively small offerings, again illustra ted  the 
thinness of the unofficial m arket for C anadian exchange. 
The Cuban peso, on the other hand, im proved somewhat 
over the month, its discount in  term s of the dollar n a r
rowing from  about 8% to 7%  per cent. W ith  the excep
tion of a tem porary decline in  the ra te  for the N ational 
Chinese (Shanghai) dollar in  the middle of the m onth, 
no significant changes occurred in  the other principa l 
currencies.

C e n t r a l  B a n k  R a t e  C h a n g e
On December 1,1940, the discount ra te  of the N ational 

B ank of B ulgaria  was lowered from  5%  to 5 per cent, 
the higher ra te  having been in  effect since September 
16, 1940.
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E xports of merchandise, a t a value of $322,000,000 in  
December, showed a slight decline from  the previous 
month, and were 12 per cent below the com paratively 
high level of a year earlier. This was the first year-to- 
year decrease th a t has occurred in  exports since May, 
1939. On the other hand, im ports, am ounting to $253,- 
000,000, exceeded the November figure by 13 per cent, 
and were la rger th an  in  any December since 1929.

F or the calendar year 1940, exports aggregated 
$4,022,000,000 and general im ports $2,625,000,000. The 
excess of exports of $1,396,000,000 for 1940, which com
pares w ith $859,000,000 in  the preceding year, was the 
largest since 1921. The sharp rise th a t occurred in  to tal 
exports during  1940 was entirely due to a large increase 
in  exports of nonagricu ltu ral origin—in considerable 
measure a resu lt of heavy purchases on the p a r t of the 
B ritish  Em pire (and F rance early in  the year) of w ar 
m aterials from  the U nited States. N onagricultural ex
ports, a t a value of $3,418,000,000 in  the past year, 
approxim ated those of 1929 and otherwise were the 
largest since 1920. On the other hand, ag ricu ltu ra l 
exports were fu rth e r  reduced from  the low level reached 
in  1939 to only $517,000,000 in  1940, which was prob
ably the smallest to tal in  a t least fifty years.

Among the individual exports, shipm ents of a irc ra ft 
increased to $312,000,000 in  1940 from  a value of $118,- 
000,000 in the preceding year. E xports of sem im anufac
tures of iron  and steel am ounted to $371,000,000, or 
$202,000,000 more th an  in  1939, and metal-working m a
chinery showed a gain of $138,000,000 to $256,000,000 
last year. Exceptionally large percentage increases over
1939 were shown in  exports of firearm s and  explosives. 
On the other hand, despite expanded E uropean  takings 
of Am erican cotton early  in  1940, cotton exports for the 
entire year were down to $214,000,000 from  a value of 
$243,000,000 in  1939. Tobacco exports were only a little 
over half the 1939 value, and  large reductions were 
recorded in  shipm ents abroad of num erous food p rod
ucts, as well as in  exports of petroleum  and passenger 
automobiles. W ith  respect to im ports, unusually  large 
increases occurred du ring  1940 in  purchases of such 
strategic foreign m aterials as rubber, tin , nickel, and 
ferro-manganese. M aterial gains were also shown in  im 
ports of wool, undressed furs, and burlap .
B u i ld in g

The daily ra te  of construction contract awards in  New 
York and N orthern  New Jersey, which had held a t a 
fa irly  constant level du ring  the nine preceding months, 
rose 38 per cent in  December over the previous month. 
Owing in  p a r t to the inclusion of a $7,500,000 contract 
for an airplane factory in  up-S tate  New York, the daily 
rate  of nonresidential building aw ards in  th is d istric t 
considerably more th an  doubled between November and 
December. H eavy engineering construction awards were 
one-fifth higher th an  in  November, while contracts for 
residential building were about unchanged.

F o r the fu ll year 1940, construction contract awards 
in  New York and N orthern  New Jersey  were 13 per cent 
below the to tal of 1939. The effects of the defense p ro 

F o r e ig n  T r a d e gram  upon construction have not been so m arked in  th is 
d istric t as in  some other p a rts  of the country, although 
aw ards for m anufacturing building in  1940 were almost 
double the volume of 1939. Heavy engineering awards 
were off 22 per cent, a larger decline th an  th a t for the 
37 E astern  States as a whole, and residential building, 
which showed an increase for the 37 States, was down 11 
per cent.

The daily ra te  of construction contract awards in 37 
States as reported  by the F . W. Dodge Corporation rose
10 per cent fu rth e r between November and December to 
another new high since June, 1930. The increase in  De
cember appears to have been due to the inclusion of a 
large num ber of defense contracts which had been 
aw arded previously b u t had not been counted in  the 
m onthly totals un til December, owing to the lack of de
tailed inform ation ; fo r the same reason, on the other 
hand, some contracts known to have been let during  De
cember were not included in  the m on th’s figures. Aw ards 
classified as for defense purposes in December were about 
50 per cent larger th an  in  November, and accounted for 
approxim ately one th ird  of all construction contracts 
entering into the m on th’s reported  total. Non-defense 
awards rose 7 per cent over November.

The N ational defense program  has considerably a f
fected not only the to tal contract aw ard figures bu t also, 
as m ight be expected, the character of construction 
work being in itiated . Changes in  the character of new 
construction projects are not always app aren t in  figures 
by types of construction. F o r example, an increase in 
awards for A rm y cantonments in December largely offset 
a decline of one fifth in private residential projects, both 
kinds of work being classified as residential building. 
The gain for December in  contracts of the heavy engi
neering type reflected a large volume of contracts for 
Government owned projects, presum ably for National 
defense purposes. The rise in  nonresidential building 
aw ards was closely related  to a p articu la rly  sharp in 
crease in  projects classified as “ miscellaneous nonresi
dential bu ild ing” . This subgroup, form erly of little  
im portance, apparen tly  has been receiving a considerable 
share of N ational defense awards.

W hile to tal contract aw ards fo r New Y ork and N orth
ern New Jersey  declined in  1940 from  the level of 1939, 
the to tal for the 37 States was 13 per cent higher and  the 
largest for any year since 1930. The increase in  awards 
during  the year ju s t closed was due to the effects of the 
defense program , which began to make itself fe lt du ring  
the second half of the year and in th a t six m onth period 
accounted for one quarte r of all construction. D uring  
the first half of 1940 aw ards were 5 per cent below the 
corresponding period in  the previous y e a r ; in  the second 
half, however, aw ards were 29 per cent above the same 
months of 1939.

The expansion in  factory  building—a considerable 
p a r t of which represented defense projects under Govern
m ent ownership or sponsorship— was an  ou tstanding 
feature of 1940. The increase over 1939, which am ounted 
to 153 per cent, carried  the to tal for aw ards of this type 
up to the 1925-1929 average. This classification and mis
cellaneous nonresidential building were the only groups 
to reach th a t level du ring  1940. Residential building, the
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largest m ajor group, rose 20 per cent in  1940, and was 
the highest fo r any year since 1929. H eavy engineering 
projects, however, declined 11 per cent during  the year 
ju s t ended, reflecting a decrease in public construction of 
this type.

D uring  the first three weeks of Jan u ary , 1941, the daily 
ra te  of construction contract aw ards in  the 37 States 
was 36 per cent below the reported figures for December 
although 42 per cent above the level of the correspond
ing weeks in  1940. All m ajor classifications shared in  the 
m onth-to-m onth decline and all were substantially  above 
the levels prevailing in  the first three weeks of Ja n u a ry  
of last year.

P r o d u c t io n  a n d  T r a d e
In d u stria l conditions in Ja n u a ry  were sim ilar to those 

which characterized the closing months of 1940. A n 
un rem itting  pressure for expansion of ou tpu t was fe lt 
by producers of certain  key defense m aterials, m ainly 
though not exclusively “ producers’ du rab le”  goods. 
Steel mill operations were stepped up closer to calculated 
capacity, accompanying efforts to rehabilitate facilities 
which had been re tired  from  use. However, despite the 
record breaking proportions of J  anuary  steel production, 
trade reports indicate th a t a fu rth e r  increase in order 
backlogs took place du ring  the m onth as consumers, by 
forw ard buying, sought to insure adequate supplies in 
fu tu re  months. On Ja n u a ry  27 the A m erican Iron  and 
Steel In stitu te  announced th a t their calculations showed 
a steel producing capacity (as of December 31, 1940) for 
the U nited States of 84,148,000 net tons, an increase of
2,534,000 tons over the figure for December 31, 1939, 
and about 17,000,000 tons in  excess of production last 
year. Ju d g ing  from  employment statistics, which are 
shown for some industries in the chart accompanying 
the “ Em ploym ent and P ay ro lls”  article in  th is Review, 
strik ing  increases in productive capacity m ust be occur
ring  in  m any defense industries— especially in  lines 
where N ational defense requirem ents are much larger in 
relationship to form erly available capacity th an  in  the 
case of steel.
PER CENT

Index of Production and Trade in the United States (Federal Reserve Bank of New York index, expressed as a percentage of estimated long term trend, and adjusted for seasonal variation)

The m anufacture of consum ers’ durable goods during  
Jan u a ry  continued to show a certain  am ount of stim ula
tion from  increasing employment and payrolls, and con
ceivably to some extent from  concern over the possibility 
of shortages in  the supply of such products, as the N a
tional defense effort is intensified. Automobile produc
tion in Jan u a ry  was the largest on record for th a t month, 
although in  th is connection it should be pointed out th a t 
during the years of peak production in  the Twenties new 
automobile models were in troduced around the year 
end and Ja n u a ry  production was re tarded  by change
over problems.

The stim ulation experienced by nondurable goods in 
dustries in  Ja n u a ry  was again less m arked on the whole 
th an  in  the durable category, although cotton and woolen 
textile mills continued to m ain tain  exceptionally high 
rates of operation, based upon unfilled orders carried  over 
from  1940 together w ith considerable am ounts of busi
ness placed in  Jan u ary . Incomplete figures on dep art
m ent store sales for the country as a whole would indicate 
th a t the reduction in  the level of re ta il trade  in  Jan u a ry  
was approxim ately of the usual seasonal proportions.

P roduction and Trade in  D ecember
S tatistical data for December clearly show a continu

ance of the upswing in  the general level of business 
activity. The m onthly index of production and trade 
com puted by this bank—which represents a composite 
of 83 statistical series w ith adjustm ents for usual sea
sonal variation and secular trend— added three points 
more to the 12 point gain of the April-November period. 
A t 102 per cent of estim ated long term  trend  the index 
was a t the highest level in  more th an  a decade.

In  re ta il trade  there was the usual sharp expansion in 
December. D epartm ent store sales atta ined  the largest 
Christm as volume since 1929, aggregate sales of chain 
store systems and of m ail order houses (including sales 
of th e ir  re ta il stores) reached the highest levels on rec
ord, and sales of new passenger cars declined no more 
th an  seasonally from  the relatively high level of Novem
ber. The showing of business indexes in December was 
helped by the fact th a t industria l operations— particu 
larly  those directly affected by the N ational defense p ro 
gram —evidenced a m arked resistance to the seasonal 
curtailm ent which ordinarily  characterizes the month. 
In  some instances—as in  the case of steel plants, cotton 
mills, and m anufacturers of electrical appara tus—oper
ating rates increased to some extent con trary  to the 
experience in  most other years, and in  other instances— 
for example, p ig iron output, woolen m ill activity, and 
shoe m anufacturing— declines were m easurably sm aller 
than  those which would be expected on purely  seasonal 
grounds. Incom ing business, although abated in  some 
lines, continued in a heavy stream  in others, and despite 
increasing production the year closed w ith very large 
order backlogs in a num ber of industries— steel, machine 
tools, a ircraft, railw ay equipment, cotton and woolen tex
tiles, and others closely identified w ith N ational defense. 
B uilding construction, particu larly  on factory and Arm y 
cantonm ent projects, was unusually  active in  December. 
A lthough seasonal contraction was definitely apparen t
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in figures on railway loadings of bulk freight items, ship
ments of manufactured and semimanufactured products 
held up much better than in December of most other 
years.

(Adjusted for seasonal variations and estimated long term trend; 
series reported in dollars are also adjusted for price changes)

Index o f Production and Trade 
Production of:

Producers' durable goods.............
Producers’ nondurable goods . . .

Consumers’ durable goods..........
Consumers’ nondurable goods. . .

Primary distribution.........................
Distribution to consumer................

Industrial Production
Steel......................................................
Automobiles........................................
Bituminous coa l.................................
Crude petroleum................................
Electric power....................................
Cotton consumption.........................
Wool consumption.............................
Shoes.....................................................
Meat packing......................................
Tobacco products..............................

Manufacturing Em ployment
Employment.......................................
Man-hours of employment..............

Construction 
Residential building contracts. . . .  
Nonresidential building and engineering 

contracts.....................................................

Prim ary Distribution
Ry. freight car loadings, mdse, and m isc..
Ry. freight car loadings, other..................
E xports...........................................................
Imports...........................................................

Distribution to Consumer
Department store sales (U.S.) r ...............
Grocery chain store sales............................
Variety chain store sales............................
Mail order house sales................................
New passenger car sales..............................

Velocity o f Deposits*
Velocity of demand deposits, outside New 

York City (1919-25 average =100) . . . 
Velocity of demand deposits, New York 

City (1919-25 average = 10 0 ) .................

Cost o f Living and Wages*
Cost of living (1935-39 average = 10 0 ) . . . 
Wage rates (1926 average = 10 0 ) ..............

p  Preliminary r Revised

1939

Dec.

101
100
69
98

92

130r
84
86r
94
99122121

117r
104
96

97
94

95

92
83

94

93101
104102
93

64

35

103
113

1940

Oct.

101101
86
97

87
97

121
116
79
86

103
116
134100
108
95

100
97

53

77

89
87

77

92
97
95
94

105

54

26

104
114

Nov.

99p

107p
106p

80p
lOlp

92 p 
lOlp

128
94 
91 
85

104p
125
151
l l l p111
95

103101

62

83

94
95 
87 
86

100
107
100
106

61

29

104
115

Dec.

1 0 2 p

114p
109p

79 p 
103p i

95 p 
10 2  p

138 
84 
92 p 
86 p 

106p 
138 
164p 
1 2 1 p 
113 
97

105p
105p

67

103

99
88
86p
94p

99
98p

107
104
106p

62

30

105
H op

* Not adjusted for trend

E m ploym ent and Payrolls

Working forces in New York State factories increased 
V /2 per cent further between November and December, 
and wage payments rose 5 per cent. This bank’s season
ally adjusted indexes of New York State factory employ
ment and payrolls advanced for the eighth consecutive 
month, and the employment index attained the highest 
point in over twenty years. The principal employment 
gains occurred at shipyards and at plants manufacturing 
aircraft, structural steel, machinery, electrical appara
tus, and men’s clothing. Compared with December, 1939, 
total factory employment was 12 per cent higher and pay
rolls were 19 per cent larger.

Factory employment in the United States as a whole 
during December also was IV2 per cent greater than in 
November, although ordinarily working forces decline 
somewhat at this time of year, and payrolls gained 5%  
per cent. According to the Bureau of Labor Statistics,

AIRCRAFT 

ENGINES, TURBINES,ETC. 

MACHINE TOOLS 

SHIPBUILDING

EXPLOSIVES

BRASSf BRONZE 8. 
COPPER PRODUCTS

ELECTRICAL MACHINERY 

ALUMINUM 

IRON 8. STEEL PRODUCTS

WOOLEN & 
WORSTED GOODS

COTTON GOODS

TOTAL 
FACTORY EMPLOYMENT

Y ///////M * 7

57

34

32

d 17

^15

I t ?

Percentage Increases between A ugust, 1939 and Decem ber, 1940 in 
Em ploym ent in Certain Industries Stim ulated by  National De

fense and W ar Orders and in Total Factory Em ploym ent 
(B ased on Bureau o f Labor S tatistics unadjusted indexes)

which recently adjusted its indexes of employment and 
payrolls upwards to harmonize with the results of the 
1939 Census of Manufactures, factory working forces 
reached the highest level on record and factory payrolls 
were greater than at any time since June, 1920. In
creased industrial activity attributable to the European 
war and the National defense program has been largely 
responsible for the attainment of these high levels of 
employment and payrolls. The accompanying diagram 
shows the net employment increases that have occurred 
since the outbreak of war in some of the industries which 
have been most stimulated by war and defense orders, in 
comparison with the over-all increase in factory employ
ment. In December, employment increases reported by 
the industries shown accounted for approximately one 
half of the gain of 120,000 in factory employment. Other 
large gains during the month occurred at foundries and 
machine shops, shoe factories, and men’s clothing con
cerns, while the chief reductions in employment were 
reported by canning factories and sawmills. Total fac
tory employment was 8 per cent above the level of De
cember, 1939, and payrolls were 16% per cent greater.

It was estimated that the number of persons employed 
in nonagricultural occupations throughout the country 
increased approximately 540,000 during December and 
reached a total of over 37,000,000. These figures do not 
include about 3,000,000 persons employed by the Civilian 
Conservation Corps, the Works Projects Administration, 
and the National Youth Administration, nor do they in
clude the military and naval forces which total nearly 
900,000. The greatest part of the gain in nonagricultural 
employment was accounted for by increased working 
forces at retail and wholesale trade establishments to 
handle holiday business, but manufacturing plants and 
Federal, State, and local governments also employed 
more persons than in November. The number employed 
in construction and transportation, and by public 
utilities declined somewhat. Compared with December, 
1939, there were approximately 1,500,000 more persons 
engaged in nonagricultural pursuits.
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C om m odity Prices

Although movements were mixed, the general ten
dency in wholesale commodity markets during most of 
January was toward somewhat higher price levels. 
Owing especially to advances in the prices of certain 
foodstuffs, the Bureau of Labor Statistics daily index 
of 28 basic commodities showed a small net advance 
during the month, closing at 119.8 per cent of the 
August, 1939 base. As is indicated in the accompany
ing table, there has been an increase of nearly 14 per 
cent from the low level of last August in the composite 
index, accompanying an advance of 17 per cent in the 
average price of foodstuffs. The other major subgroups 
of the index, however, have also advanced substantially 
above their respective low points of August, 1940.

Indexes 
January 
30, 1941 

(Aug., 
1939 =100)

Percentage change from

Dec. 31, 
1940

Lows of 
Aug., 1940

Prewar 
Aug., 1939

Bureau of Labor Statistics daily 
price index of 28 basic com
modities ..........................................

Subgroups
Raw industrial commodities. 
Foodstuffs..................................

Import commodities...............
Domestic commodities...........

119.8

121.4
117.6

121.7
118.7

+ 1 . 1

+ 0 .3
+ 2 . 1

+ 1 . 8
+ 0 .7

+ 1 3 .6

+ 1 2 . 2
+ 1 7 .0

+ 1 6 .2
+ 1 3 .0

+ 1 9 .8

+ 2 1 .4
+ 17 .6

+ 21 .7
+ 18 .7

Reflecting reports of favorable weather for the grow
ing wheat crop, combined with dulness in the flour trade, 
wheat prices weakened during January. Winter wheat 
in Kansas City at 79% cents a bushel on January 30 
was 6%  cents lower than at the end of December. 
Corn, while fluctuating irregularly, showed a slight 
net decline for January as a whole. In response to 
small marketings, hog quotations in Chicago advanced 
sharply to $8.75 a hundredweight on January 15—  
approaching the high point reached immediately after 
the outbreak of war in September, 1939— and, while 
losing part of that gain in subsequent days’ trading, 
closed on January 30 at $8.16 a hundredweight with a 
net advance of $1.27 for the month. Although steers 
rose 83 cents further in the first half of January to $12.96 
a hundredweight, this gain was almost canceled in a 
later downward reaction.

Though holding to a restricted range, cotton quotations 
moved in inverse relationship to the amount of “ free”  
offerings on the market. Of the 11,931,000 bales of the
1940 cotton crop reported as ginned up to the middle of 
January, about 2,850,000 bales are recorded by the 
Commodity Credit Corporation as having gone into the 
Government loan stock. The average spot price of cot
ton at 10.10 cents a pound in 10 Southern markets on 
January 30 was little changed from the end of Decem
ber. Wool tops showed considerable strength, advancing
9 cents during the month to $1.27 a pound on January
30, and silk quotations in New York were firm.

Although quotations for scrap steel were reduced un
der the influence of the National Defense Advisory Com
mission— the Iron Age composite price dropping $1.41 
to $20.42 a ton— the metal markets generally were steady 
during January. The Iron Age composite price indexes

of finished steel and pig iron remained unchanged and 
nonferrous metals quotations held relatively steady 
throughout the month.

D epartm ent Store Trade

For the four weeks ended January 25, total sales of 
the reporting department stores in this District increased 
about 5%  per cent from the corresponding 1940 period, 
and the daily rate of sales for this portion of January 
appears to have declined somewhat more than usual from 
the high December level.

Average daily sales showed an increase in December 
over the November level of slightly more than the cus
tomary seasonal proportions, and total sales during the 
month were about 4y 2 per cent higher than in December,
1939. Department stores in practically all localities con
tinued to report increases in sales over the previous year, 
and sales of the leading apparel stores in this District 
were approximately 2 per cent higher than in December,
1939.

Total sales of the reporting department stores in this 
District for the year 1940 were 5 per cent higher than 
in 1939, as compared with an increase of about 2 per 
cent from 1938 to 1939. Apparel store sales were ap
proximately 1 per cent higher in 1940 than in 1939, com
pared with an increase of 2 per cent between 1938 and
1939.

Stocks of merchandise in the department and apparel 
stores, at retail valuation, were moderately higher at the 
end of December, 1940 than at the end of December, 1939.

Locality

Percentage change from 
a year ago

Per cent of 
accounts 

outstanding 
November 30 
collected in 
December

Net sales
Stock 

o n  h a n d  
end of 
monthDec.

Jan., 
to Dec. 1939 1940

New York and Brooklyn............. +  4 .9 +  4 .3 +  8.4 41.9 42.4
+  6.9 +  5 .6 +  6 .0 45.1 40.2
+  0 .9 +  5 .8 + 1 1 . 2 46.0 43.1
+  7 .7 +  1 1 . 2 +  9 .8 39.3 39.1

Northern New Jersey................... +  4 .2 +  6 .5 + 1 0 . 8 39.8 36.8
+ 1 1 .4 + 1 0 .9 +  1 0 . 1 45.4 44.6
+  0 .3 +  4 .2 +  6.3 38.0 36.7

Northern New York S ta te .. . . +  8.9 +  7.9
Southern New York State . . . . +  2 . 8 +  5.3
Central New York State......... +  3 .3 +  7 .4
Hudson River Valley District. +  1 . 2 +  2 . 8
Capital D istrict......................... +  3 .2 +  3.9
Westchester and Stam ford.. . . — 17.0 —  3 .0
Niagara Falls.............................. —  1.4 +  7 .2

All department stores........... +  4 .6 +  5 .0 +  8 .7 41.9 40.6

Apparel stores........................ +  1.9 +  0 .8 +  8 .3 45.4 44.7

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =100)

1939 1940

Dec. Oct. Nov. Dec.

Sales (average daily), unadjusted 172 108 12 0 184
Sales (average daily), seasonally ad justed .. 95 95 1 0 1 1 0 2

Stocks, unadjusted........................................... 75 r 93 10 0 82
Stocks, seasonally adjusted............................ 77 r 82 84 83

r Revised.
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Index o f  Physical V olum e o f  Industrial P ro 
duction, A djusted  for Seasonal Variation 

(1935-1939  average— 100 per cen t)

Indexes o f  Value o f Departm ent Store Sales and 
Stocks, A djusted  for Seasonal Variation 

(1923-1925  average— 100 per cen t)
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nt Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity continued at a high rate in December and the first 
half of January and distribution of commodities to consumers was main

tained in large volume. There was some increase in wholesale commodity priees.
P r o d u c t io n

Volume of industrial production showed little  change from November to 
December, although usually there is a decline at this season, and consequently 
the Board’s adjusted index rose further by four points to 136 per cent of the 
1935-39 average. Steel ingot production was sustained at about 96 per cent of 
capacity. New orders for steel continued large, according to trade reports, and 
were equal to or slightly greater than production; consequently the volume of 
unfilled orders remained at about the peak level reached in November. In  the 
first half of January steel output increased to around 98 per cent of capacity. 
Activ ity in the machinery, aircraft, and shipbuilding industries continued to 
increase sharply and working forces were expanded further. In  these lines and 
in some others, such as wool textiles, unfilled orders are exceptionally large, 
owing in the main to the defense program.

Automobile production declined somewhat more than seasonally in Decem
ber following an unusually large volume of output in November and October. 
Retail sales of new cars during the last quarter of 1940 were about one-fourth 
greater than in the corresponding period last year and used car sales also were 
large. In  the nonferrous metals industries activity increased further in Decem 
ber and output of lumber and cement showed less than the usual seasonal 
decline.

Textile production, which in November had exceeded the previous record 
levels reached a year ago, continued at this high rate in December, not showing 
the usual seasonal decrease. A t cotton and rayon mills, activity increased 
somewhat further and at wool textile mills output was sustained at peak rates. 
In  the shoe industry, where output had been in reduced volume during the first 
ten months of the year, there was less than the usual seasonal decline in Novem
ber and December and, on a, seasonally adjusted basis, production was close to 
earlier peak levels.

A t mines bituminous coal production declined less than seasonally and 
anthracite production increased. Output of crude petroleum showed a reduction 
in December owing mainly to the fact that wells in Texas were closed for ten 
days as compared with nine days in November. Output of metals continued 
in large volume.

Value of construction contract awards, as reported by the F. W. Dodge 
Corporation, increased contraseasonally in December, reflecting further sharp 
increases in awards for defense construction and private nonresidential build 
ing. Contracts for private residential building declined by somewhat less than 
the usual seasonal amount.

D is t r ib u t io n
Distribution of commodities to consumers increased more than seasonally 

in December. Department and variety store sales showed the customary sharp 
expansion during the Christmas season and sales at mail order houses rose 
more than is usual at this time of year.

Freight car loadings showed a seasonal decline from November to Decem
ber. Shipments of forest products and miscellaneous freight decreased less than 
seasonally, while ore loadings, which had been unusually large in November, 
declined sharply.

W h o l e s a l e  c o m m o d it y  p r i c e s  
Basie commodity prices generally increased from the middle of December 

to the middle of January, following little  change during the preceding four 
weeks. Currently these prices are substantially above the level prevailing last 
summer. Increases in the past, month were most marked for foodstuffs, especi
ally hogs, pork, lard, and cottonseed oil, but there were advances also in a 
number of industrial materials, particularly pig iron, cotton, cotton goods, 
paint materials, and hides. Steel scrap prices, after increasing during most 
of the period, subsequently declined and lumber prices also decreased somewhat 
from the sharply advanced peak reached in November.

B a n k  c r e d it
Total loans and investments at reporting member banks in 101 leading 

cities continued to increase substantially during the six weeks ended January 
8, reflecting principally increases in holdings of United States Government 
obligations at New York City banks. Commercial loans rose somewhat further 
while loans to New York security brokers and dealers, which had increased in 
December, subsequently declined somewhat.

Excess reserves, after declining during the first half o f December, have 
since increased to about $6,900,000,000. The increase reflected reductions in 
Treasury deposits with the Reserve Banks, a continued inflow of gold, and since 
Christmas a seasonal return flow of currency from circulation.

U n it e d  S t a t e s  G o v e r n m e n t  s e c u r i t y  p r i c e s  
Prices of United States Government securities reacted somewhat after 

reaching record high levels early in December. Bonds of 1960-65 showed on 
January 8 a net decline of about 2% points from the all-time peak of December 
10 but subsequently fluctuated somewhat above this level. The yield on this 
issue, which was 2.03 per cent at. the peak in prices, was 2.16 per cent on 
January 14.
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S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank, New York March 1 , 1941

M on ey M arket in February

Treasury receipts and disbursements have been the 
dominant factor affecting the reserve position of member 
banks during the past month. In the week ended Febru
ary 5, the receipt of the cash proceeds of a new Treasury 
note issue, together with social security tax collections, 
raised Treasury balances in the Reserve Banks by 
$434,000,000 to $692,000,000, and, together with the 
month-end increase in currency circulation, reduced 
excess reserves of all member banks to $6,310,000,000, the 
lowest figure since May of last year. Of the $635,000,000 
of National Defense Notes allotted, approximately 
$454,000,000 were paid for by subscribers immediately 
and $181,000,000 were paid for by subscribing banks by 
means of credits established on their books to the “ War 
Loan Deposit Account. ’ *

In the succeeding three weeks of February, Treasury 
disbursements greatly exceeded receipts, reflecting 
National defense expenditures as well as other types of 
payments, with the result that by February 26, Treasury 
deposits in the Reserve Banks had been reduced to 
$368,000,000. Treasury payments during these weeks con
stituted by far the largest source of additions to member 
bank reserves, as the gold stock rose only slightly. Mean
while, there were further increases in the amount of cur
rency outstanding and in member bank reserve require
ments, and while excess reserves rose $230,000,000 dur
ing the three weeks to $6,540,000,000 on February 26, 
they remained some $400,000,000 below recent peak 
figures.

Recent tendencies in factors affecting member bank 
reserve balances and reserve requirements have been of 
such character that, if maintained, a change in the previ
ously existing trend, which expressed itself in rapidly 
mounting excess reserves, appears to be in prospect for 
the coming year, although the aggregate amount of such 
reserves would still be very large. These principal factors 
determining the level of excess reserves are shown in the 
accompanying diagram. No account has been taken of 
fluctuations in the amount of Treasury deposits in the 
Reserve Banks, which are important over the short term, 
but which over a longer period should largely balance, 
since large fluctuations in either direction are likely to 
be followed by offsetting movements in the opposite 
direction. The diagram indicates that the hitherto most 
important factor influencing member bank reserves—  
additions to the gold stock— has been much less important 
during the first two months of 1941; during the calendar

year 1940, the net increase in the gold stock averaged 
about $360,000,000 per month, while in January of the 
current year the gain was $120,000,000 and in February 
about $115,000,000. It seems likely that additions to the 
United States gold stock during the coming year will be 
limited for the most part to newly mined gold, and that, 
if all of the new gold, the largest part of which is pro
duced in British Empire countries, should reach this 
country, the increase in the gold stock would be only 
between one-fourth and one-third that of last year and the 
influence of gold additions on bank reserves therefore 
much less than in 1940.

With gold now assuming a less dominant influence on 
the course of member bank reserve balances, the other 
two principal factors— money in circulation and member 
bank reserve requirements— both of which increased con
siderably during 1940 and have shown further increases 
so far in 1941, will have relatively more weight in deter
mining the course of excess reserves. The volume of 
money in circulation, a term which is applied to all 
money held outside the Treasury and the Federal Reserve 
Banks, whether actively circulating or not, rose more 
than $1,000,000,000 in 1940, and has continued to rise, 
seasonal factors considered, since the close of last year.

Factors Influencing Course of Excess Reserves of A ll M em ber Banks 
(Data for money in circulation adjusted for seasonal variation)
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Member bank reserve requirements, the level of which 
fluctuates with the amount of deposits held by the member 
banks, also rose about $1,000,000,000 in 1940, and have 
risen over $200,000,000 further since the end of 1940. 
One of the chief determinants of the level of bank deposits 
(against which reserves are required to be maintained) 
is the amount of expansion or contraction in bank loans 
and investments, both of which may be expected to rise 
further during 1941 as a result of increased demand for 
ordinary commercial loans and bank participation in the 
financing of the National defense program both through 
loans and through the purchase of United States Govern
ment securities.

Thus, on the basis of the trends recently exhibited by 
money in circulation and member bank reserve require
ments, and taking into account the prospect of a dimin
ished gold inflow, there is a possibility that excess 
reserves of all member banks may decline somewhat dur
ing the coming year. This would be noteworthy chiefly 
in contrast to the large increases in excess reserves which 
have occurred in recent years, as it appears likely that 
excess reserves of member banks will still be far larger 
than before the war began.

M o n e y  R a t e s

Short term money rates were unchanged in February, 
with the exception of a slight advance, to a positive yield 
basis, in the average rates at which weekly issues of 
Treasury bills were sold in the latter part of February, 
following a number of weeks during which new issues 
of Treasury bills had been floated at average prices above 
par, because of special demands for such bills. This rise 
in bill rates followed the announcement of the Treasury 
that beginning with the issue of March 5, the amount 
of the weekly Treasury bill issue would be increased 
from $100,000,000 to $200,000,000. Yields on inter
mediate and long term U. S. Government securities 
showed little net change for the month, but yields on 
corporate and municipal bonds increased somewhat.

Money Rates in New York

Feb. 29, 1940 Jan. 31, 1941 Feb. 27, 1941

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans.................
Prime commercial paper 4-6 m onths...
Bills— 90 day unindorsed........................
Average yield on Treasury notes (3-5 

years).......................................................

* 1 X
X - %

0.41

H - H
Ht

0.50

* 1 H
Y2-Vb
%

0.47
Average yield on Treasury bonds (not 

callable within 1 2  years)..................... 2.33 2.17 2.15
Average rate on latest Treasury bill 

sale, 91 day issue................................... 0.005 % 0.043
Federal Reserve Bank of New York 

discount rate.......................................... 1 1 1
Federal Reserve Bank of New York 

buying rate for 90 day indorsed bills H v%

*Nominal. JNegative yield.

M e m b e r  B a n k  C r e d it

The volume of commercial, industrial, and agricultural 
loans of the weekly reporting member banks increased at 
an accelerated pace during the four weeks ended Feb
ruary 19. The rise for this period, which amounted to 
$162,000,000, as compared with $44,000,000 in the pre
ceding four weeks, carried the total to a figure about 
$350,000,000 above the peak reached in 1937? but the total

of borrowings for such purposes undoubtedly remained 
considerably less than in the 1920’s. Loans to brokers 
and dealers in securities by the reporting banks were 
reduced $47,000,000 further during the four weeks ended 
February 19, virtually all of the decrease occurring at 
New York City reporting banks whose loans of this 
category dropped to the lowest point since last September.

Total United States Government direct securities held 
by the reporting banks rose $443,000,000 during the four 
weeks ended February 19, of which $384,000,000 repre
sented an increase in holdings of Treasury notes, includ
ing principally takings of the new %  per cent Treasury 
notes issued on January 31. Treasury bond holdings 
rose $48,000,000, about one half of which occurred in 
New York City and the remainder in the 100 other 
reporting cities; Treasury bill holdings showed a small 
net rise, as the result of an increase of $38,000,000 in 
holdings of such obligations by banks outside New York 
City, partly offset by a decline of $27,000,000 at New 
York City banks. Holdings of Government guaran
teed obligations tended to increase, and holdings of 
other securities rose $101,000,000, of which $71,000,000 
occurred at New York banks and included purchases 
of New York City and other municipal obligations and 
local housing authority notes. The aggregate expansion 
in total loans and investments of the reporting banks was 
$697,000,000 for the four weeks ended February 19, and 
adjusted demand deposits rose $259,000,000. Both total 
loans and investments and demand deposits reached new 
high levels considerably above the 1929 peaks.

G o v e r n m e n t  S e c u r it ie s

The outstanding development affecting the Govern
ment security market in February was the passage of the 
Public Debt Act of 1941. By provisions of this Act, 
approved by the President on February 19, the Federal 
statutory debt limit was raised to $65,000,000,000; income 
derived from future issues of obligations of the United 
States or any agency or instrumentality thereof was 
made subject to all Federal taxes; and the Secretary of 
the Treasury was authorized to issue United States sav
ings bonds, Treasury savings certificates, and stamps, the 
last to aid small investors in purchasing savings bonds 
and certificates. Owing to the fact that the Public Debt 
Act terminates the authority granted under other provi
sions of law to issue particular types and specified 
amounts of United States obligations, the $65,000,000,000 
figure becomes an overall limitation and, in effect, 
removes the previously existing division between Na
tional defense and other securities. The Act also repeals 
the section of the (first) Revenue Act of 1940 which 
created a special fund for the retirement of defense 
obligations.

Government bond prices continued to decline in the 
first half of February, and on February 15 the price 
average for the longest term Treasury bonds was 4%  
points below the record high of December 10, 1940. In 
the following days through February 27, long term Gov
ernment bonds recovered more than 1%  points. Treasury 
note prices declined almost half a point between February
1 and 15, when the average yield on 3 to 5 year tax ex
empt Treasury notes reached the highest level since 
August, 1940. Subsequently, however, there was a de-
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cline in the average yield which on February 27 reached 
a point 0.17 per cent below the month's high. Yields on 
the taxable %  per cent National defense note issues of 
1945 and 1944 (sold in December, 1940 and January,
1941, respectively) traced a similar course during 
February.

On February 25, the Treasury announced the terms of 
an exchange offer to holders of $545,000,000 of 3%  per 
cent Treasury bonds of 1941-43, called for redemption on 
March 15, and $677,000,000 of 1%  per cent Treasury 
notes due on March 15. Both issues were to be exchange
able, par for par, for either seven to nine year 2 per cent 
Treasury bonds or %  per cent Treasury notes maturing 
in two years. The new bonds and notes will be dated 
March 15 and will constitute the first new issues of 
securities of the United States Government (other than 
United States savings bonds and Treasury bills) to be
come subject to Federal taxation under the Public Debt 
Act of 1941. Securities not exchanged on the operation 
are to be redeemed in cash. Quotations on a “ ŵ hen 
issued”  basis at the end of February were 101 5/32 for 
the new bonds and 100 25/32 for the new notes.

Accepted bids on the four weekly issues of Treasury 
bills during February were tendered at steadily declining 
prices. The February 19 issue was the first since that of 
December 11, 1940 on which a positive yield had been 
afforded. On February 20 the Secretary of the Treasury 
announced that, starting with the Treasury bill issue of 
March 5 and continuing until further notice, Treasury 
bills would be offered in the amount of $200,000,000 a 
week. Maturing bills will be paid off with $100,000,000 
of these funds each week; the other $100,000,000 will 
represent “ new money” . The yield on the issue dated 
February 26 was 0.043 per cent, the highest since the 
June 26, 1940 issue, which bore an average rate of 0.046 
per cent.

N ew  Financing

Owing to sharp declines in the volume of both corporate 
and municipal security offerings in February, the 
month's total, at $156,000,000, was the lowest for any 
month since September, 1939. A  total of $118,000,000 of 
new corporate issues was floated, of which “ new money”  
financing accounted for $13,000,000. The lessened ac
tivity in the public offering of new security issues is 
attributable to unsettled market conditions which 
caused the postponement of some issues and led to the 
financing of others by means other than public offerings 
through underwriters.

The corporate total cited does not include an issue of 
$101,300,000 Georgia Power Company 30 year 3%  per 
cent bonds which are scheduled to be sold to a group of 
insurance companies (at a price of 103%) as soon as the 
refunding operation is approved by the Securities and 
Exchange Commission. It had been expected that a 
nation-wide banking syndicate, on February 27, would 
receive the award of, and reoffer, a major portion (prob
ably $90,000,000) of an issue of $136,300,000 State of 
Arkansas highway refunding bonds, and that the Recon
struction Finance Corporation would take the remainder. 
A last minute change in plans resulted in the Government 
agency's submitting the only bid for the issue, offering

This financing will be included in the totals

par for $18,000,000 of 3 per cent bonds due from 1969 
to 1972 and $118,300,000 of 3 %  per cent bonds due from 
1943 to 1968.
only if resold by the R. F. C.

Details of the month’s principal flotations are as 
follows:

$40,400,000 Wisconsin Public Service Corporation securities 
consisting of $26,500,000 3% per cent first mort
gage bonds of 1971, priced at 106 to yield 2.95 
per cent, and 132,000 shares (of which 118,500 
shares were offered first to stockholders) of 5 
per cent preferred stock priced at 105; fo r re
funding purposes

24.800.000 Chesapeake and Ohio Railway Company 0.35 to 2.90
per cent serial bonds maturing from 1942 to 
1966, of which $11,000,000 was publicly offered 
at par, $7,300,000 was offered to dealers at 99% 
and 99%, and $6,500,000 was sold privately at 
par; fo r refunding purposes

11.400.000 Monongahela Eailway Company 3*4 per cent first
mortgage bonds of 1966, priced at 102^ to yield 
3.11 per cent, for refunding purposes

10.900.000 New York Central Railroad Company 1 %  per cent
equipment trust certificates, maturing 1942-51, 
awarded at a net interest cost of 1.865 per cent; 
first four maturities reoffered to yield 0.40 to 
1.25 per cent, remainder privately placed; for 
new capital purposes.

Temporary financing amounted to $155,000,000 and in
cluded $100,000,000 New York State 0.20 per cent notes 
maturing in four months, and $24,700,000 Federal Inter
mediate Credit Bank 0.75 per cent consolidated deben
tures, dated March 1, due in six and ten months and sold 
at prices to yield 0.35 and 0.50 per cent, respectively. The 
latter represented the first sale by a Federal agency of 
securities which will be fully taxable under the Public 
Debt Act of 1941, and this fact apparently accounted 
for a slight increase in the interest cost to the issuer.

Security M arkets

Declining prices and “ thin”  markets on the security 
exchanges during the first part of February reflected 
apprehension over war developments, especially in the 
Far East and the Balkans. Stocks were particularly 
weak, as prices failed to be stimulated by favorable 
domestic business prospects apparently in view of the
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increasing tax burden. Continuing the irregular decline 
which began in the latter part of January, the Standard 
Statistics price average for 90 common stocks by Febru
ary 14 had declined to the lowest point since June 11,
1940 and had lost almost four fifths of the advance which 
occurred during the recovery movement of June—  
November, 1940, as the foregoing chart indicates. 
Trading on February 14, when the severest price weak
ness occurred, amounted to only 930,000 shares, though 
this was by far the heaviest day’s trading in the month. 
In the two weeks following the 14th, stock prices were 
somewhat firmer and by the end of the month had re
covered to within a point of the level prevailing on Feb
ruary 1, principally as a result of strength in the indus
trial and railroad shares.

Domestic corporation bond prices showed considerably 
more resistance to the general declining tendency than 
did stocks. The highest grade bonds, as measured by 
Moody’s composite price average for Aaa bonds, held 
steady during the early part of the month. However, be
tween February 13 and 19 the average was off almost a 
point. A quarter point recovery occurred late in the 
month.

Prices of medium grade corporation bonds (Moody’s 
Baa group) hovered within a point of the record high 
(reached on January 28) between February 1 and 11. 
However, by the 19th the Baa price average had declined 
more than a point, mainly as a result of weakness in the 
railroad group. Slightly higher levels were reached later 
in the month. Prices of prime municipal bonds, accord
ing to the Standard Statistics Company index, con
tinued the decline in effect since January 15 and on 
February 26 were 5y 2 points below the record high set 
on December 11, 1940.

G old M ovem en ts

Imports of gold into the United States during Febru
ary were in considerably reduced volume and the increase 
in the gold stock of the United States of about 
$115,000,000 was the smallest for any month since July,
1938. The amount of gold held under earmark for foreign

M ILLIO N S  
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Monthly Changes in United States Gold Stock(February, 1941, estimated)

account at the Federal Reserve Banks rose about 
$45,000,000 during February to a new high figure of 
approximately $1,905,000,000.

For the four weeks ended February 19,. the Department 
of Commerce reported the receipt of $189,600,000 of gold 
in the following principal amounts: $149,600,000 from 
South Africa (which arrived in the week ended January 
29), $18,100,000 from Canada, $4,500,000 from British 
India, $3,200,000 from Colombia, $3,000,000 from Japan, 
$2,800,000 from the Philippines, $1,200,000 from the 
United Kingdom, $1,100,000 from Peru, $900,000 from 
Mexico, and $800,000 from Australia.

Foreign Exchanges

During February exchange rates continued to be 
affected by the withdrawal of certain foreign funds 
from this country, accompanying fears of additional 
United States “ blocking”  measures. Such apprehen
sions were heightened toward the middle of the month 
when developments in both the Far East and the Balkans 
pointed to a possible extension of warfare in those areas.

The political crisis in the Pacific area appears to have 
inspired a considerable desire for liquidity in Far East
ern markets, leading to a repatriation of funds. As a 
result, the rate for Shanghai exchange rose from 5 5/16  
cents on February 7 to as high as 5%  cents on February 
18, and the Hong Kong dollar appreciated from about 
23%  cents to 24% cents between February 5 and 19. 
The Shanghai dollar subsequently displayed a somewhat 
easier tendency, however.

Among the Latin American exchanges, the “ free”  rate 
for the Argentine peso, after having closed the previous 
month at the high level of $0.2375, fluctuated during 
February between that rate and $0.2350, to which it 
declined at the end of the month. Effective February 
26, certain new Argentine exchange regulations were 
adopted, which should have the effect of somewhat 
further restricting the scope of the free market. The 
proceeds of certain export products which heretofore 
have been sold in the free market must in the future be 
sold to the Argentine authorities at the fixed rate of 
4.2182 pesos to the dollar ($0.2371). As a result of 
these regulations, the free market will be restricted 
almost exclusively to financial transactions. The New 
York rate for the Venezuelan bolivar advanced further 
to about $0.2625 on February 20, extending to 3y 2 cents 
the rise shown in the Venezuelan currency since the up
ward movement started at the beginning of January. 
By the end of the month, however, the rate had reacted 
to about $0.2575.

The rate for the Swiss franc, which reached a high 
of $0.2330 during January, held within a relatively 
narrow range of $0.2323— $0.2324 during the past month 
as far as commercial and most other transfers were 
concerned. The rate for certain financial transactions, 
such as the movement of non-Swiss capital to Switzer
land, however, was quoted at $0.2330 at the end of 
February, as against $0.2370 in the latter part of 
January.

Owing apparently to the difficulty of purchasing reg
istered marks against dollars in Switzerland, the New 
York rate for such marks rose by about 2%  cents between
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the latter part of January and February 17, when a 
new high for the war period of $0.1450 was reached. 
Following the establishment of this high, the rate de
clined to $0.1395. Among the currencies of the other 
belligerent countries, the unofficial discount on the 
Canadian dollar narrowed from 17*4 to about 14% per 
cent, accompanying a moderate seasonal tourist demand. 
Free market sterling continued to hold near parity with 
the official rates set by the London control.

Central B ank R ate Change

The Bank of Portugal lowered its discount rate on 
February 20 from 4%  to 4 %  per cent, the former rate 
having prevailed since May 12, 1936.

Foreign Trade

According to the data published by the United States 
Department of Commerce, imports into this country of a 
number of strategic raw materials showed large gains 
during 1940, reflecting both increasing consumption and 
accumulation of reserves for National defense pur
poses. As is indicated in the accompanying chart, there 
were sharp advances compared with 1939 in the quanti
ties of rubber, tin, and nickel received; silk imports, 
however, continued the declining tendency that has pre
vailed for a decade, as a result of the displacement of 
silk by synthetic fibers.

Receipts of crude rubber— the commodity of by far the 
largest dollar value in this country’s imports— amounted 
to 1,825,000,000 pounds in 1940. This represented an in
crease of 64 per cent over 1939 and more than four times 
the average volume in 1917-18, which included the period 
that the United States was engaged in the World War. 
Owing in some degree to purchases of tin by the Metals 
Reserve Company, tin imports into the United States last 
year reached 280,000,000 pounds, 78 per cent above the
1939 figure, and were about twice the average quantity 
imported in 1917-18. Imports of nickel rose 42 per cent 
over 1939, the record year up to that time. On the other 
hand, receipts of silk were 13 per cent less than in 1939 
(although the value was slightly higher) and only about 
half as large as those of 1929— the peak year for silk 
imports.

MILLIONS MILLIONS

States (P lotted  on ratio scale to show proportionate changes)

The regular compilation of operating ratios of member 
banks in the Second Federal Reserve District for 1940 
has been completed recently. These data show the average 
earning and expense ratios of member banks in various 
groupings, according to size of deposits and proportionate 
holdings of time deposits. The table below gives a num
ber of the more important ratios for banks in this District.

M em ber Bank Operating R atios for 1940

Average Ratios of All Member Banks in the Second Federal Reserve District

1939 1940

Ratios to total current earnings
Interest and discount on loans............................................. 47.2 50.8
Interest and dividends on bonds, stocks, etc.................... 36.6 32.8
Service charges on deposit accounts.................................... 6 .3 6.9
All other earnings.................................................................... 9.9 9 .5

Total current earnings....................................................... 1 0 0 .0 10 0 .0

Salaries and wages................................................................... 23.7 29.8
Interest on time and savings deposits................................ 19.8 18.2
All other expenses.................................................................... 25.9 27.3

Total expenses...................................................................... 74.4 75.3

Net current earnings............................................................... 25.6 24.7
Net charge-oifs......................................................................... 9 .5 8.3

Net profits................................................................................. 16.1 16.4

Ratios to total capital accounts
Net current earnings............................................................... 7.1 6 .8
Net profits................................................................................. 4 .0 4.3
Cash dividends......................................................................... 1.9 1.9

Ratios to total assets
Total current earnings............................................................ 3 .5 3.3
Total expenses.......................................................................... 2 . 6 2.4

Net current earnings............................................................... 0 .9 0.9

The average net return on capital funds of Second 
District member banks for 1940 was not much changed 
from the previous year, 4.3 per cent compared with 4.0 
per cent for 1939. The slight improvement in net profits 
was chiefly the result of a larger volume of loans out
standing, a larger amount of income from service charges 
on deposit accounts, and a smaller proportion of total 
earnings absorbed by losses and depreciation of assets.

A copy of this bank’s circular, number 2179, giving all 
ratios compiled, may be obtained upon request.

Building
During January there was a decline from the excep

tionally high level of December, 1940, of more than one 
third in the daily rate of construction contract awards 
in the 37 Eastern States covered by the F. W . Dodge 
Corporation survey. Two factors— usual seasonal influ
ences and a decline in the amount of reported contracts 
associated with the defense program— accounted for this 
decrease. Although contracts related to National defense 
continue to be awarded on a substantial scale, the 
inclusion of a number of projects in the reported figures 
was delayed owing to the unavailability of adequate 
details. National Defense contract awards actually in
cluded in January were less than one tenth of their 
December volume which was swollen by the inclusion of 
such contracts awarded in previous months but not 
classified until December. On the other hand, the daily 
rate of awards for other than defense purposes was off 
only 4 per cent from the December average.

In spite of the sharp decline from the previous month, 
construction contracts reported during January were at
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an average rate 50 per cent above the comparatively low 
level of January a year ago and were the highest for any 
January since 1930. Reflecting especially the expansion 
in manufacturing and commercial building, the daily 
rate of private construction awards was 80 per cent above 
the average for the corresponding month of 1940. Con
tracts in the nonresidential building group as a whole 
continued to be awarded in large volume and were more 
than double the value of such contracts awarded in 
January of last year. The rate of residential building 
awards also showed a substantial increase over the cor
responding month of the previous year, amounting to 
38 per cent, but heavy engineering awards were up only
9 per cent.

In the first three weeks of February, construction 
contracts were awarded at a daily rate about equal to 
the January average, and 52 per cent above the level 
of the corresponding weeks in 1940.

The daily rate of reported construction contract awards 
in New York and Northern New Jersey during January 
declined 34 per cent from the average for December, 
about the same percentage decrease as for the 37 States 
as a whole. Awards for nonresidential building and 
heavy engineering construction in this area were reduced 
sharply, but in the residential building category a decline 
of only 12 per cent occurred. Compared with the cor
responding month of 1940, the rate of awards in January 
of this year was about one-fifth higher. Most of this 
increase was accounted for by a 43 per cent rise in 
residential building, as nonresidential building showed 
little change and engineering projects increased but 
slightly. Continuing recent tendencies, contracts for 
factory buildings in January were awarded at about 
double the rate for the corresponding month of the 
previous year.

Commodity Prices
Accompanying growing apprehension over the inter

national political situation, prices tended to strengthen 
in many of the domestic wholesale commodity markets 
during February. Owing principally to substantial in
creases in the prices of several imported products, the 
Bureau of Labor Statistics daily index of 28 basic 
commodities advanced on February 26 to the highest 
point in over a year.

The depressive influences prevailing in the wheat 
market since the first of the year continued throughout 
most of February; however, following an announcement 
of a wheat marketing quota referendum for May 31, 
and discussions of new Government loan plans for the 
1941 crop, wheat prices rallied considerably and closed 
on February 27 slightly above the levels at the end 
of January. Spring wheat in Minneapolis touched the 
lowest level on February 17 in about five months— 8 0 %  
cents a bushel— but advanced to 8 6 %  cents a week later. 
Despite the large volume of Government owned grain 
still overhanging the market, corn displayed relative 
stability. Quotations for livestock fluctuated irregularly 
during February but were generally below the high 
levels reached in January. On the other hand, in part 
reflecting fears of shipping difficulties from the Philip

pines, raw sugar in New York advanced 15 points dur
ing February to 3.10 cents a pound— the highest price 
since October, 1939.

The cotton market showed weakness up to the middle 
of February, apparently in response to developments 
abroad; subsequently, however, as marketings were 
reported to have been well below the record-breaking 
rate of current domestic consumption and as legislation 
was proposed for altering the loan system, cotton prices 
regained the losses sustained earlier in the month. The 
average price of spot cotton at 10.22 cents a pound in
10 Southern markets on February 27 was 8 points higher 
than at the end of January. Owing both to strength in 
the primary markets and to political tension in the Far 
East, silk quotations in New York advanced irregularly 
to $2.70% a pound on February 27, a gain of 20 cents 
over the January 31 level. Spot quotations for rubber 
in the local market moved up 1%  cents during the 
month to 21 cents a pound, and wool prices were firm. 
Hides in Chicago, however, were reduced in February 
from 13^  to as low as 12 cents a pound, the level of five 
months ago.

While some further reductions occurred in scrap steel 
prices, the metal markets as a whole were firm during 
February. Tin prices in New York advanced further 
to as high as 54% cents a pound on February 20, but 
closed the month at 51% cents; the buying price of 
the Metals Reserve Company for tin was maintained 
at about 50 cents. In response to trade reports of 
exceptionally heavy sales, lead was advanced 15 points 
on February 10 to 5.65 cents a pound, the first change 
in lead quotations since the end of November.

E m ploym ent and Payrolls

During January. New York State factories increased 
working forces and payrolls about 1 per cent further, 
although in the past there has almost always been a 
decrease in both employment and payrolls at this time 
of year. According to the New York State Department 
of Labor, the usual J anuary employment reductions were 
offset this year by increases in working forces at firms 
holding defense contracts. Most of the largest gains 
wrere made at plants in the metals and machinery indus
trial group; shipyards, airplane factories, steel mills, 
and electrical machinery plants all hired more w7orkers 
in January. Large employment decreases occurred at 
women's clothing firms, brickyards, canning factories, 
and textile mills. Compared with January, 1940, employ
ment was 15 per cent higher, and wage payments were
25 per cent greater.

In the United States as a whole, the decreases of 1 
per cent in factory employment and 2 per cent in pay
rolls between December and January were less than the 
declines ordinarily expected at this time of year. On a 
seasonally adjusted basis, the January indexes of both 
employment and payrolls reached the highest levels for 
any month on record. Although defense-stimulated indus
tries, such as shipbuilding, aircraft, machine tool, and 
electrical machinery, continued to add to their working 
forces, these gains were more than offset by employment 
losses in other lines, including the manufacture of food 
and tobacco products and furniture. Total factory em
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ployment in January was 10 per cent higher and pay
rolls were 20 per cent greater than in the corresponding 
period of 1940.

During January, the number of persons engaged in 
nonagricultural pursuits throughout the country was 
nearly one million less than in December, according to 
estimates of the Bureau of Labor Statistics. Most of 
the decrease was caused by the seasonal lay-off of 700,000 
persons at wholesale and retail trade establishments, but 
all major employment categories shared in the decline. 
However, as the accompanying table indicates, nonagri
cultural working forces were substantially above the 
level of January, 1940, largely because of employment 
gains in manufacturing and construction. Military and 
naval forces (not included in the estimates of non
agricultural employment) increased further in January 
to more than double those of a year before.

Employment Estimates of the Bureau of Labor Statistics 
and the Bureau of Agricultural Economics 

(000 omitted)

Estimated number Increase
employed over

Activity January, 1941 January, 1940

Manufacturing and mining.................................. 11,324 773
Trade......................................................................... 6,187 125
Construction............................................................. 1,618 606
Federal, State, and local government................ 3,921 227
Transportation and public utilities..................... 3,010 75

Total nonagricultural employment*.............. 36,343 1,8 6 8

Agriculture............................................................... 8,698 13*
Military and naval forces..................................... 958 523
W.P.A., C.C.C., and N .Y .A ................................. 2,628 320J

^Includes certain employment classifications in addition to those listed above. 
JDecrease.

P roduction and Trade

Available statistical data for February indicate that 
general business activity held at approximately the Janu
ary level. Steel mill operations continued at 97 per cent 
of capacity during the first half of February, subse
quently declining moderately as a result of strikes and 
shutdowns for repairs, but rising to 96:(/2 per cent in 
the last week of the month. Shortages of certain non- 
ferrous metals— zinc and aluminum in particular— were 
encountered by some manufacturers, partly, no doubt, 
owing to uneven distribution of available supplies. 
The first mandatory industry-wide priorities under the 
defense program, applying to producers of aluminum 
and machine tools, were imposed February 24 by the 
Office of Production Management.

Automobile production in the United States and 
Canada was stepped up from 23,800 cars daily in Janu
ary to upwards of 25,000 cars a day in February. Electric 
power production and railway freight traffic during the 
first three weeks of February approximately held their 
January levels after adjustments for usual seasonal 
changes. Figures for the same period on department 
store sales and retail automobile sales showed consider
able increases over the preceding month and over Feb
ruary, 1940.

P r o d u c t io n  a n d  T r a d e  i n  J a n u a r y

During January the index of production and trade 
computed at this bank continued at the December level

of 102 per cent of estimated long term trend. The 
failure of the index to rise further in January was 
traceable in considerable part to the retarding effect of 
seasonal adjustments in certain industries, such as steel 
and cotton textiles, where current output was being 
pushed in the ordinary low month of December and hence 
where seasonal expansion in January was virtually a 
physical impossibility. In addition, there were reces
sions in a number of consumers’ nondurable goods lines.

In producers’ durable goods industries— many of them 
of key importance in the National defense program—  
conditions during January were similar to those which 
characterized the closing months of 1940. Steel mill 
operations moved up to 97 per cent of calculated capacity, 
but despite the record volume of steel production a 
further increase in order backlogs was reported during 
the month. Construction work was unusually active, 
considering weather conditions, and operations continued 
to rise steadily in branches of industry where direct 
National defense needs are most powerfully felt— for 
example, aircraft, machinery of many different classes, 
and shipbuilding. Production of airplanes of military 
types was reported to have reached 957 in January 
compared with 799 in December.

The manufacture of consumers’ durable goods, espe
cially passenger automobiles, showed marked stimulation 
from increasing employment and payrolls, and to some 
extent from concern over the possibility that intensifica
tion of the National defense effort will lead to a diversion 
of productive facilities to military needs. Field stocks 
of passenger cars were built up to an unusually high 
level, partly in anticipation of such a diversion and partly 
in anticipation of heavy spring sales. The accompanying 
chart portrays the high level of production, and of retail 
sales also; the substantial excesses of production over 
sales, September through January, reflect the rate of 
accumulation of car stocks.

Among producers ’ nondurable goods industries, cotton
THOUSANDS 
OF CARS

United States Production of Passenger Autom obiles for Dom estic  
M arket and Retail Sales of Passenger Cars (Production data are 

Department of Commerce figures, and retail sales are 
figures of Autom obile Manufacturers* Association)
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textile mills increased operations less than usual over 
December and woolen mill activity decreased somewhat 
from its exceptionally high December level. In a number 
of consumers? nondurable goods lines, most of which also 
had operated at comparatively high rates in the pre
ceding month, there was a tendency for production to 
decline. Reduced marketings led to a pronounced con
traction in meatpacking operations; tobacco manufactur
ing and shoe production increased less than usual; and 
wheat flour production was curtailed. In retail trade 
changes in business volumes more or less followed the 
usual seasonal patterns, except for the exceptionally large 
consumer demand for motor cars.

(Adjusted for seasonal variations and estimated long term trend; 
series reported in dollars are also adjusted for price changes)

1940 1941

Jan. Nov. Dec. Jan.

In dex of Production and Trade 93 99 10 2 p 1 0 2 p
Production of:

Producers’ durable goods....................... 94 107 115p 116p
Producers’ nondurable goods................. 98 105 109p 105p

Consumers’ durable goods..................... 77 80 80p 89 p
Consumers’ nondurable goods............... 98 1 0 1 103p 98 p

Primary distribution.................................... 90 92 95 p 95 p
Distribution to consumer............................ 95 1 0 1 10 2  p 103p

Industrial Production
Steel................................................................. lOSr 128 138 127

89 94 84 1 0 1
Bituminous coal............................................ 94 91 94 93 p
Crude petroleum.......................................... 93 85 87 87 p
Electric power............................................... 99 104 106p 106p
Cotton consumption.................................... 1 1 0 125 138 127
W ool consumption....................................... 1 1 0 151 164 145p
Shoes............................................................... 1 1 1 1 1 2 124p 1 1 0 2 *
Meat packing................................................ 103 1 1 1 113 96
Tobacco products......................................... 88 95 97 94

Manufacturing Employment
103Employment.................................................. 97 105 106p

Man-hours of employment......................... 91 1 0 1 105 105p

Construction
Residential building contracts................... 42 62 67 55
Nonresidential building and engineering

contracts.................................................... 45 83 103 69

Prim ary Distribution
Ry. freight car loadings, mdse, and misc. 88 94 99 10 0
Ry. freight car loadings, other.................. 88 95 88 88
Exports........................................................... 107r 87 87

86 86 92

Distribution to Consumer
Department store sales (U. S .) ................. 90 99 99 lOOp
Grocery chain store sales........................... 99 98r 99 lOOp
Variety chain store sales............................. 96 107 107 1 0 2 p
Mail order house sales................................. 95 99r 103r 1 0 1
New passenger car sales............................. 10 0 106 106 125

Velocity of Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average =  1 0 0 ) . . . 59 61 62 57
Velocity of demand deposits, New York

Citv (1919-25 average =  10 0 ) .............. 2 Sr 29 30 23

Cost of Living and Wages*
Cost of living (1935-39 average =  100).. 103 104 105 105p
Wage rates (1926 average =  100)............ 113 115 115 115p

p Preliminary r Revised * Not adjusted for trend

D epartm ent Store Trade

For the three weeks ended February 22, total sales of 
the leading department stores in this District were about 
14 per cent higher than in the corresponding period of 
1940, and the daily rate of sales for this portion of 
February advanced about as usual from the January 
level.

Total January sales of the reporting department stores 
in this District were about 6 per cent higher than last 
year, but the daily rate of sales during the month de
clined somewhat more than usual from the relatively 
high December level. Percentage change comparisons of 
department store sales in this District (shown in the 
following table) are noAV based on a larger number of 
stores than formerly, owing particularly to the inclu
sion of the retail department stores in this District of 
Montgomery Ward and Company and Sears, Roebuck 
and Company, in addition to about seventy independent 
department stores.

Stocks of merchandise on hand in the department 
stores, at retail valuation, were about 6 per cent higher 
at the end of January, 1941, than at the end of January, 
1940.

Jan., 1941 compared 
with Jan., 1940

Number
of

reporting
stores

Net
sales

Stock 
on hand, 

end of month

New York City (includes Brooklyn)............. 14 +  6 +  6

Northern New Jersey....................................... 1 2 _!_ 4 +  8
(Newark, Asbury Park, East Orange, 
Hackensack, Paterson, Plainfield, Ruth
erford, Union City)

5 +  3 +  9

Westchester and Fairfield Counties............... 7 +  5 +  1 2
(Bridgeport, Mount Vernon, Stamford, 
White Plains. Yonkers)

Bridgeport................................................... 3 + 1 2 + 1 3

Lower Hudson River Valley............................ 7 —  2 +  2
(Poughkeepsie, Kingston, Middletown, 
Newburgh, Saugerties)

Poughkeepsie.............................................. 3 0 __

Upper Hudson River Valley............................ 6 +  7 —  5
(Albany, Glens Falls, Schenectady, Troy)

3 +  2 __

Central New York State.................................. 1 1 +14 + 1 1
(Syracuse, Gloversville, Herkimer, Rome, 
Utica)

Mohawk River Valley.............................. 6 + 1 1
6 + 1 2 + 1 1

Northern New York State.............................. 4 +13 __
(Ogdensburg, Saranac Lake, Watertown) 

Southern New York State............................... 10 +  8 +  3
(Binghamton, Elmira, Ithaca, Norwich, 
Oneonta)

Binghamton................................................ S +  5
4 + 2 2 —

Western New York State................................ 20 +  9 +  6
(Buffalo, Niagara Falls, Rochester, Ba
tavia, Olean)

8 + 1 6 +  4
Niagara Falls.............................................. 4 —  2 + 1 2
Rochester....................... ............................. 5 +  5 + 1 0

All department stores........................................ 91 +  6 +  6

Apparel stores..................... ............................... 12 —  2 +  2

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1940 1941

Jan. Nov. Dec. Jan,

Sales (average daily), unadjusted................ 74r 12 0 184 78
Sales (average daily), seasonally adjusted . 93 r 1 0 1 10 2 99

Stocks, unadjusted........................................... 69 10 0 82 73
Stocks, seasonally adjusted............................ 77 84 83 81

r Revised.
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Index o f  P hysical V olum e o f Industrial P roduc
tion , A djusted  for Seasonal Variation 

(1935-1939  a v e r a g e s  100 per cen t)

Index o f  Total Loadings o f  Revenue F reight, 
A djusted for Seasonal Variation (1923-1925 

a vera g e= 1 0 0  per cen t; m iscellaneous, coal, 
and all other car loadings expressed in 

term s o f points in total index)

Federal R eserve Groupings o f  W holesale Prices 
o f  Industrial M aterials and Foodstu ffs, Com 
puted from  Bureau o f Labor S tatistics Data 

(1 9 2 6 =  100 per cen t)
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MONTHLY REVIEW, MARCH 1, 1941

Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity continued at a high level in January and distribution 
of commodities was maintained in large volume.

P r o d u c t io n

In  January volume of industrial production declined less than seasonally 
and the Board’s adjusted index rose one point further to 139 per cent of the 
1935-39 average. There were further considerable increases in  activity in 
industries making machinery, aircraft, ships, and similar products important 
in the defense program, and output of industrial materials, such as steel and 
nonferrous metals, continued at near capacity rates. Lumber production also 
was in unusually large volume owing to demand arising from construction under 
the defense program as well as from private building.

Automobile production, which ordinarily declines considerably at this time 
of year, was maintained at a high rate in January and the first half of 
February. This reflected in part an unusually large volume of retail sales and 
in part the industry’s efforts to build up dealers’ stocks of cars as much as 
possible with a view to having an adequate supply on hand in case priorities or 
work on defense orders should necessitate curtailment of automobile production. 
Currently dealers’ stocks of new cars are probably near record levels.

In  the cotton textile industry, activity in January showed some further 
increase from the record level reached in December but the rise was less than 
usually occurs at this season. A t wool textile mills there was some decline 
from the high level of November and December, while output at rayon mills 
was maintained in large volume. Defense program orders for textiles, par
ticularly wool and cotton products, have been substantial for some time, and 
these combined with considerable civilian demand have resulted in the accumula
tion of large order backlogs at most mills. Activ ity at meatpacking establish
ments was reduced in January owing chiefly to a sharp decline in hog slaughter, 
which had been exceptionally large in the latter part of 1940. Shoe production 
advanced by less than the usual seasonal amount following a high rate of 
output in November and December.

A t mines output of most metals continued at record levels in January. 
Production of fuels was sustained in large volume but was not at such high 
levels as output of other minerals owing in part to the existence of considerable 
stocks, particularly of petroleum products.

Value of construction contracts, as reported by the F. W. Dodge Corpora
tion, declined in January. The decrease reflected chiefly a sharp reduction in 
awards fo r public construction from the exceptionally large December total, 
which had included a number of defense projects not previously reported by 
the Dodge Corporation fo r lack of detailed information. Contracts awarded 
fo r private nonresidential building declined somewhat in January but as in 
December were twice as large as the amount awarded in the corresponding 
period a year ago. Awards for private residential building increased and on a 
seasonally adjusted basis were at the highest level since the middle of 1929.

D is t r ib u t io n

Distribution of commodities to consumers in January was maintained at 
the high level reached in  the latter part of 1940. Sales at department and 
variety stores declined seasonally following an unusually large amount of 
Christmas trade, while sales of automobiles continued near the rate prevailing 
in December. In  the early part of February department store sales were 
sustained in large volume.

Total freight car loadings, which usually decline from December to 
January, showed little  change this year and the Board’s seasonally adjusted 
index rose two points further to 86 per cent of the 1923-25 average.

W h o l e s a l e  C o m m o d it y  P r ic e s

Prices of industrial materials and foodstuffs generally showed little  change 
from the middle of January to the middle of February. Some imported com
modities, principally coffee, cocoa, rubber, and tin, rose slightly and there 
were increases also in prices of lard and wool tops, while declines were reported 
fo r livestock and meats, hides, grains, lumber, and scrap metals. Prices of 
some finished commodities, particularly textile products, showed advances in 
this period.

B a n k  Cr e d it

Total loans and investments at reporting member banks in 101 leading 
cities increased substantially during January and the first half of February, 
reflecting largely purchases of new Defense Notes issued by the Government. 
Commercial loans at these banks increased further while loans to New York 
security brokers and dealers declined.

U n it e d  S t a t e s  G o v e r n m e n t  S e c u r it y  P r ic e s

Prices of United States Government securities continued to decline in the 
latter half of January and the first half of February, more than canceling the 
gains from the end of October to the peak on December 10. The 1960-65 bonds 
on February 14 were selling on a yield basis of 2.28 per cent, compared with 
a low of 2.03 per cent on December 10.
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MONTHLY REVIEW
of Credit and Business Conditions

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank, New York

M on ey M arket in M arch

Treasury announcements and operations relating to 
the financing of the defense program together with 
income tax collections were the dominant influence in the 
money market during March.

During the past month the Treasury made two major 
announcements concerning the financing of the budget
ary deficit, arising in large part from the National de
fense program. The first of these announcements was 
in the form of an offering of $500,000,000 or thereabouts 
of 2%  per cent Treasury bonds of 1952-54 for cash sub
scription, coupled with an offer to exchange for the 1%  
per cent Treasury notes maturing June 15, 1941, out
standing in the amount of $504,000,000, Treasury bonds 
of the new issue or %  per cent Treasury notes, dated 
March 15, 1941 and due March 15, 1943. The offering 
of new bonds was heavily oversubscribed and allotments 
were made on the basis of 8 per cent of subscriptions, 
except that subscriptions for amounts up to and includ
ing $5,000, where the subscribers specified that delivery 
be made in registered bonds 90 days after the issue date, 
were allotted in full; likewise, 95 per cent of the Treas
ury notes maturing June 15, 1941, were exchanged for 
the new issues— to a very large extent for the new bonds.

Shortly after this “ market”  financing was announced, 
the Treasury issued a statement regarding new issues of 
United States Savings Bonds and Stamps which have 
been planned to help in financing the National defense 
program. Sales of Oovernment securities to individuals 
afford an opportunity for more active use of the existing 
large volume of idle deposits in the banks (and pos
sibly of some of the currency outstanding in the hands 
of the public), and avoid the creation of additional 
deposits in the banks which occurs when Government 
securities are purchased by the banking system. The 
new securities will also provide a means of employing 
new savings in the financing of the defense program. 
On this point, the Secretary of the Treasury, when an
nouncing the program of sales of Savings Bonds and 
Stamps, stated, “ the Government must do more than 
find billions of dollars. It must find these dollars in a 
way that will best safeguard the nation against the evils 
of inflation, and will give all American citizens a sense 
of taking a direct part in the defense of the country.”  
The announcement of the Savings Bond program received 
widespread favorable comment in the press, and it is 
expected that sales of the bonds will be steady and sub
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stantial. Three kinds of United States Savings Bonds 
will be sold beginning May 1:

1. A Defense Savings Bond (similar to the present United 
States Savings Bond, which i t  w ill be replacing) w ill be offered 
at a discount, with a maturity of 10 years, and w ill provide 
an interest return of 2.9 per cent per annum, compounded 
semiannually, i f  held to m aturity; i t  is intended chiefly for 
people of small income, ownership being restricted to indi
viduals in their own right, with a lim it upon holdings of $5,000 
maturity value of bonds issued in any one calendar year. 
These bonds w ill be in denominations of from $25 to $1,000 
maturity value.

2. A Series F Savings Bond, also sold at a discount, with 
a maturity of 12 years, providing a yield of approximately 
2.53 per cent a. year i f  held to m aturity; i t  can be held not 
only by individuals but by trustees, associations, pension funds, 
and corporations, with a lim it of $50,000 cost price of bonds 
issued in any one calendar year, alone or in combination with 
Series G bonds. Denominations w ill be from $100 to $10,000.

3. A  Series G Savings Bond, to be issued at par, with 2% 
per cent interest payable semiannually during its 12 year term ; 
i t  may be purchased by individuals and others, the same as 
the Series F, up to a total of $50,000 cost price issued in any 
one year, alone or in combination with Series F bonds. De
nominations of this series also w ill be $100 to $10,000.

The bonds of these three series are not transferable but 
may be redeemed prior to maturity in accordance with 
redemption values which have been fixed to give induce
ment to holders to retain their bonds to final maturity; 
if redeemed prior to maturity, yields will be less than 
if the bonds are held to maturity. The Savings Stamps, 
announced at the same time as the new issues of Savings 
Bonds, represent a new series of Postal Savings Stamps, 
priced at 10 cents, 25 cents, 50 cents, $1, and $5 which, 
when accumulated by holders in sufficient amounts, can 
be exchanged for the Defense Savings Bonds.

Market movements of bond prices in March reflected 
further adjustments between the “ tax exempt”  and 
“ taxable”  classes of Government securities and between 
these obligations and corporate and municipal securities, 
as well as a reappraisal by investors of the appropriate 
interest rate levels, under present circumstances, for 
Federal Government and other issues. The net result 
of these movements was some rise for the month in aver
age prices of “ tax exempt’ ’ Treasury bonds, strong 
advances in the two market issues of taxable Treasury 
bonds dated March 15 and March 31, and a decline in 
average prices of high grade domestic corporate bonds.

With respect to Treasury transactions during March 
affecting the reserve position of the member banks, the 
principal operation was quarterly income tax collections
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which, on the basis of figures through the first 27 days of 
the month, apparently approximated $1,200,000,000 for 
the month, or some 80 per cent more than was collected 
in the same period of last year. The size of the March 
tax collections gives striking evidence of the substantial 
yield of existing income tax rates and provisions at the 
rising levels of National income. If collections continue 
at the same rate during the remainder of the current 
fiscal year, it appears that the total for the year ended 
June 30, 1941 will be some $350,000,000 more than was 
estimated in the budget presented to Congress last 
January.

Largely as a result of income tax collections during the 
week ended March 19, supplemented by the sale of 
$100,000,000 more of Treasury bills than matured, Treas
ury receipts far exceeded Treasury disbursements, includ
ing payment of interest on the public debt, and conse
quently Treasury deposits in the Eeserve Banks rose 
$490,000,000 to a total of $913,000,000 on March 19. The 
flow of funds into Treasury deposits in the Reserve Banks 
and some loss of reserve funds through other transac
tions resulted in a decrease in excess reserves of the 
member banks to $6,010,000,000 on March 26, the lowest 
figure since April of last year.

A further large rise in Treasury deposits in the Reserve 
Banks, and concurrent decline in excess reserves of the 
member banks, occurred on March 31, when payment 
was due for the new issue of approximately $500,000,000 
of 21/2 per cent Treasury bonds of 1952-54, but in forth
coming, weeks Treasury deposits in the Reserve Banks 
are expected to decline fairly rapidly, as National de
fense expenditures and the other running expenses of 
the Government are met. Consequently, bank reserves 
should tend to rise again. However, the amount of cur
rency outstanding has continued to increase, rising above 
the Christmas peak of last year to new high levels, and 
reserve requirements of the banks may be expected to 
rise, following the temporary decline during the week 
ended March 19, as further increases in bank deposits 
are in prospect owing to expansion of bank loans and 
investments and to Government expenditures. These 
two factors will probably operate partly to offset the 
effect on member bank excess reserves of the disburse
ment of funds by the Treasury and of moderate gold 
imports.

G o v e r n m e n t  S e c u r it ie s

Treasury bond prices continued to move irregularly 
upward in the first half of March, and on the 15th the 
price average for the longest term “ tax exempt”  Treas
ury bonds was only 1%  points below the record high of 
December 10, 1940. Subsequently quotations for tax 
exempt bonds tended somewhat lower as the main buying 
interest shifted to the newly offered taxable 2y2 per 
cent bonds and to some extent to the 2 per cent Treasury 
bonds of 1948-50 which were issued March 15 in exchange 
for maturing Treasury notes, and there were indications 
of switching transactions involving the sale of tax ex
empt issues. Later in the month, however, a firm tone 
developed in both the taxable and tax exempt bonds. 
The average price of tax exempt issues closed with a net 
gain of 1 point for the month, and the newly issued

2 and 2%  per cent taxable issues closed at 101% and 
1 0 2 1/4 , respectively.

The average yield on 3 to 5 year tax exempt Treasury 
notes fluctuated within a comparatively narrow range 
during March, but was somewhat lower in the second 
half of the month after the Treasury financing was 
announced. Similar movements occurred in yields of 
the taxable %  per cent National Defense note issues 
of 1944 and 1945.

The Treasury bill issues of March 5, 12, and 19 were 
offered in the amount of $200,000,000 a week. Of the 
funds so obtained, $100,000,000 each week was used to 
retire maturing bills, the other $100,000,000 representing 
“ new money.”  The issue dated March 5 was awarded 
at an average rate of 0.086 per cent, that of March 12 
at 0.120 per cent, and that of March 19 at 0.117 per cent. 
In the following week the Treasury bill offering was 
reduced to $100,000,000, the amount of currently matur
ing bills. This issue, dated March 26, was awarded at 
0.065 per cent.

Money Rates in New York

Mar. 30, 1940 Feb. 28, 1941 Mar. 31, 1941

Stock Exchange call loans...................... 1 1 1
Stock Exchange 90 day loans................ *134 * 1 H * 1  Vs
Prime commercial paper 4-6 months... K - M V2-H V2-5A
Bills— 90 day unindorsed........................ 7/ie 7/ie V*
Average yield on Treasury notes (3-5

years)....................................................... 0.40 0.49 0 .5 0 f
Average yield on Treasury bonds (not

callable within 1 2  years)..................... 2 . 2 1 2.16 2.09
Average rate on latest Treasury bill

sale, 91 day issue.................................. t 0.043 0.065
Federal Reserve Bank of New York

discount rate.......................................... 1 1 1
Federal Reserve Bank of New York

buying rate for 90 day indorsed bills H M

* Nominal. J Negative yield.
tChange of +0 .01  per cent from previous yields due to dropping from the 

average the 1 per cent Treasury note issue of March 15, 1944, which matures 
within three years.

Security M arkets

No major change occurred in prices of domestic stocks 
and medium grade bonds during March. Fluctuations 
in the average price of common stocks included in Stand
ard’s 90 stock index were within the narrowest monthly 
range since December, the spread between the March 
high and low amounting to only 3 per cent. Reflecting 
particularly firmer tendencies in second grade railroad 
obligations, medium grade corporate bonds (as measured 
by Moody’s price average for Baa issues) moved up 
during the month to attain a new high. Daily average 
sales of stocks of about 430,000 shares were at around 
the same low level as in February.

Prices of the highest grade corporation bonds receded. 
After showing little change in the first part of the month, 
the average price of domestic corporate bonds, classified 
as Aaa by Moody’s Investors Service, dropped 1% points 
between March 18 and 27 to reach the lowest level since 
September, 1940, but at this point the average price was 
only Z1/^ points below the record high of last December. 
Prime municipal bond prices strengthened somewhat 
during March. The volume of bond trading, accelerat
ing towards the end of the month, was heavier than in 
February.
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The discount rate of the Bank of France, as well as 
the rate for thirty day loans on the collateral of Gov
ernment securities, was lowered from 2 to 1 %  per cent, 
effective March 17. The higher rate had been in force 
since January 4, 1939, and the present rate is the lowest 
since the bank was founded.

Effective March 31, the discount rate of the Bank of 
Portugal was lowered from 4%  to 4 per cent, the former 
rate having prevailed since February 20, 1941.

Recent publications report that the Bank of Mexico 
on January 2 established uniform rates of 4 per cent for 
first class bills (more than one solvent signature, or one 
such signature with collateral), and 5 per cent for sec
ond class paper (one solvent signature without collateral, 
or collateraled paper with no solvent signature), with 
a maximum maturity of 180 days. Previously there had 
been sixteen different rates, ranging from 3 to 7 per cent, 
for paper maturing within 180 days.

Gold M ovem ents

March imports of gold into the United States were 
somewhat larger than in the previous month, and the 
increase in the gold stock was about $135,000,000. Gold 
held under earmark for foreign account at the Federal 
Reserve Banks at the end of the month, amounted to 
approximately $1,905,000,000, unchanged from the fig
ure at the end of February.

For the four weeks ended March 19, the Department 
of Commerce reported the receipt of $192,300,000 of 
gold in the following principal amounts: $160,800,000 
from Canada, $11,200,000 from Russia, $6,700,000 from 
Australia, $3,600,000 from the Philippines, and $2,700,000 
from South Africa.

Foreign Exchanges

Aside from the extension during March of the Treas
ury ’s ‘ ‘ freezing ’ ’ regulations to cover all Bulgarian, 
Hungarian, and Yugoslavian property in this country 
and the elimination of the currencies of these countries 
from the list of those still traded in here, the principal 
foreign exchange development of the past month was 
provided by the Cuban peso, which appreciated sub
stantially against the dollar. The discount on the Cuban 
currency, after having been as much as 7%  per cent 
during the latter part of February, narrowed steadily 
to 3 1 4  per cent on March 28, the smallest discount on 
the peso since May, 1939. This improvement appears 
to have reflected several factors, including expectations 
of an Export-Import Bank loan to finance the sugar 
surplus and seasonal strength associated with the export 
of sugar. Considerable stimulus was offered toward the 
end of the month by reports that the British were nego
tiating for the purchase of 200,000 tons of Cuban raw 
sugar. The amount would represent about one-half this 
year’s estimated surplus.

The free rate for the Argentine peso, which had de
clined to $0.2345 at the end of February as the result 
of new Argentine exchange regulations limiting the

Central Bank R ate Changes scope of the free market, continued to decline sharply 
during the early part of the past month, touching a five 
month low of $0.2295 on March 5. Some renewed de
mand subsequently became evident, however, and the 
free rate for the peso held at about $0.2315 throughout 
the second half of the month. On March 7 the first auc
tion of foreign exchange available for “ nonessential”  
imports into Argentina was held in Buenos Aires under 
the new exchange regulations. Average bids of 4.521 
and 4.714 pesos to the dollar (equivalent to $0.2212 and 
$0.2121 per peso, respectively) were reported for the 
tenders; the dollar exchange for which tenders were 
invited was apparently divided into two categories ac
cording to the degree of desirability of the imports 
involved. These rates compared with official selling 
rates for foreign exchange, applicable to “ essential’ ’ 
imports, corresponding to $0.2680 and $0.2365 per peso.

Among the Far Eastern currencies, the Shanghai or 
National Chinese yuan showed an easier tendency 
throughout the month, receding from 5%  to about 5 %  
cents.

N ew  Financing

Corporate and municipal new security flotations dur
ing March aggregated $290,000,000. Corporate financing, 
which totaled $175,000,000, included about $64,000,000 
of issues for new capital purposes. In general, the cor
porate security offerings moved somewhat slowly but 
the larger municipal flotations were rapidly taken up by 
investors.

Unsettled conditions in the security market were cited 
as the reason for abandonment by the Standard Oil Com
pany of Ohio of a proposed issue of 150,000 shares of 
preferred stock and for the continued deferment by the 
Republic Steel Corporation of a public offering of 
$90,000,000 of bonds and debentures. Toward the close 
of the month, the Pacific Gas and Electric Corporation 
issued $20,000,000 of bonds for new capital purposes, 
having decided against its earlier plan of a $110,000,000 
operation, primarily refunding in nature. Among the 
other issues sold to raise new capital were $15,000,000 
Commercial Investment Trust Corporation notes, 
$14,900,000 Philip Morris and Company preferred stock, 
and $7,800,000 Monsanto Chemical Company preferred 
stock. Issues for refunding purposes included $30,000,000 
Wheeling Steel Corporation bonds and $24,800,000 Pub- 
lice Service Company of Oklahoma bonds and preferred 
stock. The $35,000,000 State of Arkansas issue publicly 
offered on March 19 represented a portion of the 
$90,000,000 of bonds sold to date by the Reconstruc
tion Finance Corporation from its original block of 
$136,000,000 purchased last month.

The Columbia Gas and Electric Corporation has filed 
with the Securities and Exchange Commission an appli
cation for approval of the issuance of $120,000,000 of 
new securities chiefly for the purpose of refunding out
standing 5 per cent obligations. The trustees of the 
Associated Gas and Electric Corporation have been 
authorized by a Federal court to take the necessary 
steps toward effecting the refinancing of about $37,000,000 
of Virginia Public Service Company securities.
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REFUNDING

NEW CAPITAL

M onthly A verage V olum e o f D om estic Corporate Security Issues for 
Refunding and for  N ew Capital (In  m illions o f  dollars; first 

quarter 1941 data prelim inary)

As is indicated in the accompanying chart, the monthly 
average volume of corporate financing in the first quar
ter of 1941 was considerably less than in the preceding 
quarter, $254,000,000 as compared with $347,000,000, 
but still well above the monthly average of every full 
year since 1936. A  less favorable comparison is shown 
by the monthly average of issues for new capital pur
poses which amounted to only $50,000,000, or about 
one-half the volume of the previous quarter.

Business Profits

The high level of business activity which prevailed 
during 1940 was only partially reflected in increased 
corporate profits, owing primarily to the heavier tax 
burden imposed on corporations under the two revenue 
acts of 1940. Aggregate net profits during 1940 for 
1,099 industrial and mercantile corporations, shown in 
the accompanying table, were 19 per cent higher than 
in 1939 and were about equal to net profits in 1937. 
Largely as a result of higher tax deductions, profits of a 
list of companies whose figures are available on a quar
terly basis, which had shown large increases over a year 
previous in the first half of 1940, were slightly smaller in 
the last quarter of the year than in 1939, despite the 
higher level of business activity.

The statements of a selected list of 154 industrial and 
mercantile corporations, whose figures were readily 
available, indicate that reserves for Federal taxes set 
aside in 1940 were over two and one-half times the 
1939 total and accounted for 33 per cent of aggregate 
net profits before taxes, as against approximately 18 
per cent in each of the three preceding years. Compared 
with the year 1937, net profits before Federal taxes of 
the 154 companies were 25 per cent greater, Federal 
taxes were 124 per cent higher, and net profits after 
taxes increased only 3 per cent.

With respect to the individual groups listed in the 
accompanying table, sharp year-to-year profit gains were 
recorded by those durable goods industries such as auto
mobile parts, aircraft manufacturing, building supplies, 
copper and brass fabricators, electrical equipment, ma
chinery and machine tools, railroad equipment, ship
building, and steel and iron, in which the normal sales 
were greatly augmented by orders connected with the 
National defense program. In the case of some com

panies in the durable goods groups it was not necessary 
to make provision for excess profits taxes, owing to 
the large amounts of invested capital on which an 8 
per cent return is allowed under the Second Revenue 
Act of 1940 before an excess profits tax must be paid. 
On the other hand, in some other companies in the 
durable goods industries, and in many companies in 
the nondurable goods groups where fewer defense orders 
were placed, taxes were relatively more burdensome and 
net profits were either lower than a year previous or 
only slightly higher., Most of the groups of companies 
producing food products, household supplies, leather 
and shoes, metal and glass containers, and silk and rayon 
showed profits somewhat below those of 1939, and profits 
of the chemical, clothing, petroleum, and tobacco com-

(Net profits in millions of dollars)

Corporation group

Advertising, printing, and pub
lishing ......................................

Automobiles................................
Automobile parts and accessories
Aircraft manufacture...................
Building supplies:

Brick, glass, and gypsum-------
Cement........................................
Hardware.............................. ..
Heating and plumbing.............
Lumber and roofing products..
Paints and varnishes................
All other......................................

Chemicals........................................
Containers (metal and glass).. . .  
Copper and brass fabricators.. . .
Drugs and cosmetics.....................
Electrical equipment.....................
Food and food products:

Bakery..........................................
Beverages....................................
Confectionery.............................
Dairy products..........................
Flour milling and cereal pro

ducts .........................................
Meat packing..............................
All other......................................

Household supplies:
Electrical goods............... ..
Furniture and floor covering. .
All other................................

Leather and shoes...................
Machinery:

Agricultural..........................
Machine tools.......................
Store and office equipment-----
Industrial machinery and ac

cessories........................... ..
Mining:

Coal............................................
Copper............................... ........
Gold and silver................ ..
All other....................................

Motion pictures...........................
Paper, pulp, and allied products .
Petroleum..................................
Railroad equipment................
Retail trade:

Department and apparel stores
Food stores...........................
Mail order houses...............
Variety stores.......................
All other................................

Rubber and tires.....................
Shipbuilding..............................
Steel and ir o n ..........................
Textiles:

Clothing.................................
Silk and rayon.....................
All other................................

Tobacco......................................
Transportation:

Aircraft..................................
Shipping................................

Miscellaneous...........................

Total, 54 groups.

Class I railroads, net incom e.. .  
Telephone companies, net oper

ating incom e.. .....................
Other public utilities, net income

No. of 
cos.

14
13 
73
15

20
14 
11 
14
16 
9 
9

39
9
9 

14 
35

14 
25 11 11
10 
13 21
15 11 20 
15

12
16

103

18
13
17
1510
44
55
24

13
17
511

17
13
7

57

22
24
20
19

4
48

1,099

1937

14.3
259.1 

61.0
9 .9

39.6
8.7  
7 .5

27.511.6
10.4
8.8 

190.0
43.3 6.0
32.2

129.2

22.2
64.4 20.0 
22.0
25.4 

9.7
31.4

9.1 
14.3
3 7 .2
10.7

74.3
9.1

30.5

82.1

2 .5
138.6
40.5
83.7
50.6
35.6 

262.5
54.8

24.1
11.5
53.9 
62.8
10.9
27.2

2 .4
246.7

5.6
13.3
5.5  

97.1

-1 .5
2 .3

17.0

2,569.1

1938

11.5 
103.1

2.0
16.3

16.2
4.91.8
3 .0  
4 .5
5 .0
4 .7  

114.7
30.1 
-2.8
30.6
55.5

25.8
61.8
18.4
23.6

36.1
-3 .4
26.6

3 .4
1.3

2 7 .4
3 .8

38.0
2.4

20.9

29.1

-4 .5
69.1 
35.3
50.9 
33.8
17.1 

131.4
-0 .9

23.2 
11.0
45.7
51.7 

6.7
23.1

3.9  
-4 .2

0.7
7.1

-9 .3
93.3

-1 .3
0 .412.2

136

94
69

98.7

226.8
252.5

1,312.7

1939

16.6
228.6

52.4
21.7

31.6 10.2
5.9

16.8
9 .5  10.0
7 .0  

180.1
42.56.0
34.5
93.1

24.3
70.3
22.7
28.1

38.0
14.3
29.9

7 .6
14.1
3 9 .8
13.2

31.9 6.8
21.3

53.2

-2 .5
103.2
35.768.8
39.2
27.5 

151.721.1
29.1
17.9
67.3
58.3
12.6
40.6

7 .3
155.2

8.9
16.3
11.7
96.2

1.9
2 .3

18.2

1940

121.3

209.8
226.9

17.6 
249.3
76.4
53.9

37.0 10.2
7 .0

22.4
12.4
9 .9  
7 .4

184.5
40.7
11.4
34.2

135.6

21.5
67.520.8
25.5

34.5
16.9
34.1

6.9
13.3
3 6 .5
10.5

52.7
14.7
26.9

77.5

10.3
127.9
33.166.0
45.9
36.2 

162.3
42.6

30.3
15.7 
62.1
52.8
12.7
40.6
16.3 

291.0

9.4
15.4
14.4
99.6

2.6
5.0

15.8

2,170.5

94.7

239.3
256.0

2,577.7

191.1

243.3
265.2

- Deficit.
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panies were only slightly higher. Coal mining companies 
as a group had a substantial net profit in 1940, whereas 
they showed an aggregate deficit in the previous year.

Generally speaking, those industries in which defense 
contracts are largest also showed sizable gains in profits 
as compared with 1937. In addition, however, net profits 
of most of the food manufacturing groups, although 
below 1939 levels, were higher than in 1937. Gains over 
that year were also shown among the textile and retail 
trade groups. In summary, of the 1,099 companies 
listed, 500 producing durable goods had net profits in
1940 some 7 per cent above 1937, 128 concerns provid
ing services showed a similar gain, while net profits of 
408 companies producing nondurable goods and 63 mining 
companies were 5 per cent and 11 per cent, respectively, 
lower than in 1937.

Reflecting a considerably higher level of traffic, net in
come of 136 Class I railroads in 1940 totaled $191,000,000, 
an amount more than twice as large as the 1939 earnings 
and the largest for any calendar year since 1930. Net 
operating income of large telephone companies and net 
income of other public utilities increased moderately 
during the year and reached the highest levels since 1931.

Em ploym ent and Payrolls

According to the State Department of Labor, factory 
employment in New York State increased 3%  per cent 
during February and payrolls rose about 5 per cent; in 
both cases the increases were greater than usual and 
this bank’s seasonally adjusted indexes of New York 
State employment and payrolls reached the highest 
levels in over twenty years. Increases in employment 
and payrolls occurred in all industrial areas of the State 
during the month. As is common in February, the larg
est gains were reported in the clothing and millinery 
industries, but working forces also expanded in every 
branch of the metals and machinery group, including 
shipbuilding, aircraft, and other defense industries, as 
well as many enterprises supplying principally civilian 
needs. A nother factor leading to favorable comparisons 
was the settlement of certain strikes which began in 
January. There were 18 per cent more workers em
ployed this February than in the corresponding month 
last year, and payroll disbursements were 31 per cent 
larger. Over the two year period, February, 1939 to 
February, 1941, employment in New York factories 
increased 31 per cent and payrolls 48 per cent.

During February factory employment in the United 
States as a whole showed a rise of 2 per cent and pay
rolls increased 4%  per cent— about the usual gains. In 
both cases the gains were well distributed; 80 per cent 
of the industries surveyed employed more workers and 
almost 90 per cent reported larger payrolls. The air
craft, electrical machinery, shipbuilding, and machine 
tool industries continued to show exceptionally large 
increases in both working forces and payrolls. Com
pared with February, 1940, total factory employment 
was 12 per cent higher and payrolls were 27 per cent 
larger.

According to the estimates of the Bureau of Labor 
Statistics, total nonagricultural employment in the

United States increased by over 260,000 persons during 
February, reaching a total of 36,600,000. The estimate 
for February, 1940 was 34,400,000. Although most of 
the rise over January is attributable to the gains in fac
tory employment, all major employment categories shared 
in the increase. In each of the forty-eight States employ
ment was at a higher level than a year ago. Military 
and naval forces (not included in the estimates of non
agricultural employment) increased 187,000 during the 
month to 1,145,000. There were 450,000 persons at
tached to the military and naval forces in February, 
1940.

As strikes in defense industries mounted in frequency 
and importance, President Roosevelt announced on 
March 19 the creation of a National Defense Mediation 
Board “ to assure that all work necessary for National 
defense shall proceed without interruption and with all 
possible speed.”  The Board, which is to aid in the 
settlement of labor disputes only after other agencies 
have failed to secure an adjustment, has no power to 
force the settlement of a controversy, but if mediation 
or arbitration fails it may make public its findings and 
recommendations.

Production and Trade

From early indications it appears that business activ
ity moved steadily higher in March. Owing to the fact 
that near capacity production had already been attained 
in many important lines, however, the seasonal rises 
characteristic of the month probably were not fully 
realized in certain cases. The volume of new orders for 
steel continued to exceed shipments from the mills and 
production mounted to virtually 100 per cent of reported 
capacity by the end of the month. As the accompanying 
chart indicates, in each month since last July daily aver
age production of steel has exceeded the previous high 
point reached in May, 1929. Production during the first 
quarter of this year ran a third above the average level 
of 1929 and almost two-thirds above that of 1917, the 
peak year for steel production during the World War. 
First quarter output was equivalent to an annual rate

THOUSANDS OF

Daily Average Steel Production (March, 1941 estimated)
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of 82,100,000 net tons a year as compared with actual 
production of 67,000,000 net tons during 1940.

In March, all supplies of nickel, magnesium, and 
neoprene (a synthetic rubber product) were placed 
under mandatory priorities by the Office of Production 
Management. Similar action in respect to aluminum 
and machine tools had been taken in February.

The automobile industry again was extremely active 
in March; the weekly production rate around the middle 
of the month was higher than at any time since the 
spring of 1937. Heavy mill sales of cotton textiles 
were reported during March and gray goods prices were 
advanced. It is believed that on the basis of orders 
already booked, the current high rate of mill opera
tions could be maintained through the summer. Bitu
minous coal mining expanded with the approach of 
the expiration date of the present wage agreement, 
March 31, wrhile scattered labor disputes interrupted 
production in a number of different lines of industry.

During February this bank’s index of production 
and trade advanced further to 104 per cent of estimated 
long term trend, the highest level since December, 1929. 
The figure for January was 103 (revised from 102), and 
for February a year ago 90. Aside from continuing 
pressure for increased output in defense and allied indus
tries, February was marked by active consumer demand 
for durable goods and relatively high rates of operation 
at plants producing such goods. Both production and 
retail sales of passenger cars were unusually large for 
February, and demand for household furnishings and 
appliances was considerably larger than in the corres
ponding month a year ago. The accompanying dia
gram indicates the extent of the rise during recent 
months in the distribution of goods to consumers. Among 
producers’ goods industries, particularly large gains 
over a year ago occurred in aircraft and machine tool 
plants, in shipbuilding, and in the production of iron 
and steel, nonferrous metals, building materials, elec
trical apparatus, motor trucks, and textiles. Electric 
power production and railway freight traffic in Febru
ary held at approximately their January levels after 
adjustments for seasonal changes.

1927 1928 1929 1930 1931 1932 1933 1934 1935 1935 1937 1938 1939 1940 1941
Index of Distribution to Consumer (Federal Reserve Bank of New  

York index, expressed as a percentage of estimated long term  
trend, and adjusted for seasonal variation)

(Adjusted for seasonal variations and estimated long term trend; 
series reported in dollars are also adjusted for price changes)

1940 1941

Feb. Dec. Jan. Feb.

Index of Production and Trade 90r 102 103p 104p
Production of:

Producers’ durable goods....................... M r 115 117p 114p
Producers’ nondurable goods............... 94 r 109 106p 107p
Consumers’ durable goods..................... 75 80 89 p 90p
Consumers’ nondurable goods.............. 96r 105 100 p lOlp

Primary distribution................................... 8 5r 95 95 p 96 p
Distribution to consumer........................... 94r 102 104p 108 p

Industrial Production
85 138 127 119

Automobiles.................................................. 93 84 101 115
89 94 92 98 p

Crude petroleum.......................................... 94 87 87 88 p
Electric power.............................................. 97 106 106 107 p
Cotton consumption.................................... 106 138 127 132
Wool consumption....................................... 101 168r 148 158p
Shoes............................................................... 105 124 119p 117p
Meat packing................................................ 103 113 96 100
Tobacco products ...................................... 91 97 94 97

Manufacturing Employment
Employment................................................. 95 105 106 107p
Man-hours of employment........................ 88 105 105 104p

Construction
Residential building contracts.................. 42 67 55 64
Nonresidential building and engineering

57 103 69 68
Primary Distribution

Ry. freight car loadings, mdse, and misc.. 84 99 100 100
Ry. freight car loadings, other................. 81r 88 88 90

107 87 95 97p
69 92 81 82 p

Distribution to Consumer
Department store sales (U. S .)................. 88 99 100 103
Crocery chain store sales........................... 99 99 100 lOOp
Variety chain store sales............................ 96 107 102 107
Mail order house sales................................ 95 103 101 105
New passenger car sales............................. 95 106 125 142

Velocity of Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average =  100). . 58 62 57 57
Velocity of demand deposits, New York

City (1919-25 average =  100)............. 26r 30 23 24

Cost of Living and W ages*
Cost of living (1935-39 average =  100) . 104 105 105 105p
Wage rates (1926 average =  100)........... 113 116r 116 116p

p Preliminary. r Revised. * Not adjusted for trend.

Building

During February construction contracts were awarded 
in the 37 States covered by the F. W. Dodge Corpora
tion survey at a daily rate 41 per cent above the average 
for the same month of last year. The February rate 
was slightly greater than that prevailing in January.

The daily rate of residential building awards was 
63 per cent higher than in February, 1940, and the 
highest for any February since 1929. Awards for one 
and two family dwellings, which constituted 78 per 
cent of all residential awards, were the highest for any 
February since 1928. Nonresidential building awards 
were one-third greater than in the corresponding month 
of the previous year, and heavy engineering awards 
were up one fifth,.

In the first three weeks of March, owing primarily to 
sizable gains in building contracts other than residential, 
the daily rate of construction contract awards in the 37 
States wras 34 per cent above the average for February 
and 63 per cent above the corresponding weeks of 1940.

The defense program continues to be the most im
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portant single factor contributing to the present high 
level of construction activity. Since last July awards 
for industrial building for defense purposes have ac
counted for a large share of the total volume of this 
type of building. During the period from July, 1940, 
through February, 1941, total awards for industrial 
building were more than triple the volume in the period, 
July, 1939, through February, 1940. According to the 
Office of Production Management, by March 1 contracts 
had been awarded or letters of intent had been issued 
for the construction or expansion of 302 Government 
plants, certificates of necessity (entitling owners to spe
cial depreciation rates for tax purposes) had been ap
proved for 421 privately financed plants, and the expan
sion of 61 plants had been undertaken with British funds. 
Government contracts for construction at army canton
ments and for housing of defense workers have also 
contributed substantially to the high level of residen
tial building activity. The defense housing program is 
still in the early stages. On March 15 funds had been 
allocated for 72,300 family dwelling units, contracts had 
been awarded for 41,000 units, and 3,900 had been 
completed.

In the first important change since 1937, construction 
costs as a whole advanced 5 per cent from August through 
December, 1940, according to the index of construction 
costs compiled by the American Appraisal Company, 
but showed no further rise in January or February. The 
advance in the latter part of 1940 reflected primarily 
higher lumber prices and to some extent increased labor 
costs.

In New York and Northern New Jersey the daily rate 
of construction contract awards during February was 
about one-quarter higher than in the same month of last 
year and only slightly below the average for January. 
Awards for residential building, which were up 53 per 
cent from February, 1940, accounted for most of the 
year-to-year increase. The daily rate of awards for 
nonresidential building was up only 9 per cent, as a 
large increase in manufacturing building was offset to 
a considerable extent by a sharp decline (55 per cent) 
in public purpose building, including educational, hos
pital, public, religious, and social building. Heavy engi
neering awards were off 14 per cent from the previous year.

Foreign Trade

Total exports of merchandise from the United States 
during February, valued at $303,000,000, showed a de
cline of 7 per cent from the previous month, but on a 
daily average basis there was an increase of 3 per cent. 
Compared with February, 1940, exports were 13 per 
cent lower, because of smaller shipments of agricultural 
products. On the other hand, general imports, valued 
at $234,000,000, were 2 per cent higher than in January 
(13 per cent higher on a daily average basis) and 17 
per cent above the total for February, 1940. The result
ing excess of exports in February was $69,000,000, as 
compared with $97,000,000 in January and $147,000,000 
in February a year ago. In the comparisons with fig
ures for February, 1940, the intervening loss of import
ant export markets in Scandinavia, the Low Countries, 
and France appear to have more than counterbalanced

the increased shipments to Britain, while the sharply 
expanded scale of industrial operations in the United 
States, in conjunction with the National defense pro
gram, accounts for enlarged imports, particularly im
ports of vital raw materials.

Exports of nonagricultural commodities during Feb
ruary were $22,000,000 lower than in the previous month, 
but were $15,000,000 higher than a year earlier. Ship
ments of machine tools, steel in ingot and other crude 
forms, and aircraft were not so large as in January, 
while exports of finished steel products were about the 
same in both months. On the other hand, exports of 
firearms and ammunition in February were nearly twice 
as large as in January and about fifteen times as great 
as in February, 1940.

Exports of agricultural products, valued at 
$24,000,000, were up slightly from January but were 
much lower than a year earlier when $80,000,000 of 
such products were shipped abroad. Raw cotton exports 
for the first seven months of the 1940-41 crop year 
(August through February) amounted to only 397 
million pounds, as compared with an average of 2,210 
million pounds in the similar period of the five preced
ing crop years.

The small gain in the value of imports in February 
over January was concentrated largely among the food
stuffs, notably cane sugar and coffee. February entries 
of coffee into this country were at a record level and 
continued the heavy movement in immediately preceding 
months. Imports of strategic raw materials such as 
rubber, tin, and nickel, although smaller than in Janu
ary, showed large increases over a year ago. Receipts 
of wool approximated the January volume and were 
nearly double those of February, 1940.

C om m odity Prices

Price advances again predominated in the principal 
wholesale commodity markets during March. As the 
accompanying diagram indicates, the Bureau of Labor 
Statistics weekly index of nearly 900 quotations rose to 
a new high since December, 1937. On March 22, the 
index stood at a level 3 per cent above the 1939 high, 
established soon after the outbreak of war.

1 3 3 6  1 93 7  1 9 3 8  1 9 3 9  1 9 4 0  1 94 !

Index of Wholesale Commodity Prices (Monthly range of Bureauof Labor Statistics weekly indexes; 1926 average = 100 per cent)
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As a result of transportation difficulties, prices of 
imported raw materials continued to show marked gains. 
Although raw sugar is placed high on the list of com
modities voluntarily given priority in shipping space, 
and although the marketing quota was increased 3y 2 per 
cent, the price of raw sugar rose 30 points to 3.45 cents 
a pound on March 24, a new high since the flurry imme
diately after the outbreak of war. The quotation for 
raw silk in New York advanced on March 31 to $2.95 
a pound, the highest level in a year, reflecting in part 
strong primary markets and in part a reduction of 
stocks here. Despite the announcement by the Inter
national Rubber Regulation Committee that permissible 
rubber exports would be maintained at 100 per cent of 
basic quotas during the second quarter, and despite an 
arrangement to ship 113,000 tons of rubber from the 
Far East during April, the spot quotation rose to 23%  
cents a pound on March 27. The present tin export 
quota of 130 per cent of standard tonnage was extended 
for the remainder of the year by the International Con
trol Committee, but the spot quotation showed a small 
net gain for the month as a whole. The rise of 20 points 
in the price of lead to 5.85 cents a pound during March 
reflected, in part at least, the increased cost of trans
porting foreign lead into this country. This is the 
highest quotation for lead since October, 1937.

The metals became increasingly subject to regula
tion during March. The Commodity Exchange restricted 
trading in zinc futures after March 4 to liquidating 
positions open on that date. At the instance of the 
Office of Production Management, a stock pile of zinc 
to be allocated to defense needs is to be built up from
5 per cent of production beginning in April. In the 
latter part of the month ceilings were set on prices of 
zinc scrap and aluminum scrap by the Price Stabiliza
tion Division of the National Defense Advisory Com
mission, and it was announced that the Office of Pro
duction Management would keep aluminum inventories 
of fabricators near current requirements through con
trol of deliveries by producers. Following Copper Insti
tute reports that stocks of refined copper in the hands 
of producers at the end of February were equivalent 
to less than one Inonth’s requirements at the February 
rate, the Metals Reserve Corporation released part of 
its copper holdings to domestic consumers. The Direc
tor of the Bureau of Mines reported, after an investi
gation of deposits in this country, that domestic supplies 
of mercury and antimony were adequate for all needs 
in sight, but urged the development of stock piles of 
manganese, nickel, tin, tungsten, and chromite. The 
Office of Production Management on March 18 listed 
220 critical materials which are subject to preferential 
ratings by the Army and Navy Munitions Board. De
spite official efforts to prevent scrap steel prices from 
rising, moderate advances in quotations occurred at 
several centers.

Domestic agricultural commodity prices advanced 
somewhat accompanying discussion in Congress of larger 
loans on 1941 crops. The cash quotation for winter 
wheat increased 7 %  cents for the month to 88% cents 
a bushel. Reports of cold weather in growing areas 
were a factor in the price rise. Private estimates of the

winter wheat crop as of March 1 average 616,000,000 
bushels, compared with the Government estimate of
633,000,000 based on December 1 conditions. By March 
29, cash corn had moved up 7 cents to 68% cents a 
bushel. In addition to current record activity at cotton 
textile mills, intimations that about $100,000,000 of the 
Lend-Lease appropriation would be expended for cotton 
contributed to a net rise of 86 points in the spot average 
at 10 Southern markets to 11.11 cents a pound.

D epartm ent Store Trade

For the four weeks ended March 29, sales of the report
ing department stores in this District were about 2 per 
cent higher than in the corresponding weeks of 1940, 
although sales in these weeks included a smaller part of 
the Easter trade this year than last. Sales during this 
portion of March averaged higher than in February, 
although the gain was no more than usual, the date of 
Easter and other seasonal factors considered.

For the month of February, total sales of the report
ing department stores were 10 per cent higher than in 
February, 1940, and after allowing for one less shopping 
day this year, the increase in average daily sales 
amounted to about 14 per cent. Compared with Janu
ary, however, the daily rate of sales failed to advance 
as much as usual. Sales by departmental classifications 
during February indicate that substantial year-to-year 
gains occurred in housefurnishings, women’s ready-to- 
wear and accessories, silverware, and jewelry.

Percentage changes from a year ago

Department stores Net sales
Stock on hand

Feb.
1941

Jan. and 
Feb. 1941

end of month 
Feb.
1941

New York City (includes Brooklyn)............ +  7
+14

+  7
+  9

+  4 
+  4 
+  4

Northern New Jersey.......................................
Newark ....................................................... +13

+16
+19

+  8
Westchester and Fairfield Counties..............

Bridgeport.......................................................
+ 1 2
+15

+  13 
+ 1 1  
—  6Lower Hudson River Valley........................... +18 +  8

Poughkeepsie.................................................. + 2 2 + 1 1
Upper Hudson River Valiev........................... +18 +13 —  1

Albanv............................................................. + 1 2 +  7
Central New York State.................................. +19 +16 +  7

Mohawk River Valley.................................. +23 + 2 1 +14
+ 18 +15 +  5

N orthern New York State.............................. +23 + 2 1
Southern New York State.............................. + 2 0

+ 2 0
+14 0

Binghamton.................................................... + 1 2
+ 42 +31 __

Western New York State................................ + 1 2 + 1 1 +  3
+15 +15 +  2

Niagara Falls................................................. +  4 +  1 +  7
+ 1 0 +  7 +  4

All department stores.............................. + 1 0 +  8 +  4

+  8 +  2 0

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
________________________ (1923-25 average =  100)____________________________

1940 1941

Feb. Dec. Jan. Feb.

Sales (average daily), unadjusted................ 69 184 78 79
Sales (average daily), seasonally adjusted 86 10 2 99 97

Stocks, unadjusted. ......................................... 77r 82 73 80
Stocks, seasonally adjusted........................... 82r 83 81 85

r Revised.
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Index o f P hysical V olum e o f Industrial P roduc
tion, A djusted  for Seasonal Variation (1935- 

1939 averagers100 per cen t; durable 
m anufactures, nondurable m anufac

tures, and minerals expressed in 
term s o f points in total index)

U. S. Bureau o f Labor Statistics Indexes o f  
W holesale Prices, Based on 12 F oodstuffs 

and 16 Industrial M aterials (A ugu st, 
1939 =  100 per cen t)

W ednesday F igures for R eporting M em ber 
Banks in 101 Leading Cities (L atest fig 

ures are for M arch 12)

Money Rates in New York City
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Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Eeserve System)

I NDUSTRIAL activity and employment increased further in  February and 
the first half of March. Buying by producers and consumers continued in 

large volume and wholesale commodity prices, particularly of imports, advanced.

P r o d u c t io n

In  February volume of industrial output, on a daily average basis, rose 
more than seasonally, and the Board ?s adjusted index advanced from 139 to 141 
per cent of the 1935-39 average.

Increases in February, as in other recent months, were largest in the 
durable goods industries where a large proportion of defense' program orders 
have been placed. A ctiv ity continued to rise sharply at machinery plants, 
a ircraft factories, shipyards, and in the railroad: equipment industries. Steel 
production fluctuated around 96 per cent of capacity in January and February 
and rose to 99 per cent in the first half of March. New orders for steel continued 
large and, despite the high rate of output, unfilled orders increased further. 
Many orders have been placed fo r delivery in the second half of this year, 
reflecting the prospect of heavy consumption and some uncertainty on the part 
of steel users regarding future availability of supplies. Output of pig iron, 
coke, and nonferrous metals was likewise at near capacity rates in February 

- and unfilled orders fo r these products, too, were at exceptionally high levels. 
Demand for lumber continued large owing to a high rate of construction 
activity and output was sustained in large volume for this time of year. Auto
mobile production increased in February and the first half of March to about 
the peak rate attained last November. Retail sales of new and used cars 
advanced to unusually high levels.

In  industries manufacturing nondurable goods, activity continued at the 
record levels reached in the latter part of 1940. There were further increases 
in the cotton textile, rubber, and chemical industries and activity at woolen 
mills also increased, following a temporary reduction in January. In  most 
other lines activity was maintained at the high levels of other recent months.

Coal production rose less than seasonally in February but increased con
siderably in the first half of March when, according to trade reports, there was 
some inventory accumulation in anticipation of a possible shutdown on A pril 1 
at the expiration of the present contract between the mine operators and the 
miners ’  union. Copper and zinc production increased in February and recently 
domestic supplies of copper have begun to be supplemented by imports from 
South America. Output of crude petroleum continued at about the rate that 
had prevailed during the three preceding months.

Value of construction contract awards in February declined somewhat more 
than seasonally, reflecting decreases in both public and private work, according 
to reports of the F. W .  Dodge Corporation. Awards fo r public construction, 
although sharply reduced from the high levels reached in the latter half of 1940, 
were somewhat above those of a year ago, and awards for private construction 
were nearly ha lf again as large as in February of last year.

D is t r ib u t io n

Distribution of commodities to consumers increased more than seasonally 
from January to February. Sales at variety stores and by mail order houses 
were the largest on record, making allowance fo r usual seasonal changes, and 
department stores sales were also at a high level.

Freight car loadings increased by about the usual seasonal amount. Ship
ments of miscellaneous freight, consisting mostly of manufactured products, 
showed an increase while loadings of forest products rose less than seasonally 
and grain shipments declined.

W h o l e s a l e  C o m m o d it y  P r ic e s

Prices of a number of basic imports rose sharply from the early part of 
February to the middle of March. Cotton yarns and gray goods and nonferrous 
metal scrap showed further increases in this period and there were also advances 
in prices of some other domestic commodities, including lead, wheat, cotton, 
and oils and fats.

B a n k  Cr e d it

Commercial loans continued to increase at member banks in 101 leading 
cities in February and the first half of March and these banks also purchased 
additional Treasury notes and bills issued in connection with the defense 
program. As a result of the increase in loans and investments, bank deposits 
showed a further marked advance.

U n it e d  S t a t e s  G o v e r n m e n t  S e c u r it y  P r ic e s

Prices of Government securities increased after February 15, following a 
sharp decline in the preceding ten weeks. The 1960-65 bonds on March 15 were 
about 3% points above their price on February 15 and about 1 %  points below 
the all-time peak of December 10. The yield on this issue, which increased 
from 2.03 per cent at the peak in prices on December 10 to 2.30 per cent on 
February 15, had declined to 2.14 per cent on March 15.
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S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank, New York M ay 1 ,1 9 4 1

M on ey M arket in April

Interest in the money market during April continued 
to center on Treasury transactions and upon the further 
unfolding of the Treasury’s fiscal program  ̂ both with 
respect to borrowing and to taxation.

The sale of $644,000,000 of Reconstruction Finance Cor
poration %  and 1 Ys per cent notes caused a large inflow 
of funds into Treasury deposits in the Federal Reserve 
Banks on April 17 when payment for these notes was due, 
and a corresponding drain on member bank reserve bal
ances. Excess reserves of the member banks on the follow
ing statement date, April 23, were down to $5,760,000,000, 
the smallest figure since March of last year. Since 
January 15 of this year when they amounted to 
$6,900,000,000, or virtually the same as at the peak 
reached in October, 1940, excess reserves have been 
reduced by $1,140,000,000. This decrease has taken 
place despite additions to the gold stock of $416,000,000, 
and is due principally to a rise of $814,000,000 in 
Treasury cash and deposits in the Federal Reserve 
Banks, an increase of $450,000,000 in the amount 
of money in circulation, and an increase of approxi
mately $230,000,000 in reserves required to be main
tained against rising deposits. More than a year ago 
the volume of excess reserves had reached such high 
levels that further additions of surplus funds had only a 
limited effect on interest rates, and conversely the recent 
absorption of some of the superfluous supply of funds 
has been equally without effect. It should be pointed 
out, however, that in the case of the reductions in re
serves which have come about as a result of Treasury 
transactions, it is recognized that part of the losses are 
probably of a temporary nature and will be offset as the 
funds are paid out of Treasury deposits in the Reserve 
Banks in meeting the costs of the ordinary operations of 
the Government and the defense program.

The Treasury’s plans for the issuance of new United 
States Savings Bonds and Stamps, the sale of which 
begins May 1, were brought to completion in April with 
the establishment of arrangements for the sale and issu
ance of the Series E Defense Savings Bonds by qualified 
agencies, including member and nonmember commercial 
banks, savings banks, savings and loan associations 
and other members of the Federal Home Loan Bank 
System, as well as Federal Reserve Banks and branches, 
and post offices, throughout the entire country. The 
Series F and G Savings Bonds (intended for investors 
having larger funds at their disposal than the purchasers 
of Series E bonds) will be issued only by the Federal

Reserve Banks and the Treasury, though banks generally 
may handle applications for their customers. Defense 
Postal Savings Stamps will be sold by the post offices, 
but it is expected that many of the issuing agencies for 
Defense Savings Bonds will purchase supplies of the 
stamps from their post offices and have them on hand for 
resale to customers and others.

The establishment of these widespread agencies for the 
sale of various types of Government savings obligations 
will facilitate their purchase by individuals, corpora
tions, and investors generally, to the end that all may 
have an opportunity to aid in the financing of the 
National defense effort, by lending their dollars to the 
Government. From the economic standpoint, the financ
ing of the defense program by the sale of Government 
securities to individuals, corporations, trust accounts, 
and other non-bank investors rather than by expan
sion of bank credit, which is involved when commercial 
banks buy Government securities, has several advan
tages. In the first place, it will tend to limit further 
increases in the already redundant money supply of the 
country. As the accompanying diagram indicates, the 
total money supply of the country, at $71,000,000,000, 
is far larger than at any time in the period covered by 
the chart— since 1919— and, in fact, is larger than at 
any time in the past. The principal increase in the 
money supply since 1929 has been in demand deposits, an 
increase which has resulted from the inflow of funds 
from abroad, and the deficit financing program of the 
Government, involving, as it did, large purchases of

Total Deposits and Currency in the United States
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Government securities by the banks. Currency held out
side banks and time deposits, the other two components 
of the money supply, in the broad sense, have also risen 
in recent years. In addition to providing an outlet for 
existing idle funds, Savings Bonds will furnish a medium 
for the investment of new savings as they develop.

Secondly, the utilization of current income and existing 
idle funds in the direct financing of the Government’s 
defense program will tend to limit the volume of funds 
which individuals can spend on durable consumers’ 
goods, such as automobiles, refrigerators, and residential 
housing, the production of which may be difficult to 
expand further, in the face of the huge requirements of 
the defense program. Already, the automobile com
panies have announced a 20 per cent reduction, from
1941 production, in the number of cars to be produced 
during the 1942 model year, in order to conserve facili
ties and materials for defense goods production, and 
one producer has announced that no new models will be 
introduced for 1943, thus releasing tooling facilities for 
defense work. With productive facilities, such as the 
automobile plants, being progressively allocated to de
fense goods, investment of current income and idle funds 
in Savings Bonds will tend to alleviate one condition 
making for higher prices. Furthermore, to the extent 
that income is used by individuals to purchase Savings 
Bonds, rather than being currently spent, a backlog of 
savings will be built up, which can be used to cushion 
the effect of a recession in business activity at some time 
in the future. Accumulated savings in this form, avail
able for spending when business activity declines, would 
have important benefits, both from the viewpoint of the 
individual and of the economy as a whole.

M e m b e r  B a n k  C r e d it

A further large increase in total loans and invest
ments of the weekly reporting member banks in 101 cities 
occurred during the four weeks ended April 23. Com
mercial loans rose $110,000,000 further in the three 
weeks ended April 16, thereby extending the rise in such 
loans during the period since the outbreak of the war 
to $1,534,000,000, but in the week ended April 23 com
mercial loans receded $21,000,000, the first weekly decline 
since last September. Holdings of United States Govern
ment direct obligations rose $227,000,000 in the four 
weeks ended April 23, principally as the net result of 
an increase of $382,000,000 in Treasury bond holdings, 
and a decline of $169,000,000 in Treasury note holdings. 
During this period the $504,000,000 Treasury note issue 
maturing June 15, 1941, was exchanged, under a Treas
ury offering, for a new issue of Treasury bonds and to 
a limited extent for new Treasury notes, and there was 
an additional $526,000,000 of the new Treasury bonds, 
which were sold for cash. The reporting banks’ 
holdings of Government guaranteed securities rose 
$350,000,000, accompanying the issuance of $644,000,000 
of Reconstruction Finance Corporation notes during 
the period.

Adjusted demand deposits of the reporting banks 
rose $503,000,000 further during the four weeks to 
reach a new high figure of $23,762,000,000, which is 
$4,000,000,000 larger than the figure a year ago. In 
the week in which the Reconstruction Finance Corpo
ration notes were paid for, however, interbank deposits

held by the reporting banks decreased $355,000,000, 
possibly reflecting in part withdrawals of such deposits 
by correspondent banks to be used for the purchase 
of the notes.

Money Plates in New York

Apr. 30, 1940 Mar. 31, 1941 Apr. 30, 1941

Stock Exchange call loans...................... 1 1 1
Stock Exchange 90 day loans................ * 1 H * 1 K
Prime commercial paper 4-6 months. . XA -°A Vl- A
Bills— 90 day unindorsed........................ % K
Average yield on Treasury notes (3-5

years)t..................................................... 0.44 0.50 0.49
Average yield on Treasury bonds (not

callable within 1 2  years) t ................. 2.24 2.09 2 .0 0
Average rate on latest Treasury bill

0.097sale, 91 day issue.................................. 0.004 0.065
Federal Reserve Bank of New York

discount rate.......................................... 1 1 1
Federal Reserve Bank of New York

buying rate for 90 day indorsed bills XA XA

*Nominal. f “ Tax exempt”  issues only.

G o v e r n m e n t  S e c u r it i e s

Prices of both tax exempt and taxable Treasury bonds 
showed further net gains for the month of April as a 
whole. Between March 28 and April 10 the price average 
for the longest term tax exempt Treasury bonds declined 
about %  point. Subsequently, however, prices of tax 
exempt bonds advanced about 1%  points to reach on 
April 21 a new high for 1941, only %  of a point below 
the record high of December 10, 1940. The heaviest 
gains during this advance coincided with the announce
ment of the Treasury’s proposals for new taxes which 
gave rise to expectations that Government borrowing 
would not be so large as had previously been anticipated.

The taxable 2%  per cent Treasury bonds of 1952-54 
showed a net gain of 1% points for the month of April, 
and the taxable 2 ’s of 1948-50 advanced about l 1/̂  points. 
Spreads between the yields of taxable and tax exempt 
Treasury bonds of comparable maturity widened to ap
proximately one half of one per cent during the early 
discussion of the new tax program (April 17-22). How
ever, the spreads later narrowed to about four tenths of 
a per cent, apparently reflecting the point of view that 
increases in corporate income taxes would take a form 
which would tax income from the partially tax exempt 
Treasury bonds.

During the first half of April the average yield on 3 
to 5 year tax exempt Treasury notes rose 0.05 per cent 
to 0.55 per cent, but in the latter part of the month this 
gain was canceled. During the course of the month, yields 
on the taxable %  per cent National Defense note issues 
of 1944 and 1945 declined, on the average, by 0.12 per 
cent to 0.70 per cent for the 1944 issue and 0.75 per cent 
on the 1945 issue.

Accepted bids on the five weekly issues of taxable 
Treasury bills during April were tendered at declining 
prices. The accepted bids for the issue dated April 2 
were awarded at an interest equivalent of 0.055 per cent 
and those for the issue dated April 30 were awarded at 
0.097 per cent. Each of the weekly issues was in the 
amount of $100,000,000 and each replaced similar 
maturities.

On April 9, the Treasury, on behalf of the Recon
struction Finance Corporation, offered for siibscription 
at par and accrued interest taxable Reconstruction
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Finance Corporation notes in two series, each in the 
amount of $300,000,000: %  per cent Series U notes 
dated April 17, 1941 and maturing October 15, 1942, 
and 1 Ys per cent Series V notes dated April 17, 1941 
and maturing July 15, 1943. These issues, fully guar
anteed by the United States, were heavily oversub
scribed. Subscriptions for the Series U notes were 
allotted 12 per cent, or $319,895,000, and for the Series V  
notes 9 per cent, or $324,397,000. At the end of the 
month, the 1%  per cent notes were quoted at 100% and 
the 7/s  Per eent notes at 100%.

Security M arkets

In a limited volume of trading, stock prices declined 
during April to the lowest level since early June of 
last year. Encouraging news from the Mediterranean 
and favorable domestic business prospects were the domi
nating influences as the month of April opened. The 
average price of common stocks included in Standard’s 
90 stock index on April 3 reached a high mark since 
February 8 but was still some 6%  per cent below the
1941 high. However, accompanying the invasion of 
Yugoslavia and Greece, and succeeding Allied setbacks, 
the stock price average declined irregularly until by 
April 22 the lowest level of last June was approximated, 
as the accompanying chart indicates. During this reces
sion, share prices dropped about 8 per cent. The slight 
recovery on April 23 and on following days was appar
ently technical, since war dispatches on those days and 
discussion of higher domestic tax rates in Congress were 
not conducive to firmer stock quotations, and at the 
end of the month the stock price average dipped again 
to the April 22 low.

Prices of domestic corporation bonds moved within 
a relatively narrow range in April. Medium grade 
bonds of this type, classified as Baa by Moody’s Invest
ors Service, continued their price advance of the pre
vious month and a half to a new record high on April 4. 
In the ensuing four sessions %  of a point was lost but 
by the end of the month most of this loss was regained. 
The firmness shown by the Baa bonds in recent months 
contrasts strongly with the weakness apparent in stock 
prices since early November, as can be seen in the chart. 
The principal reason for this divergence appears to lie 
in the tax situation. Interest on corporate bonds is a 
charge against income before deduction of taxes, while 
dividends on stocks are paid out of net income after 
deduction of taxes. Thus, the current high corporate 
taxes and anticipations of still higher rates have reacted 
against stock prices while prospects of active business 
and substantial profits before taxes have tended to 
strengthen prices of medium grade bonds.

The price average of Moody’s list of high grade 
(Aaa) corporate bonds moved within a range of only 
%  of a point during April and showed no particular 
trend. Meanwhile, prices of prime municipal bonds 
(the income from which is not taxable by the Federal 
Government) moved somewhat higher, continuing the 
irregular advance in progress since late in February. 
The volume of bond trading on the New York Stock 
Exchange during April was at about the same level as 
in March.

S TO C K  BOKJO
PR ICES PR IC ES

M onthly Range o f Prices o f Stocks and M edium Grade Bonds (Stand
ard and P oor’ s Corporation 90 stock  index and M oody ’ s 

Investors Service average price o f Baa corporate bonds)

N ew  Financing

Owing chiefly to a sharp decline in corporate financing 
during April, the total of corporate and municipal new 
security issues, at $261,000,000, was the smallest for 
any month since September, 1940. Of the $134,000,000 
of new corporate issues, also the smallest monthly amount 
since September, 1940, less than $40,000,000 represented 
funds to be used for new capital purposes.

A few sizable corporate offerings were made during 
the first half of the month and moved satisfactorily but 
during the latter half the market for new issues was 
relatively inactive. An unusual feature of the month 
was the successful public offering of United Gas Im
provement Company’s entire holdings, 701,000 shares 
valued at about $29,800,000, of the common stock of 
the Connecticut Light and Power Company; however, 
this flotation was not considered to represent new financ
ing and therefore is not included in the totals.

The principal issues included in the new financing 
totals for April are as follows:

C o r p o r a t e

$30,000,000 Koppers Company securities consisting of $22,000,-
000 first mortgage 3% per cent bonds of 1961, 
priced at 102 to yield 3.36 per cent and 
$8,000,000 of 2 per cent serial notes matnring 
from 1941 to 1947, priced at par; chiefly for 
refunding purposes

25,000,000 Swift and Company securities consisting of 
$12,500,000 of 2 %  per cent debentures of 1961, 
priced at 99% to yield 2.78 per cent and 
$12,500,000 serial debentures maturing from 
1942 to 1951, priced at par to yield 0.35 to 2.05 
per cent; for refunding purposes

16,500,000 Republic Steel Corporation 2 per cent serial notes 
maturing from 1941 to 1948, sold privately; for 
refunding purposes

M u n i c ip a l

$22,000,000 Consumers Public Power D istrict of Nebraska 
2% per cent to 3% per cent revenue bonds con
sisting of $15,000,000 serial bonds maturing 
from 1942 to 1970, priced to yield 1.00 to 3.50 
per cent and $7,000,000 term bonds due in 1971, 
priced at 100% to yield 3.47 per cent; for new 
capital purposes
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Temporary financing, not included in the totals men
tioned above, amounted to $116,000,000 and included 
$48,800,000 of short term obligations of 17 local housing 
authorities, with maturities ranging from September,
1941 to March, 1942 and sold at rates ranging from 0.33 
to 0.45 per cent. In addition, the Federal Intermediate 
Credit Banks sold $31,000,000 of 0.75 per cent consoli
dated debentures due in six and twelve months, on a 
basis of 0.35 and 0.45 per cent, respectively.

Indications are that a number of public utility com
panies are making plans to float new issues of rather 
substantial size, either for refunding purposes or to 
carry out integration provisions imposed by the Securi
ties and Exchange Commission. The following are 
among those issues reported to be under discussion: 
$120,000,000 Columbia Gas and Electric Corporation 
debentures, $95,900,000 Alabama Power Company bonds, 
$45,000,000 bonds and preferred stock of the New York 
State Electric and Gas Corporation, $36,500,000 Virginia 
Public Service Company bonds and debentures, and 
$20,000,000 of 5 per cent preferred stock of the Louis
ville Gas and Electric Company. It is reported that 
the American Telephone and Telegraph Company is 
considering the issuance of approximately $150,000,000 
of new securities of which about $50,000,000 would 
represent new capital. Forthcoming municipal issues 
may include $136,000,000 City of Philadelphia and 
$51,200,000 City of Detroit refunding bonds.

Gold M ovem en ts

Imports of gold into the United States during April, 
aside from one large shipment from South Africa, were 
in very small volume. Gold held under earmark for 
foreign account at the Federal Reserve Banks rose about 
$10,000,000 during April to a new high figure of approxi
mately $1,915,000,000. The gold stock of the United 
States increased about $140,000,000 during the month, 
or by about the same amount as in the previous month.

In the five weeks ended April 23, the Department of 
Commerce reported the receipt of $177,100,000 of gold 
in the following principal amounts: $132,200,000 from 
South Africa, $16,800,000 from Canada, $11,000,000 from 
Australia, $5,200,000 from Colombia, $4,100,000 from 
the Philippines, $1,200,000 from Mexico, $1,100,000 from 
Peru, $600,000 from the United Kingdom, and $600,000 
from Hong Kong.

Central B an k R ate  Change

According to a recently received bulletin of the 
Central Bank of Bolivia, the Bolivian bank rate was 
reduced to 6 per cent on November 8, 1940, from the 
6%  per cent rate which had ruled since August 9, 1938.

Foreign Exchanges

Although the volume of trading in the New York 
exchange market continued to be on a small scale, the 
past month witnessed a number of new developments, 
including the extension on April 28 of the United States 
Treasury’s “ freezing”  regulations to cover all Greek 
property situated in this country and the elimination

of the drachma from the list of those currencies still 
traded in in New York.

In the early part of the month interest centered in the 
Canadian dollar, which received considerable strength 
from market rumors that some arrangement might soon 
be made to bring the Canadian dollar to par with the 
United States dollar. As a result, the unofficial discount 
on Canadian exchange narrowed from 15% per cent 
on March 29 to 12 3/16 per cent on April 1. Later 
official information on these rumors resulted in a tem
porary reaction in the rate, but by April 15 the unofficial 
discount had further narrowed to 11% per cent, the 
best rate since November, 1939. The announcement on 
April 20 of the economic agreement between the United 
States and Canada together with the approaching sea
sonal tourist demand for the Canadian dollar probably 
helped to hold the unofficial discount near this level dur
ing the remainder of the month.

The past month’s trading in foreign exchange was 
also featured by a noticeable, though short-lived, reac
tion in the Swiss franc. After holding firm at around 
$0.2322 for some time, the dollar rate for the Swiss franc 
turned downward on April 17 and on the following day 
reached a low of $0.2316, accompanying offerings from 
Continental and Far Eastern sources. The fact that 
this reaction more or less coincided with an increased 
demand for Argentine exchange in this market sug
gested the possibility of a movement of funds from 
Switzerland to Argentina through the medium; of the 
dollar, as direct conversion of Swiss francs into pesos 
may have been limited by the thinness of the Swiss 
market for the Argentine peso. On April 21, however, 
some Continental and South American demand devel
oped for the Swiss franc, with the result that the New 
York rate soon recovered to $0.2321, or close to the level 
prevailing before the reaction. The New York free rate 
for the Argentine peso, on the other hand, subsequently 
receded to close the month at $0.2350, as against a high 
of $0.2374 reached on April 16.

After holding around $4.03 since August, 1940, the 
New York unofficial rate for sterling reacted in mid- 
April in an extremely thin market to reach a low of 
$4.00% on April 18. By the end of the month, however, 
quotations had returned to $4.03%. The discount on 
the Cuban peso against the dollar widened rather sub
stantially to 5%  per cent in the early part of the month 
and although it subsequently narrowed again to end the 
month at 3%  per cent, it nevertheless remained wider 
than the 3%  per cent level reached on March 28.

With respect to the Far East, a stabilization agree
ment between the United States and China, involving 
the purchase of Chinese yuan by the United States 
stabilization fund in the amount of 50,000,000 United 
States dollars, was signed on April 25. At the same 
time, negotiations were completed for a similar agree
ment between China and Britain, under which a total 
of £5,000,000 is provided for currency stabilization in 
addition to the existing Sino-British fund which was 
set up in 1939. In the Shanghai market, the currency of 
the Chungking Government continued to hold steady in 
terms of both the United States dollar and the pound 
sterling, closing April at about 5 3/16 cents and 3 3/16  
pence, respectively.
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United States foreign merchandise trade during March 
showed considerable expansion in both exports and im
ports over the average levels of recent months. Reflect
ing in some measure shipments made under the lend- 
lease arrangement, exports of United States merchandise 
increased to $351,000,000, the largest volume since Janu
ary, 1940, exceeding the relatively high figure of March, 
1940, by $8,000,000. Influenced by accelerated purchases 
of foreign materials for the defense program, imports 
for consumption rose to $255,000,000, which was 
$48,000,000 more than in the comparable month of last 
year and the largest value for any month in nearly four 
years. The excess of exports, though somewhat above 
that of February, was considerably smaller than that 
of a year ago.

Large gains over a year ago were recorded in March 
exports of finished manufactures, the value of which was 
increased to $254,000,000 (or 72 per cent of all exports) 
from a value of $197,000,000 (or 58 per cent of the 
total) in March, 1940. The chief factors in this expan
sion were heavy shipments abroad of war material; the 
value of exports of aircraft and parts rose to $50,000,000 
compared with $20,000,000 in March last year, and 
shipments of firearms and ammunition increased to 
$14,000,000, compared with $1,000,000 a year previous. 
On the other hand, considerable declines from the levels 
of March, 1940, occurred in exports of copper and a 
number of other semimanufactured products. Exports 
of the majority of crude materials and of agricultural 
commodities generally continued far below those of a 
year ago. At a value of $29,000,000 shipments abroad 
of agricultural products comprised only 8 per cent of 
total exports, and were less than half the value in March, 
1940; cotton exports alone declined to $6,000,000 from 
a value of $26,000,000 a year earlier.

Increases over a year ago occurred in a wide variety 
of imports during March, and were especially marked in 
the cases of crude rubber, wool, coffee, sugar, copper, 
and tin. Imports of diamonds, vegetable oils, and of 
finished goods taken as a whole, however, were materially 
reduced from the levels in March, 1940.

Since the outbreak of the present European war this 
country’s foreign merchandise trade has undergone con
spicuous changes, as is indicated in the accompanying 
chart. Shifts in exports from the United States have 
resulted partly from the progressive cutting off of Con
tinental Europe from outside markets and partly from 
increased British Empire purchases of materials in this 
country. With respect to imports into the United States, 
the expansion since August, 1939, has been concen
trated largely in strategic or critical materials for 
defense purposes.

During the twelve months immediately preceding the 
war, monthly average exports from the United States 
amounted to $245,000,000, of which $100,000,000, or 
41 per cent, was destined for British Empire coun
tries. During the first war year the monthly average 
value of United States exports increased to $335,000,000 
and of this $148,000,000, or 44 per cent, went to the 
British Empire. The monthly rate of United States ex
ports during the following six months was reduced

Foreign Trade

SER’3 8 -  5E R *39- S£R ’4 0 -  
AUG'39 AUG/40 FEB/41

M onthly A verage United States Exports and^ Im ports o f 
M erchandise, by Groups o f Countries

somewhat— to $320,000,000— but purchases of American 
products by the British Empire were further increased 
to a monthly average value of $203,000,000, so that 
these constituted nearly two thirds of the total for the 
September, 1940-February, 1941, period. While the 
dollar volume of United States shipments to Latin 
America has also expanded since the outbreak of war, 
the Latin American share of our total exports has 
remained approximately unchanged, at about 20 per 
cent. Meanwhile, the proportion of United States exports 
to all other countries (other than countries of the British 
Empire and Latin America) declined from 40 per cent of 
the aggregate in the twelve months before the war to 17 
per cent in the first six months of the second war year.

While United States imports have not been charac
terized by as marked changes as occurred in exports 
since the beginning of the war, total receipts of foreign 
products have risen appreciably, from a monthly aver
age prewar value of $178,000,000 to $224,000,000 in the 
six months ended February of this year. The expan
sion in imports was concentrated in considerable measure 
in strategic materials, many of them obtained from 
British Empire countries, for example, rubber and tin 
from British Malaya and nickel from Canada. The 
United States has also increased its purchases from 
Latin America, to represent 27 per cent of the total 
in the period from September, 1940, to February, 1941, 
compared with about 24 per cent in the twelve months 
preceding the war. These advances reflect among other 
things larger imports into this country of South Ameri
can copper, hides, and wool.

Production and Trade

Available statistical data for April indicate some 
slackening in the rate of business activity after adjust
ment for usual seasonal changes. A  strike reduced 
automobile production to an appreciable extent, and 
the range of the effect of the bituminous coal shut
down was extended as the month progressed.

Nearly 90 per cent of the country’s bituminous coal
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mining capacity was idle practically to the end of April, 
when resumption of operations began under the terms 
of an agreement reached on April 28. At the time when 
work was resumed a number of industries were feeling 
the pinch of coal shortages. Owing to actual or immi
nent shortages of coke, a number of blast furnaces were 
banked during April and the steel mill operating rate 
was reduced from an average of 100 per cent of calculated 
capacity in March to about 94% per cent at the end of 
April. The threat of a strike in the steel industry 
was averted around the middle of the month when 
major producers granted wage increases of 10 cents an 
hour. Automobile production was reduced because of 
a strike which closed plants of the Ford Motor Company 
for two weeks, and towards the end of the month strikes 
were threatened at plants of the General Motors Corpo
ration. At the request of the Office of Production Man
agement, the automobile industry agreed to an initial 
reduction of 20 per cent in its production schedules for 
the model year beginning next August, in order to release 
materials and productive capacity for defense needs.

The cotton gray goods market was relatively inactive 
during most of April, but the mills were said to be still 
booked far ahead. The stoppage of work at the bitu
minous coal mines accounted for a sharp reduction in 
the movement of bulk freight over the railroads, but 
loadings of merchandise and miscellaneous freight ap
pear to have been well maintained. Incomplete figures 
indicate that electric power production declined more 
than usual in April.

In March, this bank’s seasonally adjusted index of 
production and trade was unchanged from the February 
level of 104 per cent of estimated long term trend. This 
figure compares with 88 in March, 1940. While activity 
in most lines covered in the index continued to rise dur
ing March, in a number of cases increases failed to equal 
typical rates of gain between February and March of 
other years.

Operations in key defense industries, many of them 
in the producers’ durable goods category, continued to 
mount during March, especially in lines where pressure 
for increased output is greatest and where productive 
facilities have been and are being considerably enlarged. 
Plants producing aircraft, engines, and machine tools 
reached new peaks of activity, and there were also 
further gains at shipyards, foundries and machine shops, 
and plants producing electrical apparatus. On the other 
hand, production of pig iron, cement, and lumber, while 
at high levels, failed to increase as much as usual over 
February, and agricultural implement manufacturers 
were less active than in February, owing to labor 
difficulties.

Among industries classified as producers’ nondur
able, record-breaking rates of operation were attained 
by cotton and woolen textile mills. Bituminous coal pro
duction, in reflection of stocking up prior to the expira
tion of the wage agreement on March 31, reached the 
highest level in four years.

Irregular changes occurred in consumers’ goods indus
tries, after adjustment for usual seasonal movements. 
While operations of furniture and radio manufacturing 
plants were somewhat increased, the expansion in resi

dential building contract awards was smaller than usual 
between February and March and daily average pas
senger automobile production fell off slightly instead of 
advancing as in most other years. A  decline of three 
points in the distribution to consumer index resulted 
from a much smaller than usual gain in new passenger 
car sales over the exceptionally high levels of preceding 
months; in other lines of retail trade activity appears to 
have been maintained at about the February level, sea
sonal factors considered.

(Adjusted for seasonal variations and estimated long term trend; 
series reported in dollars are also adjusted for price changes)

1940 1941

Mar. Jan. Feb. Mar.

Index of Production and Trade....................... 88 103 10 ip 104?)
Production of:

Producers’ durable goods....................... 77 117 115p 114p
Producers’ nondurable goods................. 93r 106 108p 112p

Consumers’ durable goods..................... 73 r 89 89 p 87 p
Consumers’ nondurable goods............... 95 99 99 p 100 p

Primary distribution.................................... 82 95 97 p 99 p
Distribution to consumer........................... 93 104 108p 105p

Industrial Production
Steel................................................................. 73 127 119 118
Automobiles.................................................. 90 101 115 106
Bituminous coal............................................ SQr 92 99 120p
Crude petroleum.......................................... 95 87 86 85 p
Electric power............................................... 97 106 107p 109p
Cotton consumption.................................... 102 127 132 136
W ool consumption....................................... 94 150 r 159p 18 6p

97r 120 116p 114p
Meat packing................................................ 103 96 100 108p
Tobacco products......................................... 88 94 97 99

Manufacturing Employment
Employment.................................................. 93 106 107 107p
Man-hours of employment......................... 87 105 106 107p

Construction
Residential building contracts................... 42 55 64 47
Nonresidential building and engineering

46 69 68 94

Primary Distribution
Ry. freight car loadings, mdse, and misc. 81 100 100 99
Ry. freight car loadings, other.................. 80r 88 90 100101 95 98 104p

70 81 84 90p

Distribution to Consumer
Department store sales (U. S .) ................. 87 100 103 102

98r 100 100 lOlp
Variety chain store sales............................. 100 102 107 105
Mail order house sales................................ 93 101 105 104
New passenger car sales.............................. 86 125 142 113

Velocity o f Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average =  100).. . 59 57 57 60
Velocity of demand deposits, New York

City (1919-25 average =  100)............... 27 r 23 24 25

Cost of Living and W ages*
Cost of living (1935-39 average =  100).. 103 105 105 105p
Wage rates (1926 average =  100)............ 113 116 116 117p

p Preliminary r Revised * Not adjusted for trend

Building

During the first three months of 1941 the total value 
of construction contract awards in the 37 States covered 
by the F. W . Dodge Corporation reports reached the 
largest first quarter total since 1930, 58 per cent above 
the figure for the corresponding months of 1940. Gov
ernment contracts for defense construction accounted 
for slightly less than one half of this gain over the 
first quarter of last year.

While awards for both residential building and heavy
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engineering projects during the first quarter of the 
current year were more than one-third greater than in 
the corresponding period of last year, the most sub
stantial increase was in the field of factory building, 
awards for which were more than four times as great as 
in the first quarter of 1940. The volume of factory build
ing awards in the first three months of this year was 
the largest for any quarter since the Dodge records 
became available in 1925 and exceeded that in the first 
quarter of 1929 by 48 per cent. Of total contracts 
awarded by the Government in connection with the de
fense construction program during the first quarter this 
year, 28 per cent was for plant construction and expan
sion, as compared with 23 per cent for public works, 
and 15 per cent for residential building.

While the total value of construction contracts awarded 
in 37 States showed a large increase during the first 
quarter of 1941 compared with the same quarter of 
1940, in New York and Northern New Jersey there was 
little change between the two periods. The fact that 
only about 1 per cent of all Government defense con
struction awards during the first quarter of the current 
year was for projects in this district accounts primarily 
for the less favorable comparison. Awards for residen
tial building were 9 per cent higher than in the 1940 
quarter, while heavy engineering projects were off 10 
per cent. The only large increase in this district was 
for manufacturing building, which was more than double 
the volume in the first quarter of 1940.

E m ploym ent and Payrolls

During March factory employment in New York State 
rose 2%  per cent and payrolls increased 5 per cent. 
These gains were shared generally by plants throughout 
the State and were not restricted to firms with defense 
orders; every major industrial group and industrial 
area of the State showed increases in working forces. 
Particularly large gains in employment were shown in 
the firearms, shipbuilding, airplane, and machinery in
dustries. Compared with a year ago, working forces 
were 20 per cent higher and payrolls were 33 per cent 
greater. Average weekly earnings of wage-earners em
ployed by reporting firms rose during March to $31.32, 
about 11 per cent above March, 1940, and the highest 
figure ever reported by the State Department of Labor. 
Increases in both working hours and wage rates con
tributed to this rise.

Total nonagricultural employment in the United States 
as a whole increased by almost 300,000 persons during 
March, reaching a total of 37,200,000 according to the 
revised estimates of the Bureau of Labor Statistics. 
During the twelve months ended with March, nonagri- 
cultural employment rose about 2,400,000. In the same 
period there was an increase of almost 900,000 in military 
and naval personnel, not included in the figures for 
nonagricultural employment.

Over one half of the gain in nonagricultural employ
ment during March was accounted for by a further in
crease in working forces at manufacturing establish
ments. Factory employment rose 2 per cent and pay
rolls 3 per cent, both gains being larger than usual for 
this time of year. Employment increases were numerous

PER  C E N T

M an-H ours o f  E m ploym ent in Certain Industries Producing Defense 
Goods, and in A ll M anufacturing Industries (1935-39  

average — 100 per cen t; data derived from  
Bureau o f Labor Statistics figures)

among nondurable goods industries although durable 
goods lines generally continued to show larger gains. 
Durable goods industries stimulated by defense orders—  
particularly foundries and machine shops, electrical 
apparatus, shipbuilding, and aircraft— continued to take
011 additional workers in substantial numbers. Employ
ment in the agricultural implements industry decreased 
considerably because of strikes. Compared with March, 
1940, total factory working forces were 15 per cent 
larger and payrolls 31 per cent greater.

The accompanying diagram showing man-hours 
worked in certain industries reflects the effect of the 
continued stimulation of the National defense program 
on the production of aircraft, ships, machine tools, and 
electrical apparatus, compared with manufacturing as a 
whole. These increases in man-hours of employment 
represent not only greatly enlarged working forces but 
also longer working hours. Latest reports of the Bureau 
of Labor Statistics indicate that in all manufacturing 
industries combined working hours averaged 40 hours 
per week, and in the defense industries shown the aver
age is considerably higher, workers in machine tool 
plants, for example, averaging approximately 52 hours 
per week. While man-hours worked in all manufacturing 
have increased about 40 per cent in the period shown, 
in the electrical industry the figure for man-hours has 
more than doubled since January, 1939, in shipbuilding 
and the manufacture of machine tools it has tripled, 
and at aircraft factories man-hours of employment were
6 V2 times as great as in January, 1939.

C om m odity Prices

Price advances in wholesale commodity markets were 
less pronounced in April than in March, owing in con
siderable measure to the depressing effect of war news. 
The rise in raw industrial prices shown in the two pre
ceding months was arrested. The Bureau of Labor 
Statistics comprehensive weekly index of wholesale prices 
rose at a somewhat slower rate than in March to reach, 
on April 19, a new high since November, 1937.
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During the first part of the month advances were 
concentrated in foodstuffs, which reflected the Senate’s 
addition of $450,000,000 to the Agricultural Appropria
tions bill passed by the House and the announcement of 
a Surplus Marketing Administration program to pur
chase livestock, poultry, and dairy products until the 
quotations for these commodities are raised to specified 
levels. Subsequent rejection by the House of the Senate’s 
addition to the appropriations bill, however, was followed 
by a downward price reaction.

The average price of hogs in Chicago advanced to 
$8.81 a hundredweight on April 10, the highest level 
since September, 1939, and at $8.48 on April 30 showed 
a net gain of 80 cents for the month as a whole. A  rise 
also occurred in lard and cottonseed oil prices. About 
the middle of the month, cash corn and wheat quotations 
reached new highs for the last eleven months but later 
declined. Spring wheat at Minneapolis closed the month 
at 92% cents a bushel, little changed from the level 
prevailing at the end of March. The Department of 
Agriculture announced that up to the middle of April
20,000,000 bushels of wheat under the 1940 loan had 
been repossessed but that 257,000,000 bushels still re
mained under seal. Rates of parity payments to farmers 
who plant within their 1941 acreage allotments were 
announced on April 17 by the Department of Agricul
ture. The rate for wheat is 10 cents a bushel; for corn, 
5 cents a bushel; and for cotton, 1.38 cents a pound. 
In addition, cooperating farmers will receive payments 
for soil conservation.

Prices of textile fibers showed mixed changes during 
April. Average quotations for cotton in ten Southern 
markets rose 24 points to 11.35 cents a pound, the highest 
level since 1937. Wool prices showed little change 
while raw silk in New York, following the movement 
in primary markets, showed a net decline of 14 cents 
to $2.81 a pound. There was a downward reaction of 
nine points to 3.31 cents a pound in sugar, while rubber 
quotations rose 1 cent to 23% cents a pound, the highest 
level since May, 1940.

As a result of the establishment of the Office of Price 
Administration and Civilian Supply on April 11, price 
stabilization, the control of prices, and the protection 
of consumer interests will for the most part be centered 
in one agency. Price control and priority measures 
adopted during April by this or other Government agen
cies were concentrated largely upon minerals. Price ceil
ings were established for iron and steel, and iron and steel 
scrap, while bituminous coal prices were pegged at levels 
prevailing on March 28, and nickel steel became the 
seventh item to be placed under an industry-wide priority 
system. Producers of lead and farm machinery were 
requested not to raise their prices. The allocation to a 
defense pool of 17 per cent of zinc output was ordered 
for May, as compared with 5 per cent in April, and a tin 
conservation program was developed which may effect 
a 15 per cent reduction in the amount of tin used by 
can manufacturers. April allocations of copper from 
the stock pile of the Metals Reserve Company were

placed at 55,000 tons. This Government agency bought 
over 20,000 tons of copper sold to France before the 
capitulation, but not delivered.

D epartm ent Store Trade

For the four weeks ended April 26, sales of the report
ing department stores in this District were about 20 per 
cent higher than in the corresponding weeks of 1940, 
which period, however, was entirely after Easter. Never
theless, the daily rate of sales for this portion of April 
appears to have increased more than usual over the 
March level, the changing date of Easter and other 
seasonal factors considered.

Total March sales of the reporting department stores 
were about 5 per cent higher than in March, 1940, and 
advanced about as expected over the February average. 
March sales of housefurnishings, including linens and 
domestics, were again substantially higher than a year 
ago, while large declines were reported in various lines 
of women’s ready-to-wear accessories and men’s and 
boys’ wear, doubtless reflecting the later Easter trade 
this year.

Retail stocks of merchandise on hand in the depart
ment stores at the end of March were 6 per cent higher 
than a year ago, and this bank’s seasonally adjusted 
index of department store stocks in this District advanced 
one point further to 86 per cent of the 1923-25 monthly 
average.

Percentage changes from a year ago

Net sales Stock on hand
Department stores end of month

Mar. Jan. through Mar.
1941 Mar. 1941 1941

New York City (includes Brooklyn) . . +  2 +  5 +  7
Northern New Jersey.............................. +  6 +  7 +  8

+  4 +  6 +  8
Westchester and Fairfield Counties. . . + 1 1 + 1 1 +15

+17 +15 +14
Lower Hudson River Valley.................. —  1 +  4 —  3

Poughkeepsie................... ..................... +  2 +  7 —
Upper Hudson River Valley.................. +14 + 13 +  2

+ 1 1 +  8
Central New York State........................ +19 +17 +  9

Mohawk River Valley......................... +28 +24 + 1 0
+17 +16 +  9

Northern New York State..................... —
Southern New York State..................... +23 +17 0

Binghamton.......................................... + 2 1 +16 —
+45 +37 —

Western New York State....................... + 18 +13 +  3
+26 +19 +  4

Niagara Falls........................................ —  4 —  1 +  9
+ 1 2 +  9 +  2

All department stores..................... +  5 +  7 +  6

Apparel stores........................................... +  1 +  2 0

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average=100)

1940 1941

Mar. Jan. Feb. Mar.

Sales (average daily), unadjusted................. 81r 78 79 84
Sales (average daily), seasonally adjusted. 88r 99 97 98

Stocks, unadjusted........................................... Sir 73 80 87
Stocks, seasonally adjusted............................ 81r 81 85 86

r Revised.
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Index o f  P hysical V olum e o f  Industrial P roduc- 
tion, A djusted  for Seasonal Variation (1935- 

1939 a v e ra g e s  100 per cen t)

Indexes o f  Value o f  Departm ent Store Sales and 
S tocks, A djusted  for Seasonal V ariation 

(1923-1925  a vera g e= 1 0 0  per cen t)

Indexes o f  W holesale P rices Compiled b y  U nited 
States Bureau o f Labor Statistics 

(1926 a v e r a g e s  100 per cen t)

Wednesday Figures for Reporting Member Banksin 101 Leading Cities (Latest figuresare for April 9)

Business Conditions in the United States 
(Summarized by the Board of Governors of the Federal Eeserve System)

I NDUSTRIAL activity increased further in March but declined somewhat in 
the first half of A pril owing to temporary reductions in output of bitum i

nous coal and automobiles. Wholesale prices of many commodities advanced 
considerably and the Government took steps to lim it price advances of some 
additional industrial materials.

P r o d u c t io n

Volume of industrial output continued to increase in March and the Board’s 
seasonally adjusted index rose from 141 to 143 per cent of the 1935-39 average. 
A ctiv ity  increased further in most durable goods industries, particularly in 
those producing machinery, aircraft, ships, and armament. Steel production 
increased to about 100 per cent of rated capacity.

Automobile production, which usually increases considerably in March, 
showed little  change from the high rate reached in February. In  the first half 
of A pril output was reduced considerably owing to a shutdown at plants of the 
Ford Motor Company during an industrial dispute which was settled about the 
middle of the month. Retail sales of new and used cars advanced to new peak 
levels in March and dealers’ stocks at the beginning of A p ril amounted to about 
a month’s supply at the current rate of sales. Output of lumber, which had 
been sustained at unusually high levels during the winter months, rose less than 
seasonally.

Activ ity in the textile and shoe industries increased further in March. 
Cotton consumption rose to a record level of 854,000 bales and there was also 
an increase in rayon deliveries. A t wool textile mills activity was sustained at 
the peak rate reached in February, not showing the usual large seasonal decline, 
and in the chemical and rubber industries further advances were reported.

Bituminous coal production rose considerably, while output of crude petro
leum was maintained in March at about the rate that had prevailed in the four 
preceding months. In  the first half of A pril coal production declined sharply, 
however, as most mines were closed pending conclusion of contract negotiations 
between mine operators and the miners’ union. Production of nonferrous 
metals continued in large volume in March and deliveries of refined copper 
showed a sharp rise as domestic production was supplemented by supplies 
received from South America.

Construction contract awards rose sharply in March and were larger than 
in any month since the middle of 1930, according to the F. W. Dodge Corpora
tion data. The rise was chiefly in awards for publicly financed work, which had 
been reduced considerably in January and February, and in private nonresi
dential projects, particularly factory construction. Awards for private resi
dential building, which had been unusually large during the winter months, 
showed less than the customary seasonal rise in March.

D is t r ib u t io n

In  March distribution of commodities to consumers was sustained at the 
high level reached in February. Sales at mail order houses and department 
stores increased seasonally and variety store sales showed more than the usual 
seasonal rise.

Freight car loadings increased by about the usual seasonal amount. Load
ings of coal and grain rose considerably, while shipments of miscellaneous 
freight, which in previous months had risen steadily, on a seasonally adjusted 
basis, showed a smaller increase than is usual at this time of year.

C o m m o d it y  P r ic e s

Prices of basic commodities continued to advance sharply from the middle 
of March to the middle of April. There were substantial increases in prices 
of domestic foodstuffs and further advances in burlap, cotton, rubber, and lead. 
Increases were also reported in wholesale prices of a number of manufactured 
products and the general index of the Bureau of Labor Statistics rose two 
points to 83 per cent of the 1926 average.

Informal action was taken by the Government to discourage price increases 
of some additional industrial materials and maximum price schedules were 
established for steel, bituminous coal, secondary and scrap aluminum and zinc, 
and iron and steel scrap. Sharp reductions in prices of some kinds of non- 
ferrous metal scrap resulted. Announcement of an expanded Federal purchase 
program for hog, dairy, and poultry products was followed by price increases 
for these and related products.

B a n k  Cr e d it

Total loans and investments at reporting member banks in 101 cities 
increased during March and the first two weeks of April. Commercial loans 
continued to rise substantially, and holdings of United States Government 
securities increased further, reflecting purchases of new Treasury offerings.

U n it e d  S t a t e s  G o v e r n m e n t  S e c u r it y  P r ic e s

Prices of United States Government securities declined irregularly from 
March 15 to A p ril 9 but subsequently rose slightly. The 1960-65 bonds showed 
a net loss of about % of 1 point on A pril 15, following a rise of about 3 %  

points in the previous month. The yield on this issue on A pril 15 was 2.14 
per cent, compared with 2.03 per cent at the all-time peak in prices on Decem
ber 10, and 2.30 per cent at the recent low in prices on February 15.
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of Credit and Business Conditions

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Eeserve Bank, New York June 1 ,1 9 4 1

M on ey  M arket in M a y

Considerable interest was manifest in the money 
market during May as to the progress of the Treasury’s 
program for the sale of defense savings obligations. In
terest in the subject has at least two aspects: first, the 
sales of such securities will be a measure of the absorp
tion of savings out of current incomes and previously 
accumulated idle funds, which might otherwise be used, 
at least in part, for the purchase of consumers’ goods 
requiring materials and labor for their production that 
are needed for the defense program; and, second, sales 
of securities of the savings bond type will give an indica
tion as to the amount of borrowing which will remain 
to be accomplished by sales of the usual types of “ mar
ket”  securities.

The figures that have been released by the Treasury 
show that completed sales of defense savings obligations 
from May 1 through May 24 amounted to $350,700,000, 
including sales of Series E, F, and G Savings Bonds 
as well as Defense Postal Savings Stamps. As com
pared with this total for the United States, sales in the 
Second Federal Eeserve District totaled $106,000,000, 
not including Defense Postal Savings Stamp sales nor 
sales of Series E bonds through the post offices. It is 
expected that reports for the final week of May will 
show a further substantial volume of sales, as it is 
believed that in the latter part of May increased amounts 
of trust funds were invested in the Series G bonds. These 
latter purchases represented, in part, switches out of 
other securities which were deferred until late in the 
month because, by the terms of the Savings Bonds, pur
chases made any time within a month earn interest from 
the first of that month.

Sales of Savings Bonds in immediately ensuing months 
are not expected to equal the May volume, since it is 
likely that a part of the May sales represented invest
ments of accumulated idle funds that cannot be repeated 
in the near future, and since some subscribers may have 
purchased in the first month their full quota for this year. 
On the other hand, investments of current savings in 
Savings Bonds may tend to increase in coming months. 
Arrangements for the investment in defense savings obli
gations of a portion of current income, as it is earned, 
probably have been concluded by only a limited number 
of the potential total of such purchasers, and substantial 
additions to the class of savers putting funds regularly

into these obligations may occur in the future, partly 
through the medium of payroll deduction plans such as 
have been made available to the employees of some con
cerns. In any event, it is difficult to appraise the manner 
in which these factors will operate over the next few 
months, and it is therefore difficult to estimate the total 
amount of funds which may flow into the Treasury 
through sales of defense savings obligations over the 
next fiscal year.

Meanwhile, during May, Treasury expenditures for 
National defense purposes continued to increase. As is 
indicated in the accompanying diagram, payments by the 
Treasury on this account probably exceeded $800,000,000 
for the month, judging from Treasury daily statement 
data for the first 29 days. In line with indications by 
the Secretary of the Treasury, last March, that the next 
public offering of ‘ ‘ market ’ ’ issues of Government securi
ties would be in May, the Treasury on May 22 made an 
offering of $600,000,000 of 2%  per cent Treasury bonds 
of 1956-58 for cash, and in conjunction therewith of
fered bonds of the same issue, and also %  per cent 
Treasury notes due March 15, 1943, in exchange for 
Treasury bonds maturing August 1, 1941, outstanding 
in the amount of $834,000,000. The cash offering was 
heavily oversubscribed, allotments being only 8 per cent 
of subscriptions, and the greater part of the Treasury

U nited States Treasury E xpenditures for  N ational D efense Purposes 
(M ay, 1941, estim ate based on D aily Statem ent o f  the T reasury 

figure fo r  first 29 days o f the m onth)

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

June 1, 1941



42 MONTHLY REVIEW, JUNE 1, 1941

bonds due August 1, 1941, were exchanged for the new 
bonds rather than the notes.

The outstanding success of this financing indicated that 
the market for Government securities had not been 
appreciably affected by the substantial reduction in 
member bank excess reserves during recent months. In 
the first two weeks of May, the excess reserves of the 
New York City banks declined $165,000,000 further to 
$2,350,000,000 on May 14, and at this figure were nearly 
$1,200,000,000 below the year’s high which was reached 
in January. During the period since January, the 
excess held by all member banks showed a decline of 
the same extent, so that banks outside New York City 
had no net change in their aggregate excess reserve 
position. The decline in excess reserves in New York 
since January is to be attributed primarily to a net loss 
of about three quarters of a billion dollars of reserve 
funds through Treasury transactions, representing the 
excess of sales of new Treasury securities and tax collec
tions over Treasury disbursements in this District. Next 
in importance were an outflow of commercial and finan
cial funds from New York to other parts of the country, 
including payments for Government securities sold in 
New York by holders outside New York, and a further 
increase in the amount of currency outstanding through 
New York banks. These losses of reserve funds were 
offset only in part by gains resulting, directly or indi
rectly, from gold imports, which have declined to much 
smaller quantities than in 1940.

For the two weeks after May 14, excess reserves, both 
in New York and for the country as a whole, showed a 
sizable net increase, reflecting chiefly heavy disburse
ments by the Treasury including those for redemption 
of maturing Home Owners’ Loan Corporation bonds, 
a sizable part of which were held and redeemed in New 
York. In the week ending June 4, however, excess re
serves are expected to show a large decline, owing to pay
ments on June 2 on account of subscriptions to the new 
Treasury bond issue.

M e m b e r  B a n k  C r e d it

A  further increase of $370,000,000 occurred in the 
total loans and investments of the weekly reporting 
member banks in 101 cities during the five weeks ended 
May 28. At $27,915,000,000, the total reached a new 
high, approximately $5,475,000,000 above the level pre
vailing before the outbreak of the war. Commercial, 
industrial, and agricultural loans rose $165,000,000 fur
ther during the recent five week period, and the total 
of such loans was $1,675,000,000 higher than in August,
1939. The reporting banks’ holdings of United States 
Government direct obligations rose $165,000,000 during 
the five weeks, reflecting increases in the Treasury bill, 
note, and bond holdings of the New York City banks 
and an increase in bond holdings by banks in 100 other 
cities, partly offset by declines in bill and note holdings 
outside New York. Total direct Government security 
holdings on May 28 were $2,410,000,000 higher for all re
porting banks than in August, 1939. Holdings of Govern
ment guaranteed securities declined $80,000,000 in the five 
week period, owing to the redemption of Home Owners’

Loan Corporation bonds, and holdings of other securities 
decreased $110,000,000, also owing to maturities. As com
pared with August, 1939, holdings of Government guar
anteed securities by reporting banks are now approxi
mately $735^000,000 higher and holdings of other 
securities are $310,000,000 higher. Adjusted demand 
deposits of the weekly reporting banks showed a net 
increase of $550,000,000 during the five week period, 
to reach a new high level on May 28, approximately 
$6,200,000,000 above the August, 1939, figure.

Money Rates in New York

May 31, 1940 Apr. 30, 1941 May 31, 1941

Stock Exchange call loans. .................... 1 1 1
Stock Exchange 90 day loans............... * 1 M * I K * 1 H
Prime commercial paper 4-6 months. . t t - 5A t t ~ 5A tt-V s
Bills— 90 day unindorsed.................... % %
Average yield on Treasury notes (3-5

0.85 0.49 0.41
Average yield on Treasury bonds (not

callable within 1 2  years) f ................... 2.48 2 .0 0 2 .0 0
Average rate on latest Treasury bill

sale, 91 day issue................................. 0.067 0.097 0.069
Federal Reserve Bank of New York

discount rate.................... .................... 1 1 1
Federal Reserve Bank of New York

buying rate for 90 day indorsed bills H H t t

*Nominal. t “ Tax exempt”  issues only.

G o v e r n m e n t  S e c u r it ie s

For the month of May as a whole, there was little 
net change in long term Government bond prices. Dur
ing the first half of the month, trading was light and 
prices fluctuated over a comparatively narrow range. 
Following the disclosure on May 15 of the general nature 
of the Treasury’s immediate financing plans, quotations 
for the longest term tax exempt Treasury bonds de
clined on the average about y 2 point, over a period of 
several days, to reach the lowest level since the middle 
of April. Prices of intermediate term bonds, including 
prices of the two taxable issues, also drifted lower. Sub
sequent to the Treasury’s cash and refunding offer, and 
especially after the allotment basis for the cash offering 
was announced, prices of both long and intermediate 
term bonds advanced. The average price of long term 
tax exempt Treasury bonds moved to within about %  
of a point of the all-time peak of last December. On 
May 31, the new 2y2 per cent taxable bond issue due 
March 15, 1958 was quoted at about 103 on a “ when- 
issued”  basis.

Prices of Treasury notes, particularly tax exempt is
sues, strengthened markedly during May with resultant 
declines in yield. The average yield on 3 to 5 year tax 
exempt Treasury notes was reduced by 0.08 per cent to 
0.41 per cent. Yields on the taxable %  per cent Na
tional Defense note issues of 1944 and 1945 declined
0.03 per cent and 0.01 per cent, respectively, to 0.67 
per cent for the 1944 issue and 0.74 per cent on the 
1945 issue.

Accepted bids for the taxable Treasury bills dated 
May 7 were tendered on an interest basis averaging
0.096 per cent per annum. The remaining three weekly 
issues were awarded at prices equivalent to an interest 
rate of about 0.07 per cent. Each of the four issues 
was in the amount of $100,000,000 and each replaced 
similar maturities.
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Toward the end of the month, the Treasury Depart
ment disclosed plans for making available to certain of 
its depositaries and financial agents a special issue of 
United States Government bonds, the income from which 
will offset, at least in part, the expense incurred by such 
institutions because of the greater use of private banking 
facilities by the Government in connection with the de
fense program. The bonds, designated 2 per cent de
positary bonds, will be issued only to banks which carry 
deposits of the Federal Government. They will have 
a maturity of twelve years from the date payment for 
them is received, and, though not transferable, may be 
redeemed at any time on thirty days’ notice; they will 
be issued only in registered form and only for use as 
collateral to secure deposits of Federal funds. The 
Treasury Department was reported to have estimated 
that the total issue probably would not exceed 
$125,000,000.

Business Profits

Reported net profits of the 441 industrial and mer
cantile corporations summarized in the accompanying 
table showed a gain of 16 per cent for the first quarter 
of this year, as compared with the first three months of 
1940 (profits figures for which period have been revised 
by some companies to reallocate last year’s Federal 
taxes) and showed an increase of 10 per cent over 1937. 
In fact, it would appear that reported profits of these 
leading corporations for the first quarter of this year 
were the highest first quarter profits since 1929, despite 
recent increases in wage rates, material costs, and Fed
eral taxes. During the first quarter of this year, indus
trial production averaged about 20 per cent higher than 
in the first quarter of either 1940 or 1937.

Since the second quarter of 1940, net profits reported 
by corporations have been somewhat distorted by varying 
procedures followed by individual companies in provid
ing for current and prospective Federal taxation. For 
the first quarter of 1940, some companies have issued 
revised profits data making allowance for reallocation of 
Federal tax liability, and in all such cases, the revised 
profits figures have been lower than those shown by the 
initial reports. Similarly, any retroactive enactment of 
increased taxes this year will undoubtedly necessitate 
future downward revision of this year’s first quarter 
profits of a large number of companies.

Large gains over a year ago in first quarter net profits 
were reported by companies in the steel, coal mining, 
machine tool, building materials (including heating and 
plumbing supplies), industrial machinery and accessor
ies, and aircraft manufacturing industries. On the other 
hand, a lower level of net profits was shown by the 
petroleum, retail trade, textile, automobile, drug and 
cosmetic, and cigar company groups. The gain in profits 
over 1937 was concentrated in companies producing dur
able goods; 215 companies of this type recorded an 
aggregate gain of 24 per cent while 190 companies pro
ducing nondurable goods or providing services showed 
a decline of 8 per cent in profits, and mining company

profits were slightly lower in the aggregate, despite 
better earnings by the coal and copper groups.

With respect to the impact of higher taxation on earn
ings during the first quarter of this year, it is interest
ing to note that for a group of 75 companies that reported 
complete profit and loss data, gross sales in the aggre
gate gained 30 per cent in the first three months of 1941 
as compared with the corresponding period of a year 
ago. The cost of goods sold, including State and local 
taxes, rose 25 per cent between the two periods and net 
profit, before payment of Federal income taxes, increased 
59 per cent. Amounts reserved for Federal taxes this 
year accounted for 46 per cent of net profit before Fed
eral taxes, as against 21 per cent a year ago, and re
stricted the rise in net profit after all charges for these 
companies to 8 per cent.

During the first quarter of 1941, Class I railroads as 
a group reported net income (after payment of all 
charges but before dividends) amounting to $69,000,000. 
This compares with a deficit of $12,000,000 a year ago 
and a profit of $15,000,000 in 1937, and is the best 
showing for any first quarter since 1929. Net operating 
income (before payment of fixed charges and income 
taxes) of telephone companies increased 13 per cent 
over 1940 and was the highest first quarter operating 
income on record. Net income of other public utilities 
increased slightly over the corresponding quarter of 
last year, and reached the highest level since the fourth 
quarter of 1931.

(Net profits in millions of dollars)

No.
First quarter

Corporation group
of

cos. 1937 1938 1939 1940 1941

Advertising, printing and publishing. 
Aircraft manufacturing.........................

6
7

3 .8
1 . 6

2 .3
3 .0

2 . 1
4 .0

2 .7
8 . 2

3 .3
11.7

14 60.5 4 .0 64.0 83.3 78.9
Automobile parts and accessories 

(excl. tires)......................... ................ 41 2 0 .6 -  2 .7 1 2 . 6 21.9 25.3
Building supplies.................................... 23 1 1 . 2 1 . 0 4 .8 8 .5 12.9

27 39.9 18.0 27.1 41.5 40.0
Containers (metal and glass)............... 4 1.7 1 . 0 0 . 8 1 . 1 1 . 2
Drugs and cosmetics (incl. soap)........
Electrical equipment.............................

1 1
2 2

17.2
26.4

9 .8
11.7

15.4
13.9

16.6
23.3

16.2
27.1

Food and food products:
8 3 .9 4 .5 4 .5 4.1 4 .7
8 7 .2 7 .8 7 .9 8 .3 8.7

Confectionery...................................... 8 4 .5 4 .3 5.3 5.5 6 . 2
Other food products.......................... 13 15.6 13.9 13.0 14.4 15.9

Heating and plumbing.......................... 6 2 . 2 -  0 .9 -  0 .4 0 .7 2 .3
Industrial m achinery............................ 37 16.0 4 .4 4 .4 1 1 . 0 15.9
Machine tools.......................................... 6 1.3 0 .8 0 .5 1.4 2 .4
Mining:

Coal....................................................... 10 1 . 2 -  1 . 2 -  0 . 2 1 . 6 2 .9
5 13.1 6 .0 6 .8 15.0 15.4

Gold and silver................................... 10 7 .6 5.3 4 .8 4.1 4 .6
Other mining....................................... 1 1 17.3 13.0 1 2 . 0 13.9 14.9

Motion pictures...................................... 6 5 .2 3.1 3 .2 2 .7 3 .6
Office equipment.................................... 6 4 .8 3 .5 4 .2 3 .6 4.4
Paper and paper products................... 16 4 .3 2 . 2 1.9 4 .5 4 .3
Petroleum.................................................
Railroad equipment..............................

30
14

40.5
14.1

29.7
0 .4

12.9
2 .4

32.4
10.9

27.4
14.0

14 5.7 1.4 5.2 6 .4 5 .5
32 6 8 .6 -  5 .5 10.4 45.8 8 8 .6
1 1 5 .2 -  0 . 8 2 . 2 5.5 4 .8

Tobacco (cigars)..................................... 5 0 .6 0 .5 0 .6 0 .9 0 .9
Miscellaneous.................................... 30 2 . 1 -  2 .3 0 . 1 1.4 2 . 1

Total, 30 groups................................. 441 423.9 138.2 246.4 401.2 466.1

Class I railroads, net income............... 137 15.4 •105.7 -4 2 .8 -1 1 .9 69.0
Telephone companies, net operating

97 60.3 50.0 56.6 62.5 70.9
Other public utilities, net income. . . . 68 71.9 63.2 73.0 82.3 83.2

- Deficit
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The flotation during May of several new security 
issues of substantial size served to raise the month’s 
aggregate of new financing to $325,000,000, a total almost 
one-third above the relatively low level of the previous 
month. Most of this increase was due to a greater volume 
of corporate financing, which amounted to $229,000,000 
and included $50,000,000 of funds to be used for new 
capital purposes. On May 7, the Securities and Exchange 
Commission’s new regulation requiring competitive bid
ding for public utility flotations became effective. As 
yet, no new public utility issues have been marketed 
under the new rule.

Details of the major new security issues included in the 
totals for May are as follows:

C o r p o r a t e

$95,800,000 Union Electric Company of Missouri securities, 
consisting of $80,000,000 first mortgage collateral 
trust 3% per cent bonds of 1971, priced at 
107% to yield 3.00 per cent, and $15,800,000 
(150,000 shares) of $4.50 preferred stock, priced 
at $105.50 a share; for refunding purposes

50,000,000 The Firestone Tire and Rubber Company 3 per 
cent debentures of 1961, priced at 99 to yield 
3.07 per cent; chiefly for refunding purposes

21.300.000 Louisville Gas and Electric Company 5 per cent
cumulative preferred stock, consisting of 780,792 
shares priced at $27.25 a share and subject to 
an exchange offer to stockholders; for refunding 
purposes

M u n i c ip a l

51.200.000 City of Detroit, Michigan 21/4-3% per cent serial
bonds, maturing from 1943 to 1963; awarded at 
a net interest cost of 2.6399 per cent and reof
fered to yield 0.60 to 2.65 per cent; for refund
ing purposes.

In addition to the above, $62,200,000 of American Vis
cose Corporation preferred and common stock was of
fered to the public on May 26; however, the sale of these 
securities merely constituted the final step in the transfer 
to United States investors of a formerly British owned 
direct investment in this country and therefore was not 
considered to represent new financing on the part of 
the corporation. Short term financing, not included in 
the $325,000,000 total above, amounted to $175,000,000, 
most of which was accounted for by $75,000,000 State of 
New York tax anticipation 0.20 per cent notes, maturing 
in November, 1941, $41,800,000 temporary loan notes of 
thirteen local housing authorities, and $36,000,000 Fed
eral Intermediate Credit Bank consolidated debentures.

Security M arkets

The security markets continued relatively inactive dur
ing May and price movements held within narrow limits. 
On the New York Stock Exchange, trading in stocks 
declined to as low as 220,000 shares for a full day, the 
smallest daily volume since last August. Standard’s 
index of closing prices of 90 stocks moved within a range 
of only 3 per cent during May and was at practically 
the same level at the end of the month as at the begin
ning. There was a small net gain in industrial share 
prices accompanied by minor declines in the railroad 
and utility groups. The utility stock price average

N ew  Financing computed by Standard reached the lowest level in six 
years.

Prices of domestic corporation bonds also tended to 
fluctuate within narrow ranges in May. Accompanying 
the display of some strength among the medium grade 
industrial and railroad bonds early in the month, the 
Moody’s Investors Service average of Baa bonds ad
vanced to a new record high. As a result of a subse
quent decline in prices of railroad obligations, however, 
the Baa price average showed little change for the 
month as a whole. Prime corporate bonds, those rated 
Aaa by Moody’s Investors Service, moved slightly lower 
during May, while high grade municipal bond prices 
advanced steadily and towards the close of the month 
were at their highest levels so far in 1941.

G old M ovem en ts

Imports of gold into the United States during May 
were in considerably reduced volume. The increase 
of about $70,000,000 in the gold stock was the smallest 
since July, 1938. Gold held under earmark for foreign 
account at the Federal Reserve Banks rose about 
$5,000,000 during the month to approximately 
$1,920,000,000.

In the four weeks ended May 21, the Department of 
Commerce reported the receipt of $38,500,000 of gold in 
the following principal amounts: $19,300,000 from 
Canada, $4,200,000 from Australia, $3,500,000 from 
South Africa, $2,800,000 from Colombia, $2,600,000 from 
the Philippines, $1,500,000 from Hong Kong, $1,000,000 
from Chile, and $600,000 from Mexico.

Foreign Exchanges

In showing a generally firm tendency, Latin American 
currencies provided the only significant development in 
the past month’s foreign exchange trading in the New 
York market. The Cuban peso, which had shown a 
steady recovery from the early April reaction, received 
considerable stimulus from the announcement on May 6 
of a $25,000,000 Export-Import Bank credit to the 
Cuban Government to be used for agricultural develop
ment and diversification and for public works. On May
7 the discount on the Cuban peso vis-a-vis the dollar, 
at 2 %  per cent, was the narrowest in several years. Ap
proximately this level was maintained through the end 
of the month. The Argentine peso was also in some de
mand in the thin free market during the first half of 
May, apparently reflecting a movement of foreign funds 
from this country induced by renewed rumors of a 
possible extension of the “  blocking99 regulations in 
this country. By May 12 the free rate for Argentine 
exchange had reached $0.2380 and held near this level 
during the subsequent days of May to show a gain of 
30 points for the month. The uncontrolled rate for the 
Uruguayan peso rose to $0.4212^ during the month, ex
tending to about 6 per cent the appreciation since mid- 
April.

Among the currencies of the belligerent countries, the 
New York quotation for the registered reichsmark con
tinued to decline through May 13, when it was $0.1170,
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or 3 cents below the level prevailing in early March. 
Subsequently, however, the rate showed a marked recov
ery, rising about 3%  cents in the space of one week to 
$0.1550, a new high for the war period. It should be 
noted, however, that the market here for this exchange 
remained extremely thin and, therefore, unduly sensi
tive to relatively small changes in supply and demand. 
At the end of the month the registered mark was quoted 
at $0.1450. On May 27 the official rate for the Italian 
lira was raised from $0.0505 to $0.05261/4, thereby rees
tablishing the rate prevailing prior to August 31, 1939, 
when a gradual decline to the $0.0505 level began. While 
this change is interesting, particularly in view of the 
fact that the lira has thus returned to its theoretical par 
value, its significance would not appear to be great. 
Trading in unofficial sterling was restricted further dur
ing the past month by the British action in adding a 
group of 12 Latin American countries, mostly in the 
Caribbean area and including Cuba, Venezuela, Mexico, 
and Panama (except the Canal Zone), to the list of those 
countries holding “ special accounts”  in sterling under 
the British exchange regulations. The procedure to be 
followed for these countries will be the same as that now 
in effect for other countries with “ special accounts,”  
except that the area will be treated as a unit and trans
fers between sterling accounts within the group will be 
freely permitted. In the unofficial market in New York, 
the pound sterling held steady around $4.03%, the same 
as the official London buying rate for dollars.

Central Bank R ate Change
On May 29 the Swedish Riksbank lowered its dis

count rate from 3%  to 3 per cent, the higher rate having 
been in effect since May 17, 1940.

Production and Trade
Preliminary data for May indicate a renewed rise 

in the general level of business activity following a 
temporary decline in April resulting from strikes in the 
bituminous coal and automobile industries.

From about 94% per cent of capacity at the end of 
April steel mill operations recovered to practically full 
capacity by the middle of May. Orders for steel re
quired directly or indirectly in defense work continued 
in large volume during May, but some decline was 
reported in the demand for steel for nondefense pur
poses. Bituminous coal production recovered sharply 
following the reopening of the mines at the end of April 
and by the middle of May output was running about 30 
per cent ahead of a year ago. Railroad loadings of 
coal and coke likewise increased rapidly, and, as ship
ments of other classes of freight continued heavy, total 
car loadings moved up to a point somewhat above last 
fall’s peak. Seasonally adjusted figures for electric 
power production indicate a recovery in the first three 
weeks of May from a decline in April.

Automobile production in May ran at the highest rate 
in four years, and consumer demand continued excep
tionally large. During the first half of May the cotton 
gray goods market was active, but following the an

nouncement on May 19 that price ceilings would be set 
on combed yarns by the Office of Price Administration 
and Civilian Supply, the volume of sales fell off sharply. 
Nevertheless, cotton mill activity was reported to have 
been maintained at a high level.

This bank’s monthly index of production and trade 
for April declined one point from the level of February 
and March to 103 per cent of estimated long term trend. 
In April, 1940, when the general level of business 
activity was at the low ebb of the war period, the index 
was 87. While operations in many lines of business 
were maintained at or above March levels during April, 
work stoppages resulting from labor disputes led to 
the decline in the index.

Production of bituminous coal during April was re
duced to one eighth of the rate of March, reflecting the 
shutdown of most mines for virtually the entire month. 
As a result, railway freight traffic was reduced, and 
industries such as coke, pig iron, and steel, which are 
particularly dependent upon coal, were increasingly 
affected by the strike as the month progressed. With 
these exceptions, defense industries generally expanded 
operations further during April. Judging from esti
mates of man-hours of employment, operations in air
craft plants ran about two and one-half times the level 
of April, 1940, shipyards expanded operations to double 
the rate of a year before, and there were large increases 
over April, 1940 in activity at plants producing machin
ery, electrical apparatus, chemicals, and railway equip
ment. Construction work, judging from data on the 
production of construction materials and on contract 
awards, remained well above the level of a year ago, 
production of agricultural implements recovered sharply, 
and cotton and woolen textile mills continued to run at 
exceptionally high levels.

A  two weeks’ suspension of operations by a major 
producer curtailed automobile output during April, but 
retail sales, totaling 557,000 units for passenger cars and 
trucks combined, were at a record high and new car 
stocks were cut substantially. As indicated in the ac
companying chart comparing retail sales of new pas-
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senger ears with production for the domestic market, 
dealers’ stocks of passenger cars, which had been built 
up to a high level during the winter, were reduced to 
the extent of approximately 50,000 units in March and
120,000 during April. Production of consumers’ goods 
in general ran 10 or 15 per cent higher in April than in 
the corresponding month of 1940. Retail trade on the 
whole appears to have shown a year-to-year increase of 
approximately similar magnitude.

(Adjusted for seasonal variations and estimated long term trend; 
series reported in dollars are also adjusted for price changes)

1940 1941

Apr. Feb. Mar. Apr.

Index of Production and Trade....................... 87 104 104p 103p
Production of:

Producers’ durable goods................... 75 115 115p 117p
Producers’ nondurable goods................. 92r 108 1 1 2 p 107p

Consumers’ durable goods..................... 72 r 89 88p 90p
Consumers’ nondurable goods............... 94 10 0 1 0 2 p 1 0 2 p

Primary distribution.................................... 82 97 98p 95p
Distribution to consumer........................... 92r 108 103p 104 p

Industrial Production
Steel................................................................. 71 119 117r 116
Automobiles................................................... 85 115 106 90
Bituminous coal............................................ 1 0 1 99 12 0 19p
Crude petroleum.......................................... 94 86 85 84 p
Electric power............................................... 96 107 109 107p
Cotton consumption.................................... 98 132 136 146
Wool consumption....................................... 78 r 159 189 177p
Shoes............................................................... 90 !• 116 H 5p 119p
Meat packing................................................ 1 0 1 1 0 2 r 108 108
Tobacco products......................................... 96 97 99 1 0 1

Manufacturing Employment
92 107 107 109p

Man-hours of employment......................... 86 106 107 IlOp

Construction
Residential building contracts................... 45 64 47 51
Nonresidential building and engineering

contracts..................................................... 56 68 94 76

Primary Distribution
Ry. freight car loadings, mdse, and misc.. 80 10 0 99 99
Ry. freight car loadings, other.................. 84 90 10 0 80
Exports........................................................... 10 0 98 104
Imports........................................................... 70 84 86

Distribution to Consumer
Department store sales (U. S .) ................. 88 103 lOOr 1 0 1
Grocery chain store sales............................ 96 10 0 1 0 1 lOOp
Variety chain store sales............................. 93 107 105 106
Mail order house sales.................................. 92 104r 103r 108
New passenger car sales.............................. 83r 142 113 113

Velocity o f  Deposits*
Velocity of demand deposits, outside New

57 60 57York City (1919-25 average= 10 0 ) . . . . 57
Velocity of demand deposits, New York

City (1919-25 average= 10 0 ) ................. 28 24 25 24

Cost o f  Living and Wages*
Cost of living (1935-39 average= 10 0 ) . . . 104 105 105 106 p
Wage rates (1926 average= 10 0 ) .............. 114 116 117p 118p

p Preliminary. r Revised. * Not adjusted for trend.

D epartm ent Store Trade

Sales of the reporting department stores in the Second 
Federal Reserve District during May were about 12%  
per cent higher than in the corresponding month of last 
year, but the daily rate of sales appears to have declined 
somewhat more than seasonally from the high April 
level, the changing date of Easter and other seasonal 
factors considered.

During April, sales of the reporting department stores 
were 21 per cent higher than in April, 1940, owing in 
some part to the fact that Easter fell in March last

year, and in April this year. Even so, the daily rate 
of sales increased more than usual from March to April, 
taking account of the date of Easter and other seasonal 
factors. For the first four months of the year average 
daily sales were 11 per cent higher this year than in
1940 and about 3 ^  per cent greater than in 1937.

Retail stocks of merchandise on hand in the depart
ment stores at the end of April were 9 per cent higher 
than a year ago, but remained low relative to the cur
rent rate of sales.

Percentage changes from a year ago

Department stores
Net sales

Stock on hand 
end of month

Apr.
1941

Jan. through 
Apr. 1941

Apr.
1941

New York City (includes Brooklyn). + 18 +  8 +  9
Northern New Jersey.......................... +25 + 1 2 +  8

+ 25 + 1 2 +  8
Westchester and Fairfield Counties. . +36 + 18 + 1 1

+43 + 2 2 +13
Lower Hudson River V alley.............. + 25 + 1 1 0

Poughkeepsie.................................... +25 +13 —
Upper Hudson River Valley............. + 25 +17 +  3

+19 + 1 2
Central New York State.................... +30 + 2 2 +13

Mohawk River Valley..................... + 35 + 28 + 17
+ 29 + 2 0 + 1 2

Northern New York State................. — — —

Southern New York State................. +30 + 2 0 +  1
Binghamton...................................... +30 +19

+ 37 +37 —

Western New York State................... + 23 + 16 +  8
+ 27 + 2 2 + 1 0

Niagara Falls................. ................... + 2 1 +  4 +  9
+ 18 + 1 2 +  6

All department stores..................... + 2 1 + 1 1 +  9

Apparel stores....................................... + 2 0 +  7 +  5

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average=100)

1940 1941

Apr. Feb. Mar. Apr.

Sales (average daily), unadjusted......................... 83 79 84 10 0
Sales (average daily), seasonally ad justed ......... 90 97 98 103

Stocks, unadjusted.................................................... 81r 80 87 89
Stocks, seasonally adjusted.................................... 80r 85 86 87

r Revised

Building

The daily rate at which construction contracts were 
awarded in New York and Northern New Jersey during 
April was 22 per cent above the comparatively low level 
of the previous month, and was slightly higher than in 
April, 1940. With the exception of public and private 
utilities, increases over March were recorded in contract 
awards in each of the principal construction categories. 
The most striking gain occurred in the case of awards 
for factory buildings, which were 88 per cent higher 
than in March and nearly two and a half times as large 
as in April, 1940. Although a third greater than in March, 
contracts for residential building in this area were con
siderably below the level of a year ago.
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Daily A verage Contracts Awarded for Industrial Building in 37  States 
(F . W . D odge Corporation data; six m onth m oving averages 

o f  m onthly, seasonally adjusted data)

In contrast to the March to April advance in the New 
York and Northern New Jersey area, daily average con
struction contract awards for April in the 37 States 
covered by the F. W . Dodge Corporation report declined 
about 8 per cent from March. Government contracts 
for defense construction included in the April figures 
were considerably lower than those reported in March 
and this decline mainly accounted for the reduction in 
total contract awards between the two months. As com
pared with April, 1940, however, total contract awards 
in the 37 States were 35 per cent higher. Contracts 
for publicly financed projects were 63 per cent larger 
than a year earlier and privately financed work advanced 
21 per cent. Reflecting an active demand for one and 
two family dwellings, including homes to be constructed 
under Government sponsorship for defense workers, 
contract awards for residential buildings in April were 
higher than in any month since July, 1929. Awards for 
this type of building were about one-fifth greater than 
in either the previous month or in April a year ago.

During the first three weeks of May the daily rate 
of construction contract awards in the 37 States in
creased 10 per cent from the average for April. The 
gain was due to increases in heavy engineering projects 
and nonresidential building work. Residential building 
was slightly lower than in April. Compared with the 
corresponding period of 1940 awards during the first 
three weeks of May were up 49 per cent; all three prin
cipal construction categories showed substantial year-to- 
year gains, the most pronounced of which was in nonresi
dential building.

One of the outstanding features in the construction 
industry over the past year has been a steep rise in the 
volume of industrial building, much of it arising directly 
or indirectly from the National defense program. As 
the accompanying chart shows, industrial building was 
increasing slowly prior to the outbreak of the war in 
September, 1939, and continued a gradual upward 
movement until the middle of 1940. Then, with the 
inauguration of the National defense program, a very 
rapid expansion began. It appears probable that the

volume of industrial building recently has exceeded all 
previous levels.

E m ploym ent and Payrolls

According to the New York State Department of 
Labor, factory employment in New York State rose 1%  
per cent between March and April and payrolls increased 
3 per cent, although ordinarily both employment and 
payrolls tend to decline in April. These gains princi
pally reflected maintenance of a high level of employ
ment and payrolls in the men’s clothing industry (at a 
time of year when decreases ordinarily occur) and con
tinued expansion in the airplane, shipbuilding, firearms, 
railway equipment, and other durable goods industries 
particularly stimulated by defense orders. All indus
trial areas of the State showed considerable increases in 
factory employment over April, 1940, ranging from 7y 2 
per cent for the Binghamton-Endicott-Johnson City area 
to 42% per cent in Buffalo.

As the accompanying diagram indicates, this bank’s 
seasonally adjusted index of New York State factory 
employment in April was 14 per cent above the highest 
point reached in 1929, and the index of payrolls exceeded 
its 1929 peak by 13 per cent. Both indexes have attained 
the highest levels in more than twenty years. Over 
the course of the past year, the payrolls index has 
consistently advanced at a more rapid rate than the 
employment index, largely as a result of longer working 
hours and increases in wage rates. In the twelve months 
ended April, 1941, payrolls rose 45 per cent, while em
ployment increased 23 per cent.

Factory employment in the United States as a whole 
increased 2 per cent during April, and payrolls rose 
2y 2 per cent. Although increases in both working forces 
and payrolls were general, the largest gains continued 
to be concentrated in lines closely allied with the defense 
program, such as foundries, machine shops, electrical 
manufacturing, and aircraft. There was a sharp recov
ery in employment in the agricultural implements indus
try, reflecting the settlement of labor difficulties, and a 
marked gain was also shown by producers of radios and
PER CENT

Factory Employment and Payrolls in New York State, Adjustedfor Seasonal Variation and to Census Data(1925-27 average=100 per cent)
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phonographs. Wage rate increases in April were 
reported to have affected more workers than in any 
month since April, 1937. Of the 5,300,000 factory work
ers whose wages are included in the United States 
Department of Labor survey, 500,000 received pay 
increases averaging 8%  per cent. Among others, em
ployees in the steel, cotton goods, aircraft, woolen and 
worsted goods, and electrical machinery industries were 
affected. Compared with April, 1940, factory working 
forces were 18% per cent larger and payrolls 37% per 
cent greater.

According to the estimates of the Department of Labor, 
total nonagricultural employment in the United States 
rose to 37,600,000 during April, 150,000 greater than the 
peak month of 1929. There was an increase over March 
of 390,000 and over April, 1940 of 2,700,000. The 
largest month-to-month gains were reported in trade, 
manufacturing, and construction; mining employment, 
however, showed a decrease of over 300,000, owing to 
the bituminous coal strike. Military and naval personnel, 
which is not included in the estimate of nonagricultural 
employment, rose 189,000 during April to a peak of 
over 1,500,000. Military and naval forces a year earlier 
totaled 461,000.

C om m odity Prices

Further price advances occurred in many of the un
controlled wholesale commodity markets, particularly 
the domestic agricultural markets, during May. Despite 
the controls which have been placed on the prices of 
many industrial materials important to the defense 
program, the Bureau of Labor Statistics weekly whole
sale price index rose 2%  per cent further from April 
26 to May 24, to a point 14 per cent above the level 
prevailing at the outbreak of war. The index for May 
24 approached the upper range prevailing in 1937, as the 
accompanying diagram indicates, and was otherwise the 
highest since 1930.

The dominating influence during May in the general 
strength of farm prices was the final passage of legisla
tion requiring the Commodity Credit Corporation to
PER CENT

make loans on the 1941 crops of cotton, corn, wheat, 
tobacco, and rice at 85 per cent of parity x>rices— a sub
stantial increase over rates on previous years’ crops. 
Reflecting not only enactment of the loan legislation, 
but also reports of unfavorable weather in the growing 
areas, cotton prices rose to new highs since 1937. The 
price of spot cotton in 10 Southern markets averaged 
12.86 cents a pound on May 31, a net gain of about 
a cent and a half from the end of April. Wheat prices 
advanced sharply up to the middle of the month, but, 
responding to favorable new crop prospects and freer 
movement of the grain at the attractive prices attained, 
subsequently lost a considerable part of the early gain. 
Spring wheat in Minneapolis, after selling as high as 
$1.00% a bushel, closed on May 31 at 9 4 %  cents a 
bushel— up 2%  cents for the month. Despite sales of 
corn from holdings of the Commodity Credit Corpora
tion, corn prices advanced 3%  cents during the month 
to 73% cents a bushel on May 31. Accompanying sizable 
purchases of hog products by the Surplus Marketing 
Administration, hogs rose to $9.46 a hundredweight on 
May 26— the highest price in about three years— and 
closed the month at $9.34 a hundredweight, a net ad
vance of 86 cents from the end of April. Further 
strength was also shown in prices of lard and cotton
seed oil.

Following the announcement by the Maritime Com
mission of the creation of a 2,000,000 ton shipping pool 
for making cargo space available for British and United 
States defense needs, trade anxiety over adequate ship
ping facilities for other purposes developed and as a 
result prices of import commodities generally moved to 
appreciably higher levels. Subsequently, however, pos
sibly reflecting the expectation of official controls over 
such commodities, these prices weakened somewhat. Rub
ber prices in New York advanced to 25 cents a pound on 
May 12 but closed on May 31 at 22% cents a pound, 
the lowest level since early April. Silk prices in New 
York advanced 12 cents to $2.93% a pound on May 
21, but half of that gain was canceled in subsequent 
days’ trading. Coffee prices moved gradually upwards 
throughout the month, and on May 28 the Inter-American 
Coffee Board increased quotas for importation of coffee 
into the United States. Sugar prices also tended higher.

Excepting the slight fluctuation in tin prices, the 
metal markets were generally unchanged throughout 
May. The Office of Production Management issued an 
order early in the month requiring tin can and tin plate 
manufacturers to make a reduction of 10 per cent in 
the amount of tin coating used for most food containers, 
and also added approximately forty-five new items to 
the "priorities critical list.”  The Office of Price Ad
ministration and Civilian Supply revised maximum 
prices for aluminum, scrap iron and steel, and requested 
makers of machine tools not to raise prices at this time. 
Reflecting heavy demands for aluminum and nickel, 
the Priorities Division of the Office of Production Man
agement has put heavy restrictions on civilian use of 
these metals, and recently has also announced a further 
increase in the percentage of zinc production allocated 
to the pool for defense.
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Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Eeserve System)

W HOLESALE commodity prices advanced sharply in April and the first 
half of May, with the exception principally of metals for which maximum 

prices had been established. Industrial production declined in April, owing 
to reduced output of coal and automobiles, but increased rapidly in the first 
half of May as operations in these industries were resumed.

P r o d u c t io n
In  A pril the Board’s seasonally adjusted index of industrial production 

declined to 139 per cent of the 1935-1939 average, a drop of 4 points from 
March. The decline reflected chiefly a sharp reduction in output of bituminous 
coal, as most mines were closed during the entire month. The mines were 
reopened on April 30 and in the first half of May coal output increased rapidly.

Automobile production also declined in April, owing to stoppage of work 
at plants of the Ford Motor Company during an industrial dispute. This was 
settled about the middle of the month and domestic output has since advanced 
to a high monthly rate of over 500,000 cars and trucks. Announcement by 
the Office of Production Management that output in the twelve months ending 
July 31 would approximate 5,290,000 units indicates that a rate close to that 
now prevailing should be maintained through July, although there is usually 
a considerable decline in this period.

Steel production was curtailed somewhat in the latter half of A p ril by 
shortages of coal and coke and output declined from a level of 100 per cent 
of capacity to 94 per cent at the month end. Subsequently output increased, 
reaching 99 per cent by the middle of May.

In  most other lines activity continued to increase during A pril and the 
first half of May. Machinery production rose further and activity in the 
aircraft and shipbuilding industries continued to expand rapidly. Consump
tion of nonferrous metals also advanced, and, as in March, domestic sources 
of copper were supplemented by large supplies from Latin America. Textile 
production rose further from the high rate prevailing in  March. Consumption 
of raw cotton in A p ril amounted to 920,000 bales, a new record level, and 
rayon deliveries also rose to a new peak. A t wool textile mills activity was 
maintained near the high March rate. Continued advances were reported in 
the chemical, paper, and food industries.

Anthracite production declined considerably in April, owing to a delay by 
dealers in  placing usual spring orders, but increased in the first half of May. 
Output of crude petroleum showed little  change from the March rate, following 
some increase from the reduced level of the winter months. Iron ore ship
ments in A pril amounted to about 7,000,000 tons, an exceptionally large 
amount fo r this time of year, and mine output of nonferrous metals continued 
at near capacity rates.

Value of construction contract awards in A p ril declined somewhat from 
the high March total, owing principally to a smaller volume of defense plant 
contracts, according to F. W. Dodge Corporation reports. There was an 
increase in contracts for publicly financed defense housing, and awards fo r 
private residential building rose by about the usual seasonal amount.

D is t r ib u t io n
Sales of general merchandise at department and variety stores showed 

about the usual seasonal rise from March to April, making allowance for the 
changing date of Easter. Retail sales of new automobiles, which had amounted 
to 526,000 cars and trucks in  March, rose further in A p ril and sales of used 
cars were at peak levels.

Freight car loadings declined sharply in April, reflecting a reduction in 
shipments of coal and coke, but increased in the first half o f May when coal 
mines were reopened. By the middle of the month total loadings had risen 
to a weekly rate one-fourth higher than in the corresponding period last year 
and about the same as the seasonal peak reached in the autumn of 1940.

Co m m o d it y  P r ic e s
Prices of most basic commodities, both domestic and imported, advanced 

sharply further in the first half of May following a short period of little  
change during the latter part of April. Price increases were most pronounced 
for agricultural commodities reflecting in part the prospect of legislation 
raising Federal loan rates for basic farm crops. Prices of a number of 
semimanufactured industrial products, including petroleum products, coke, 
leather, textile yarns and fabrics, and building materials, also advanced. 
Metal prices, now for the most part subject to Federal control, remained at 
the maximum levels established earlier.

B a n k  C r e d it

Bank loans and investments have shown a marked rise since last sum
mer the increase at reporting banks in 101 leading cities amounting to 
$4,000,000,000. In  A pril and early May holdings of investments by these 
banks increased considerably, mostly at New York City banks, reflecting 
substantial purchases of newly issued Reconstruction Finance Corporation 
notes. Increases in commercial loans in this period were somewhat smaller 
than during the preceding two months.

Excess reserves of member banks were $5,700,000,000 on May 14. Since 
January they have declined by about $1,100,000,000, owing largely to increases 
in Treasury deposits w ith the Reserve Banks and in currency in circulation. 
The decrease has occurred entirely at New York City banks.

U n it e d  S t a t e s  G o v e r n m e n t  S e c u r it y  P r ic e s
Prices of United States Government securities, which had risen sharply 

from A pril 9 to A p ril 21, subsequently declined irregularly through May 15. 
On that date the 1960-65 bonds were % of a point lower than on A pril 21 
and about 1% points below the all-time peak reached on December 10, 1940. 
The yield on this issue is currently about 2.09 per cent, compared with 2.03 
per cent on December 10.
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S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Eeserve Bank, New York

M on ey M arket in June

Principal developments in tlie money market during 
June were in three broad classifications: Treasury 
financing, changes in the reserve position of the mem- 
ber banks, and growth of commercial bank loans and 
investments.

In the field of Treasury finance, the sale of Defense 
Savings obligations was aided by a number of industrial 
and other business concerns, which made it possible 
for their employees to pay for Savings Bonds by 
payroll deduction plans. The Secretary of the Treasury 
on June 19 stated that the adoption of salary de
duction plans on a nation-wide basis “ means that 
thousands of working people are starting the sys
tematic, regular buying of stamps and bonds out of 
earnings, and doing it of their own free will.”  Sales 
of Defense Savings obligations since May 1, which had 
reached $442,000,000 by the end of May, rose to a total 
of $630,000,000 by June 21. Sales through June 21 were 
composed of $185,700,000 of Series E bonds, $61,500,000 
of Series F bonds, $376,800,000 of Series G bonds, and 
$5,600,000 of Defense Postal Savings Stamps. In the 
Second Federal Reserve District, total sales of the bonds, 
not including those sold through the post offices, reached 
$179,700,000 by June 21, including $37,500,000 of the 
Series E obligations, $17,600,000 of Series F bonds, and 
$124,600,000 of Series G bonds. The proportion of sales 
of Series F and G bonds in the Second Federal Reserve 
District to total sales of these series has been somewhat 
larger than the proportion of Series E bonds sold in 
this District. The Series F and G bonds are particularly 
attractive investments for trust funds, of which there are, 
of course, large amounts held in this District.

Aside from weekly issues of Treasury bills to replace 
maturities, the Treasury engaged in no offering of 
“ market”  issues of direct Government securities in 
June, although within the month— on June 2— subscrib
ers made payment for the 2%  per cent Treasury bond 
issue of 1956-58 offered on May 22. The Treasury did, 
however, offer on June 24, on behalf of the Reconstruc
tion Finance Corporation, $500,000,000, or thereabouts, 
of Reconstruction Finance Corporation 1 per cent notes 
dated July 3, 1941, and due April 15, 1944, and at the 
same time offered to purchase on July 3, 1941, the 
$211,000,000 outstanding Series N Reconstruction 
Finance Corporation notes due July 20, 1941. This 
operation will provide approximately $300,000,000 of
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new money for the Corporation which will flow into 
Treasury deposits in the Reserve Banks.

E x c e s s  R e s e r v e  P o s i t io n  

During June, the excess reserves of member banks 
showed further declines. For all member banks in the 
country, excess reserves were reduced $670,000,000 be
tween May 28 and June 25, to a total of $5,150,000,000, 
the lowest figure since December, 1939. In New York 
City, excess reserves dropped $370,000,000 in the four 
weeks ended June 25, and at $2,165,000,000 were the 
lowest since March, 1939. In the case of all member 
banks in the country, the reduction in excess reserves 
during June is to be explained by heavy payments into 
Treasury deposit accounts in the Reserve Banks, rep
resenting chiefly receipts on June 2 from the sale of 
the 2y 2 per cent Treasury bond issue of 1956-58 offered 
on May 22, as well as from quarterly income tax collec
tions which were in large volume in the ten days be
ginning June 16. In addition, an increase of nearly 
$200,000,000 occurred in the amount of currency out
standing during the four weeks ended June 25. New

M IL L IO N S

Principal Factors A ccoun tin g for M ovem ents o f  Funds Into and 
Out o f  Reserve Balances o f  M em ber Banks in Second Federal 

Reserve D istrict (Cum ulative since January 1, 1941; ( +  ) =  
gain to reserve balances, (— ) =  loss to  reserve balances)
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York City bank excess reserves were reduced by the 
operation of the same factors, and in addition by an 
outflow of commercial, financial, and banking funds to 
other parts of the country.

Since January, when excess reserves were practically 
at their peak, there has been a decline of $1,750,000,000 
in the excess reserves of all member banks, of which 
$1,380,000,000 has occurred at New York City banks. 
The principal factors that have caused the shrinkage 
in excess reserves in New York City are indicated in 
the preceding diagram; the shrinkage has resulted 
only to a relatively minor degree from expansion of 
reserve requirements. The data shown in the chart 
are for the Second Federal Reserve District as a whole, 
but the entire net effect of the decline has been felt by 
the banks in New York City.

It is evident from the chart that since the beginning 
of the year bank reserves in the New York area have 
been absorbed in large amounts by an outward move
ment of funds to other parts of the country through 
"other commercial and financial transactions/’ repre
senting movements of business funds and financial trans
actions, the latter including payments to other parts of 
the country for Government securities sold in the New 
York market by holders in other districts. Losses of 
funds to New York through such transactions have been 
in progress since the latter part of 1938. There has 
also been a large net loss of funds to member bank 
reserves through Treasury transactions in this District 
since the first part of the year, reflecting sales of new 
Treasury securities, income tax collections, and other 
Treasury receipts in this District, in excess of various 
Treasury disbursements in this area. Following a 
large net loss of funds through Treasury transactions 
for several years prior to the middle of 1937, the New 
York market suffered no material net loss of funds in 
Treasury transactions in the period from the middle of 
1937 to the end of 1940. The extent to which the 
losses of the first half of 1941 (which have helped to 
raise Treasury balances in the Reserve Banks to more 
than $1,000,000,000) will be restored will depend upon 
the level at which Treasury deposits in the Reserve 
Banks are maintained, and the extent to which Treasury 
disbursements occur in the New York area. Another 
important factor in the absorption of reserve funds in 
New York since the first part of the year has been the 
continued excess of withdrawals of currency over de
posits of currency at the Reserve Bank.

As the diagram also indicates, there has been prac
tically no net movement of out-of-town bank balances 
to New York City banks since the beginning of this 
year, following an inflow of bankers’ balances between 
the latter part of 1937 and the end of 1940, aggregating 
approximately $1,500,000,000. Most important of all, 
from the viewpoint of the reserve position of the New York 
City banks, has been the deceleration of the gold inflow 
from abroad, the proceeds of which to a considerable 
extent have flowed, directly or indirectly, into New York 
banks, initially at least.

In summary, it may be said that the factors tending 
to reduce reserves of the New York banks have consid
erably exceeded the factors tending to increase them 
since early in 1941, and that the resulting reduction in

reserve balances and excess reserves in New York has 
accounted for most of the decline in reserve balances 
and excess reserves of all member banks during this 
period.

M e m b e r  B a n k  Credit  
Expansion of reporting member bank loans and 

investments, amounting to $364,000,000 during the four 
weeks ended June 25, was about the same as in the pre
ceding four weeks. The proportion of the $662,000,000 
Treasury bond issue dated June 2 taken by reporting 
banks appears to have been somewhat smaller than the 
proportion taken of recent previous issues, judging from 
the net increase of only $142,000,000 in total holdings 
of Treasury bonds of the reporting banks which occurred 
during the week the new bonds were issued, and for 
the four weeks as a whole the Treasury bond holdings 
of the banks increased only $107,000,000. Treasury bill 
holdings, however, rose $169,000,000, and holdings of 
Treasury notes and Government guaranteed obligations 
rose slightly. Holdings of other securities declined some
what for the four weeks.

In the loan category, loans for commercial, industrial, 
and agricultural purposes rose $152,000,000 further, 
extending the increase in this type of credit since the 
outbreak of the war to $1,829,000,000. Loans to brokers 
and dealers in securities declined in June but remained 
somewhat above the level prevailing before the large 
increase in the last week of May which resulted from 
financing requirements of Government security dealers 
in connection with the new Treasury bond issue an
nounced on May 22 and dated June 2.

Money Rates in New York

June 29, 1940 May 31, 1941 June 30, 1941

Stock Exchange call loans...................... 1 1 1
Stock Exchange 90 day loans................ * 1 % *1% ny4
Prime commercial paper 4-6 months. . H -5A x-y8 y2-y8
Bills— 90 day unindorsed....................... % % 7A
Average yield on Treasury notes (3-5

0.64 0.41 0.38 §
Average yield on Treasury bonds (not

callable within 1 2  years)!............ 2.30 2 .0 0 1.96
Average rate on latest Treasury bill

sale, 91 day issue....................... .. 0.046 0.069 0.066
Federal Reserve Bank of New York

discount rate.......................................... 1 1 1
Federal Reserve Bank of New York

buying rate for 90 day indorsed bills H H y2

♦Nominal. f “ Tax exempt”  issues only. # Change of +0.02 per cent 
from previous yields due to dropping from the average the %  per cent Treasury 
note issue of June 15, 1944, which matures within three years.

Go v e r n m e n t  Sec u r it ie s

United States Government securities advanced during 
June to new highs for 1941. Following irregular fluc
tuations during the first half of the month, the average 
price of long term tax exempt Treasury bonds by June
26 had moved up %  of a point to within %  point of 
the record high of December 10, 1940, and on a yield 
basis slightly exceeded the 1940 high. Among the 
taxable issues, the 2y 2 per cent Treasury bonds of 
1956-58 rose a point further to 104 during the month, 
and the intermediate term taxable Treasury bonds also 
rose to new highs since dates of issue. In the latter 
part of the month, Treasury bond prices eased slightly.

Prices of Treasury notes likewise advanced in June. 
Average yields on 3 to 5 year tax exempt Treasury
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notes declined on June 11 and 12 to the lowest level 
since last December and at the close of the month were 
again at this low level. Similarly, yields on the taxable 
%  per cent National Defense note issues of 1944 and 
1945 reached new lows for 1941 on June 11 and 12, 
respectively, and toward the end of the month were quoted 
only slightly above these lows.

The first three of the four taxable Treasury bill issues 
during June were in the amount of $200,000,000, replac
ing similar maturities. The fourth weekly issue was 
for $100,000,000, also replacing a similar maturity. 
Accepted bids for the $200,000,000 issues of bills were 
tendered on an interest basis averaging between 0.100 
and 0.107 per cent, while the $100,000,000 issue dated 
June 25 was awarded at 0.066 per cent.

Security M arkets

Although trading on the New York Stock Exchange 
remained at low levels during June, stock prices recovered 
much of the declines of April and May. According to 
Standard’s stock price averages, the industrial shares 
were mainly responsible for the 6%  per cent rise shown 
by the combined 90 stock index between May 31 and 
June 23, although railroad and utility equities also 
advanced slightly. The stock market strengthened follow
ing measures taken by the Federal Government to curb 
strikes and again in the session following the outbreak of 
war between Germany and Russia. Toward the end of 
June stock prices fluctuated at levels slightly below the 
month’s high reached on June 23.

As in stocks, industrial issues pointed the way in the 
price gains made by domestic corporate bonds. After a, 
minor irregular advance in the previous six weeks, the 
price average of Moody’s high grade (Aaa) corporation 
bonds moved upward more steadily during June to reach 
on the 23rd the highest level since last January, only 
about 1*4 points below the record high reached in De
cember. Prices of medium grade corporate bonds, classi
fied as Raa by Moody’s, again established a new record 
high, as the price average showed a net advance of %  
point for the month. Standard’s price index of prime 
municipal bonds moved up slightly during June to a 
level less than a point below the all-time peak set last 
December. The volume of trading in bonds reported for 
June by the New York Stock Exchange was the smallest 
since last February.

N ew  Financing

The volume of both corporate and municipal new 
security issues was considerably smaller in June than in 
the previous month, and the total of both classifications, 
at $255,000,000, was only about three quarters of the 
corresponding monthly average for the first five months 
of 1941. Corporate flotations aggregated $188,000,000 of 
which $77,000,000 represented “ new money”  borrowing 
— mostly on the part of railroads through the sale of 
equipment trust certificates.

The award of $60,000,000 Philadelphia Company bonds 
and notes on June 24, marked the first completed trans
actions under the Securities and Exchange Commission’s

new regulation requiring competitive bidding for new 
security issues of utility companies. Bids had been sched
uled to be submitted June 23 for $47,400,000 New York 
State Electric and Gas Company bonds and preferred 
stock but, since no tenders were received for the stock, 
neither issue was awarded. Later, the company set a 
higher dividend rate for the preferred stock and desig
nated July 1 for the opening of new bids.

Temporary financing, not included in the $255,000,000 
total above, amounted to $100,000,000 and included 
$42,500,000 New York City 0.50 per cent revenue bills 
maturing from July, 1941 to June, 1942 and $20,475,000 
Federal Intermediate Credit Bank 0.75 per cent consoli
dated debentures, maturing October, 1941 and April,
1942, sold on yield bases of 0.25 and 0.40 per cent, respec
tively.

Corporate financing during the second quarter of 1941 
averaged $199,000,000 a month, or about 20 per cent 
less than in the first quarter, despite the fact that the 
volume of flotations for raising new capital was slightly 
higher. During the first six months of 1941, corporations 
raised about one-third more new capital through security 
issues than in the corresponding months of 1940.

Foreign Exchanges

As a result of the Executive Order of June 14, ex
tending United States “ blocking”  control to the accounts 
of all Continental European countries, there came to 
an end, at least for the time being, what remained of 
New York trading in Continental exchanges. Just prior 
to the suspension of dealings, the Swiss franc, which 
has been the only principal foreign currency for which 
an active market has existed in recent months, was 
quoted at $0.2321% and the Swedish krona at $0.2385. 
Both of these rates were close to the levels which had 
prevailed for some time. The registered reichsmark 
closed on June 14 at $0.1180, or about 3 %  cents below 
the high reached on May 20. In line with the Presi
dent’s statement that preferential treatment would be 
accorded to those European countries which gave ade
quate assurances that any lifting of United States con
trol would not be used to evade the purposes of the 
Executive Order, general licenses were issued on June
20 relaxing control over Swiss and Swedish funds in 
this country. On June 24 a general license was issued 
having the effect of terminating the control over Russian 
funds in the United States. Of the European neutrals. 
Switzerland is by far the largest holder of assets in 
this country, holding well over $1,000,000,000 in short 
and long term investments. Despite the issuance of the 
general licenses, New York trading remained suspended 
in both the Swiss franc and the Swedish krona. Although 
at the end of June dollars were quoted nominally in 
Zurich at 4.30 Swiss francs, or equivalent to about 
$0.2325% per franc, no business apparently has been 
transacted there, pending the completion of arrange
ments by the Banque Nationale Suisse for transactions 
within the framework of the general license.

In order to supplement the new United States freez
ing regulations, the British authorities informed British 
banks on June 16 that no withdrawals from United 
States dollar accounts held by them for nonresidents of
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the sterling area could be made without the prior per
mission of the Bank of England.

The Latin American exchanges, which now account 
for the bulk of such unrestricted trading as still exists 
in the New York market, continued to show a generally 
firm tendency during the month, particularly prior to 
the freezing of all Continental accounts. The discount 
on the Cuban peso vis-a-vis the dollar continued to 
narrow through June 16, when it was only %  per cent, 
the best rate since March, 1938, Although the discount 
subsequently widened to about 1%  per cent, it never
theless remained below that of a month earlier. The 
Uruguayan peso was also in rather strong demand in 
tlie noncontrolled market during most of the past month 
and by June 25 the New York rate had appreciated to 
$0.4505, as compared with $0.4063 as recently as May 7. 
Some reaction occurred during the remainder of the 
month, however, and the noncontrolled rate closed June 
at $0.4400. In the controlled market, the Uruguayan 
peso continued to be quoted at $0.6583. The free quo
tation for the Venezuelan bolivar, after rising to $0.2900 
on June 13, closed the month at $0.2750, as against 
about $0.2588 a month ago. Evidencing the improved 
exchange position of Argentina, an Argentine decree 
was issued during the past month providing for the 
abolition on July 1 of the “ prior exchange permit”  
system, under which the granting of exchange for most 
Argentine imports has been conditional upon the im
porter’s first obtaining a permit. This liberalization 
in the granting of exchange will probably affect more 
than 80 per cent of Argentina’s imports, the remaining 
imports being subject to quantitative regulation.

Presumably in a move to facilitate Japanese trade 
with the sterling area, Japan on June 1 established a 
“ foreign exchange concentrating account”  and agreed 
to indemnify Japanese banks against losses incurred in 
the exchange business in sterling currencies. This re
volving fund, into which banks are required to transfer 
their sterling balances, was expected to amount to the 
equivalent of about 500,000,000 yen and for the purpose 
of this arrangement the pound sterling was valued at 
14 pence to the yen, the same as the official rate for the 
past seven years. As of July 1, Japan will also con
centrate all dollar and certain other foreign exchange 
holdings in a similar account and guarantee losses. In 
addition to the United States dollar, the currencies to 
be added to the concentration system on July 1 include 
those of the Philippines, Canada, Argentina, Brazil, the 
Netherlands East Indies, French Indochina, France, 
Switzerland, Sweden, Italy, and Germany.

Gold M ovem en ts

Imports of gold into the United States continued in 
comparatively small volume in June. Gold held under 
earmark for foreign account at the Federal Reserve 
Banks decreased about $4,000,000 during the month to 
approximately $1,917,000,000. For the month, the 
increase of about $50,000,000 in the gold stock was the 
smallest of any month in three years.

In the four weeks ended June 18, the Department 
of Commerce reported the receipt of $24,800,000 of

gold, in the following principal amounts: $15,800,000 
from Canada, $3,200,000 from the Philippines, $1,200,000 
from Mexico, $1,200,000 from Peru, $1,100,000 from 
Chile, and $500,000 from the United Kingdom.

Central Bank R ate Change

Effective June 2 the South African Reserve Bank 
lowered its discount rate from 3y> per cent to 3 per cent, 
the lowest rate since the fixing of the bank’s first dis
count rate on December 29, 1922.

E m ploym ent and Payrolls

According to the New York State Department of 
Labor, factory employment in the State rose 1%  per cent 
further between the middle of April and the middle of 
May; payrolls, influenced by pay increases, were up 5 
per cent. The gain in employment was contraseasonal in 
nature, and reflected mainly continued expansion of op
erations at plants manufacturing defense goods, particu
larly firms in the automobile, airplane, and electrical 
machinery industries, as well as a decline in the number 
of workers affected by strikes. The usual sharp seasonal 
decreases in employment were reported by most of the 
companies in the clothing and millinery group, except 
for a few men’s clothing plants engaged in work on Army 
orders. Compared with a year before, working forces 
were 28 per cent greater this May and payrolls 51 per 
cent higher.

Over the past year industry in up-State New York, gen
erally speaking, lias benefited relatively more from the 
defense activity than has New York City industry. This 
is largely attributable to the fact that New York City 
factories are primarily engaged in the production of 
clothing and other nondurable goods, while up-State 
New York firms participate to a greater extent in the 
manufacture of metal and other durable products— a 
category which has been more substantially stimulated 
by the defense effort.

Factory employment in the United States as a whole 
also increased i y 2 per cent in May and payrolls rose 5y> 
per cent, according to the Bureau of Labor Statistics. 
The largest gains in working forces continued to be re
ported in the durable goods lines, particularly by the 
aircraft, machinery, railroad equipment, and shipbuild
ing industries, Among the nondurable goods industries 
showing substantial increases in employment were cotton 
goods and meat packing. The rise in payrolls reflected, 
in part, further increases in wage rates.

According to data of the Bureau of Labor Statistics, 
the increase in payroll disbursements at factories through
out the United States amounted to 45 per cent between 
May, 1940 and May, 1941, and 64 per cent in the two year 
period May, 1939 to May, 1941. These gains, as indicated 
in the accompanying chart, are attributable partly to the 
adding of new names to factory payrolls— factory em
ployment in May is estimated to have been 22 per cent 
higher than in May, 1940 and 30 per cent higher than in 
May, 1939, four months before the present European war 
began. Important parts in the rise in factory payrolls
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1939 1 940 1941

Indexes o f F actory Payrolls and Em ploym ent (1923-1925 average rr 100 per ce n t), A verage Num ber o f H ours W orked  per W eek, and 
A verage H ourly Earnings (in  ce n ts )— Bureau o f Labor 

Statistics Data P lotted on Equivalent Ratio Scales

have also been played, however, by lengthening hours of 
work and by increases in rates of compensation.

As indicated in the chart, working hours in plants re
porting to the Bureau of Labor Statistics have reached 
an average of 40 hours per week, as compared with 36%  
two years ago. The final line on the chart, showing the 
course of average hourly earnings, has been affected by 
increases in wage rates, frequent in recent months, and 
also by higher pay for overtime work. Under Federal 
statute, working time of individual employees in excess 
of forty hours a week must be compensated for at over
time rates, and, while working hours are still under forty 
in a number of industries, overtime is common in the 
machine tool, aircraft, and other plants which have felt 
the greatest pressure of increased output as a result of the 
defense program. Hourly earnings of factory workers 
averaged 71 cents, a record figure, in the most recent 
month for which data are available (April) ; the rise in 
two years amounts to 10 per cent.

Total nonagricultural employment in the United States 
rose to 38,300,000 during May, an increase of 600,000 
over the previous month and of 3,100,000 over May, 1940. 
The largest employment gain, 310,000, was shown in min
ing and reflected chiefly the return of bituminous coal 
miners to work following the settlement of the strike at 
the end of April. The gain in manufacturing employ
ment amounted to 160,000 in May, following an increase 
of 220,000 in April. On the other hand, there was a de
cline in the number of persons engaged in construction, 
because of the completion of many new army canton
ments, and in wholesale and retail trade. Meanwhile, 
military and naval personnel (not included in the esti
mates of total nonagricultural employment) increased
115,000 further during May to a total of 1,660,000; com
pared with May, 1940, there has been an increase of 
1,200,000.

C om m odity Prices

Rising price tendencies, at a somewhat increased rate, 
continued to be manifest during June. Owing in consid
erable measure to further advances in food prices and 
in domestic agricultural products generally, the Bureau 
of Labor Statistics broad weekly index of wholesale 
prices rose progressively during the month. On June
21 this index showed an increase of 9 per cent over the 
level prevailing at the end of last year and an increase 
of 17 per cent for the war period as a whole. Addi
tional official price control measures were adopted dur
ing June, a number of them designed to prevent increases 
in prices of consumer goods.

The pronounced rise in food prices in recent months 
reflects to some extent increased demand, accompanying 
the expansion in consumer incomes, but to a larger extent 
perhaps the effect of governmental measures to increase 
domestic prices of farm produce. In addition, the prices 
of sugar, coffee, and other imported foods have risen, 
accompanying anxiety over limited shipping facilities, 
especially for products not essential to defense needs. 
The Bureau of Labor Statistics weekly index of whole
sale food prices, which has shown an advance of 15 per 
cent thus far in 1941 and of 25 per cent since August,
1939, is currently, however, still somewhat below the 
highest levels of 1937, as the accompanying chart indi
cates. Acting to check increasing food prices, the Office 
of Price Administration and Civilian Supply on June
16 requested leading bakeries throughout the country 
to refrain from advancing bread prices, and the coffee 
and cocoa markets were subject to official regulations.

Supplementing the effect of the assurance of liberal 
loans on this year’s production of several major crops, 
the extension of the European war into Russia appears 
to have had some stimulating influence on agricultural 
prices in June. Generally unfavorable weather for the 
growing cotton crop was also a strengthening factor in 
this market. The average price of cotton in 10 Southern 
markets reached the highest point since 1930, closing 
with a net advance of about 1%  cents for the month at 
14.27 cents a pound. Following the establishment of

1 9 3 6 1 9 3 7 1 9 3 8 1 9 3 9 1 9 4 0 1941

Index o f W holesale Food Prices (M onth ly range o f Bureau o f Labor 
Statistics weekly indexes; 192S — IOO per cen t; latest weekly 

index included is for June 21)
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a 14 year peak in print eloth prices, the Office of Price 
Administration and Civilian Supply late in the month 
announced a schedule of price ceilings for a variety of 
cotton cloths.

Winter wheat in Kansas City rose from 86% cents a 
bushel at the end of May to $1.00% a bushel on June 
30; wheat flour prices were also advanced during the 
month. Partly associated with the Surplus Marketing 
Administration’s buying program, prices of hogs and 
lard rose to new high levels since 1937; hogs advanced 
$1.50 from the end of May to $10.84 a hundredweight on 
June 26, although in later trading a sizable downward 
reaction occurred. Cottonseed oil reached the highest 
price in about fifteen years and a sharp increase was 
also recorded in soy beans. Corn quotations, however, 
moved within a relatively narrow range, reflecting offer
ings in the market of Commodity Credit Corporation 
holdings.

Despite fears of shortage of ocean shipping space, 
price advances during June in import commodities were 
generally less marked than in earlier months of the year. 
Sugar prices advanced 11 points to 3.53 cents a pound 
on June 20, but subsequently lost part of that gain. Silk 
prices showed a net gain of 15 cents to $3.03% a pound. 
Announcement was made that all crude rubber would 
be purchased through the Rubber Reserve Company, 
and rubber prices were relatively steady throughout 
the month. On June 26 the Office of Price Administra
tion and Civilian Supply announced that ceilings would 
be placed on tire quotations.

Among mineral products, price advances occurred dur
ing June in fuel oil, gasoline, and coal. The metal 
markets generally were unchanged, as new official 
measures were taken to insure supplies for defense 
requirements. The Priorities Division of the O.P.M. 
placed scrap aluminum and zinc under mandatory pri
orities, and ordered allocations in July of 22 per cent 
of zinc output for defense purposes.

Production and Trade

Such data as are now available for June point to a 
continued advance in the rate of business activity. 
Under the pressure of defense program needs, the usual 
seasonal slackening appears to have been absent in a 
number of important lines.

Steel mills operated at or near rated capacity through
out June. Late in May, Gano Dunn, the special con
sultant to the Office of Production Management, indi
cated in his second report to the President that steel 
requirements this year would exceed productive capac
ity by 1,400,000 tons and would be 6,400,000 tons in 
excess of capacity in 1942. The Office of Production 
Management thereafter requested the submission of plans 
for an increase in the annual capacity of the industry 
by about 10 million tons in the shortest possible time. 
The necessity of curtailing the use of steel for non
defense purposes was emphasized by the issuance of a 
general steel preference order by the Office of Produc
tion Management. Blanket preference ratings were 
issued during June to 24 shipbuilders; 13 steel com

panies were requested to curtail production of sheet and 
strip steel for nondefense purposes and use the released 
capacity to turn out plates for shipbuilding, railroad 
car building, and other defense needs; and railroad 
freight car builders were assured preference over steel 
necessary for car building.

As in May, automobile production in June proceeded 
at the highest rate since the spring of 1937 and retail 
demand continued strong. Mill sales of cotton gray 
goods were brisk during the first three weeks of the 
month, but subsequently decreased sharply following 
rumors that price ceilings would be placed on cotton 
goods generally. Mill activity held at an exceptionally 
high rate. Loadings of railway freight continued in 
large volume; during the week ended June 21 the total 
of all cars loaded exceeded last fall’s peak by 48,000 cars, 
and was the highest for any week since November 4, 
1930. Electric power production appears to have 
reached a record high level during the month.

In May this bank’s seasonally adjusted index of pro
duction and trade advanced five points over the Feb- 
ruary-April level to 109 per cent of estimated long 
term trend. The unusually large increase in the index 
reflected in considerable part the resumption of large 
scale operations in lines of industry that had been 
affected by labor disputes.

Advancing tendencies in production and trade were 
general during May, and each of the component group 
indexes moved upward. The index of producers’ dur
able goods production, which includes important defense 
lines such as steel, aircraft, shipbuilding, and machinery, 
rose four points further to a level about 50 per cent 
above that of May, 1940, and the recovery in bitu
minous coal output resulted in a particularly sharp rise 
in the producers’ nondurable goods index. A  marked 
gain was indicated in the rate of flow of merchandise 
through primary distribution channels. Production 
of consumers’ goods, particularly those in the durable 
category, was at a considerably higher level than in 
May, 1940, and it is estimated that retail trade expanded 
somewhat further between April and May, seasonal
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factors considered. Retail sales of passenger cars ex
ceeded those of any previous month.

The accompanying chart presents some indications of 
the disposition which consumers have been making of 
their increased incomes. Total income payments to indi
viduals during the first five months of this year are esti
mated at a rate of almost $80,000,000,000 a year, 12 per 
cent above the level in the corresponding period of 1940. 
Larger increases, in some cases substantially larger, 
are shown by the other items in the chart which reflect 
consumer expenditures. New passenger car sales in the 
first five months of this year were the greatest for any 
similar period on record, 41 per cent ahead of the total 
for the first five months of 1940. Combined sales of two 
major mail order houses ran 25 per cent above the 
first five months of last year, and private residential 
building contract awards were 22 per cent greater. 
Year-to-year increases in the other items— sales of de
partment stores, independent retailers (other than de
partment stores), grocery and variety chain store sys
tems— ran 13 to 19 per cent higher.

(Adjustedffor seasonal variations and estimated long term trend; 
series reported in dollars are also adjusted for price changes)

1940 1941

May Mar. Apr. May

Index of Production and Trade..................... 89 r 104 104 p 109p
Production of:

Producers’ durable goods..................... 80 115 117 p 1 2 1 p
Producers’ nondurable goods............... 93 113 109 p 119p

Consumers’ durable goods................... 73 r 88 90p 95p
Consumers’ nondurable goods............. 96r 10 2 1 0 2 p 104p

Primarv distribution.................................. 85 98 98 p 106p
Distribution to consumer......................... 92 103 104p 106p

Industrial Production
Steel............................................................... 86 117 116 1 2 1
Automobiles................................................. 89 106 90 1 2 1
Bituminous coal.......................................... 97r 1 2 0 19 1 2 2 p
Crude petroleum......................................... 91 85 86 87p
Electric power.............................................. 98 109 107p 1 1 0  p
Cotton consumption.................................. 99 136 146 148
Wool consumption...................................... 88 183r 178 190p

92r 116 119p 125p
Meat packing.............................................. 1 0 1 108 108 l l l p
Tobacco products....................................... 94 99 1 0 1 10 0

Manufacturing Em ployment
Employment................................................ 92 107 1 1 0 1 1 2 p
Man-hours of employment....................... 86 107 1 1 0 113p

Construction
Residential building contracts.......... .. 46 47 51 59
Nonresidential building and engineering

contracts................................................... 53 94 76 94

Primary Distribution
Ry. freight car loadings, mdse, and misc. 82 99 99 10 2
Ry. freight car loadings, other................ 91 10 0 80 117
Exports......................................................... 10 0 104 116
Imports......................................................... 71 86 93

Distribution to Consumer
Department store sales (U .S.)................. 88 10 0 1 0 1 10 2
Grocery chain store sales.......................... 96 1 0 1 10 0 99p
Variety chain store sales........................... 96 105 106 IlOp
Mail order house sales............................... 98 103 107r 1 1 2 p
New passenger car sales............................ 75 113 113 117

Velocity o f Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average =  100).. 58 60 57 58
Velocity of demand deposits, New York

City (1919-25 average =  100)............. 27 25 24 25

Cost o f Living and W ages*
Cost of living (1935-39 average =  100) 104 105 106 106p
Wage rates (1926 average =  100).......... 114 117 118 119p

p Preliminary. r Revised. * Not adjusted for trend.

Building

The daily rate of construction contract awards in 
New York and Northern New Jersey, according to the 
F. W . Dodge Corporation survey, was 42 per cent 
higher in May than in the previous month. Part of 
this increase resulted from the inclusion of a large 
volume of defense contracts awarded in New Jersey 
during previous months, but not included in the re
ported totals, owing to the lack of detailed data. Awards 
for nonresidential building rose 71 per cent and awards 
for residential building and for heavy engineering con
struction also increased, though by considerably smaller 
amounts. Compared with May, 1940, the rate of contract 
awards of all classes was up 22 per cent. Nonresiden
tial building awards, mainly responsible for this favor
able showing, were about double the figure for the same 
month of the previous year, while residential building 
showed little change and heavy engineering projects 
declined by one third.

For 37 Eastern States the daily rate of construction 
contract awards during May rose to the highest level 
since June, 1930; it was 25 per cent higher than in 
April and 67 per cent above the average for May, 1940. 
One quarter of the month’s reported total was for Gov
ernment contracts in connection with the defense pro
gram.

Nonresidential building awards in the 37 States were 
more than double the figure for May, 1940. Large 
public and private contracts for factory buildings to 
handle defense production were mainly responsible for 
this increase. Awards for heavy engineering construc
tion were 56 per cent above the same month last year. 
Reflecting a high level of private residential building 
and progress on the Government’s program for housing 
defense workers, awards for residential building were 
38 per cent above May of last year and the highest for 
any month since July, 1929.

Owing primarily to the stimulating effect of the year 
old defense program, the total volume of contract awards 
in the 37 States during the twelve months ended May
31, 1941, was 37 per cent greater than in the preceding 
twelve months. The largest gain (83 per cent) occurred 
in the field of nonresidential building, reflecting, for 
the most part, construction of, and additions to, factory 
buildings. Residential building awards were up 32 per 
cent; awards for heavy engineering projects increased 
only 8 per cent. The relatively small increase in this 
latter category is due in part to the fact that defense 
construction of this type has to a certain extent taken 
the place of the civilian public works program rather 
than representing a net addition.

During the first half of June the daily rate of con
struction awards showed little change from the average 
for May. Compared with the corresponding period of
1940, contracts were up 75 per cent, and all major classi
fications recorded substantial increases.

Foreign Trade

Despite numerous disruptions since the outbreak of the 
present European war, including stringency that has 
developed in the ocean shipping situation, this country’s
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foreign trade has been substantially above the prewar 
levels, both in aggregate dollar values and in estimated 
quantities. The monthly average value of domestic mer
chandise exports in the first eight months of the second 
year of the war (September, 1940— April, 1941) was 
$326,000,000, an amount about equal to the average of 
the first war year, when France was drawing heavily 
upon the United States for war materials, and 35 per 
cent above the rate in the twelve months prior to the war. 
Shipments of American products to British Empire 
countries, which have increased sharply during the war 
period, have played the dominant part in the expansion 
of our export trade. The average value of imports for 
consumption in the September, 1940— April, 1941 period, 
at $229,000,000, exceeded the monthly average for the 
first year of the war as well as the average for the twelve 
months preceding the war. The gain in imports reflected 
increased receipts of strategic materials for defense pur
poses, and greater industrial activity generally.

The expansion in this country’s foreign trade since 
August, 1939 has been accompanied by wide shifts in the 
types of commodities exported and imported, as is in
dicated in the following chart. A  marked gain has 
occurred in exports of finished manufactures, which in
creased from a monthly average value of $130,000,000 
in the prewar year, or 53 per cent of all exports, to 
$221,000,000 in the first eight months of the second war 
year, or 68 per cent of the total. The increase in this type 
of exports is accounted for largely by the accelerated 
shipments abroad of airplanes and other manufactured 
products for military use. On the other hand, as Conti
nental Europe became virtually closed to all outside mar
kets and as the British Empire demands were concen
trated more and more in war materials in advanced 
stages of manufacture, exports of crude materials and of 
foodstuffs were reduced to small proportions. Exports of 
crude materials, including cotton and tobacco, decreased 
from a monthly average value of $42,000,000 to one-half 
that volume in the first eight months of the second war 
year. Exports of foodstuffs, already at low levels in the 
prewar period, declined to comparatively negligible 
amounts.

Changes in the different types of imports have not 
been so pronounced as in the case of exports, although 
imports of crude materials rose from a monthly average 
of $55,000,000, or 31 per cent of all imports in the 
prewar year, to $97,000,000 or 42 per cent of the total 
in the September, 1940— April, 1941 period. Large fac
tors in the gain were increased receipts of rubber, wool, 
and other industrial raw materials included in this 
category.

D epartm ent Store Trade

Sales of the reporting department stores in the Second 
Federal Reserve District during the four weeks ended 
June 28 were about 9 per cent larger than in the cor
responding weeks of 1940, and the daily rate of sales 
for this portion of June appears to have averaged slightly 
higher than in May.

In May, sales of the reporting department stores in 
this District were 16 per cent higher than in May, 1940, 
but the daily rate of sales declined more than seasonally 
from the high April level, the changing date of Easter 
and other seasonal factors considered. During May 
substantial year-to-year advances were reported in sales 
of housefurnishings, clothing, and silverware and jewelry.

Retail stocks of merchandise on hand in the depart
ment stores at the end of May continued 9 per cent higher 
than a year ago, but remained low relative to the current 
rate of sales.

Department stores

Percentage changes from a year ago

Net sales Stock on hand 
end of month

May, Jan.through May,
1941 May, 1941 1941

New York City (includes Brooklyn)... +  14 + 1 0 +  8
Northern New Jersey.............................. +  16 +13 +  9

+  15 + 1 2 +  9
Westchester and Fairfield Counties. . . +25 +  19 +  1 2

+28 +24 +  16
Lower Hudson River Valley................. + 2 0 +  13 +  2

Poughkeepsie........................................ + 2 1 +  15
Upper Hudson River Valley................. + 2 1 + 18 +  4

+17 +14
Central New York State........................ +24 + 2 2 +  19

Mohawk River Valley. ....................... +26 +27 + 25
+24 + 2 1 +  17

Northern New York State..................... —■ — ■—
Southern New York State..................... +  19 + 2 0 +  4

Binghamton........................................... + 2 2 + 2 0
+ 2 2 +32 —
+ 2 0 +  17 +  1 1
+24 + 2 2 + 1 1

Niagara Falls........................................ +  13 +  6 + 1 2
+  15 +13 +  1 1

All department stores......................... +  16 + 1 2 +  9

Apparel stores........................................... +  14 +  8 +  4

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

M ajor E conom ic Classifications Com posing U nited States E xports 
and Im ports (Departm ent o f  Com m erce data)

1940 1941

May Mar. Apr. May

Sales (average daily), unadjusted............... 84r 84 10 0 95
Sales (average daily), seasonally adjusted 88r 98 103 99

Stocks, unadjusted......................................... 81r 87 89 88
Stocks, seasonally adjusted.......................... 79 r 86 87 86

r Revised.
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Index o f P hysical Volum e o f Industrial P ro 
duction, A djusted  for Seasonal Variation (1935- 
1939 average =  100 per cen t; durable m anu
factures, nondurable m anufactures, and m iner
als expressed in term s o f points in total index)

Indexes o f Value o f Departm ent Store Sales and 
S tocks, A djusted  for Seasonal Variation 

(1923-1925  average =  100 per cen t)
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A FTER a slight decline in A pril industrial activity increased sharply in 
, May and the first half of June. Wholesale commodity prices showed a 

further considerable advance and retail prices also increased. Distribution of 
commodities to consumers was maintained in large volume.

P r o d u c t io n

Volume of industrial output increased sharply in May, following a decline 
in April, and the Board’s seasonally adjusted index rose to 149 per cent of the 
1935-1939 average, as compared with 140 in A pril and 143 in March. The 
decline in A p ril had reflected mainly reduced output of bituminous coal and 
automobiles occasioned by shutdowns accompanying industrial disputes. These 
were settled during the month and in May and the first half of June output in 
these industries rose to the high levels prevailing earlier.

In  a number of other lines activity increased steadily throughout the spring 
months, particularly in the machinery, aircraft, and shipbuilding industries. 
Steel production was maintained at 99 per cent of capacity, except fo r a short 
period during late A pril and early May when output was reduced somewhat 
owing to a shortage of coal. Output of nonferrous metals also continued near 
capacity; deliveries of foreign copper in May increased to 49,000 tons, amount
ing to about one third of total deliveries to domestic consumers. Toward the 
end of the month, as i t  became apparent that combined m ilitary and civilian 
need fo r these metals would soon greatly exceed available supplies, a General 
Preference Order covering all iron and steel products was issued by the P riori
ties Division of the Office of Production Management and in June mandatory 
priority controls were established for copper and zinc.

Textile production rose further in May, reflecting increased activity at cot
ton, wool, and rayon mills. A continued rise in output of manufactured food 
products was likewise reported and activity in the chemical and shoe industries 
was maintained at earlier high levels, although usually there is a considerable 
decline at this season. Petroleum production increased, and output of anthra
cite also advanced following some curtailment in April. Iron ore shipments 
amounted to 11,000,000 tons in May, a new record level and near the shipping 
capacity of the present Lake fleet.

Value of construction contract awards rose sharply in May, reflecting 
increases in both public and private construction, according to F. W. Dodge 
reports. Awards fo r private residential and nonresidential building increased 
more than seasonally, and contracts for defense projects continued in large 
volume.

D is t r ib u t io n

Distribution of commodities to consumers was sustained at a high level in 
May. Department store sales showed a further rise, while sales at variety stores 
declined by slightly more than the usual seasonal amount. Retail sales of new 
automobiles continued at the high A p ril level and sales of used cars rose further.

Freight car loadings increased sharply in May, reflecting a marked rise in 
coal shipments and a further expansion in loadings of miscellaneous freight. In  
the first half of June total loadings were maintained at the advanced level of 
other recent weeks.

Co m m o d it y  P r ic e s

Wholesale prices of a number of agricultural and industrial commodities 
showed further increases from the middle of May to the middle of June and the 
general index of the Bureau of Labor Statistics advanced two points to 87 per 
cent of the 1926 average. Federal action to lim it price increases was extended 
to some consumer goods, principally new automobiles, hides, and certain cotton 
yarns. In  retail markets prices of most groups of commodities have advanced, 
reflecting in part increases in wholesale prices earlier this year.

B a n k  Cr e d it

Commercial loans at reporting banks in 101 cities continued to rise during 
the four weeks ended June 11. Bank holdings of United States Government 
securities increased further, chiefly through the purchase of bills by New York 
City banks and of bonds by banks in other leading cities. As a result of the 
expansion in loans and investments bank deposits continued to increase.

U n it e d  S t a t e s  G o v e r n m e n t  S e c u r it y  P r ic e s

Following a rise in the latter part of May Treasury bond prices declined 
slightly in the first half of June. On June 14 the 1960-65 bonds were % of a 
point below the all-time peak in prices of December 10. Yields on both taxable 
and tax exempt 3 to 5 year notes declined slightly from the middle of May to 
the middle of June.
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MONTHLY REVIEW
of Credit and Business Conditions

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank, N ew  York August 1 ,194 1

M on ey  M arket in July

There was a further growth in the volume of bank 
credit in use during July, judging from data which 
became available from the weekly reporting member 
banks in principal cities.* On the July 23 reporting 
date, the outstanding total of loans and investments made 
by the reporting banks reached a new high figure of 
$28,646,000,000, or about $4,200,000,000 above the 1929 
peak of the reporting banks’ loans and investments. Lat
est available figures for all member banks and all com
mercial banks are for the April, 1941, call date; these 
figures show that all member banks’ loans and invest
ments were then approximately $3,000,000,000 above the 
1929 peak, although the loans and investments of all com
mercial banks were still some $3,400,000,000 below the 
1929 peak. The comparable figure for the weekly report
ing member banks was an increase of about $2,500,000,000 
over the 1929 peak. Since last April, therefore, credit

* S u ch  b an k s  a cco u n t  f o r  a p p ro x im a te ly  th ree  fo u r th s  o f  th e  
assets  o f  a ll m em b er b an k s  a n d  f o r  n e a r ly  tw o  th ird s  o f  the  assets  
o f  a ll  co m m e rc ia l b an k s  in  th e  co u n try .

B I L L I O N S  
O F  D O L L A R S

United States Government Security Holdings,of Weekly Reporting

expansion in the reporting member banks, alone,  ̂ .,j 
amounted to approximately $1,700,000,000.

The principal elements accounting for the expansion 
of reporting member bank loans and investments during 
recent years are indicated in the left part of the accom
panying diagram. Holdings of United States Govern
ment direct and guaranteed securities by the reporting 
banks have increased $2,100,000,000 in the period since 
the beginning of the current year, $2,700,000,000 since 
the comparable date a year ago, and $3,750,000,000 in the 
period since the outbreak of the European war. The 
other principal way in which bank credit has been ex
tended has been through commercial, industrial, and 
agricultural loans. The outstanding volume of such 
loans has increased approximately $1,000,000,000 since 
the beginning of this year, $1,550,000,000 since the com
parable date a year ago, and about $2,000,000,000 since 
August 30, 1939. There has also been an increase in so- 
called ‘ ‘ other loans ’ ’ of the reporting banks; such loans, 
which include personal and instalment credit loans, have 
shown an increase of about $160,000,000 since the begin
ning of 1941, a rise of $280,000,000 since July, 1940, and

B I L L I O N S
O F  D O L L A R S

Commercial Loans, and Adjusted Demand DepositsBanks in Leading Cities
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an increase of $370,000,000 since August, 1939. Out
standing real estate loans and open market paper hold
ings of the reporting banks have also tended to increase 
somewhat, and their holdings of securities other than 
United States Government obligations have shown a 
moderate net increase for the war period. Loans to 
brokers and dealers in securities and other loans for 
purchasing or carrying securities have declined.

The right hand part of the diagram indicates the 
growth, which has occurred at reporting banks, in de
mand deposits belonging to individuals, corporations, 
and other depositors except banks and the United 
States Government. In the period since the outbreak 
of the war, adjusted demand deposits of the reporting 
banks have increased by one third to a record high level 
of $24,380,000,000. The rise in demand deposits has 
been caused by the expansion of bank loans and invest
ments and by the inflow of funds from abroad, the effect 
of which has been partly offset by an increase in the 
amount of currency in circulation and other transactions 
tending to reduce deposits. For the more recent period—  
since the beginning of 1941— the rise of $2,080,000,000 
in adjusted demand deposits has been equal to only two 
thirds of the rise in loans and investments of the report
ing banks, owing to increased currency demands by the 
public, a marked decrease in the amount of funds being 
transferred here from abroad (reflected in the much 
reduced gold inflow), and to a rise in Treasury deposits 
in the Reserve Banks. Another possible factor is the 
apparent tendency for business funds to flow from 
New York to other parts of the country, which may have 
resulted in some net transfer of demand deposits from 
reporting banks to nonreporting banks.

Although the volume of deposits held by individuals 
and corporations has shown rapid increases to successive, 
new high levels, the activity or velocity of such deposits 
has so far remained at a low rate. With demand deposits 
already considerably above the level of 1929, and the 
amount of currency in the hands of the public also much 
higher than in 1929, an increase in the rate of turnover 
of deposits, should it occur, could make the present 
money supply excessive relative to the volume of non
defense goods that could be produced, under conditions 
where the National defense program is progressively 
absorbing capacity and materials formerly available for 
such nondefense production. It is this possibility which 
emphasizes the importance of financing the increase in 
the Government debt, consequent upon the National de
fense effort, by sales of securities to investors other than 
commercial banks. Net purchases of Government issues 
by the commercial banks, which appear to have equaled 
in amount the major part of the volume of new issues 
of marketable Government securities during the present 
year, result in further increases in deposits, whereas 
purchases by other investors have no such effect.

E x c e s s  R e s e r v e  P o s it io n

Following the large decline of the previous month, 
excess reserves of all member banks held relatively stable

in July. From $5,150,000,000 on June 25, the total rose 
to $5,270,000,000 on July 2, owing to Treasury disburse
ments and other transactions which more than offset the 
large increase in currency circulation that occurred in 
the week prior to the Independence Day holiday. Sub
sequently, the volume of excess reserves continued to 
fluctuate inversely with changes in Treasury balances in 
the Reserve Banks. The total declined to $5,120,000,000, 
the lowest figure since December, 1939, during the week 
ended July 9, owing to payments to the Treasury for the 
new issue of Reconstruction Finance Corporation notes, 
and, after a rise to $5,340,000,000 on July 16, chiefly as 
a result of heavy Treasury disbursements, dropped to 
$5,180,000,000 for the week ended July 23, reflecting 
payments to the Treasury for the new issue of Com
modity Credit Corporation notes, and receded further to 
$5,160,000,000 on July 30. In New York City, excess 
bank reserves declined to $2,060,000,000 on July 9, the 
lowest for any statement date since March, 1939, and 
were around $2,110,000,000 toward the end of July.

Money Rates in New York

July 31, 1940 June 30, 1941 July 31, 1941
Stock Exchange call loans...................... 1 1 1
Stock Exchange 90 day loans................ * 1 H * 1 H
Prime commercial paper 4-6 months. . y 2
Bills— 90 day unindorsed....................... 7A 7A 7A
Average yield on Treasury notes (3-5

years) f .................................................... 0 .58 0.38 0.33
Average yield on Treasury bonds (not

callable within 1 2  years) t ................... 2.29 1.96 1.96
Average rate on latest Treasury bill

sale, 91 day issue.................................. 0.004 0.066 0.094
Federal Reserve Bank of New York

discount rate.......................................... 1 1 1
Federal Reserve Bank of New York

buying rate for 90 day indorsed bills y 2 H I

♦Nominal. t “ Tax exempt”  issues only.

G o v e r n m e n t  S e c u r i t i e s

Considerable interest in the Government security 
market and in financial circles, generally, developed on 
the subject of tax anticipation notes which the Secre
tary of the Treasury on July 3 announced would be 
issued in two series, both dated August 1, 1941 and 
maturing August 1, 1943, available for purchase in 
the remaining part of this year. In addition, it is 
expected that on January 1 two new series of two year 
notes will be offered, so that a tax payer can purchase 
notes during the entire year in which income is received, 
to be used in payment of taxes due in the following year.

The two issues of tax anticipation notes dated August
1, 1941 are to be sold at par and accrued interest, and 
may be used in payment of Federal income taxes (cur
rent and back personal and corporation taxes, and excess 
profits taxes) at any time after three months from the 
month of issue, but not before January, 1942. The notes 
will not be transferable, nor can they be used as col
lateral. Notes of Tax Series A-1943 will be issued in 
denominations of $25, $50, and $100. The amount of 
this series which may be used in payment of Federal 
income taxes will be limited to $1,200 principal amount
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in any period of twelve consecutive months by any 
one tax payer. These notes will provide an interest return 
of 1.92 per cent per annum when used in payment of 
taxes; if not so used they are redeemable only at the 
purchase price. Notes of Tax Series B-1943 will be 
issued in denominations of $100, $500, $1,000, $10,000, 
and $100,000. Any amount of Federal income taxes 
due may be paid with notes of this series, and when 
so used will provide a return of 0.48 per cent a year. 
Provision has been made for qualified depositary banks 
to make payment by credit on their books to the account 
of the Government for notes applied for in behalf of 
them selves and their customers. The availability of 
this means of payment should serve to avoid excessive 
shifting of funds from member bank reserve balances 
to Treasury deposits in the Reserve Banks.

Again in July strength was apparent in the prices 
of United States Government securities and in many 
instances quotations reached new highs for 1941. Rising 
moderately in the first week of the month, the average 
price of four long term tax exempt Treasury bonds 
by July 7 had attained a position approximately equiva
lent to the record high of last December, and the average 
yield on these issues reached a new low of 1.95 per cent. 
After an intervening dip the price average of these 
issues practically regained its peak level, but as a result 
of a slight downward reaction on the closing day of July, 
there was little net change shown for the month as a 
whole. The persistent advance in taxable bonds also con
tinued in July. All three issues advanced to new highs 
since issuance, the 2 % ’s of 1956-58 gaining 1%  points 
to above 105.

Advancing tendencies in prices of Treasury notes 
were most marked in the latter part of the month and 
were largely restricted to tax exempt issues. The aver
age yield on 3 to 5 year tax exempt Treasury notes 
showed a net decline of 0.05 per cent to 0.33 per cent. 
Yields on the taxable %  per cent National Defense note 
issues were off 0.03 per cent.

Accepted bids on the five weekly issues of taxable 
Treasury bills during July were tendered on an inter
est basis averaging between 0.087 per cent and 0.098 
per cent. Each of the issues was in the amount of 
$100,000,000 and each replaced similar maturities.

The Treasury offered on July 10, on behalf of the 
Commodity Credit Corporation, $400,000,000 or there
abouts of Commodity Credit Corporation 1%  per cent 
Series G notes dated July 21, 1941 and due February 
15, 1945, and at the same time offered to purchase on 
July 21, 1941 the $203,000,000 outstanding Series D 
Commodity Credit Corporation notes, maturing August
1, 1941, to the extent that the holders of such matur
ing notes subscribed for the new notes. The offering 
was heavily oversubscribed. Subscriptions from holders 
of about $201,000,000 of the Series D notes, tendering 
the latter for purchase, were allotted in full, and all 
other subscriptions were allotted 4 per cent. This opera
tion provides about $211,000,000 of new money for the 
Commodity Credit Corporation.

N ew  Financing

During July, the volume of corporate and municipal 
new security flotations declined to $161,000,000, the 
smallest monthly total since September, 1939, the first 
month of the war. Corporate financing, at $117,000,000, 
reached the lowest volume in more than a year and only 
$41,000,000 of this amount represented funds to be 
employed as new capital.

The principal issues publicly offered or privately sold 
during the month were:

$47,800,000 New York State Electric and Gas Corporation 
securities, consisting of $35,400,000 first mort
gage 3 %  per cent bonds of 1971, sold privately 
at a net interest cost of 3.04 per cent, and
120,000 shares ($12,400,000) of 5.1 per cent 
cumulative preferred stock, priced at $103.50 a 
share; $6,400,000 for new capital purposes

19,500,000 McKesson and Robbins, Inc. securities, consisting 
of $13,700,000 sinking fund 3y 2  per cent deben
tures of 1956, priced at 104% to yield 3.10 per 
cent, and 56,000 shares ($5,800,000) of 5*4 per 
cent cumulative preferred stock, priced at $103 
a share; $3,800,000 for new capital purposes

15,000,000 Remington Rand, Inc. sinking fund 3 y 2  per cent 
debentures of 1956, priced at 103% to yield 3.18 
per cent, all for refunding purposes.

Temporary financing, not included in the $161,000,000 
total, amounted to $256,000,000 and included $135,000,000 
Commonwealth of Pennsylvania tax anticipation notes, 
$40,000,000 New York City revenue bills, $29,500,000 
notes of ten local housing authorities, and $15,900,000 
Federal Intermediate Credit Bank consolidated deben
tures.

New issues indicated for the future include $234,- 
000,000 American Telephone and Telegraph Company
3 per cent convertible debentures currently being offered 
to stockholders through warrants, $52,000,000 Florida 
Power and Light Company refunding bonds, and 
$33,000,000 Wisconsin Power and Light Company bonds 
and notes.

Security M arkets

The lethargy which had affected trading on the stock 
market during several previous months was broken in 
July as stock prices, measured by Standard’s 90 stock 
average, moved up more than 6 per cent in the first 
three weeks of the month to reach the highest level 
since January, 1941. The largest gains in stock quota
tions were made on July 7 and 8, apparently reflecting 
favorable news from the Russian front and the announce
ment of the occupation of Iceland by United States 
military forces. The market also showed a substantial 
rise on July 21, and on that date the 90 stock price 
average was only 3y 2 per cent below the high for the 
year attained on January 10. After a period of adjust
ment in the sessions following July 21, the market again 
moved upward near the end of the month, and stocks
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closed the month showing a net price gain of about 5 
per cent. All major groups shared in the July advance. 
The railroad shares on July 31 set a new 1941 high. 
The utility shares, which had been lagging behind other 
sections of the market in recent months, showed per
sistent strength in July. The volume of trading on the 
New York Stock Exchange during July was the heaviest 
reported since December, 1940.

Domestic corporate bond prices continued to tend 
upward during July. The price average of high grade 
bonds of this type, those classified Aaa by Moody’s 
Investors Service, showed irregular gains through July 
14 when the highest level since early January was 
reached, only %  point below the record high of Decem
ber, 1940. Both the railroad and utility bond groups 
reached record levels during the month. However, the 
combined Aaa price average drifted somewhat lower 
in the latter half of July. Rail bonds were a feature 
in the %  point average gain shown for medium grade 
(Moody’s Baa) bonds during July. The price average 
of prime municipal bonds attained a record high toward 
the close of the month.

Foreign Exchanges

New York trading in the Continental European cur
rencies, which had been suspended following the freezing 
of the accounts of most European countries on June 14, 
continued practically at a standstill during July, even 
in the currencies of those neutral Continental countries 
now covered by general licenses. However, it is under
stood that the Swiss National Bank is now prepared to 
purchase dollars against Swiss francs provided the 
dollar offerings represent proceeds of the export of Swiss 
goods, revenue from Swiss investments in the United 
States, or payments for living expenses in Switzerland. 
In addition, Swedish banks appear to be furnishing 
Swedish kroner against dollars at a rate of 4.19 to the 
dollar (equivalent to $0.2386).

Latin American exchanges for the most part fluctuated 
within narrow limits. Having risen from $0.2750 on 
July 1 to $0.2900 on July 28, the free rate for the 
Venezuelan bolivar declined to $0.2725 on July 31, 
accompanying advices that a new decree had been 
promulgated by the Venezuelan Government on July 
23, 1941, establishing the official rate at 3.35 bolivars 
to the dollar (equivalent to $0.2985) instead of 3.19 
(equivalent to $0.3135), which had been in effect since 
April, 1937. The new decree also abolished all export 
premiums and instead fixed different rates for various 
export products; in addition it authorized a free ex
change market in Venezuela along with the controlled 
exchange market there.

On July 1, the Japanese buying rate for the dollar 
was changed from $0.2344 to $0.2356. This action was 
presumably taken in order to bring the dollar rate more 
in line with the official quotation for sterling. As a 
result, the yen was quoted in the New York market, 
until July 26, at $0.2358, as compared with $0.2345

which had prevailed from October, 1939 to July 1, 1941. 
In the Shanghai market, the dollar rate for the Chinese 
yuan, which had been holding steady at about 5%  cents 
for somewhat over a month, turned downward on July 3, 
reaching a low of 5 3/16 cents on July 8. This reaction 
appeared to result from Far Eastern political and mili
tary developments at the time. By July 17, however, 
this entire loss had been regained, presumably owing to 
large sales by Japanese interests of United States dollar 
exchange against Chinese yuan. Subsequently, the 
Chinese yuan again declined until the July 8 low of 
5 3/16 cents was reached, remaining at that level on 
Monday, July 28.

As a consequence of the Executive Order of July 26,
1941, extending the United States “ blocking”  control 
to Chinese and Japanese accounts, New York trading 
in the currencies of these countries was suspended. The 
British authorities took parallel steps and issued regu
lations freezing Chinese and Japanese assets.

Gold M ovem ents

Imports of gold into the United States continued in 
small volume during July, and the increase in the United 
States gold stock of about $50,000,000 was approxi
mately the same as in June. Gold held under earmark 
for foreign account at the Federal Reserve Banks in
creased about $30,000,000 during the month to approxi
mately $1,945,000,000.

In the five weeks ended July 23, the Department of 
Commerce reported the receipt of $41,900,000 of gold 
in the following principal amounts: $20,100,000 from 
Canada, $9,600,000 from Australia, $3,700,000 from the 
Philippines, $2,100,000 from Colombia, $1,200,000 from 
Mexico, $700,000 from Nicaragua, $600,000 from Peru, 
and $500,000 from the United Kingdom.

Foreign D iscount R ate Change

According to a press report, via Berlin, the institu
tion operating in Amsterdam in the name of the Nether
lands Bank reduced its discount rate from 3 per cent 
to 2%  per cent on June 27.

C om m odity Prices

Accompanying extensive discussion of legislation rela
tive to Federal price control powers, which culminated 
in the President’s message of July 30 to the Congress 
on the subject, together with increasing tension in the 
Far East, irregular price advances characterized the 
wholesale commodity markets during July. Judging 
from the Bureau of Labor Statistics comprehensive 
weekly index, the general level of wholesale prices sur
passed the 1937 peak and reached the highest point since 
early 1930. For the war period (since August, 1939) 
this index has advanced almost 20 per cent; the index 
of farm products alone has risen somewhat more than 
40 per cent.
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Reflecting among other things the announcement by 
the Department of Agriculture that cotton acreage under 
cultivation this year is the smallest since 1895, together 
with reports of generally unfavorable weather for crop 
development, cotton quotations advanced sharply during 
July. The average price of spot cotton in 10 Southern 
markets rose nearly 2%  cents to as high as 16.92 cents 
a pound on July 26, or about the general level pre
vailing late in 1929, but declined almost a cent on July 
30-31. An announcement on July 18 of upward revisions 
in price ceilings previously established on cotton cloths 
served as an additional stimulus to the advance in raw 
cotton prices. During the month it was reported that 
the Office of Price Administration and Civilian Supply 
reached an agreement with rayon producers respecting 
prices for rayon fabrics.

Wheat prices fluctuated irregularly during July, but 
showed small net changes for the month as a whole. 
Following publication of higher official estimates of 
this year’s crop based on recent conditions, wheat quo
tations were depressed by reports of a scarcity of avail
able warehouse space. The Department of Agriculture 
announced on July 13 that wheat producers exceed
ing their 1941 marketing quotas would be allowed to 
store their wheat for another year, and later made pro
visions for farmers to obtain release of this grain without 
penalty by agreeing to plant below their 1942 acreage 
allotment. Corn prices moved within a relatively narrow 
range, continuing to reflect the large volume of Com
modity Credit Corporation holdings overhanging the 
market. Accompanying further purchases by the Sur
plus Marketing Administration, hog prices rose $1.06 
to $11.59 a hundredweight on July 17— a new high 
since 1937; in subsequent trading, however, over a 
third of this gain was canceled. Likewise, cottonseed 
oil, lard, and soy beans rose sharply early in the month 
and later showed downward reactions. Quotations for 
steers advanced irregularly from $10.63 a hundredweight 
at the end of June to $11.42 a hundredweight on July 31.

Import prices in July were considerably disturbed 
by political developments in the Far East and by the 
adoption of economic measures affecting trade with 
Japan, especially the freezing on July 26 of Japanese 
assets in this country. Silk prices in New York were 
up 54 cents to $3.57% a pound on July 26, most of the 
rise occurring late in the month. On July 27 official 
orders were issued prohibiting the movement of raw 
silk stocks in this country and suspending futures 
trading; also, it was announced that a ceiling price 
would be imposed on raw silk. Owing in part to lack 
of shipping space, burlap prices advanced to the highest 
level since 1920. Quotations for rubber moved up 1 cent 
to 23% cents a pound, apparently reflecting limited 
supplies of "fre e ”  rubber in this country, and cocoa 
prices advanced substantially late in the month. Coffee 
prices were higher, and quotations on sugar showed a 
moderate advance for the month, despite action by the 
Department of Agriculture on July 19 increasing per
missible sugar imports.

P E R  C E N T

Indexes o f  Cost o f  L iv ing  and Retail Food Prices 
(1935-39  a v e ra g e ^  100 per cen t)

In general prices of metals of domestic origin held 
steady throughout July. Coal and fuel oil prices, how
ever, continued to rise. Tin at 55.25 cents a pound on 
July 25 was up 2%  cents from the end of June to 
the highest level in over a year, but later lost the entire 
gain. Recent acquisitions of Canadian and Mexican 
lead were reported by the Metals Reserve Company. The 
Priorities Division of the Office of Production Manage
ment placed cutting tools under a full priorities system, 
and the Office of Price Administration and Civilian 
Supply put prices of brass scrap under a ceiling schedule.

In recent months, especially since March, rising ten
dencies have become apparent in retail prices. Avail
able indexes of the cost of living, computed to measure 
changes in the cost of living of wage earners and lower 
salaried employees in the larger cities, show increases 
of 3 to 4 per cent between December of last year and 
June of this year. The increase in retail food prices on 
the average has amounted to about 9 per cent over the 
same period and since food usually constitutes the 
largest single item in family budgets, frequently account
ing for as much as one third of total expenditures, the 
increase in food prices has played an important part 
in the recent rise in the cost of living. As the accompany
ing chart indicates, retail food prices and cost of living 
currently are approaching the high levels reached in 
1937— which followed a period of droughts and small 
crops— and these indexes are otherwise at the highest 
levels since 1931.

E m ploym ent and Payrolls

Working forces in New York State factories increased 
nearly 2 per cent further during June, and aggregate 
wage payments advanced 4 per cent, although ordinarily 
both employment and payrolls decrease somewhat at 
this time of year. Continued expansion in the number
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of employees at plants with defense contracts was again 
the major factor in the gains. In the metals and 
machinery group gains in both employment and pay
rolls were shown for the fourteenth consecutive month. 
During the past year total payrolls for this group have 
almost doubled, and employment has increased over 60 
per cent. Employment in consumers’ goods industries 
during June generally responded to usual seasonal fac
tors; women’s clothing and millinery firms reduced 
working forces, while all branches of the food and 
tobacco group took on additional employees during June. 
Compared with June, 1940, factories in New York State 
employed 30 per cent more persons and payroll dis
bursements were 55 per cent greater.

Factory employment in the United States as a whole, 
according to the Bureau of Labor Statistics, rose 2 per 
cent during June and payrolls increased 5%  per cent. 
The largest gains were again mainly concentrated in 
durable goods industries, particularly aircraft, ship
building, machinery, lumber, and furniture. In response 
to seasonal factors, food manufacturers hired additional 
workers, while sizable increases in employment, of a 
contraseasonal nature, were shown by firms in the shoe 
and rubber industries.

Considering the National defense effort as having 
been initiated on a major scale shortly after the organi
zation of the National Defense Advisory Commission, 
June, 1941 marks the end of the first year of the pro
gram. During the year factory employment as a whole 
rose 24 per cent and factory payrolls increased 53 per 
cent. Although gains in employment over this period 
were common to all the more important fields of manu
facturing, there was considerable variation in the magni
tude of increases in employment from one industry 
to another. As the accompanying chart indicates, indus
tries which have been mainly devoted to defense work,
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P ercentage Increases Between June, 1940 and June, 1941 in E m ploy
m ent in Certain Industries and in Total F actory Em ploym ent 

(B ased on  Bureau o f  Labor Statistics indexes)

and whose capacities have been greatly expanded to 
meet those needs, have shown especially large gains; 
airplane factories and shipyards doubled their working 
forces during the period and some branches of the 
machinery industry were employing half again as many 
workers as a year ago. In other lines, such as auto
mobiles and men’s clothing, employment increases over 
the year were attributable in part to defense work and 
in part to expanded consumer demand. However, in 
consumers’ nondurable goods industries such as meat 
packing and baking, additions to working forces were 
considerably smaller than in manufacturing as a whole; 
such industries experience a relatively stable demand 
for their products and have been little affected, relatively 
speaking, by the defense program.

Total nonagricultural employment in the United States 
increased to 38,800,000 persons during June, almost
500.000 more than in May and 3,400,000 above the figure 
for June, 1940. Working forces in nonagricultural 
occupations reached an all-time high in June and were
1.300.000 above the highest point reached in 1929. An 
increase of over 200,000 workers in manufacturing was 
the most important factor in the May-June gain; 
employment in wholesale and retail trade rose 100,000, 
and all other major categories of employment reported 
larger working forces. Military and naval personnel 
(not included in the estimate of nonagricultural employ
ment) increased 80,000 further in June, reaching a total 
of over 1,700,000 persons, more than 3y 2 times as great 
as in June, 1940.

Building

As a result of a particularly large volume of awards 
included in the June total, construction contracts 
awarded during the second quarter of 1941 in New 
York and Northern New Jersey were half again as large 
as in the second quarter of 1940. For the past year 
quarterly figures for the 37 Eastern States covered in 
the F. W . Dodge Corporation reports have been show
ing year-to-year increases ranging from 25 per cent 
to almost 60 per cent, but until the second quarter of 
this year awards in the New York and Northern New 
Jersey region had remained close to the levels of the 
previous year.

The recent gain in this area is attributable in large 
part to a growing volume of public contracts for defense 
projects, primarily for the construction and expansion 
of factory buildings. While only 1 per cent of all Gov
ernment defense construction awards included in the 
first quarter total for the 37 States was for projects 
in this section of the country, during the second quarter
17 per cent went for work in the New York and North
ern New Jersey area. Also contributing to the second 
quarter gain was an increased volume of private non
residential building; private residential building was 
about unchanged from the second quarter of 1940.

The accompanying chart, which presents six month 
moving averages of seasonally adjusted contract award 
figures, indicates that despite the second quarter ad-
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OF DOLLARS OF DOLLARS

A verage Daily Construction Contracts Awarded in 37 States and in 
Second Federal R eserve D istrict (6  m onth m oving averages 

o f  F . W . D odge Corporation data, adjusted for 
seasonal variation )

vance, the level of construction activity in the Second 
Federal Reserve District (including in addition to New 
York State and Northern New Jersey, a section of Con
necticut) has remained below the rate prevailing dur
ing the first months of 1939, and is only about a third 
above the low level in the spring of 1940.

In the 37 States, by way of contrast, a sharp increase 
stimulated by the start of the defense program occurred 
during the second half of 1940, and since then construc
tion work has tended to run at a level about 20 per 
cent above the previous peak in 1939 and is currently 
about 50 per cent above the volume in the first half 
of 1940. Throughout the past year the largest gains 
have been concentrated in public construction, especially 
in the nonresidential building field, with generally 
smaller increases in private residential and nonresiden
tial projects.

Production and Trade

While the summer is usually characterized by marked 
curtailment of business activity, preliminary data for 
July this year indicate strong resistance to seasonal 
influences in many lines, owing to the continued pressure 
of defense demands.

Steel mills continued to operate close to rated capacity 
during July and it has been estimated that domestic 
defense orders, directly or indirectly, were consuming 
somewhat over half of current output. Nevertheless, 
growing concern was expressed in the steel industry 
over actual or potential shortages of steel scrap and pig 
iron. With the approach of restrictions on production, 
automobile output declined considerably less in connec
tion with model changeovers than in July of 1939 and
1940. The original agreement between the automobile 
industry and the Office of Production Management 
called for an average reduction in 1942 model schedules

of approximately 20 per cent. It now appears, how
ever, that defense agency officials contemplate a con
siderably larger reduction in passenger car output as 
well as substantial curtailment in production of certain 
other consumers’ durable goods which require scarce 
materials such as steel, nonferrous metals, and rubber.

Cotton textile mill activity is reported to have con
tinued at an exceptionally high rate in July. Opera
tions were carried on primarily against heavy order 
backlogs, for mill sales of gray goods were at a virtual 
standstill until the latter part of the month when the 
cotton textile price ceilings, originally established on 
June 28, were revised upwards by the Office of Price 
Administration and Civilian Supply. Electric power 
production, in mounting to further record levels during 
the month, appears to have increased more than sea
sonally over June. Bituminous coal output, on the other 
hand, fell off from the high level of the preceding month.

P roductio n  a n d  T rade in  J u n e

During June this bank’s index of production and 
trade advanced one point further to 110 per cent of 
estimated long term trend. The month marked the end 
of the first year of the defense program and during 
this period the index rose 18 points to the highest 
level since October, 1929, as is shown in the accompany
ing diagram.

Producers’ goods industries continued to operate at 
high levels during June and the group index for this 
category advanced to the highest point for the entire 
period covered by the index (1919 to date). Steel out
put, again averaging around 98 per cent of capacity, 
was at an annual rate of almost 83 million tons as 
compared with a rate of a little under 69 million tons 
in June, 1940. Bituminous coal output increased further, 
the steady building up of working forces continued in 
vital defense industries such as aircraft, shipbuilding, 
and machinery, and textile production was at a record 
rate, seasonal factors considered.

PER CENT

Index o f  Production  and Trade in the U nited States (Federal Reserve 
Bank o f  N ew Y ork  index, expressed as a percentage o f  esti

mated long term  trend, and adjusted for  seasonal variation )

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

August 1, 1941



64 MONTHLY REVIEW, AUGUST 1, 1941

Partly in anticipation of compulsory curtailment of 
production during the coming model year, and also in 
response to continued heavy consumer demand, passen
ger car production continued at the May level, although 
a decline was to be expected at this time of the year. 
The output of consumers’ nondurable goods showed a 
considerable increase over June, 1940, although the 
year-to-year gain in this category was not nearly so 
great as that in the consumers’ durable goods lines 
where the prospect of future shortages resulted in par
ticularly sharp increases in operating rates.

Railway freight traffic increased further in June and 
reached the highest level since 1930. There was a dip, 
however, in the volume of retail trade. Sales of depart
ment stores and mail order houses declined more than 
usual and retail sales of new passenger cars fell off from 
the record level of May. The latter decrease was 
apparently due more to the inability of dealers to main
tain sufficient stocks than to a slackening of consumer 
demand.

(Adjusted for seasonal variations and estimated long term trend; 
series reported in dollars are also adjusted for price changes)

1940 1941

June Apr. May June

Index of Production and Trade..................... 92 105 109 p IlOp
Production of:

Producers’ durable goods...................... 87 r 119 123 p 126p
Producers’ nondurable goods............... 95 109 119p 1 2 1 p

Consumers’ durable goods................... 74r 89 95 p 103p
Consumers’ nondurable goods............. 97 10 2 105 p 105p

Primary distribution.................................. 91r 98 106 p 107p
Distribution to consumer.......................... 96 104 106p 104p

Industrial Production
1 1 1 123 127 131
93 90 1 2 1 131

Bituminous coal.......................................... 93 19 1 2 2 125p
88 86 86 87 p

Electric power............................................. 10 0 107 IlOp l l l p
Cotton consumption.................................. 104r 146 148 152
W ool consumption...................................... 97 179r 195 198p

97r 119 126 p 134p
Meat packing.............................................. 10 2 108 1 1 2 105
Tobacco products....................................... 99 1 0 1 10 0 99

Manufacturing Employment
Employment................................................. 93 1 1 0 1 1 2 115p
Man-hours of employment....................... 87 1 1 0 115 119p

Construction
Residential building contracts................. 48 51 59 67
Nonresidential building and engineering

contracts................................................... 54 76 94 88

Primary Distribution
Ry. freight carloadings, mdse, and misc. 85 99 10 2 103
Ry. freight car loadings, other................ 93 80 117 117
Exports.......................................................... 114 116 117
Imports.......................................................... 82 93 96

Distribution to Consumer
Department store sales (U .S .)................. 90 1 0 1 10 2 99
Grocery chain store sales.......................... 97 10 0 99 99p
Variety chain store sales........................... 10 2 106 1 1 0 109
Mail order house sales............................... 10 0 107 1 1 2 108p
New passenger car sales............................ 92 113 117 115

Velocity of Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average =  100).. 54 57 58 60
Velocity of demand deposits, New York

City (1919-25 average =  100)............. 24 24 25 27

Cost of Living and Wages*
Cost of living (1935-39 average =■ 100) 104 106 106 108p
Wage rates (1926 average =  100).......... 115 118 12 0 1 2 1 p

p Preliminary. r Revised (In the case of steel, the series has been revised).* Not adjusted for trend.

D epartm ent Store Trade

During the four weeks ended July 26, sales of the 
reporting department stores in the Second Federal 
Reserve District were about 21 per cent larger than 
in the corresponding weeks of 1940. Comparisons for 
July weeks, however, are affected by variations between
1940 and 1941 summer closing schedules. On the basis 
of the weekly figures, sales during July appear to have 
been reduced considerably less than is usual in that 
month.

In June, total sales of the reporting department stores 
in this District were 10 per cent higher than in June,
1940, and the daily rate of sales for June averaged 
higher than in May. As in May, substantial year-to- 
year advances were reported in sales of housefurnishings, 
silverware, and jewelry.

The total dollar volume of sales of the reporting 
department stores in this District for the first half of
1941 was 12 per cent higher than in the corresponding 
period of last year, compared with an increase of 2y 2 
per cent between the first half of 1939 and 1940.

Retail stocks of merchandise on hand in the depart
ment stores at the end of June were 13 per cent higher 
than a year ago, and this bank’s seasonally adjusted 
index of department store stocks in this District ad
vanced four points to 90 per cent of the 1923-25 monthly 
average.

Percentage changes from a year ago

Department stores
Net sales Stock on hand 

end of month

June,
1941

Jan. through 
June, 1941

June,
1941

New York City (includes B rooklyn)... +  8 +  9 +  13
Northern New Jersey.............................. +  9 +  1 2 +  9

Newark................................................... +  9 +  1 2 +  8
Westchester and Fairfield Counties. .. +18 +  19 + 2 0

Bridgeport.............................................. +23 +24 +  19
Lower Hudson River Valley................. +  4 +  1 1 +  9

Poughkeepsie. ....................................... +  4 +13
Upper Hudson River Valley.................. + 1 1 +17 +15

+  8 + 1 2 —
Central New York State........................ +17 + 2 1 +23

Mohawk River Valley......................... +17 +25 +28
+18 + 2 0 + 2 2

Northern New York State..................... — — —
Southern New York State...................... +16 +19 +  9

+15 +19
+ 2 1 +30 —

Western New York State....................... +18 +17 + 13
+26 +23 +14

Niagara Falls......................................... + 1 2 +  8 + 17
+ 1 1 + 1 2 + 1 2

All department stores.......................... + 1 0 + 1 2 +13

Apparel stores........................................... +  8 +  8 + 25

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1940 1941

June Apr. May June

Sales (average daily), unadjusted............... 88r 10 0 95 98
Sales (average daily), seasonally adjusted 92r 103 99 10 2

Stocks, unadjusted . .t..................................... 76r 89 88 85
Stocks, seasonally adjusted.......................... 80r 87 86 90

r Revised
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Index o f Physical V olum e o f Industrial P roduc
tion, A djusted  for Seasonal Variation (1935- 
1939 average =  100 per cen t; durable m anu
factures, nondurable m anufactures, and minerals 
expressed in term s o f points in tota l index)

Indexes o f  W holesale Prices Compiled by  United 
States Bureau o f Labor Statistics (1926 

a vera g e= 1 0 0  per cen t)

BILLIONS OF DOLLARS

M em ber Bank Reserves and Related Items 
(L atest figures are for July 9 )
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Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Eeserve System)

I NDUSTRIAL production increased further in June, continuing the rapid 
advance that began about a year ago. Commodity prices, both in retail and 

in wholesale markets, rose considerably between the early part of June and 
the third week of July.

Production
Reflecting the continued advance in industrial activity at a time when 

output ordinarily declines, the Board’s adjusted index advanced from 150 per 
cent of the 1935-1939 average in May to 156 in June and preliminary estimates 
indicate a further rise in July. The current level compares with 104 before 
the start of the European war and 111 in the spring of 1940, when the current 
advance in industrial activity began.

Further increases in output were reported in June for a considerable 
number of industries, particularly those associated closely with the defense 
program, and there were no important declines. As in other recent months, 
activity in the aircraft, shipbuilding, machinery, and railroad equipment 
industries rose sharply. Automobile production was maintained at the high 
level of May, owing mostly to unusually large retail sales. Output of iron 
and steel and nonferrous metals, already close to capacity, did not show an 
increase to correspond with the rise in output of finished metal products and 
official statements indicated growing concern over shortages of numerous 
materials. Steel ingot production remained close to 99 per cent of capacity 
during June, but the rate in the middle of July was slightly lower. For the 
year to date output of steel has averaged 98 per cent of the rated capacity as 
of December, 1940.

Output of textiles and most other nondurable manufactures in June 
continued at recent advanced levels, which in some instances represent capacity 
production. Output of chemicals continued to increase rapidly. Also, there 
was a sharp rise in rubber consumption, reflecting continued heavy demand 
for rubber products and the fact that June was the last month before curtail
ment of rubber consumption by industry was to go into effect and was the 
month to be used in apportioning July consumption among various manufac
turers.

Mineral production increased in June, with a marked rise in output of 
anthracite, some further increase in output of bituminous coal, and a con
tinued advance in crude petroleum production to a new high level.

Value of construction contract awards in June continued at the high 
level reached in May and was nearly two-thirds above a year ago, according 
to figures of the F. W. Dodge Corporation. Awards for public construction 
again increased sharply, reflecting continued expansion in the volume of 
defense construction projects. Private residential building contracts declined 
somewhat more than seasonally, following an increase in May.

Distribution
Sales of general merchandise showed little  change from May to June. 

Department store sales decreased more than seasonally, while rural retail 
and variety store sales remained at the May level, although a decline is usual 
at this time of the year. In  the early part of July sales at department stores 
rose somewhat and were 24 per cent higher than a year ago.

Loadings of revenue freight increased further in June, reflecting con
tinued expansion in shipments of coal and miscellaneous merchandise, and by 
the end of the month were in larger volume than at any time during the 
seasonal peak last autumn.

Commodity Prices
Wholesale prices of most groups of commodities continued to advance from 

the early part of June to the middle of July. Prices of foodstuffs showed 
large increases and there were substantial advances in prices of a number of 
industrial raw materials and finished products. Following earlier marked 
advances, prices of hides and cotton gray goods were reduced by Govern
mental action. Retail prices for foods and many other commodities have been 
rising and in June the cost of living was about 4 per cent higher than 4 months 
earlier. Preliminary figures indicate further advances in July.

Bank Credit
Holdings of United States Government securities by member banks in 

101 leading cities increased further during June and early July, reflecting in 
part new offerings by the Treasury. Commercial loans continued to rise 
sharply.

Notwithstanding the greater volume of bank loans and investments, 
deposits of city banks declined somewhat over the period, reflecting mainly 
a growing demand fo r currency and a building up of Treasury deposits at 
the Reserve Banks. These developments also resulted in a decrease in the 
volume of excess reserves, which amounted to about $5,300,000,000 on July 16, 
compared with $6,900,000,000 a year earlier.

United States Government Security Prices
United States Government securities advanced further during the latter 

part of June. Partia lly tax exempt 1960-65 bonds on June 26 were at an 
all-time peak, on a 2.02 yield basis. Since that time they have declined 
slightly. Taxable bonds generally continued to advance to successive, new 
high levels. Yields on Treasury notes showed little  change during the latter 
part of June and the first half of July.
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of Credit and Business Conditions

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank> N ew  York September 1 ,1941

M on ey M arket in August

Excess reserves of all member banks of the country 
declined somewhat further in August, reaching $4,990,- 
000,000 on August 27, the lowest figure since December,
1939. For the period since January 15, 1941, when the 
surplus amounted to $6,900,000,000, or virtually the 
same as at the peak of October, 1940, the movement of 
excess reserves has been chiefly influenced by the three 
factors— money in circulation, member bank reserve 
requirements, and Treasury transactions— indicated in 
the accompanying diagram. The aggregate drain on 
excess reserves resulting from these factors has been 
only partly counterbalanced by credits reaching member 
bank reserve accounts as a result of the continued gold 
inflow to this country, which has been at a much slower 
rate than in 1940.

The volume of currency outstanding increased $200,- 
000,000 further in the four weeks ended August 27 to 
reach a new high total approximately $1,350,000,000 
above the amount outstanding on January 15. Thus,

R E G U L A T I O N  O F  C O N S U M E R  C R E D I T
On August 21, 1941, the Board of Governors of the Federal 

Reserve System adopted Regulation W to carry out the Presi
dent’s Executive Order of August 9, 1941, which declared the 
necessity for, and purpose of, regulation of consumer credit. 
Regulation W, most of the provisions of which become effective 
September 1, 1941, was prescribed with the general purpose of 
controlling the use of instalment credit for financing and refi
nancing purchases of consumers7 durable goods, the production 
of which absorbs resources needed for National defense, in 
order (a) to facilitate the transfer of productive resources to 
defense industries, (b) to assist in  curbing unwarranted price 
advances and profiteering which tend to result when the supply 
of such goods is curtailed without corresponding curtailment 
of demand, (c) to assist in restraining general inflationary 
tendencies, to support or supplement taxation imposed to re
strain such tendencies, and to promote the accumulation of 
savings available for financing the defense program, (d) to 
aid in creating a backlog of demand for consumers} durable 
goods, and (e) to restrain the development of a consumer debt 
structure that would repress effective demand fo r goods and 
services in the post-defense period.

There w ill be changes from time to time in Regulation W, 
particularly in the lis t of consumersr durable goods covered by 
the regulation, in the size of the minimum down payments 
required, and in the maximum length of time permitted fo r 
instalment contracts. Copies of Regulation W have been dis
tributed widely and additional copies are available upon appli
cation to this bank or its Buffalo Branch. Inquiries arising in 
this D istrict regarding the regulation should be addressed to 
this bank or its Buffalo Branch.

nearly three fourths of the decline in excess reserves 
since early this year may be said to have been the result 
of the rise in currency outstanding. For the period 
since the outbreak of the war the increase in currency 
outstanding has now mounted to approximately $2,750,- 
000,000. Of this amount, about two thirds has been in 
the form of coin and bills up to $20 denomination, the 
classes of money which are most affected by changes in 
the volume of business activity, and about one third 
has been in larger denomination currency.

A  further increase of nearly $100,000,000 occurred in 
the reserve requirements of member banks during 
August, accompanying expansion in certain types of 
their deposits, especially domestic interbank deposits and 
United States Government deposits. Since January the 
rise in reserve requirements has absorbed approximately 
$500,000,000 of excess reserves.

The other principal absorption of excess reserves has 
resulted from changes in Treasury funds on deposit in 
the Reserve Banks and cash on hand in the Treasury, 
which in the aggregate have increased by a net amount 
of $700,000,000 since January. Treasury transactions 
withdrew about $900,000,000 of member bank reserve 
funds in the period between January 15 and the early

Principal Factors Absorbing Excess Reserves of Member Banks
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part of July and since that time there has been a net 
disbursement of less than $200,000,000, as the diagram 
indicates. Treasury deposits in the Reserve Banks on 
August 27 remained at $772,000,000, as compared with 
$237,000,000 on January 15. Despite the large amounts 
being disbursed by the Treasury for National defense 
purposes (such expenditures as indicated by the Treas
ury daily statement were $1,042,000,000 for the first 
28 days of the month, as compared with $940,000,000 
in July and $808,000,000 in June), Treasury deposits 
in the Reserve Banks have remained at a high level, 
because, in addition to revenue receipts, there have been 
large receipts from the sale of Treasury tax series notes 
and savings bonds. During the first 26 days of August, 
$596,000,000 of proceeds of tax note sales and $229,- 
000,000 of proceeds of sales of savings bonds were 
entered in the Treasury daily statement, mostly having 
been credited to Treasury deposits in the Reserve Banks.

A  concurrent increase of $110,000,000 shown in the 
Treasury daily statement item “ Deposits in special 
depositaries account of sales of Government securities”  
between July 31 and August 26 indicates that some 
banks are using the “ book credit”  method of making 
payment for tax anticipation notes purchased by them
selves or their customers. At the time the Treasury 
notes of the tax series were initially offered, it was 
provided that qualified depositaries would be permitted 
to make payment for notes applied for on behalf of 
themselves or their customers by establishing credits on 
their books in favor of the Treasury, the underlying 
purpose being to provide a means by which banks, if 
they elected to do so by virtue of their reserve position 
or for other reasons, could retain on deposit funds 
invested in tax anticipation notes until the deposits 
were withdrawn by the Treasury, and not suffer an 
immediate loss of reserves. The availability of this 
means of payment should help to avoid disturbance to 
the money market such as might result if individual 
banks, not possessing any excess reserves or only the 
amounts desired by them, were forced to make imme
diate cash payments to the Treasury at times when 
Treasury expenditures were proceeding at a rate below 
the rate of Treasury receipts.

Reflecting the substantial cash resources of the Treas
ury at the present time and with funds continuing to 
flow into Treasury deposits at the Reserve Banks through 
cash payments for tax anticipation notes and savings 
bonds, the Treasury on August 29 sold only $100,000,000 
of Treasury bills to be issued September 3, on which 
date a $200,000,000 issue of Treasury bills matures.

M em b e r  B a n k  Cr edit

Further expansion of reporting member bank loans 
and investments— to the extent of nearly $400,000,000—  
occurred during the four weeks ended August 20. Since 
the end of August, 1939 the aggregate expansion in 
reporting member bank credit has amounted to approxi
mately $6,600,000,000. Commercial, industrial, and agri
cultural loans rose an additional $169,000,000 in the 
four week period to reach a total about $2,200,000,000 
above the August, 1939 level. Total United States Gov
ernment security holdings showed no net change for

the four week period, but reporting bank holdings of 
other types of securities rose $195,000,000, reflecting 
purchases of new issues of State and municipal securi
ties. About one half of the August expansion in com
mercial loans occurred at New York City banks and 
more than three fourths of the rise in holdings of 
securities other than United States Government obliga
tions took place in New York.

Adjusted demand deposits of the reporting banks 
rose to a new high level of $24,544,000,000 on July 30, 
but in the following week showed a decline which was 
not fully offset by increases in the two weeks ended 
August 20. Time deposits, domestic interbank deposits, 
and United States Government deposits all tended some
what higher during the four weeks ended August 20.

Money Rates in New York

Aug. 31, 1940 July 31, 1941 Aug. 30, 1941

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans................. * 1 H
Prime commercial paper 4-6 months. . . X r Y i X X
Bills— 90 day unindorsed......................... 7A 7A 7A
Average yield on Treasury notes (3-5

0.51 0.33 0.31
Average yield on Treasury bonds (not

callable within 1 2  years) f .................... 2.27 1.96 1.96
Average rate on latest Treasury bill

sale, 91 day issue.................................... 0.028 0.094 0.114
Federal Reserve Bank of New York

discount rate........................................... 1 1 1
Federal Reserve Bank of New York

buying rate for 90 day indorsed b ills .. X

^Nominal. f “ Tax exempt”  issues only.

G o v e r n m e n t  Se c u r it ies

The uptrend in prices of United States Government 
securities, which has been the prevailing tendency since 
last February, was interrupted by a downward reaction 
in the early part of August, but substantial recoveries 
later occurred. The average quotation for four long 
term tax exempt Treasury bonds dropped 1%  points 
between July 30 and August 12, but %  point of this 
loss was regained by the 15th and further recovery was 
shown late in the month, so that the net loss for August 
as a whole was very slight. The three taxable Treasury 
issues likewise declined from peak levels early in the 
month and the subsequent recoveries were not so strong 
as in the case of the tax exempt issues.

The average yield on 3 to 5 year tax exempt Treasury 
notes fluctuated narrowly around 0.33 per cent during 
August, showing little net change for the month as a 
whole. On the other hand, the average yield on the tax
able %  per cent National Defense note issues moved up 
0.03 per cent from the beginning of August to the 11th, 
subsequently declining 0.07 per cent to 0.59 per cent, the 
lowest average yield so far recorded on these issues.

Accepted bids on the four weekly issues of taxable 
Treasury bills during August were tendered on an inter
est basis averaging between 0.106 and 0.116 per cent. 
Each of the issues was in the amount of $100,000,000 
and each replaced similar maturities.

Business Profits

Despite the record level of industrial production, net 
profits of large industrial corporations, as measured by
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the figures of 167 companies which report profits quar
terly, declined 6 per cent between the first and second 
quarters of this year. Second quarter profits were 
restricted by higher labor and material costs and par
ticularly by increased provision for taxes, as many com
panies in this group made deductions from their second 
quarter net earnings for estimated tax liabilities (at 
the higher rates incorporated in the current tax bill) 
applicable to the first, as well as the second quarter. 
Estimates reallocating taxes reported by corporations 
during both the first and second quarters indicate that if 
taxes had been uniformly applied against their respec
tive quarters, net profits of leading corporations would 
have risen somewhat between the two quarterly periods, 
but by less than the average for past years.

For a broader list of 376 industrial and mercantile cor
porations, as summarized in the accompanying table, net 
profits during the second quarter were about one-fourth 
larger than a year before but were slightly smaller than 
in the second quarter of 1937 when the level of business 
activity was well below that of the second quarter of 1941.

Net profits of 511 industrial and mercantile corpora
tions reporting for the first six months of this year were 
about 22 per cent above those for the corresponding 
period last year and were slightly higher than in the 
first half of 1937. Year-to-year changes in first half 
earnings of the individual groups listed in the table were 
varied. The largest percentage gains were made by the 
following groups of companies: textiles, rubber and 
tires, heating and plumbing supplies, coal mining, steel 
and iron, and railroad equipment. The paper and paper 
products, chemical, automobile, petroleum, metal and 
glass container, and beverage groups recorded smaller 
gains, in all cases less than 10 per cent. In contrast, the 
gold and silver mining, bakery products, and advertising, 
printing, and publishing groups reported smaller profits 
than in the first half of 1940.

With respect to the impact of Federal taxes on earn
ings, it is interesting to note that for a group of 89 com
panies, which reported complete profit and loss data, gross 
sales in the first half of 1941 were 36 per cent larger than 
a year earlier, cost of goods sold, including State and 
local taxes, rose 31 per cent, and net profits before Fed
eral taxes were 79 per cent higher. The total of deduc
tions for Federal income and excess profit taxes and 
reserves for additional taxes was equal to 54 per cent of 
net profits before taxes, as against 26 per cent a year 
before. After deduction of taxes these companies re
ported a gain of only 12 per cent in net profits.

Class I railroads as a group reported second quarter 
net income (after all charges) of $103,000,000. This 
compares with a profit of $3,000,000 a year ago, and 
a profit of $24,000,000 in the 1937 second quarter. For 
the first six months, the Class I railroads as a group had 
net income after fixed charges for the second time in ten 
years; the total was $170,000,000, apparently the largest 
amount for any comparable period since 1930. Net oper
ating income (before taxes) of large telephone com
panies in both the second quarter and first six months 
reached the highest levels for any similar periods on 
record. Net income of other public utilities showed gains 
of only minor proportions during both periods.

(Net profits in millions of dollars)

Corporation group
Second quarter First six months

1937 1938 1940 1941 1937 1938 1940 1941

Advertising, printing,
and publishing........... 4 .2 2 . 6 3.5 2.9 8 .8 5 .3 6 .8 6 .7

Airplane manufacturing 2.3 4 .8 13.8 14.5 4 .3 7 .9 23.6 30.8
Automobiles................... 88.3 22.4 63.7 73.0 149.4 25.4 147.6 152.5
Automobile parts and

accessories................. 17.1 — 1 . 2 14.9 20.4 32.7 — 4.4 32.5 41.3
Building supplies........... 14.3 3 .3 9.9 1 2 . 6 30.6 6 . 2 2 1 . 1 28.1
Chemicals....................... 44.1 2 0 . 1 39.3 42.3 84.2 38.7 81.3 82.9
Containers (metal and glass) 2 . 1 1.3 2 .4 2.9 4 .0 2 .5 3 .8 4.1
Drugs and cosmetics,

including soap ........... 1 1 . 0 9.6 10.9 16.0 29.8 2 1 . 0 28.4 34.4
Electrical equipment.. . 27.5 9 .5 24.3 28.6 51.9 2 0 . 1 46.1 55.4
Food products:

5 .4 5.8 4 .7 3.8 9 .2 10.3 8 .8 8 .5
Beverages................... 1 1 . 0 10.4 1 2 . 1 13.1 18.8 18.8 2 1 . 2 22.7
Confectionery............ 4 .7 4.1 4 .5 5.2 9 .2 8.4 1 0 . 0 11.3
Other food products. 14.2 1 2 . 1 15.6 17.2 34.2 30.4 35.5 39.7

Heating and plumbing. 5 .0 0 3.1 4 .7 8 .4 — 1 . 1 4 .4 8 .4
Household equipment. . 4 .3 1 . 0 2 .4 3.3 17.5 0 .6 9 .7 13.0
Leather and shoes......... 6 .3 — 1 . 1 3 .8 5.1
Machinery and tools.. . 17'.9 4 .3 1 2  *.0 15’.0 37.8 1 1 . 2 26.6 36.3
Metal products— misc.. 3 .6 — 0 . 2 2.3 4 .0 8 .4 — 0.3 5.1 7 .5
Mining:

— 0 .8 — 3.2 0 .8 1.3 — 0.4 —4 .6 2 .5 4 .7
4 .6 2.4 3.8 4 .3 43.1 17.9 37.9 38.9

Gold and silver......... 5 .3 4 .0 3 .5 3.2 17.5 14.1 14.0 1 2 . 1
Other mining............. 17.6 7.6 10.4 11.7 38.6 18.4 26.0 28.1

Motion pictures and films.. 6 . 1 3.0 2 .7 4.4 24.7 14.3 15 4 2 0 . 0
Office equipment........... 6 . 1 3.4 4 .0 6 .0 12.5 7 .5 8 .8 12.4
Paper and paper products. 7 .5 1 . 2 8 . 1 7.6 14.3 4 .0 16.5 16.7
Petroleum....................... 47.1 28.5 26.2 37.8 161.3 1 0 0 .8 107.0 113.5
Railroad equipment . . . 14.1 — 1.5 6.3 13.1 29.4 — 1.3 18.4 29.7
Retail trade................... 21.5 9 .1 18.6 23.0
Rubber and tires........... 21.5 2 .7 12.7 25.0
Steel and iron................. 70 ‘.8 — 10^5 47 ’.8 68!4 145.5 — 17.31! 97.0 161.3
Textiles and apparel. . . 13.0 — 7.0 7.6 15.4
Tobacco (cigars)........... 0 A 0 .5 0'.8 o'.s 0 .7 0 .8 1.5 1.4
Miscellaneous................. 1 . 0 — 0.3 2 .5 3.4 1.4 — 1.3 3 .0 3 .8

Total
376 companies 2nd quar. 456.8 145.0 356.3 441.5
511 companies, 1st half , 358.0 903.2 1,094.7

137 Class I railroads,
net incom e................. 23.5 — 74.3 2 . 8 103.2 38.9 — 180.0 — 9.1 170.0

97 Telephone companies,
net operating income. . . 58.6 52.8 62.0 73.6 118.9 1 0 2 .8 124.6 144.4

63 other public utilities,
net incom e................. 66.3 55.5 65.4 66.4 137.0 118.2 146.0 146.8

— Deficit

Security M arkets

Following the flurry in July, activity in the stock mar
ket slackened during August and stock price averages 
showed a predominance of declines for the month as a 
whole. Between July 28 and August 15 Standard’s 90 
stock index dropped 4 per cent to a point about midway 
between the year’s high and low. Minor fluctuations 
at slightly higher levels characterized the remainder of 
the month.

Price movements of domestic corporate bonds were 
limited during August. Moody’s average price of Aaa 
bonds was up about %  point for the month as a whole. 
Medium grade bonds continued their uptrend early in 
the month and the average price computed for Baa 
bonds by Moody’s attained a new high on August 5. 
However, the price average subsequently receded some
what and showed a net loss of about a half point for 
the month. A  new record high was set by prime grade 
municipal bonds on August 6, according to Standard’s 
price average, although these bonds also moved slightly 
lower later in the month. The average yield on high 
grade municipal bonds on August 27 was only 0.08 per 
cent higher than that for the five longest term tax ex-
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empt Treasury bonds. The spread between the yields Foreign Exchanges 
on these investment media has been narrowing per- 
ceptibly since March.

N ew  Financing

Owing chiefly to the offering to stockholders of 
$234,000,000 American Telephone and Telegraph Com
pany convertible debentures, the aggregate of new corpo
rate and municipal financing during August rose to 
$431,000,000, the highest figure since December, 1940. 
This same issue helped to raise the corporate total to 
$395,000,000 and the corporate new capital portion to 
$296,000,000, the largest amount of “ new money”  ob
tained by corporations through security flotations in any 
month in more than eleven years. Quotations for the 
American Telephone and Telegraph Company 4‘ rights’ ’ 
evidenced a favorable reception for the new issue.

Details of the principal issues included in the above 
totals are as follows:

$234,000,000 American Telephone and Telegraph Company 3 
per cent debentures maturing September 1, 
1956; convertible into stock on the basis of 
$140 a share; offered at par to stockholders 
through transferable warrants expiring August 
29—in the ratio of $100 principal amount for 
each eight shares of capital stock held; for new 
capital purposes

40,000,000 Standard Oil Company of California securities, 
consisting of $25,000,000 of 2 %  per cent deben
tures of 1966, priced at 102% to yield 2.61 per 
cent and $15,000,000 of 1.05 to 2.20 per cent 
serial notes maturing from 1946 to 1955, priced 
at 9 9 % ;  $15,000,000 for new capital purposes

37.000.000 Peoples Gas, L ight and Coke Company first mort
gage 3 and 3% per cent bonds of 1956 and 
1966; sold privately; for refunding purposes

33.000.000 Wisconsin Power and Light Company securities,
consisting of $30,000,000 of 3 %  per cent bonds 
of 1971, awarded at 105.5897 and reoffered at 
106% to yield 2.905 per cent, and $3,000,000 
serial notes, sold privately; for refunding 
purposes

20.000.000 Atchison, Topeka and Santa F e  Railway 1% per
cen t e q u ip m e n t tru st  certificates m a tu r in g  fro m  
1942 to  1951, a w a rd ed  a t  100.434 a n d  T eoffered  
to  y ie ld  0.25 to  1.875 per c e n t ; f o r  n ew  c a p ita l  
purposes.

In addition to the $431,000,000 of long term financing, 
a total of $192,000,000 of short term obligations was sold. 
Included in this category were $100,000,000 New York 
State 0.20 per cent tax anticipation notes maturing in 
March, 1942; $55,000,000 City of New York 0.25 per 
cent revenue bills due in October, 1941; and approxi
mately $26,500,000 Federal Intermediate Credit Bank 
0.625 per cent consolidated debentures, maturing in 
March and June, 1942, sold on bases of 0.30 and 0.40 per 
cent, respectively.

Among the larger issues reported to be in preparation 
for future offering are $94,000,000 American Telephone 
and Telegraph Company refunding debentures, $50,000,- 
000 to $100,000,000 of refunding bonds of the Pacific 
Gas and Electric Company, about $70,000,000 Florida 
Power and Light Company refunding bonds, notes, and 
preferred stock, and $20,000,000 Tomasini Bridge Rev
enue bonds.

Such unrestricted trading as still exists in the New 
York foreign exchange market continues to be limited 
primarily to the Western Hemisphere currencies, many 
of which showed some strength during the past month. 
Stimulated by the summer tourist demand, the unofficial 
discount on the Canadian dollar narrowed gradually to 
reach 10 9/16 per cent on August 27, the best rate since 
November, 1939. The free rate for the Venezuelan 
bolivar, after declining to a low of $0.2650 on August 8 
in continuation of the reaction which began on July 29, 
turned upward during the remainder of the month to 
close August at about $0.2750, but remained considerably 
below the rate of $0.2900 prevailing on July 28. The 
Argentine, Uruguayan, and Cuban pesos also showed a 
firmer tendency during August, the discount on the 
Cuban peso narrowing to slightly less than 1 per cent 
toward the end of the month.

With respect to the Continental European exchanges, 
unrestricted trading in which has been suspended since 
the freezing of most European accounts here, Swedish 
kronor continued to be quoted here at about $0.2386, 
or at about the same rate which prevailed prior to the 
freezing of Swedish accounts on June 14. Sales are only 
made, of course, to cover those transactions which are 
permitted under American and Swedish regulations.

In the Far East, the Shanghai open market rate for the 
Chinese yuan, in terms of the United States dollar, depre
ciated from 5 7/32 cents on August 4 to 4%  cents 
(nominal) on August 21, the lowest level since May,
1940. This decline apparently reflected to a large extent 
the covering of short term dollar positions taken prior 
to, and in anticipation of, the “ blocking”  of Japanese 
and Chinese funds in the United States on July 26. By 
the end of the month the rate had improved to 4%  cents. 
In terms of sterling, the Chinese yuan was quoted in the 
Shanghai open market at 2%  pence on August 28. On 
the basis of this quotation, the dollar-sterling cross rate 
in Shanghai was $4.04%, as compared with the New York 
unofficial sterling rate of $4.031/£. While the relatively 
lower unofficial rate in New York would seem to be likely 
to create a Far Eastern demand for sterling here, the 
available supply of unofficial sterling in New York is too 
limited to provide an active market.

On August 18 the Stabilization Board of China was 
reported to have fixed a rate of 5 11/32 United States 
cents for the Chinese yuan. This rate which is to be 
distinguished from the open market rate in Shanghai, 
will apparently apply to exchange granted for legitimate 
imports from the United States. In addition, sterling 
reportedly will be provided at a rate of 3 3/16 pence for 
legitimate imports from the sterling area.

G old M ovem en ts

August imports of gold into the United States con
tinued in small volume, and the increase in the gold stock 
of about $45,000,000 was approximately the same as in 
the two previous months. Gold held under earmark for 
foreign account at the Federal Reserve Banks increased 
about $30,000,000 during the month to approximately 
$1,975,000,000.
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In the four weeks ended August 20, the Department 
of Commerce reported the receipt of $38,600,000 of gold, 
in the following principal amounts: $14,200,000 from 
Canada, $6,800,000 from Australia, $3,700,000 from the 
Philippines, $3,400,000 from Russia, $2,200,000 from 
Colombia, $2,000,000 from India, $1,800,000 from British 
Malaya, and $700,000 from Hong Kong.

Building

According to data prepared by the F. W . Dodge Cor
poration covering 37 Eastern States, construction con
tracts were awarded during July at a daily rate 45 per 
cent above the average for the corresponding month of
1940, and, with one exception in 1930, were at the highest 
rate for any month since July, 1929. Government con
tracts for defense construction accounted for 42 per cent 
of total awards in the month and were approximately 
three times as large as in July of last year when the 
defense program was getting under way. Awards other 
than for Government defense construction showed an 
increase of only 5 per cent over the year earlier level.

All major types of construction showed marked in
creases over July of 1940. The gains amounted to 59 
per cent for nonresidential building awards, 27 per cent 
for heavy engineering projects, and 46 per cent for resi
dential building.

As indicated in the accompanying chart, residential 
building contract awards have recently been running 
approximately 50 per cent above the level prevailing in 
the spring of 1940. Although both private and public 
residential building have increased substantially over 
the past three years, the gain in the latter has been rela
tively larger. The increase in 1939 in public residential 
construction resulted from operations of the United 
States Housing Authority, while the rise which began 
toward the end of 1940 has been associated with the 
defense program. Contract awards for public residential 
building in the first seven months of 1941 accounted for 
about one quarter of all residential building, compared 
with 12 per cent in the corresponding period of 1940.

During the first seven months of this year about two 
thirds of the Government contracts for residential build
ing connected with the defense program were for one 
and two-family dwellings for workers in defense indus
tries ; the remainder were primarily for military barracks. 
According to data prepared by the Division of Defense 
Housing Coordination, as of August 2 funds had been 
allocated for 110,000 family dwelling units, of which
78,000 had been placed under contract and 26,000 had 
been completed. Private funds are also helping to solve 
the problem of housing shortages, as a large portion of 
recent private construction has been in areas where 
available housing is inadequate as a result of unusual 
concentration of defense workers.

"With the exception of residential building, the daily 
rates of awards for most types of construction in New 
York and Northern New Jersey during July were below 
the levels prevailing a year before. Awards of all classes 
were off 10 per cent owing primarily to a decrease in the 
volume of heavy engineering projects. Awards for 
factory buildings, which had shown a marked increase

1935 1936 1937 1938 1939 1940 1941
Daily A verage Value o f Residential Building Contracts Awarded in 

37 States (F . W . D odge Corporation data; six m onth m oving 
averages o f  m onthly seasonally adjusted data)

during the first half of this year, in July fell below the 
comparable month of 1940. On the other hand, resi
dential building was almost one-third higher.

E m ploym ent and Payrolls

New York State factory employment rose 2 per cent 
further between June and July, and payrolls increased 
2 per cent, whereas ordinarily both tend to decline at 
this time of year. Again the largest gains in employment 
were concentrated in defense industries. Of the 10,000 
additional workers hired during the month by firms re
porting to the State Department of Labor, 7,000 were 
employed by metal and machinery factories. Substantial 
increases in employment, of a seasonal nature, were also 
reported by shoe plants and manufacturers of food, 
although in the latter case the rise was less pronounced 
than usual.

Employment in New York State factories during July 
is estimated to have approached 1,600,000, approximately 
equal to the March, 1920 peak, 15 per cent above the 
October, 1929 figure, and a third higher than in July of 
last year. Average weekly payrolls exceeded $50,000,000, 
a gain of 57 per cent over July, 1940, and substantially 
above the 1920 and 1929 peaks.

According to the Bureau of Labor Statistics, factory 
employment in the United States as a whole rose 2 per 
cent and payrolls increased somewhat less than %  per 
cent during July. The largest gains in working forces 
were reported by firms engaged on defense orders, par
ticularly those in the shipbuilding and aircraft indus
tries. Employment in automobile manufacturing plants 
declined, though less than usual, while canneries, in 
response to seasonal influences, added substantially to 
working forces. Employment in manufacturing as a 
whole in July was 26 per cent above the year earlier 
level and payrolls were 55 per cent greater.

In the two years between July, 1939 and July, 1941, 
factory employment in the United States expanded 35 
per cent. Three fourths of this gain resulted from the 
increase in working forces at plants manufacturing 
durable goods. The number of persons employed in the
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manufacture of iron and steel and nonferrous metals and their products increased over 50 per cent during the period; automobile, foundry and machine shop, and electrical apparatus firms increased their working forces by two thirds or more. Machine tool companies more than doubled the number of their workers during the two year period, shipbuilding firms tripled the number of theirs, and aircraft plants had a fivefold increase.Though employment in nondurable goods industries increased between July, 1939 and July, 1941, the gains were generally of smaller magnitude. Employment in rubber manufacturing rose about 40 per cent; in the textile and chemical industries the increases amounted to 16 and 25 per cent, respectively. Paper mills and printing establishments employed 12 per cent more workers, and manufacturers of food products increased working forces to the extent of 7 per cent.
P r o d u c t i o n  a n d  T r a d e

Judging from preliminary data now at hand, business activity in August appears to have held close to the advanced level reached in July. The steel mills again operated within a few percentage points of capacity during August. Early in the month the Office of Production Management issued an order placing steel in all its forms under full priority control, defense demands being put “uncompromisingly ahead of non-defense needs.” Recent additions to steel mill capacity and plans for further expansion were reported during August. The American Iron and Steel Institute estimated that in the first six months of 1941 annual capacity increased approximately 2 million tons to over 86 million tons and the Office of Production Management announced that various steel producers had submitted proposals which would add over 12 million tons more to the country’s annual ingot capacity.In connection with the shift to production of new models, automobile production was materially reduced in August. It was reported, however, that many plants completed the changeover in record time this year, and it is estimated that output was more than double that of
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August, 1940. Late in the month defense officials announced that passenger car production for the period August through November will be cut 26̂2 P©r cent from the output in the corresponding period of 1940. On this basis, approximately 817,000 cars would be produced during the four month period. The rate of curtailment after November will be progressively greater and will depend on the availability of material supplies and upon the ability of the industry to transfer employees to defense work. The curtailment program for the whole model year of 1942 may involve a cut of as much as 50 per cent, as compared with the originally announced reduction of around 20 per cent. No restrictions were placed upon production of trucks or buses, and the Priorities Division of the O. P. M. announced a high priority rating (A-3) to aid manufacturers of medium and heavy vehicles of these types in obtaining scarce materials promptly. Truck production recently has been running approximately 60 per cent ahead of last year and has been accounting for about a fifth of total automobile production.According to trade comments, cotton textile mills continued record operations during August. There was an active demand for cotton gray goods, but sales were restricted by the unwillingness of mills to add to their order backlogs. Electric power production rose further in August and the output of bituminous coal appears to have increased somewhat more than usual. Loadings of railway freight during the first three weeks of the month were maintained at about the same rate as in July.
Production and Trade in July

Owing to the continued pressure of defense demands, resistance to the usual summer contraction was shown in many lines of business activity in July, and this bank’s seasonally adjusted index of production and trade advanced to 111 per cent of estimated long term trend. This figure compares with 110 in June and 91 in July,1940. Seasonal factors considered, the most marked gains over June occurred in the production of durable goods, both in the producers’ and consumers’ categories.Steel mill operations continued to run at a high rate in July, despite growing concern in the industry over actual or potential shortages of steel scrap and pig iron, and other durable goods industries vitally affected by the defense program, such as aircraft, machinery, and shipbuilding, showed still further gains. The prospect of material shortages and forthcoming curtailment programs spurred activity in consumers’ durable goods industries.Activity in nondurable goods industries was little changed from June, seasonal factors considered, but was substantially higher than in July, 1940. The rate of mill consumption of cotton was slightly higher in July than in June, although in most years a pronounced decline occurs.During the crop year ended July 31, 1941 mill consumption of cotton exceeded that in the previous peak year (ended July 31, 1937) by more than 20 per cent, as the accompanying diagram indicates. Wool consumption, on the other hand, appears to have been somewhat lower than in June, although more than half again as large as in July, 1940. As reflected in the figures for rail-
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way freight car loadings, seasonally adjusted, the rate of flow of goods through primary distribution channels was about unchanged from June to July.Retail trade made a favorable showing in July, considering the usual midsummer slackness. Sales of department stores and mail order houses were off considerably less than seasonally, while about the expected decline occurred in the case of variety chain store sales. Retail sales of automobiles, although lower than in June, reached the largest volume for any July since 1929.
(Adjusted for seasonal variations and estimated long term trend; 

series reported in dollars are also adjusted for price changes)

1940 1941

July May June July

Index of Production and Trade....................... 91 109 IlOp lllp
Production of:

Producers’ durable goods........................ 90r 121 124p 129p
Producers’ nondurable goods................. 97r 119 121p 122p

Consumers’ durable goods...................... 68 95 104p 108p
Consumers’ nondurable goods............... 96r 105 106p 105p

Primary distribution.................................... 89 106 104p 104p
Distribution to consumer............................ 93r 107 104p 106p

Industrial Production
Steel r............................................................... 114 127 131 133
Automobiles................................................... 78 121 131 150
Bituminous coal............................................ 98r 122 125 117p
Crude petroleum........................................... 86 86 87 85 v
Electric power............................................... 99 111 113p 115p
Cotton consumption.................................... 113 148 152 167
Wool consumptionr...................................... 103 198 196 182p
Shoes................................................................ 103r 126 133p 132p
Meat packing................................................. 97 112 105 106
Tobacco products.......................................... 89 100 99 96

Manufacturing Employment
95r 112 116 120p

Man-hours of employment......................... 89 115 119 121p

Construction
Residential building contracts................... 55 59 67 73
Nonresidential building and engineering

contracts..................................................... 71 94 88 93

Primary Distribution
Ry. freight car loadings, mdse, and misc. 84 102 103 103
Ry. freight car loadings, other..................... 95 117 117 116
Exports............................................................ 108 117 103
Imports........................................................... 81 96 94 . .

Distribution to Consumer
Department store sales (U.S.)................... 91 102 99 108
Grocery chain store sales............................ 96 99 99 98p
Variety chain store sales............................. 95 110 109 108
Mail order house sales................................. 94 112 108p ll lp
New passenger car salesr............................ 88 131 118 100

Velocity of Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average —  100) . . 53 58 60 57
Velocity of demand deposits, New York

City (1919-25 average =  100).............. 24 25 27 26

Cost of Living and Wages*
Cost of living (1935-39 average =  100)... 104 107 108 109p
Wage rates (1926 average =  100)............ 114 120 122 123p
p Preliminary. r Revised; in the cases of steel, wool, and new passenger car 

sales, the series have been revised. * Not adjusted for trend.

C o m m o d i t y  P r i c e s

Advancing price tendencies in wholesale commodity markets were less pronounced during August than in immediately preceding months. The Office of Price Administration was active in placing price ceilings on a wide variety of products; imported commodities, that had shown marked price increases accompanying fears of inadequate supplies, were particularly the object of control measures in August. Price advances, however, continued to occur among many domestic commodities on which maximum price levels were not in force.

The Bureau of Labor Statistics weekly index of wholesale commodity prices rose about one and a half per cent between July 26 and August 23 to a new high level since 1930; for the two year period since the war began, this index has shown an increase of 20 per cent. All the major commodity groups have participated to greater or less extent in the general advance since August, 1939, although pronounced gains in the prices of raw materials, especially farm products, have been a leading factor.
Owing in some measure to uncertainty regarding the outcome of agricultural legislation, farm prices fluctuated irregularly in August but as a group showed only small net changes for the month. Following the announcement early in August of the Commodity Credit Corporation loan rate for the 1941 cotton crop, a rate substantially below prevailing market quotations, cotton prices declined somewhat, but subsequently developed renewed strength. On August 8 the Department of Agriculture published its first estimate of this year’s cotton crop as 10,817,000 bales, which would be the smallest harvest since 1935. The average price of cotton in 10 Southern markets showed a net rise of nearly a cent for the month, closing at 16.71 cents a pound on August 30. In spite of favorable weather for harvesting the spring wheat crop and large supplies, wheat quotations showed substantial gains for the month. Spring wheat in Minneapolis rose 6̂  cents to $1.06̂  a bushel during August. Corn was relatively steady and other grains were firm. Late in August hog quotations rose sharply to a new high since 1937; the closing price in Chicago on August 30 was $11.63 a hundredweight, up44 cents for the month. Partly owing to purchases by the Surplus Marketing Administration, lard and cottonseed oil also displayed considerable strength.As a result of the price ceilings placed on a number of import commodities during August, import prices as a whole were somewhat below the high levels of the preceding month. On August 3 the Office of Price Administration and Civilian Supply announced a schedule of maximum quotations on raw silk about 50 cents a pound lower than the peak prices reached before the freezing of Japanese assets in this country. Following an advance in raw sugar quotations in New York from 3.65 to 3.80 cents a pound, an official ceiling price was set at 3.50 cents a pound, effective as of August 14. Maximum prices were also announced for tin and burlap, the latter of which was 20 per cent below the prevailing level. The prices of coffee, cocoa, and of “free” rubber were about unchanged for the month. Cooperating to speed up the accumulation of a rubber reserve in this country, the International Rubber Regulation Committee raised the export quota for the fourth quarter of 1941 from 100 per cent to 120 per cent of basic quotas.
Lumber was placed under mandatory control by the Priorities Division of the Office of Production Management, and the Office of Price Administration and Civilian Supply established ceilings for Southern pine lumber, following an eighteen year peak in average wholesale prices of lumber reached early in August. Maximum prices were also announced on additional
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cotton textile items and on rayon gray goods. On August 27 a schedule was published of suggested 4 ‘ fair maximum’ ’ retail prices for gasoline in forty Eastern cities.The metal markets generally held steady throughout August. All private purchases of copper were limited to 12 cents a pound, although the Metals Reserve Company may purchase high cost copper above this level. Ceiling prices on scrap copper were issued at 2 to 4 cents under the 12 cents per pound maximum on new copper. The Priorities Division of the Office of Production Management placed pig iron, all forms of steel, and copper under full priorities control.
D e p a r t m e n t  S t o r e  T r a d e

During the three weeks ended August 23, sales of the reporting department stores in the Second Federal Eeserve District were about 40 per cent greater than in the corresponding weeks of 1940. The unusually large increase is traceable to a number of special factors, in addition to the basic influence of expanding consumer incomes and the accompanying tendency to purchase more expensive types of merchandise. The threatened silk shortage resulted in exceptionally large sales of hosiery, silk underwear, and silk yard goods. Sales of housefurnishings, including furniture, electrical appliances, floor coverings, and linens, were also substantially ahead of last year, owing in part to expectations of further price advances and difficulties in obtaining such items. Sales of furs and fur-trimmed coats, as in July, were at unusually high levels, to some extent at least reflecting the prospective excise tax on furs.
A large gain in sales was also reported for July; total sales of the reporting department stores in this District were 22 per cent higher than in July, 1940, and this bank’s seasonally adjusted index of department store sales advanced 12 points over June to 114 per cent of the 1923-25 average, the highest level in over ten years. Reports from a group of the larger stores on sales by
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departmental classifications have been tabulated for the first seven months of this year and the results are summarized in the accompanying chart in the form of percentage changes over 1940 for selected departmental groupings. Aggregate sales for this list of stores were 10 per cent larger in the first seven months of this year than in the corresponding period of 1940, and sales increases were shown in practically all major departments. Large gains were common in housefurnishing lines— furniture, floor coverings, electrical appliances, and linens and domestics (including towels, sheetings, blankets, etc.)—and in most cases have widened considerably since the middle of the year. Sales increases in clothing departments and in toilet articles and drugs were smaller than the gain in aggregate sales. Piece goods (dress and coat goods of various fabrics) were sold in smaller volume than in the first seven months of last year.
Retail stocks of merchandise on hand in the reporting department stores at the end of July were 19 per cent higher than a year before, and a further advance of 6 points over June was indicated in this bank’s seasonally adjusted index of department store stocks. Returns from a limited number of department stores in this District indicate that outstanding orders for merchandise purchased by the stores but not yet delivered were twice as large at the end of July as those of a year ago. Year- to-year increases of similar proportions were reported also for the end of May and the end of June.

Percentage changes from a year ago

Department stores
Net sales Stock on hand 

end of month

July,
1941

July,
1941

Jan.through 
July, 1941

New York City (includes Brooklyn). . . . +22 +11 +20
Northern New Jersey................................ +21 +13 +14

+22 +13 +13
Westchester and Fairfield Counties. . . . +28 +20 +20

+33 + 25 +17
Lower Hudson River Valley................... +15 +12 +14

Poughkeepsie.......................................... +18 + 14
Upper Hudson River Valley................... +25 +18 +23

+23 +14 —

Central New York State.......................... +14 +20 +31
Mohawk River Valley.......................... +22 + 25 +38

+18 + 20 +29
Northern New York State....................... — . — —

Southern New York State....................... +28 +20 +15
Binghamton............................................. +29 +20

+34 +30 —

Western New York State........................ +24 + 18 +19
+31 + 24 +19

Niagara Falls.......................................... +21 +  9 +21
+18 +13 +20

All department stores........................... +22 +13 +19

Apparel stores............................................. +22 +10 +15

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1940 1941

July May June July

Sales (average daily), unadjusted................. 67 95 98 81
Sales (average daily), seasonally adjusted.. 94 99 102 114

Stocks, unadjusted............................................ 70r 88 85 83
Stocks, seasonally adjusted............................. 81r 86 90 96

r Revised
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Index of Physical Volum e of Industrial Pro
duction, Adjusted for Seasonal Variation  

(1 9 3 5 -1 9 3 9  a v e r a g e s  1 00  per cent)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation  

(1 9 2 3 -1 9 2 5  a v e r a g e s  100  per cent)

Indexes of W holesale Prices Compiled b y  United 
States Bureau of Labor Statistics 

(1 9 2 6  a v e r a g e = 1 0 0  per cent)

Wednesday Figures for Reporting Member
Banks in 101 Leading Cities

(Latest figures are for August 13)

Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity in July and the first half o f August was maintained 
at the high level reached in June. Wholesale commodity prices advanced 

further and distribution of commodities to consumers was in exceptionally 
large volume.

Production
Volume of industrial output showed little change from June to July. 

Reductions in activity at automobile factories and steel mills were largely 
offset in the total by further increases in the machinery, aircraft, shipbuilding, 
and lumber industries. The Board’s adjusted index, which includes allowance 
for a considerable decline at this season, advanced from 157 to 162 per cent 
of the 1935-1939 average.

Steel production, which in June had been at about 98 per cent of capacity, 
declined to 96 per cent in July, owing in part to holiday shutdowns at some 
mills. In the first half o f August steel output was again at about 98 per cent 
of capacity. Automobile production in July declined less than usual but in 
the first half of August there was a sharp reduction as most plants were 
closed to prepare for the shift to new model production. Activity in the 
nonferrous metals industries continued at a high rate. Early in August 
copper, pig iron, and all forms of steel were placed under complete mandatory 
priority control as it became evident that actual demand for these metals 
could not be fully met.

In the wool, cotton, and rayon textile industries and at shoe factories 
activity in July was maintained at or near the peak levels of other recent 
months and production of chemicals rose further. Output of manufactured 
foods increased less than seasonally from the high level reached in June.

Coal production declined slightly in July but as in June was unusually 
large for this time of year. Crude petroleum production was maintained at 
about the high rate that had prevailed in the previous two months.

Value of construction contract awards in July increased further to a 
level more than two-fifths higher than a year ago, according to F. W. Dodge 
Corporation reports. The rise reflected chiefly a continued increase in con
tracts for public construction, mostly defense projects. Private residential 
building contracts increased somewhat, although there is usually some decline 
at this season, while awards for other private building declined further from 
earlier high levels.

Distribution
Sales at department stores and in rural areas declined by much less than 

the usual seasonal amount in July and variety store sales increased further. 
In the first half o f August department store sales rose sharply.

Total loadings of revenue freight in July and early August showed little 
change from the advanced level reached in June. Grain shipments, which 
had been larger than usual in May and June, increased less than seasonally 
and loadings o f  coal declined somewhat.

Commodity Prices
The general index of wholesale prices advanced about 2 per cent further 

from the middle of July to the middle of August, reflecting sharp increases 
in prices of a number of agricultural and industrial commodities. Federal 
action to limit price increases was extended to additional basic materials, 
including burlap, silk, rayon fabrics, rubber, and sugar, and in the early 
part of August prices of these commodities in domestic markets showed little 
change or were reduced. On the other hand, prices for paper-board, automo
bile tires, and cotton yarns and gray goods were advanced with Federal 
approval; prices of textile products not under Federal control continued to 
rise; and there were considerable increases in prices of lumber, other building 
materials, and chemicals. On August 16 it was announced that for Southern 
pine maximum prices somewhat below recent high levels would become effec
tive on September 5.

A griculture
Agricultural production in 1941 may exceed that in any previous year, 

according to indications on August 1, and carryovers of major crops are 
unusually large. Crops of wheat and other leading foodstuffs are expected 
to be exceptionally large, while substantial declines in production are indi
cated for the major export crops— cotton and tobacco. Although the cotton 
crop is estimated at 10,600,000 running bales, or 1,800,000 bales less than 
last season, total supplies of cotton will be about the same owing to a larger 
carryover on August 1. Marketings of livestock and livestock products, 
except hogs, will be substantially above last year.

Bank Credit
Total loans and investments at reporting banks in 101 leading cities rose 

further during the five weeks ended August 13. Commercial loans continued 
to increase substantially, while holdings of United States Government obliga
tions showed little change. Bank deposits remained at a high level.

United States Government Security Prices
After advancing to the highest levels on record, prices of both taxable 

and partially tax exempt Treasury bonds declined somewhat in the first part 
of August. On August 15 the partially tax exempt 2%  per cent 1960-65 bonds 
yielded 2.06 per cent, compared with the all-time low o f 2.02 per cent on 
July 29. Yields on Treasury notes showed little change in the period.

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

September 1, 1941



M O N T H L Y  R E V I E W
of Credit and Business Conditions

Second Federal Reserve District

Federal Reserve Bank, New York

M o n e y  M a r k e t  i n  S e p t e m b e r

Throughout the month of September, the money market was influenced to some extent by the prospect of an increase in required reserves of member banks. When the increase in reserve requirements was actually announced, however, it appeared that the action had been rather fully discounted, at least for the present.
The announcement of the change in reserve requirements, which was made public on September 24, stated that the Board of Governors of the Federal Reserve System, after consultation with the Secretary of the Treasury, had increased reserve requirements for member banks to the present statutory limit, effective November 1, as a further step in the Government’s program for combating inflation. Beginning on November 1, 1941, the new requirements will be in accord with the percentages specified in the following table, which compares them with the reserve percentages now in force.

(Per cent of deposits)

Classes of deposits and banks
Present

requirements
New

requirements

On net demand deposits:

Central Reserve City banks.......................................... 22 % *26
Reserve City banks.........................................................
“Country” banks.............................................................

17 H 20
12 14

On time deposits:
All member banks........................................................... 5 6

On the basis of the present figure of about $5,200,000,- 000 of excess reserves held by all member banks, and their present distribution, it is estimated that the increase in required reserves, which amounts to about one seventh, would result in a decline of about $1,200,000,000 in excess reserves. The resulting decline in excess reserves, to about $4,000,000,000, would, as the accompanying diagram indicates, leave excess reserves considerably higher than they were immediately after the reserve percentage adjustment effective April 16, 1938, notwithstanding the fact that the November 1 increase cancels the reduction which occurred on that date. The higher level of excess reserves, despite the higher percentages of required reserves, is to be explained principally by the large inflow of gold since 1938 (causing a great increase in member bank reserve balances), which for the whole period has been only partly offset by a large increase in money in circulation since that time, and by growth of member

October 1,1941

bank reserve requirements accompanying expansion of deposits. Since the beginning of 1941, however, the gold inflow has been retarded, and, as a result of increases in money in circulation, member bank reserve requirements, and Treasury holdings of cash and deposits in the Reserve Banks, excess reserves have shown a declining tendency during the past nine months.
The November 1 increase in requirements, if applied to the present level and distribution of excess reserves, would reduce Central Reserve City bank excess reserves from approximately $2,400,000,000 to $1,700,000,000, the excess of New York City banks declining from $1,800,000,000 to about $1,300,000,000, without taking into account possible withdrawals of funds by out-of-town banks. At Reserve City banks, excess reserves would decline from $1,850,000,000 to $1,500,000,000, and at country banks from nearly $1,000,000,000 to $800,000,000. Thus the November 1 increase in reserve requirements will, as the Board of Governors’ statement indicates, “leave the banks as a whole with ample funds to meet all credit needs of the defense program and all legitimate requirements of their customers.” A survey made recently by the Board of Governors showed that a large majority of the member banks will be able to meet the increased requirements out of existing excess reserves and all but a few of the remainder by drawing upon a portion of their deposits with city correspondents.

BILLIONS
OF DOLLARS

Reserve Position of AH M em ber Banks, Showing Required Reserves 
and Excess Reserves to Date, and Estim ated Required Reserves 

after Increase in Reserve Percentages Effective Novem ber 
1, 1941 , Based on Present Am ount of Requirements
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Furthermore, the Board has announced that penalties for deficient reserves, prior to December 1, 1941, will be based upon reserve requirements in effect October 31,1941.The increase in member bank reserve requirements and the control of consumer credit, which became effective September 1, both constitute steps, in the monetary and banking field, aimed at supplementing other measures in the over-all program of combating inflationary developments. These other anti-inflationary measures include the program of financing as much as possible of the Government deficit by sales of Savings Bonds to individuals, thereby limiting the expansion of deposits which is involved in commercial bank purchases of Government securities, the instituting of much heavier taxes on individuals (both directly and indirectly) and on corporations, and the extension of priorities, allocations of materials, and price regulation. The increase in reserve requirements to be effective November 1 exhausts the existing statutory power of the Board of Governors over reserve requirements, and the Secretary of the Treasury and the Chairman of the Board of Governors jointly stated on September 23 that “recommendations on the question of what additional powers, if any, over bank reserves the Board should have during the present emergency and what form these powers should take will be made whenever the Treasury and the Board, after further consultation, determine that such action is necessary to help in combating inflationary developments.’ 9
Member Ban k  Credit

Commercial, industrial, and agricultural loans of weekly reporting member banks in leading cities expanded $206,000,000 further in the four weeks ended September 24, and as some other types of loans also increased, total loans of the reporting banks rose $257,000,000. Total investment holdings of the banks, however, declined $244,000,000, owing to a drop of $265,000,000 in the banks7 holdings of Treasury bills which accompanied a reduction of $300,000,000 in the outstanding volume of such securities during the period under review. As a net result of the rise in loans and reduction in security holdings, the total volume of reporting member bank credit outstanding was little changed for the four weeks ended September 24.Adjusted demand deposits of the reporting banks showed no material net change for the four weeks ended September 24, and on September 24 were $154,000,000 below the peak reached in the latter part of July. Domestic interbank deposits rose sharply, reflecting in part a movement of banking funds to New York. United States Government deposits continued to rise through September 24, as the result of the crediting of some of the proceeds of sales of Defense Savings Bonds and Treasury tax series notes, but on September 25 there was a substantial withdrawal by the Treasury from Government depositaries of proceeds of the Defense Savings Bonds sales.
Government Securities

During the greater part of September the Government security market was quiet, and there was little net change in prices for the month as a whole. Both tax exempt and taxable Treasury bonds fluctuated narrowly in the first

seven trading sessions of the month, but expectations that action to raise reserve requirement percentages for member banks would be taken seem to have had a dampening effect on prices of Treasury bonds, particularly the intermediate term issues, between September 10 and 23. However, on September 24, following the actual announcement of higher reserve requirements, Treasury bond quotations moved up more than *4 point, on the average. Firmness was also in evidence later in the month, and the ground lost in mid-September was regained.
As indicated by the movement of yields, prices of Treasury notes dipped to their low point for the month on the 23rd but recovered subsequently to show little change for September. The yield on the % per cent tax exempt notes due March 15, 1945, after fluctuating only slightly in the first half of the month, moved from 0.34 per cent on the 16th to 0.40 per cent on the 23rd. By the end of the month the yield had settled back to 0.37 per cent. The yield on the % per cent taxable notes, due December 15,1945, traced a similar pattern.
Accepted bids on the four weekly issues of taxable 91 day Treasury bills during September were tendered on interest bases declining from 0.090 per cent for the issue dated September 3 to 0.037 per cent (the lowest rate since last February) for the issue dated September 24. Each of the issues was in the amount of $100,000,000; the first three replaced maturing issues of $200,000,000 each.

Money Rates in New York

Sept. 30, 1940 Aug. 30, 1941 Sept. 30, 1941

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans................. *1H *1H
Prime commercial paper— 4 to 6 months x - h

%>
y2 X

Bills— 90 day unindorsed......................... a A
Average yield on Treasury notes (3-5

0.45 0.31 0.36J
Average yield on Treasury bonds (not

callable within 12 years) t ..................... 2.20 1.96 1.97
Average rate on latest Treasury bill

sale, 91 day issue................................... 0.013 0.114 0.037
Federal Reserve Bank of New York

discount rate.......................................... 1 1 1
Federal Reserve Bank of New York

buying rate for 90 day indorsed bills. . Vl X X

* Nominal.
f  “Tax exempt” issues only.
t Change of + 0 .03  per cent from previous yields due to dropping from the average 

the 1 per cent Treasury note issue of September 15, 1944, which matures within 
three years.

G o l d  M o v e m e n t s

Imports of gold into the United States during September were in somewhat larger volume, but the net increase in the gold stock of about $40,000,000 was approximately the same as in the three preceding months. Gold held under earmark for foreign account at the Federal Reserve Banks increased about $47,000,000 during the month to approximately $2,023,000,000.In the five weeks ended September 24, the Department of Commerce reported the receipt of $60,000,000 of gold in the following principal amounts: $38,600,000 from Canada, $5,700,000 from Russia, $4,200,000 from the Philippines, $2,500,000 from Colombia, $2,100,000 from Australia, $1,600,000 from Peru, $1,400,000 from Chile, $900,000 from Mexico, and $700,000 from Nicaragua.
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During September two additional State chartered banks and one more trust company in the Second Federal Reserve District became members of the Federal Reserve System, thereby increasing to thirty-four the number of institutions which have become members since the first of this year. Excluding savings banks, industrial banks, and private banks in the Second Federal Reserve District, none of which are now members of the Federal Reserve System, although savings banks and industrial banks may under certain conditions become members, the present membership situation in this District, with respect to numbers of member and nonmember banks, is as follows:

M e m b e r s h ip  in  th e  F e d e ra l R e s e r v e  S y s te m

Member Nonmember Total

National banks.......................................... 583 0 583
State banks and trust companies.......... 211 196 407

Total.................................................... 794 196 990

Thus, of the ‘*commercial’’ banks in this District, 80 per cent of the number are now members of the Federal Reserve System; membership of all National banks in the continental United States exclusive of Alaska is required by the Federal Reserve Act while State banks and trust companies may become members, subject to their meeting certain conditions of membership, and in this latter group nearly 52 per cent of the number of such institutions in this District are now members, accounting for approximately 87 per cent of the assets of all State banks and trust companies in the District. From the standpoint of total commercial bank assets, banks which are members of the Federal Reserve System account for approximately 92 per cent of the assets of all commercial banks in this District.The movement toward membership in the Federal Reserve System has also been in progress in other Federal Reserve Districts, and for the first eight months of the year the number of banks becoming members aggregated 123. There were 39 admissions of new members in the Chicago Federal Reserve District, in which the number of nonmember commercial banks with sufficient capital stock to meet the minimum statutory requirements for Federal Reserve membership is by far the largest of any Federal Reserve District. The New York Reserve District had 31 admissions during the same period, and for the other districts the number of banks that became members varied from 1 to 12.
S e c u r i t y  M a r k e t s

Stock prices fluctuated irregularly during September. None of the price movements was either of long duration or of great extent. Between September 2 and 10 the Standard 90 stock price average declined about 2 per cent, then recovered 3 per cent in the next six trading sessions. Another period of decline followed, under the

influence of adverse news from the Eastern Front and the Treasury proposal to limit corporation profits to 6 per cent of invested capital, and the 90 stock average by September 26 had receded to the September 10 level. At the end of the month the price average was slightly lower than at the beginning and was 6 per cent below the year’s high. Industrial shares made a stronger showing in September than either rail or utility stocks. Trading activity on the New York Stock Exchange for the month as a whole continued to be restricted, although on one day, the 25th, volume was the heaviest since July 22.
Prices of highest grade corporate bonds, as measured by Moody’s index of Aaa bonds, were off somewhat in the first half of the month but subsequently recovered most of this decline. Meanwhile, medium grade bonds, rated Baa by Moody, showed an irregular decline of about % of a point during September. Most of this downward movement was accounted for by continued weakness in second-grade rail bonds, which may perhaps be associated with developments in the railroad wage situation. According to Standard’s price average, prime municipal bonds were steady at levels slightly below the record high set August 6, last. Sharp rises in quotations of foreign dollar bonds were reported for the first half of September. The largest gains were in bonds of German-occupied countries and in Japanese bonds.

N e w  F i n a n c i n g

The award to a group of life insurance companies of $90,000,000 American Telephone and Telegraph Company refunding debentures on September 29 raised the volume of corporate and municipal financing during September to $201,000,000. Without this issue the month’s total would have been the smallest in more than three years. Corporate flotations amounted to $158,000,000, of which only $26,000,000 represented “new money”. The volume of municipal financing continued to decline, as it has for the last several months, and approximated the lowest levels reached since September, 1939, the first month of the war.Details of the major flotations are as follows:
$90,000,000 American Telephone and Telegraph Company 2% 

per cent debentures maturing in 1976, awarded at 
101.842 (or a net interest cost of about 2.66 per 
cent) ; for refunding purposes

18,000,000 Erie Railroad Company 3% per cent first mortgage 
bonds of 1971, awarded at a net interest cost of 
3.19 per cent and reoffered at 102^ (yield of 
3.125 per cent) for principal amounts up to 
$499,000 and at 101% (yield o f 3.15 per cent) for 
amounts of $500,000 and upward; for refunding 
purposes

14,700,000 Saint Paul Union Depot Company first and refund
ing mortgage 3% per cent bonds of 1971, awarded 
at a net interest cost of 3.06 per cent and re
offered at 102% to yield 3.00 per cent; for re
funding purposes

9,000,000 State Roads Commission of Maryland 1% to 2% 
per cent refunding bonds maturing from .1942 to 
1956, awarded at a net interest cost of 1.85 per 
cent and reoffered to yield from 0.30 to 2.00 per 
cent; for refunding purposes.
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MILLIONS 
OF DOLLARS
4 0 0  ----------

M onthly Average Volum e of Dom estic Corporate Security Issues for 
Refunding and for N ew  Capital (In  millions of dollars; 

third quarter 1941 data preliminary)

Temporary financing totaled an additional $80,000,000 and included $35,000,000 New York City 0.25 per cent revenue bills maturing November 5,1941, and $29,000,000 Federal Intermediate Credit Bank % per cent consolidated debentures maturing July 1, 1942 which were sold on an interest basis of 0.40 per cent.
According to public announcements, a number of corporations are planning to issue securities to raise new capital, but only in a few cases are substantial amounts involved. The Dow Chemical Company has offered its stockholders of record September 26, 113,519 shares of common stock through transferable subscription warrants expiring October 6, and the Westinghouse Electric and Manufacturing Company will offer 534,426 shares of common stock to its stockholders of record October 15, through rights which will expire on October 28. The Union Pacific Railroad has requested that bids be submitted on October 8 for an issue of $13,250,000 of equipment trust certificates.
As indicated in the accompanying diagram, corporate financing averaged about $230,000,000 a month during the third quarter of this year. The volume of corporate refundings declined to a low level, but the $132,000,000 monthly average for new capital flotations exceeded that of any quarter since the second quarter of 1937. Chiefly responsible for this rise in the volume of new capital financing was the flotation in August of $222,000,000 American Telephone and Telegraph Company debentures.

F o r e i g n  E x c h a n g e s

During the past month interest in the New York market for foreign exchange continued to be centered in the Western Hemisphere currencies. The Canadian dollar, which had been in demand in the unofficial market in recent months, improved further during early

September, when the unofficial discount narrowed to 10y4 per cent, the smallest since November, 1939. The discount subsequently widened, however, to 11% per cent on September 23, as the seasonal tourist demand slackened; at the end of the month it stood at 11% per cent, as against 10% per cent a month earlier. Among the Latin American exchanges, the free rate for the Argentine peso continued to hold around $0.2380 until mid-September, when some reaction developed and by the end of the month the rate had receded to $0.2343, the lowest since last April. This reaction may have been due, in part at least, to a decline in the buying of pesos, under license here, to be used for the purchase in Argentina of Italian lire to cover remittances to Italy. Some demand for dollars in the Argentine free market, in anticipation of the payment of third quarter profits on American direct investments in Argentina may also have been a factor in the reaction in the peso during the latter part of September. After holding at about $0.2750 during most of the month, the free rate for the Venezuelan bolivar declined to $0.2685 on September 26 but ended the month at $0.2700. The favorable outlook for Cuban sugar exports, accompanying the recent increase in American import quotas for Cuban sugar, appears to be largely responsible for some further improvement in the Cuban peso early in this month, when the discount narrowed from % per cent to about % per cent, the smallest in several years.
In the Far East, the most significant foreign exchange development was the action taken by the principal non- Axis banks in Shanghai which had the effect of virtually suspending all unrestricted trading in the Shanghai open market. It was reported on September 8 that branches in China of the American, British, Dutch, and Chinese banks, to whom general licenses have been granted under our freezing regulations, had agreed to cooperate fully with the newly created Stabilization Board of China. In line with this policy, the Chinese yuan is now quoted in Shanghai at 5 11/32 cents and 3 3/16 pence, the same as the rates fixed by the Stabilization Board for cover for legitimate merchandise imports from the United States and the sterling area. On September24 the New York market was advised that the Reserve Bank of India had changed its buying rate for dollars from the equivalent of about $0.3030 per rupee, which had been in effect since April 2, to the equivalent of about $0.3035. The Reserve Bank’s selling rate for dollars for spot delivery was also changed to the equivalent of about $0.3010; since May, 1940 this rate has been $0.3003.

C o m m o d i t y  P r i c e s

Advancing prices again predominated in wholesale commodity markets during September, although, as in August, the rate of rise was less rapid than in the spring and early summer. Hearings on the price control bill
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were resumed about the middle of the month and a variety of proposals was offered for checking general price inflation. The Secretary of the Treasury recommended that part of the large Government holdings of such agricultural commodities as cotton, wheat, and corn, be sold to halt price advances. The Price Administrator advocated a selective system of price fixing, limiting the establishment of price ceilings to “75 to 100 principal commodities or fabricated products of industry.”In the latter part of September some reaction occurred in the prices of a number of commodities not under ceiling regulations, especially farm and food products. Large price gains recorded early in the month in cotton and hogs were more or less offset by subsequent declines, although wheat quotations showed net gains of around five cents for the month. Prices of industrial raw materials, over which ceiling quotations have been widely established, moved within narrow ranges but toward slightly higher levels. During September the Office of Price Administration issued schedules of maximum prices for several additional products, including Douglas fir lumber, two types of coke, waste paper, and ethyl alcohol, thereby increasing to over 30 the total number of price ceilings effective as of October 1. There were also revisions in certain ceiling regulations, among which was the announcement of a plan whereby cotton textile prices would be changed in direct relationship to the average price of raw cotton in 10 Southern markets.
According to the Bureau of Labor Statistics weekly index, wholesale commodity prices generally have risen 22 per cent since the outbreak of the war, and 18 per cent within the last year. While all major categories of commodities have shown some price advances over these periods, the degree of participation in the general rise has varied greatly, as the accompanying table indicates. Increases from August 26, 1939 to September 20, 1941 ranged from 6 per cent for metals and metal products to 49 per cent for farm products. Differences in the extent of price advance reflect, on the one hand, early and effective measures to restrain prices of metals and other commodities of critical importance to the de-

United States Bureau of Labor^Statistics 
Weekly Indexes of Wholesale Commodity Prices

Index 
September 

20, 1941 
(1926=100)

Percentage change Sept. 20, 
1941 compared with

Sept. 21, 1940 Aug. 26, 1939

Farm products............................................ 91.2  
88.5
89.2  

111.7 
106.2
87.8
98.0
80.0 
98.7 
85.0

+38 .8  
+24 .4  
+ 23.9  
+12 .8  
+ 11 .6  
+14 .3  
+  8.9  
+ 11.3  
+  3.6  
+11 .4

+ 49.3  
+32.7  
+ 32.3  
+ 20.6  
+18 .4  
+18 .3  
+12.6  
+  9.3  
+  5.6 
+ 16 .3

Foods........................................................
Textile products.........................................
Hides and leather products.....................
Building materials.....................................
Chemicals and allied products...............
Housefurnishing goods..............................
Fuel and lighting materials.....................
Metals and metal products.....................
Miscellaneous.............................................

All commodities..................................... 91.5 + 17 .8 + 22 .3
Raw materials............................................ 89.8 

90.1
92.8

+ 28.1
+ 16 .3
+ 13 .6

+35 .6
+21.1
+17 .0

Semimanufactured articles......................
Manufactured products...........................

fense program. On the other hand, several factors have operated to increase farm and food prices; among these are expanding consumer demand and the passage in May of legislation requiring the Commodity Credit Corporation to make loans on major 1941 crops at 85 per cent of parity prices. Advances in prices of imported foods have been due largely to a tightening shipping situation.
E m p l o y m e n t  a n d  P a y r o l l s

Employment in New York State factories rose 4 per cent further in August, and payrolls increased 6% per cent. These gains were due not only to continued large- scale hiring at plants with defense orders but also to expansion of working forces at firms manufacturing civilian goods. Women’s clothing and millinery concerns made large seasonal additions to working forces, and men’s clothing firms continued to operate at a high level. All branches of the metals and machinery industrial group employed more workers in August; shipyards and plants producing airplanes, firearms, and tool steel reported the largest gains. This bank’s seasonally adjusted indexes of employment and payrolls in New York State factories, which are based on data reported by the State Department of Labor, continued their steady rise, as is shown by the accompanying diagram; by August both indexes had advanced for 16 consecutive months. Factory employment has risen 42 per cent since August, 1939, just prior to the outbreak of war, whereas the increase in payrolls over the two year period has been 85 per cent or approximately twice as much, owing to the combination of larger working forces, higher wage rates, and longer working hours. Both indexes are now at the highest levels on record; the employment index in August was 26% per cent above the 1929 peak, and the index of payrolls was 36 per cent higher.
Factories in the United States as a whole reported increases of 1 y2 per cent in working forces and 3 per cent

Factory Employment and Payrolls in New York State, Adjusted
for Seasonal Variation and to Census Data

(1925-27 averages 100 per cent)

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

October 1, 1941



78 MONTHLY REVIEW, OCTOBER 1, 1941

in wage payments between July and August. In neither case were the gains so large as those experienced in ordinary years, because of the exceptionally high rate to which industrial activity had already risen by July. There were further employment increases in the aircraft, machine tool, and electrical machinery industries, but shipyards reported a much smaller gain than in preceding months owing to a labor dispute at an East coast yard. Automobile factories laid off large numbers of workers during August in connection with model change- overs, while radio maufacturers increased working forces seasonally. Canneries, whose business has been stimulated by large Government purchases, added even more workers than usual in August. Factory employment as a whole was 23 per cent above the level of August, 1940 and payrolls were 49 per cent greater.
Total civil nonagricultural employment in the United States is estimated by the Labor Department to have risen 260,000 in August to a total of approximately39,500,000 persons. A large part of the increase occurred in manufacturing industries, but wholesale and retail trade establishments and construction firms also made sizable additions to working forces. Compared with August a year ago, 3,600,000 more persons were employed in nonagricultural occupations. The armed forces (not included in the above estimates) totaled 1,950,000 in August, an increase of 1,400,000 over August, 1940.

P r o d u c t i o n  a n d  T r a d e

Preliminary data for September indicate a continuation of the high rate of business activity. Despite increasing concern over actual and prospective shortages of steel scrap, the steel mills continued to operate close to full rated capacity in September. Production of new model automobiles rose steadily in September, following the changeover period in August, but, owing to Government restrictions on the output of passenger cars, total assemblies were considerably lower than in September, 1940. The Office of Production Management announced that December production of passenger cars has been set at 48% per cent less than output in December, 1940. This quota, together with the 26% per cent cut previously ordered for the August-November period, will result in an over-all curtailment for the first five months of the 1942 model year of 32 per cent. Production of light trucks for nonmilitary purposes for the period August through November has been limited to 91 per cent of the output in the corresponding months of last year.
Cotton textile mills are reported to have maintained operations at an extremely high rate in September, although the volume of sales of gray goods was small, owing to the unwillingness of mills to book additional orders and uncertainties over price ceilings. Around the middle of the month loadings of railway freight reached the highest weekly total since the fall of 1930, and electric power production and output of crude petroleum rose to new record levels.

During August the index of production and trade computed at this bank rose two points further to 113 per cent of estimated long term trend—within striking distance of the highest level reached in 1929. In the two year period from August, 1939 (the month just preceding the outbreak of the war) to August of this year the index advanced 27 points.
The rise in the general index in August reflected primarily a sharp (and probably largely temporary) spurt in retail trade from the already high level of July. As indicated by the accompanying chart, the group index measuring distribution to consumer advanced nine points over July. Department store sales increased considerably more than usual in August and were about a third larger than in the corresponding month of last year. Combined sales of the two major mail order houses ran nearly 50 per cent ahead of August, 1940, and sales of variety and grocery chain systems were about 25 per cent greater. Although retail sales of new passenger cars were somewhat higher than in the previous August, there was a sharp decline from July, owing to changeover to new models.
Reflecting the continued impetus of the defense program, output of producers’ durable goods advanced into new high ground in August; the aircraft, machinery, and other ‘ ‘ defense ’ ’ industries showed further gains, and the steel mills continued to operate at near capacity. On the other hand, output of producers’ nondurable goods and of consumers’ durable goods declined between July and August, seasonal factors considered. Production of cotton and wool textiles was somewhat lower than in the preceding month and deliveries of silk to domestic mills fell off to only about one tenth of the July rate following the freezing of silk stocks by the Office of Production Management early in the month. Passenger car output was sharply reduced in connection with the changeover to production of new models, and operations in the furni-

P r o d u c t io n  a n d  T r a d e  i n  A u g u s t

1927 1928 1929 1930 1931 1932 1933 1934 1935 1936 1937 1938 1939 1940 1941

Index of Distribution to Consumer (Federal Reserve Bank of New  
York index, expressed as a percentage of estimated long term  

trend, and adjusted for seasonal variation)
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ture industry increased less than usual over the relatively high July level.
(Adjusted for seasonal variations and estimated long term trend; 

series reported in dollars are also adjusted for price changes)

1940 1941

August June July August

Index of Production and Trade....................... 93 110 lllp 113p
Production of:

Producers’ durable goods....................... 93r 123 126p 131p
Producers’ nondurable goods................. 97 r 121 121p 117p

Consumers’ durable goods..................... 73 104 103p 96p
Consumers’ nondurable goods............... 94 105 105p 104p

Primary distribution.................................... 90 104 105p 105p
Distribution to consumer........................... 98 r 104 107p ll6p

Industrial Production
Steel................................................................. 112 126r 126r 125
Automobiles................................................... 56 131 150 104
Bituminous coal............................................ 96r 125 130 ll7p
Crude petroleum........................................... 86 87 86 90p
Electric power............................................... 100 113 112 115p
Cotton consumption.................................... l l lr 149r 155r 152
Wool consumptionr.................................... 109 196 179 I64p
Shoes............................................................... lOlr 133 133p 119p
Meat packing................................................ 97 105 106 110
Tobacco products......................................... 89 99 96 97

Manufacturing Employment
Employment.................................................. 97r 116 120 119p
Man-hours of employment......................... 93r 119 122 121p

Construction
Residential building contracts................... 60 67 73 82
Nonresidential building and engineering

contracts..................................................... 75 88 93 137

Primary Distribution
Ry. freight car loadings, mdse, and misc. 85 103 103 103
Ry. freight car loadings, other.................. 94 117 116 114
Exports........................................................... 113 103 114p
Imports........................................................... 80 94 91p

Distribution to Consumer
Department store sales (U.S.)................... 96 99 108 125
Grocery chain store sales............................ 99 99 99 103p
Variety chain store sales............................. 106 108r 108 126
Mail order house sales................................. 103 108 111 131
New passenger car sales r ........................... 80 118 104r 90p

Velocity of Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average =  100)----- 53 60 57 61
Velocity of demand deposits, New York

City (1919-25 average =  100)............... 23 27 26 27

Cost of Living and Wages*
Cost of living (1935-39 average =  100)... 104 108 109 IlOp
Wage rates (1926 average =  100)............. 114 122 123

p Preliminary. r Revised; in the cases of wool and new passenger car sales, 
the series have been revised. * Not adjusted for trend.

B u i l d i n g

During August the daily rate of construction contract awards for 37 Eastern States rose 83 per cent above the figure for August, 1940 to the highest level in any month covered by the F. W. Dodge Corporation records which began in 1925. Awards for residential building were the largest since April, 1929, and nonresidential building contracts were awarded at the highest rate on record.
Contract awards for defense purposes have been accounting for an increasing proportion of new construction projects. A little over half of the contracts included in the totals for August were Government awards connected with the defense program. This compares with 42 per cent for such awards in July and 22 per cent in August of last year.

Although almost all classifications have shown increases in volume during the past year, there has been a shift in the relative importance of various types of construction work owing to the nature of defense requirements. For example, awards for residential building and public works projects have accounted for smaller percentages of all contracts awarded so far this year than in the corresponding period of 1940. On the other hand, the proportions of all contracts which have been awarded for utilities construction (particularly electric power and light projects and airports) and for nonresidential build- ing have shown increases.
Within the nonresidential building group, wide changes in the relative importance of various types of building have occurred, as is shown in the accompanying chart. While the dollar value of awards for public purpose building showed little net change between the first 8 months of 1940 and the comparable period of 1941, other nonresidential building awards were almost four times as large. From January through August of 1940 public purpose building accounted for the largest single share of nonresidential building (39 per cent) ; commercial and manufacturing building each amounted to a little under one third of the group total. In the first eight months of this year, however, awards for public purpose and commercial building have each represented only one fifth of all nonresidential building contracts, while factory construction (nearly half of which was accounted for by Government contracts) has made up approximately 50 per cent of the total. Government defense awards primarily account for the increase in the miscellaneous classification from 4 to 10 per cent of the total.
As a result of the heavy demand on building supplies, caused by the defense program, an order granting priorities on critical materials for certain types of private residential building in defense areas and for Government housing projects for workers in defense industries was

M ILLION S  
o r DOLLARS

Nonresidential Building Contracts Awarded in 37 States During First
Eight Months of 1940 and 1941, Classified by Major Groups

(Based on F. W . Dodge Corporation data)
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announced on September 19 by the Office of Production Management. Priorities under this order are scheduled for approximately 200,000 privately financed dwelling units and 100,000 units financed by the Government, which together are equal to more than half the estimated number of new nonfarm dwelling units provided in 1940 for the entire country. In the nonresidential building field the Supply Priorities and Allocations Board has taken the position that the expansion of projects for nondefense purposes is undesirable if they require large amounts of materials needed in the defense program.
In New York and Northern New Jersey the daily rate of construction contract awards during August was about one-third above the corresponding month of last year. Of the major classifications, awards for residential building, which made up a little over half of all awards, showed the largest year-to-year increase, amounting to 40 per cent. Awards for nonresidential building were up one third, while heavy engineering projects were about unchanged.
Of the contracts included in the month’s total for New York and Northern New Jersey, only 14 per cent represented Government contracts for defense purposes. This compares with 46 and 18 per cent, respectively, for June and July.

D e p a r t m e n t  S t o r e  T r a d e

As in other sections of the country, retail trade in the Second Federal Reserve District was exceptionally active during August. Sales of department stores reporting to this bank, on an average daily basis, were approximately one-third larger than in August of last year and about25 per cent greater than in July, as indicated on the accompanying chart. While moderate increases in sales characteristically occur between July and August, the month-to-month advance this year was the largest recorded since this bank began its work of collecting department store sales figures more than twenty years ago.
P E R  C E N T

Index of Dollar Volume of Sales of Reporting Department Stores in
Second Federal Reserve District, not Adjusted for Seasonal

Variation (1923-25 average= 100  per cent)

From weekly reports gathered from a smaller list of stores, it appears that the gains over a year previous were largest early in August and thereafter receded gradually through the remainder of the month and into September. An acceleration of sales again occurred in the latter part of September in anticipation of excise taxes effective October 1, but for the month as a whole sales failed to show as much expansion over August as usually occurs, although it is estimated that average daily sales exceeded those of September of last year by approximately 13 per cent.
The most substantial increases in sales between August,1940 and August of this year occurred in sales of hosiery, underwear, furs and fur-trimmed coats, home furnishings, and household appliances.
Retail stocks of merchandise on hand in the reporting department stores at the end of August were 26 per cent higher than at the end of August, 1940, and were also considerably larger than at the end of July despite the high rate of sales in August. Returns from a limited number of department stores in this District indicate that outstanding orders for merchandise purchased by the stores, but not yet delivered, were over twice as large as those of August 31, 1940.

Percentage changes from a year ago

Net sales Stock on hand
Department stores end of month

August, Jan. through August,
1941 August, 1941 1941

New York City (includes Brooklyn). . . +26 +12 +25
Northern New Jersey............................... +30 +16 +25

Newark.................................................... +29 +15 +23
Westchester and Fairfield Counties. . . . +38 +23 +47

+43 +27 +39
Lower Hudson River Valley................... +22 +13 +22

Poughkeepsie.......................................... +23 +15 —
Upper Hudson River Valley................... +32 +20 +35

+29 +16 —
Central New York State......................... +40 +23 +35

+38 +27 +34
+41 +23 +36

Northern New York State....................... — — —

Southern New York State....................... +44 +23 +23
Binghamton .......................................... +43 +23 —

+60 +34 —
Western New York State........................ +38 +21 +25

+45 +27 +27
Niagara Falls.......................................... +37 +13 +21

+30 +15 +24

All department stores........................... +30 +15 +26

Apparel stores............................................. +39 +12 +29

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average=100)

1940 1941

August June July August

Sales (average daily), unadjusted................. 76 98 81 101
Sales (average daily), seasonally adjusted.. 101 102 114 134

Stocks, unadjusted............................................ 79 r 85 83 98
Stocks, seasonally adjusted............................. 83r 90 96 103

r Revised
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Index of Physical Volum e of Industrial Produc
tion, Adjusted for Seasonal Variation  

(1 9 3 5 -1 9 3 9  a ve ra g e ^  1 OO per cent)

Index of Total Loadings of Revenue Freight, 
Adjusted for Seasonal Variation (1 9 3 5 -1 9 3 9  
a v e ra g e = 1 0 0  per cent; miscellaneous, coal, and 
all other car loadings expressed in term s of 

points in total index)

U . S. Bureau of Labor Statistics Indexes of 
W holesale Prices, Based on 12 Foodstuffs and 
16 Industrial M aterials (A u gust, 1 9 3 9 = 1 0 0  

per cent)

CENT pen CENT

TF

j ^ <

tEASURY 'HONOS

* \ A v
A ,

k J '
’W v \i

TREASURY
V  T“

NOTES
I

r 'W j k ,

TREASlJRY BILLS v js
/*

-

• * v .

1935 1936 1937 1938 1939 1940 1941

Money Rates in New York City

Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Eeserve System)

I NDUSTRIAL activity increased further in August and the first half of 
September, and commodity prices continued to advance. Distribution of 

commodities to consumers expanded considerably.
Production

In August industrial output increased somewhat more than seasonally and 
the Board’s adjusted index advanced from 160 to 161 per cent of the 1935-39 
average. There were sharp further advances in activity in the machinery, air
craft, shipbuilding, and railroad equipment industries. Lumber production 
also increased, while furniture production, which had been unusually large in 
July, showed less than the customary seasonal rise in August. Output of steel 
and nonferrous metals continued at near-capacity rates.

In the automobile industry output o f finished cars declined sharply as 
plants were closed during the changeover to new model production and output 
in factories producing bodies and parts also was reduced considerably. In the 
first half of September automobile assemblies increased as production of new 
models was begun but from now on, owing to Government restriction on passen
ger car production, output will be considerably below that during the previous 
model year.

In most nondurable goods industries production in August continued 
around the high levels reached earlier this year. At cotton mills activity 
declined slightly from the record level reached in July, while at woolen mills 
there was some increase. Rayon output continued at peak levels. In the silk 
industry operations were curtailed sharply, as the Government requisitioned all 
supplies of raw silk, and deliveries of silk to mills declined from 28,000 bales 
in July to 2,000 in August. Rubber consumption also decreased, owing to a 
Government curtailment program. Shoe production, which had been unusually 
large, increased less than seasonally in August, and output of manufactured 
food products and chemicals showed seasonal increases from the high levels 
prevailing in June and July.

At mines coal production in August, as in other recent months, was 
unusually large for the season, and output of crude petroleum rose to a record 
level of 4,000,000 barrels daily in the latter part o f the month. Iron ore ship
ments down the Lakes amounted to 11,500,000 tons, the largest monthly total 
on record.

Value o f construction contract awards showed a further sharp increase in 
August and was about four-fifths larger than a year ago, according to F. W. 
Dodge Corporation reports. The rise from July was substantial for all general 
types of construction but was most pronounced for publicly financed projects. 
Awards for residential building continued to increase.

Distribution
Sales of general merchandise rose sharply in August and wTere at an 

extremely high level for this time o f year. The Board’s seasonally adjusted 
index of department store sales advanced to 133 per cent of the 1923-25 average 
as compared with 115 in July and an average of 103 in the first half o f this 
year. In the early part of September department store sales declined from the 
peak reached in the latter part of August.

Railroad freight car loadings in August were maintained in the large 
volume reached in June and July. Coal shipments increased, following some 
reduction in July, while loadings of grain, which had been large since last 
spring, declined.

Commodity Prices
Wholesale prices o f most groups o f commodities continued to advance from 

the middle of August to the middle of September. Prices of grains, other food
stuffs, and cotton showed large increases and there were advances also in prices 
of a number of industrial commodities not covered by Federal price ceilings. 
Fragmentary data available indicate that retail prices of foods and other 
commodities rose further during this period.

A griculture
The outlook for agricultural production in 1941 showed little change during 

August. Crop prospects were reduced slightly by drought but aggregate crop 
production is expected to be two per cent larger than last year and the largest 
for any year except 1937. Total marketings o f livestock and livestock products 
will probably be the largest on record. Preliminary estimates of the Depart
ment of Agriculture indicate that cash farm income, including Government 
payments, will be about $10,700,000,000, compared with $9,120,000,000 in 1940.

B ank Credit
Commercial loans at reporting member banks in 101 cities continued to rise 

substantially during the four weeks ended September 10. Bank holdings of 
United States Government securities showed little net change, while holdings 
of other securities increased somewhat at New York City banks. As a result o f 
the expansion in loans and investments bank deposits continued to increase.

United States Government Security Market
Prices of Treasury bonds increased in the latter part of August but subse

quently declined somewhat in the first part of September. On September 15, 
the partially tax exempt 2% per cent 1960-65 bonds were yielding 2.06 per cent 
compared with the record low yield of 2.02 per cent. Yields on Treasury notes 
showTed little change in the period.
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M O N T H L Y  R E V I E W
of Credit and Business Conditions

Second Federal Reserve District
Federal Reserve Bank, New York

M o n e y  M a r k e t  i n  O c t o b e r

On September 24, the Board of Governors of the Federal Reserve System announced that effective November 1 reserve requirement percentages of member banks would be increased to the present statutory limit. Important changes in the excess reserve position of the member banks have taken place during the period since the increase in reserve requirement percentages was announced. Most of the change has been at New York City banks, whose excess reserves declined from $1,830,000,000 on September 24 to $1,535,000,000 on October 22 and to $1,345,000,000 on October 29. The surplus reserves held by all member banks in the country declined from $5,200,000,000 on September 24 to $4,660,000,000 on October 22, and to $4,600,000,000 on October 29. On the basis of the reserve requirements and reserve balances as of October 29, it is estimated that excess reserves, after the increase in reserve requirement percentages becomes effective on November 1, will amount to approximately $825,000,000 for the New York City banks and to approximately $3,450,000,000 for all member banks. At the beginning of 1941 at least half of the total excess reserves of all member banks were held by the New York City banks.The principal gains and losses of funds, affecting reserve balances of the banks in the Second Federal Reserve District, are indicated in the accompanying diagram for the period since the beginning of 1941. Throughout this period the Second Federal Reserve District has lost funds in “ other commercial and financial transactions”. These include, in addition to payments to and from other parts of the country on account of business transactions, settlements for United States Government securities bought or sold in the New York market by investors in other districts and transactions by New York investors consummated in other districts. Excepting one week, this class of transactions resulted in a continued substantial net drain on New York District bank reserves in the period between September 24 and October 29.The next largest influence on the reserves of New York District banks has been Treasury transactions, data for which, as given in the chart, represent the weekly net disbursement from or receipt of funds in the Treasury account at the Reserve Bank. Following a large cumulative loss of funds as a result of Treasury transactions in the first seven months of the year, the New York District regained a substantial amount of reserve

November 1,1941

funds through Treasury transactions in August, September, and the first half of October. In the week ended October 22, however, a large loss of funds occurred, representing cash payments by purchasers in New York for the new issue of 2y2 per cent Treasury bonds of 1967-72. Treasury disbursements only slightly exceeded receipts in the week ended October 29, and for the whole period from September 24 to October 29 Treasury transactions resulted in some net loss of reserves of the New York District banks.With respect to the payment for the new Treasury bond issue, banks, both in this District and in other districts, made larger use of the “book credit’’ method of payment than for some time. Credits to the account of the Treasury on the books of banks making payment for bonds allotted to them for their own account, or for customers, amounted to approximately 35 per cent of the total of bonds allotted, while cash payments were made for 65 per cent of the total of bonds allotted. On the two preceding issues of Treasury bonds, payments in the form of book credits amounted to only 22 per cent (for the March issue) and 17 per cent (for the June issue) for the country as a whole, and in the case of the New York District the percentages were 12 and 7 per cent, respectively. The more recent larger use of the book credit mechanism is a reflection of the declines
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which had already occurred in excess reserves or were in prospect for November 1. Banks have also continued to take advantage of the book credit method of payment for Treasury notes of the tax anticipation series which are purchased by their customers.With respect to changes in out-of-town bankers’ balances held in New York City banks, there was a rise of around $160,000,000 in September and the first half of October, but in the week ended October 22 a decline of about $140,000,000 occurred, probably reflecting withdrawals to provide funds to pay for the new Treasury bond issue and perhaps also anticipatory adjustment of the reserve position of some out-of-town banks to the November 1 level of reserve requirements. In the week ended October 29 there was a further reduction of $65,000,000 in bankers’ balances held in New York City banks, which presumably was directly associated with out-of-town banks’ preparations to meet the November 1 increase in reserve requirements. On October 29, the amount of out-of-town bank balances held in New York was $150,000,000 below the September 24 level, and this was an additional factor in the reduction in excess reserves of the New York City banks since that time. In the event that reserves of individual New York City banks are reduced by withdrawals of out-of-town bank funds or other funds, below the reserve requirements which become effective November 1, they are in a position readily to adjust their reserve positions, because of their relatively large holdings of short term assets, which can be realized upon at maturity or by sale.Currency demands, as is also indicated in the diagram, have continued to absorb excess bank reserves in the Second Federal Reserve District, while gold movements have resulted in only a small addition to bank reserves.The excess reserves of all member banks in the country declined between September 24 and October 29 chiefly as a result of a net increase in Treasury cash and deposits in the Reserve Banks of $395,000,000 (largely the consequence of cash payments for the new Treasury bond issue on October 20), and a further increase of $235,000,000 in the amount of currency in circulation. Increases in the gold stock and other transactions resulted in practically no net effect on reserves.
Member B ank  CreditRenewed expansion of the volume of member bank credit outstanding occurred in the four weeks ended October 22, during which the total loans and investments of weekly reporting member banks in 101 cities rose $500,000,000. Approximately one half of the expansion resulted from the banks’ purchases of securities, and one half from loan activities.For the four weeks under review, total United States Government security holdings rose $256,000,000 while holdings of other securities declined $16,000,000. Reflecting a rise of $325,000,000 in Treasury bond holdings for the week ended October 22, which included the date on which the new 2y2 per cent Treasury bonds of 1967-72 were issued, total Treasury bond holdings rose $309,000,000 for the four weeks, while Treasury note holdings declined $72,000,000, probably representing sales and exchanges of the Treasury notes due December 15, 1941, which under the terms of the Treasury offering were exchangeable for the new bond issue. Treasury

bill holdings were virtually unchanged for the four weeks. Judging from data for the week ended October 22, the reporting banks did not absorb a materially larger proportion of the Treasury bond issue dated October 20 than of the issue dated June 2, despite the fact that the recent issue was double the size of the June issue. No doubt this was due at least in part to the long maturity of the latest issue (31 years as compared with 17 years for the June issue), which made it especially suitable for investors such as insurance companies, savings banks, and trust funds, and less suitable for bank portfolios.Commercial, industrial, and agricultural loans of all reporting banks showed a further net rise of $167,000,000 in the four weeks ended October 22, despite a small recession in the last week of the period. Holdings of open market paper by the banks increased $30,000,000, and loans to brokers and dealers in securities rose $54,000,000, most of which occurred at New York City banks.Adjusted demand deposits of weekly reporting banks on October 15 reached a new high level of $24,640,000,000, or about $100,000,000 above the previous peak reached at the end of July, but in the week ended October 22, this class of deposit declined $258,000,000, apparently in connection with cash payments by customers for the new issue of Treasury bonds. United States Government deposits in reporting banks, which had been reduced $332,000,000 in the three weeks ended October 15, by withdrawals to replenish the Treasury account in the Reserve Banks, rose $322,000,000 in the week ended October 22, reflecting book credit payments by the banks for the new Treasury bond issue allotted to them and their customers. At New York City banks the increase in Government deposits for the week ended October 22 was considerably more than the increase in Treasury bond holdings of the banks during the week, while for other reporting banks as a group the increase in Government deposits was less than the rise in Treasury bond holdings of these banks.
Money Rates in New York

Oct. 31,1940 Sept. 30,1941 Oct. 30,1941

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 dav loans................. *1H
Prime commercial paper— 4 to 6 months Vr-Vs X
Bills—90 day unindorsed......................... % % %
Yield on % per cent Treasury notes due

March 15,1945t..................................... 0.58 0.37 0.45
Yield on %  per cent Treasury notes due

December 15, 1945#.............................. ■— 0.65 0.78
Average yield on Treasury bonds (not

callable within 12 years) + ................... 2.19 1.97 1.88
Average rate on latest Treasury bill

sale, 91 day issue................................... t 0.037 0.067
Federal Reserve Bank of New York

discount rate........................................... 1 1 1
Federal Reserve Bank of New York

Xbuying rate for 90 day indorsed bills.. X H

* Nominal. J Negative yield. t Tax exempt issues. ^Taxable issue.

Government Securities 
October was marked by one of the largest Government cash financing operations since the World War period and by the announcement that the Treasury contemplated eventually refinancing all outstanding Government guaranteed issues with direct Treasury obligations.Government security prices, as a whole, showed no settled tendency before October 9 when the Treasury

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

November 1, 1941



FEDERAL RESERVE BANK OF NEW YORK 83

1 9 4 1

Daily Yields on 2V2 Per Cent Taxable Treasury Bond Issues (Scale  
inverted to indicate m ovem ent of prices)

made its public offering of $1,200,000,000 of 2%  per 
cent taxable T reasury bonds of 1967-72 for cash, and 
in conjunction therew ith offered bonds of the same issue 
in exchange for the 1%  per cent T reasury  notes due 
December 15, 1941, ou tstanding in  the am ount of 
$204,400,000. I t  was announced a t the same time th a t 
an additional $100,000,000 of the new bonds m ight be 
allotted to Government investm ent accounts. The cash 
offering was heavily oversubscribed, allotm ents being 
12y2 per cent of subscrip tions; about 92 per cent of the 
T reasury notes m aturing on December 15 were exchanged 
for the new bonds. A ppealing p articu larly  to insurance 
companies, savings banks, and large individual investors, 
the new long term  issue im m ediately was quoted at a 
substantial prem ium  (about 3 points) and shared in 
the upw ard movement in  long term  T reasury  bonds 
(both taxable and tax  exem pt) between October 18 and 
29. D uring this period the average price for long term  
partia lly  tax  exem pt T reasury  bonds advanced 4 /5  of 
a point beyond the previous record high set in Decem
ber, 1940 to an average yield of 1.88 per cent. Sim ul
taneous price gains for long term  taxable issues am ounted 
to approxim ately y2 point.

The accompanying chart, showing yields on the three 
2y2 per cent taxable T reasury  bonds on an inverted 
scale, indicates the upw ard tendency in prices of the 
first two of these bonds since issuance and the position 
of the new 2y2’s of 1967-72 in  relationship to them. As 
m arket prices on outstanding issues have risen and 
yields have declined, m aturities on the taxable 2y2 per 
cent bond issues have been successively lengthened— 13 
years on the issue of M arch 31, 17 years on th a t of Jun e  
2, and 31 years on the October 20 issue. A lthough there 
has been little  net change since m id-August, the yield 
on the 1952-54 bond declined from  2.27 per cent at 
issuance to 1.85 per cent a t the end of October, and the 
yield on the 1956-58 issue decreased from  2.26 per cent 
to 2.10. The yield on the new 2 % ’s of 1967-72 has fluctu
ated between 2.35 per cent and 2.34 per cent since 
issuance.

Taking the first step in  its policy of refinancing gu ar
anteed debt of the F ederal agencies with direct T reasury 
obligations, the T reasury  on October 23 offered an issue 
of 1 per cent taxable T reasury notes, dated November 1

and m aturing M arch 15, 1946, to holders of $300,000,000 
of 7/g per cent Reconstruction F inance Corporation notes 
and $204,000,000 of 1 per cent Commodity C redit Cor
poration notes m atu ring  November 15. The new notes 
were made available only to holders of the m aturing 
securities who wished to apply  the proceeds of the 
repaym ent of their Government guaranteed securities 
to the purchase of new Treasury securities. Holders of 
more than  99 per cent of these guaranteed securities 
subscribed to the new notes. ‘ ‘ R ights *1 for the new 
T reasury notes opened at 100 21/32 bid on October 23. 
A t the end of the m onth these new notes were quoted at 
100 9/32, having been influenced by weakening during 
the la tte r  p a r t of the m onth in  prices of short term  
T reasury and Government guaranteed note issues.

Prices of both the taxable and tax  exempt T reasury 
notes declined considerably in  October w ith resu ltan t 
increases in yield. D uring  the course of the month, the 
yield on the % per cent tax  exempt notes due M arch 15, 
1945, rose 0.08 per cent to 0.45 per cent on the 30th, 
and the yield on the %  per cent taxable notes due 
December 15, 1945, was up 0.13 per cent to 0.78 per 
cent. Prices of the shorter m aturities of T reasury bonds 
also declined.

Accepted bids on the first three of the five weekly 
issues of T reasury bills during  October were tendered 
on in terest bases declining from  0.062 per cent on the 
October 1 issue to 0.001 per cent (the lowest ra te  since 
last F ebruary) on the October 15 issue. Each of these 
three issues was in  the am ount of $100,000,000 and 
each replaced a sim ilar m atu rity . The final two weekly 
bill issues in  October were aw arded a t prices equivalent 
to an in terest rate  of 0.024 per cent for the October 22 
issue and 0.067 per cent for the October 29 issue. Each 
of these two issues was in the am ount of $150,000,000 
and each replaced a $100,000,000 m aturity , thereby 
placing a t the T reasu ry ’s disposal a to tal of $100,000,000 
of “ new m oney” .
D e f e n s e  S a v i n g s  B o n d s

Sales of Series E  Defense Savings Bonds in  the 
Second F ederal Reserve D istrict, including sales by 
qualified issuing agencies, i.e., commercial and savings 
banks, building and loan and savings and loan associa
tions, and credit unions, and by the F ederal Reserve 
Bank of New York, bu t not including sales by post 
offices, aggregated $124,674,100 in the period between 
May 1, when the sale of these bonds was begun, and 
October 29. The num ber of bonds issued du ring  this 
period to taled 1,059,500. The following table shows 
the am ount and num ber of bonds issued each month 
since May 1.

Amount
Number of 

bonds

$21,387,100 154,200
15,620,300 145,300

J u l y ................................ 30,305,800 220,900
A ugust .......................... 19,662,800 173,300
S ep tem b er..................... 17,619,400 174,800October 1 -2 9 ................. 20,078,700 191,000
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The sales for the period October 1-29 showed an increase of 21 per cent over the total for the first 29 days of September.In the Second Federal Reserve District there are slightly more than 1,500 issuing agencies for the sale of Defense Savings Bonds, aside from post offices which also sell the bonds and Defense Savings Stamps. Virtually all of the banks in the District have qualified as issuing agencies, and in addition a sizable number of building and loan and savings and loan associations and credit unions have so qualified.In addition, payroll deduction plans adopted by a number of industrial corporations and financial organizations for the accumulation of funds by their employees for the purchase of Defense Savings Bonds are now reaching the point where they will contribute increasingly to the sales of bonds. A number of plans for such purchases were established some months ago, and the accumulations of funds in the accounts of individual employees are now attaining such amounts that bonds are being issued in the names of the employees, and it is expected that further increases in the issue of savings bonds will occur for this reason in future months. Payroll deduction plans for the purchase of Defense Savings Bonds by members of the staffs of 35 business and financial concerns with head offices in this District have come to the attention of the Federal Reserve Bank of New York, and there are undoubtedly many other payroll deduction plans in operation. Information on the number of members of the staffs of companies known to have established payroll deduction plans is not available in all eases. In other cases the numbers of participating employees are constantly growing, and up-to- date figures are not available, but at the time the plans came to the attention of this bank, at least 88,000 persons appear to have been enrolled as regular purchasers of Savings Bonds out of current income.Sales of Series B Defense Savings Bonds in the United States, from the inception of the program on May 1 to September 30, were more than double the sales of the Series D Savings Bonds, which they largely supplanted, during the May to September period of 1940, even though the maximum amount that can be purchased by any sub-
MILLIONS
©F DOLLARS

S a l e s  o f  S e r i e s  E  D e f e n s e  S a v i n g s  B o n d s ,  C o m p a r e d  w i t h  S a l e s  o f  
P r e v i o u s  I s s u e  o f  S a v i n g s  B o n d s  ( U n i t e d  S t a t e s  

T r e a s u r y  D e p a r t m e n t  d a t a )

scriber within a calendar year was reduced to $5,000 for the Series E bonds as compared with $10,000 for the Series D, and two new series of Savings Bonds (Series F and G) have been provided for the larger investors. For the five month period—May to September of this year—sales of the Series E bonds averaged about $114,000,000 a month as compared with $53,000,000 of sales of Series D bonds a year ago, as the accompanying diagram indicates. The rise in Series E bond sales to a peak in July, and the subsequent decline in August and September, were in the nature of seasonal movements, similar movements having occurred with respect to sales of earlier issues of savings bonds, not only in 1940 but also in preceding years.
R e g u l a t i o n  W — C o n s u m e r  C r e d i t

On October 27 the Board of Governors of the Federal Reserve System announced several amendments to Regulation W, dealing with instalment credit. The amendments w7hich are mainly of an administrative and technical nature, were commented upon as follows in a press statement issued by the Board of Governors, which stated in part:
The amendments include adoption of the so-called 11 purpose 

test, 99 requiring a borrower on an instalment loan, after Janu
ary 1, 1942, to sign a statement as to the purpose of the loan; 
exempting business instalment loans from the Regulation, as 
well as loans to purchase or construct an entire building; and 
making the eighteen month maximum maturity apply to all 
instalment loans of $1,500 or less, instead of $1,000 or less, 
as previously provided. In addition, more liberal provisions 
have been adopted to facilitate repayment of instalment loans 
by farmers, in accordance with the seasonal nature of their 
income. Also, in the case of so-called *‘ add-ons, ”  options are 
provided— either the additional credit may be treated sepa
rately, or the combined credit may be paid in fifteen months, 
the monthly payments to be not less than they would have 
been without the add-on.

In connection with the increase in the amount of instalment loans made subject to the eighteen month maximum maturity, exception was made in the case of modernization loans where the figure remains $1,000. It was also provided in the amendments that down payments of $2 or less will no longer be required, and the $5 minimum for monthly instalments (which was to become effective January 1, 1942) has been eliminated. Furthermore, extensions of instalment loans to make down payments on listed articles are prohibited. The amendments are effective December 1, 1941, and the provisions of Regulation W which were to have become effective on November 1 have been postponed to December 1. Copies of the amendments to Regulation W have been distributed widely, and additional copies are available upon application to this bank or its Buffalo Branch. Inquiries arising in this District, concerning the Regulation or the amendments should be addressed to this bank or its Buffalo Branch.
S e c u r i t y  M a r k e t s

On a smaller volume of trading than in September, stock prices moved to lower levels during October under the impact of adverse developments on various war fronts. Between the end of September and October 16 the Standard 90 stock price average declined 6 per
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cent to a point only 3 per cent above the year’s low reached on May 1. After an intervening period of slightly higher quotations, stock prices on October 31 dropped fractionally below the October 16 level.In contrast to the weakness in share prices, quotations of domestic corporation bonds were, in general, firm during October. Prices of prime corporate bonds, those rated Aaa by Moody’s Investors Service, held at levels only slightly below the record high. Medium grade corporate bonds, as measured by Moody’s index of Baa bonds, were up slightly for the month as a whole, although some price irregularity was displayed during the period. Strengthening prices were again apparent in October in municipal bonds, resulting in the attainment of a new record low (1.89 per cent) in the average yield for prime municipal bonds on October 29, according to Standard’s computation.
N e w  F i n a n c i n g

The volume of corporate and municipal financing continued at a low level during October, amounting to only $237,000,000, or approximately three quarters of the monthly average for the first nine months of 1941. Corporate new capital flotations which amounted to $102,000,000 exceeded the January-September monthly rate, but refundings were of such small volume that the corporate total, at $178,000,000, was about 75 per cent of the monthly average for the first three quarters of the year.Temporary financing accounted for an additional $126,000,000 and included $85,000,000 of temporary loan notes of 27 local housing authorities and $36,500,000 of Federal Intermediate Credit Bank % per cent consolidated debentures. The housing notes were of various maturities, ranging from three months to one year, and were awarded at rates ranging from 0.28 to 0.44 per cent. The Federal Intermediate Credit Bank debentures mature April 1 and November 2, 1942 and were sold on yield bases of 0.30 and 0.50 per cent, respectively.
F o r e i g n  E x c h a n g e s

New York trading in the foreign exchanges continued virtually at a standstill during October, except for some activity in the "Western Hemisphere currencies and occasional dealings, under general licenses, in the neutral European exchanges. The largest movement in Latin American rates occurred in the noncontrolled rate for the Uruguayan peso, which turned upward at the end of September, accompanying reports of a shift of foreign funds from Argentina to Uruguay. By October 22 this rate had appreciated about 6 per cent to $0.4675. Although some subsequent reaction brought the rate back to $0.4625 by the end of the month, it nevertheless remained considerably above the level of a month earlier. The Argentine peso continued weak in the free market during the early days of October, when the free rate reached a low of $0.2340. The announcement on October 14 of the trade agreement between the United States and Argentina, however, provided some stimulus, with the result that the free rate rose and closed the month at $0.2378. The Mexican and Cuban rates continued to hold steady, the Cuban peso now being quoted virtu

ally at par with the dollar. The free rate for the Venezuelan bolivar declined 90 points to $0.2610 between October 11 and 27; at the close of the month, however, the rate was $0.2630. Despite the slackening of the tourist demand, the Canadian dollar held fairly firm in the unofficial market and by the end of the month was quoted at $0.8925, only slightly below the year’s high of $0.8975 reached in the early part of September.On October 2 it was reported that Swiss commercial banks had changed the rate at which they supply Swiss francs against dollars, for certain specified purposes, from the equivalent of about $0.2325% to the equivalent of $0.2331. With this exception, there were no significant changes in the rates for the currencies of those European neutral countries to which general licenses have been granted under United States foreign property control regulations.According to various reports, there has been a considerable demand in recent weeks for foreign exchange in the Shanghai black market by importers of goods for which the Chinese Stabilization Board will not supply exchange cover. Some of this demand reportedly has been satisfied by offerings of United States bank notes. These dealings in American currency appear to have been made at rates as low as 2% cents per yuan, although at the present time the rate seems to be somewhat above 3 cents.
G o l d  M o v e m e n t s

Imports of gold into the United States during October continued in relatively small volume, and the net increase in the gold stock of about $40,000,000 was approximately the same as in the four preceding months. Gold held under earmark for foreign account at the Federal Eeserve Banks increased about $30,000,000 during the month to approximately $2,055,000,000.In the four weeks ended October 22, the Department of Commerce reported the receipt of $42,700,000 in the following principal amounts: $15,200,000 from Canada, $6,100,000 from Australia, $5,600,000 from Russia, $3,600,000 from South Africa, $3,400,000 from the Philippines, $2,100,000 from Colombia, $2,000,000 from British India, $1,200,000 from Mexico, $700,000 from Nicaragua, and $500,000 from Peru.
C o m m o d i t y  P r i c e s

In October, the Bureau of Labor Statistics daily price index of 28 basic commodities reversed its upward tendency and showed a net monthly decline for the first time since July, 1940. The lowest quotations of the month were registered on October 16, when prices dipped in most of the uncontrolled markets in conjunction with the Japanese Cabinet crisis. Subsequent recovery movements, however, as indicated in the accompanying chart, fell far short in making up for the earlier declines. The daily price index of 28 basic commodities showed a loss of 5 per cent between the middle of September and the middle of October, and a net decline of 2 per cent for the month of October.As indicated in the chart, the principal movements in the combined index of 28 basic commodities have resulted from fluctuations in foodstuffs. The decline in this
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PER CENT

Daily Indexes of Basic Commodity Prices (Bureau of Labor 
Statistics data; A u gu st 1 9 3 9 = 1 0 0  per cent)

group during the first half of October appears to have been connected with discussions in Congress of the pending price control legislation and Russian military reverses, as well as with apprehension over Far Eastern developments. Recovery in prices of foodstuffs during the latter half of the month was promoted by a statement of the Secretary of Agriculture favoring the setting of price ceilings on farm products at 110 per cent of parity rather than at 100 per cent, and by indications that loans on next year’s cotton, corn, wheat, rice, and tobacco might be greater than the 85 per cent of parity loans on the 1941 crops. The raw industrial group index, as in preceding months, fluctuated only slightly during October, reflecting the numerous ceiling regulations affecting quotations for commodities in this classification.
Some readjustments in price ceiling schedules were made during October. The first sliding schedules were applied during the month, the articles affected being carded cotton yarn and cotton goods; revisions from time to time will depend upon the price of raw cotton. Efforts were made to increase supplies of zinc and copper, in the former case by permitting the price to rise 1 cent to 8.25 cents a pound, and in the latter case by permitting certain high-cost mines to sell copper at prices in excess of the 12 cents a pound ceiling governing other producers.

E m p l o y m e n t  a n d  P a y r o l l s

During September working forces in New York State factories expanded 3 per cent further and wage payments increased 4 per cent. Many firms producing consumers ’ nondurable goods, particularly food products, men’s furnishings, and women’s clothing and millinery, reported seasonal gains in employment. Factories making defense materials continued to add to working forces in September, especially the firearms, airplane, and shipbuilding industries. Several heavy industry plants producing nondefense goods, however, were reported to have laid off workers owing to lack of materials. Compared with September, 1940, New York State factory employment was 30 per cent higher and payrolls were 55 per cent greater.
According to the Bureau of Labor Statistics, factory

employment in the United States as a whole increased 2 per cent further during September and factory payrolls rose 3% per cent. The gains over September of last year amounted to 22 per cent for employment and46 per cent for payrolls. In comparison with September,1939, the first month of the war, factory employment was 31 per cent greater and payrolls 71 per cent larger. As in New York State, increases in working forces between August and September were numerous in consumers’ nondurable goods industries where seasonal factors operate in the direction of expansion at this time of year. In key defense lines, especially shipbuilding and aircraft, employment continued on a steady uptrend. Additional workers were hired by automobile plants and radio and phonograph manufacturers, but the increases were not so great as is usual in September.It is estimated that more than 400,000 persons were added to working forces in nonagricultural occupations throughout the country during September, and employment in such pursuits exceeded 40,000,000 persons for the first time. Approximately one half of the increase over August occurred in manufacturing establishments, but all major employment categories shared in the advance. Compared with September, 1940, nonagricultural working forces were more than 3,500,000 larger, and military personnel (not included in the preceding estimate) tripled in strength during the year to reach a total of approximately 2,000,000.
B u i l d i n g

On October 9 the Supply Priorities and Allocations Board announced that in the future no construction using appreciable quantities of such critical materials as copper, brass, bronze, steel, and aluminum may be started unless such projects are necessary for National defense or for the health and safety of the people. During the current year, as shown in the accompanying chart, expenditures for new construction have reached an unusually high level, and as a result the demand for critical materials on the part of the construction industry has been especially heavy.The chart of expenditures for new construction in
BILLIONS 
OF DOLLARS12 |------------------------------------------

Estim ated Total Expenditures for Construction in the United States 
(Departm ent of Commerce, Office of Production M anagem ent, 

and Federal Reserve Bank of N ew  York data)
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the United States, including both private and public projects, is based on a series originally computed by the Department of Commerce, with estimates for the years 1940-1942 prepared by the Department of Commerce and the Office of Production Management. (The 1940 breakdown for defense and nondefense construction, however, was estimated by this bank.) It is estimated that the volume of expenditures for new construction in1941 will amount to approximately $11 billion, almost two-thirds above the total for 1940 and about equal to the previous high of the middle twenties. As a result of the measures taken to conserve the supply of critical materials, it is estimated that nondefense construction next year may amount to only one third of the 1941 total, while defense construction is expected to increase by about one third. Should these estimates be borne out, defense projects would account for three quarters of all construction work in 1942, compared with about 45 per cent in the current year. Despite the expected cut, total construction expenditures in 1942 would be the largest for any year, with the exception of 1941, since 1930.In the 37 States east of the Rocky Mountains, construction contract awards reported by the F. W. Dodge Corporation during the first 9 months of 1941 were 62 per cent above the corresponding period of 1940. Public contracts were slightly more than double those a year earlier, while private awards were up one third. Those types of construction projects which are important to the defense program, such as factories, warehouses, utilities, and one and two family dwellings in defense areas, have shown the largest year-to-year gains.Geographically there has been a wide variation in the distribution of construction awards. For example, during the first three quarters of the year contract awards in Upstate New York rose 56 per cent above the same period of 1940, only slightly less than the year- to-year gain in the 37 States. On the other hand, contracts awarded for projects in the Metropolitan New York and Northern New Jersey area increased only 15 per cent. In New York State and Northern New Jersey the most important gains were in awards for commercial and manufacturing buildings. Residential building increased somewhat, but heavy engineering projects showed little change.
P r o d u c t i o n  a n d  T r a d e

During October business operations on the whole continued at a high level. While nondefense industries were affected to an increasing extent by restrictions upon production and by diversions of materials to defense uses, operating schedules in plants producing defense items called for steadily accelerating production. Judging from the weekly figures, there was some further recession in department store trade, but sales volumes remained above the level of a year ago.
Despite minor interruptions due to labor difficulties and shortages of scrap, steel production was again near capacity. Slack trading continued to characterize the cotton goods market early in the month, but sales expanded sharply just prior to the imposition of the new sliding scale price ceilings on October 21; mill

activity is reported to have continued at a high rate. Loadings of railroad freight reached the highest weekly total since 1930, and electric power production and output of crude petroleum increased further to new record levels. On the other hand, some decline appears to have occurred in bituminous coal mining.Further measures were adopted during October to put into effect the Government’s program to conserve supplies of critical materials for defense purposes. Steps were taken to reduce nonessential construction work, as described in the Building section of this Review, and additional orders governing curtailment of production were issued to producers of automobiles and other consumers’ durable goods. Passenger car production for January, 1942 is limited to about 200,000 units, indicating a reduction of approximately 50 per cent from the number of assemblies completed in January, 1941. In an effort to relieve “serious day-to-day shortages,” the Director of Priorities of the O.P.M. ordered full priority control placed upon iron and steel scrap.
Production and Trade -in September

During September this bank’s index of production and trade declined to 109 per cent of estimated long term trend, four points below the figure for August and one point below that for July. The general level of productive activity appears to have held rather steady during July, August, and September, and the behavior of the index of production and trade over this period is largely accounted for by a sharp spurt in retail trade during August and a settling back in September.
Although the major group index of production showed stability during July, August, and September, changes were apparent in certain of its components. As the accompanying chart indicates, output of consumers ’ durable goods, principally passenger cars, declined during this period, seasonal factors considered, as a result of official limitations upon production and shortages of vital materials. On the other hand, output of producers ’ durable goods showed additional marked gains in both August and September, reflecting further advances in

PERCEN T

Indexes of Production of Producers' Durable Goods and Consumers' 
Durable Goods (Federal Reserve Bank of New York indexes* 

expressed as percentages of estimated long term trends, 
and adjusted for seasonal variation)
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such key defense industries as steel, shipbuilding, aircraft, and machinery. Production of nondurable goods was not much changed during the July-September period, either in the consumers’ or producers’ categories.
After allowing for seasonal factors, sales volumes in various lines of retail trade were reduced sharply in September from the unusually high levels of August. Sales increases at department stores, mail order houses, and chain stores failed by considerable margins to measure up to usual seasonal proportions. Mainly as a result of model changeovers and restrictions on production, retail sales of new passenger cars declined sharply in September, and for the first time this year fell below the figure for the corresponding month of 1940.

(Adjusted for seasonal variations and estimated long term trend; series reported in 
dollars are also adjusted for price changes)

1940 1941

Sept. July August Sept.

Index of Production and Trade....................... 94 110 113p 109p
Production of:

Producers’ durable goods....................... 96 r 126 130p 133p
Producers’ nondurable goods................. 99 r 120 118p 119p

Consumers’ durable goods..................... 79 103 96p 83p
Consumers’ nondurable goods............... 96 105 105p 104p

Primary distribution.................................... 87 105 109p 108p
Distribution to consumer........................... 96 107 116p lOOp

Industrial Production
Steel................................................................. 114 126 125 130
Automobiles r ................................................ 114 149 103 86
Bituminous coal............................................ 96 130 117 107p
Crude petroleum........................................... 85 86 88 89 p
Electric power............................................... 101 112 115 ll5p
Cotton consumption.................................... ll lr 155 152 144
Wool consumption........................................ 124 168r 177 205p
Shoes............................................................... 99 134 118p Il7p
Meat packing................................................ lOOr 106 110 107
Tobacco products......................................... 90 96 97 101

Manufacturing Employment
98 120 120 118p

Man-hours of employment......................... 95 120r 122 124p

Construction
Residential building contracts. . ............... 58 73 82 64
Nonresidential building and engineering

contracts..................................................... 60 93 137 132

Primary Distribution
Ry. freight car loadings, mdse, and misc. . 87 104r 104r 104
Ry. freight car loadings, other................. 95 116 114 106

85 110 134p
76 91 98p

Distribution to Consumer
Department store sales (U. S .) ................. 96 108 124r 104
Grocery chain store sales............................ 95 99 103 97
Variety chain store sales............................. 99 108 126 111
Mail order house sales................................. 98 111 131 104
New passenger car sales.............................. 87 104 90 58 p

Velocity of Deposits*
Velocity of demand deposits, outside New

York City (1919-25 average =  100)... 55 57 61 59
Velocity of demand deposits, New York

City (1919-25 average =  100)............... 25 26 27 27

Cost of Living and Wages*
Cost of living (1935-39 average =  100)... 104 109 110 ll lp
Wage rates (1926 average =  100)............ 114 123 123

p Preliminary.
r Revised; in the case of automobiles the series has been revised. 
* Not adjusted for trend.

D e p a r t m e n t  S t o r e  T r a d e

Sales of the reporting department stores in this District during September were substantially larger than in the corresponding month of last year, although they failed to show the usual seasonal expansion over

August, when extraordinarily large gains occurred in sales of a number of lines of merchandise. Moderate year-to-year gains were reported until the latter part of September, when an exceptional acceleration of sales occurred prior to the effective date of the new Federal excise taxes (October 1), and for the month as a whole sales were 20 per cent higher than in September, 1940.Sales of furs in September were more than double those of a year ago, and unusually large year-to-year gains were reported also in sales of silverware, major household appliances, radios and pianos, and women’s coats and suits.From weekly reports available through October 25, it appears that the year-to-year increase in sales in October was reduced to relatively small proportions, following the spurt at the end of September, and average daily sales were lower than in that month, contrary to the usual experience in previous years.Retail stocks of merchandise on hand in the reporting department stores at the end of September were 30 per cent higher than at the end of September, 1940, and this bank’s seasonally adjusted index of department store stocks advanced six points further to 109 per cent of the 1923-25 average, the highest level in over ten years. In addition, returns from a limited number of department stores in this District indicate that outstanding orders for merchandise purchased by the stores, but not yet delivered, continued about twice as large as those of a year ago.
Percentage changes from a year ago

Net sales
Department stores Stock on hand

end of month
September, Jan. through September,

1941 Sept., 1941 1941

New York City.......................................... +20 +14 +29
Northern New Jersey............................... +20 +16 +29

Newark..................................................... +20 +15 +27
Westchester and Fairfield Counties. . . . +29 +23 +49

+42 +29 +53
Lower Hudson River Valley................... +13 +13 +27

Poughkeepsie.......................................... +18 +15 —

Upper Hudson River Valley................... +22 +20 +56
+17 +16 —

Central New York State......................... +27 +24 +42
Mohawk River Valley.......................... +38 +28 +32

+24 +23 +45
Northern New York State....................... — — —

Southern New York State....................... +24 +23 +28
Binghamton............................................ +31 +24 —

+30 +34 —

Western New York State........................ +15 +20 +29
+11 +24 +29

Niagara Falls.......................................... +32 +15 +23
+21 +16 +30

All department stores....................... +20 +16 +30

Apparel stores.................................... +23 +14 +35

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1940 1941

Sept. July August Sept.

Sales (average daily), unadjusted................. 108r 81 lOOr 125
Sales (average daily), seasonally adjusted.. 103r 114 134 120

Stocks, unadjusted............................................ 87 r 83 98 113
Stocks, seasonally adjusted............................ 83 r 96 103 109

r Revised.
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Index o f Physical Volum e o f Industrial Produc
tion, Adjusted for Seasonal Variation  

(1 9 3 5 -1 9 3 9  a v e r a g e s  100 per cent)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation  

(1 9 2 3 -1 9 2 5  average=100* per cent)

U . S. Bureau of Labor Statistics Indexes of 
W holesale Prices, Based on 12  Foodstuffs 

and 16 Industrial M aterials (A u gu st  
1 9 3 9 = 1 0 0  per cent)

Wednesday Figures for Reporting Member
Banks in 101 Leading Cities (Latest

figures are for October 8)

MONTHLY REVIEW, NOVEMBER 1, 1941

Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity continued at a high rate in September and the first 
half of October. Further advances in the output of defense products were 

accompanied by curtailment in some lines of civilian goods, particularly 
automobiles, rubber, and silk. Prices of industrial products increased further 
but agricultural prices declined after the middle of September, and on October 
16 dropped sharply in response to international developments.Production

Industrial output increased by about the usual seasonal amount in Septem
ber and the Board’s adjusted index remained at 160 per cent of the 1935-1939 
average, the same as in July and August. Continued increases in activity were 
reported in the machinery, aircraft, and shipbuilding industries. At steel 
mills activity in September and the first half of October was maintained at 
about 97 per cent of capacity. Output and deliveries of nonferrous metals 
likewise remained at about capacity levels, while lumber production declined 
somewhat from the high August rate. Automobile production increased 
less than seasonally in September, following the changeover to new models, 
and, according to preliminary estimates, output in September was considerably 
below tlie maximum quota that had been authorized by the Government.

In the textile industry activity declined somewhat in September, reflecting 
mainly a further sharp reduction at silk mills. Activity at wool mills rose to a 
new high level, while at cotton mills there was little change from a rate slightly 
below the peak reached last May. Shoe production continued in large volume, 
and output of manufactured food products was maintained near the peak 
August level. Output of chemicals likewise continued at earlier high rates, 
but at rubber plants activity was considerably below the level of last summer 
owing to curtailment programs ordered by the Government.

Coal production, which during the summer months had been unusually 
large, increased less than seasonally in September, owing in part to temporary 
work stoppages at some bituminous and anthracite mines. Crude petroleum 
production advanced to record levels in September and the first half of October, 
and output of metals and shipments of iron ore down the Lakes continued at 
about capacity.

Value o f construction contract awards declined in September, according to 
figures of the F. W. Dodge Corporation, reflecting chiefly decreases in awards 
for public projects which had been exceptionally large in August. Awards for 
private residential building also declined, while contracts for other private 
work increased somewhat further. Total awards in September, as in August, 
were 80 per cent larger than in the corresponding period last year. This higher 
level reflected mainly a greater amount of public construction, which was nearly 
three times as large as a year ago, compared with an increase of about 10 per 
cent for private construction.

On October 9, the Supply Priorities and Allocations Board announced that, 
effective immediately, no public or private construction projects which use 
critical materials could be started during the emergency unless these projects 
were either necessary for direct National defense or essential to the health and 
safety of the nation.

Distribution
Distribution o f general merchandise showed less than the customary seasonal 

rise in September, following an unusually large volume of sales in August. 
During the past three months sales have been larger than in the corresponding 
period o f any previous year. In the first half o f October sales at department 
stores declined from the peals: reached in late September when there were 
considerable consumer purchases, particularly of articles subject to higher taxes 
on October 1.

Loadings of revenue freight in September increased less than seasonally, 
particularly those o f miscellaneous freight, which have been high in recent 
months, and loadings of coal, which were curtailed during part of the month by 
work stoppages at some mines. Shipments of forest products declined con
siderably from the high August level.

Commodity Prices 
Prices of industrial products continued to advance in September and the 

first half o f October and Federal price ceilings were announced for additional 
commodities, including leading types of lumber, coke, wastepaper, paperboard, 
acetic acid, alcohols, and carded cotton yarns. In some cases these ceilings 
were below previously existing market quotations. Price advances were per
mitted, however, for some other commodities under Federal control. Prices of 
cotton and of foodstuffs increased further in the first half of September, but 
subsequently declined, owing partly to seasonal influences. On Thursday, 
October 16, prices of these commodities dropped sharply.

Bank Credit
Commercial loans at member banks continued to rise during September and 

the first half of October, reflecting in part defense demands. Increases were 
substantial both in New York and in other leading cities. Holdings o f United 
States Government obligations decreased, mainly at banks in leading cities 
outside New York. Excess reserves o f member banks showed little change in 
this period.

United States Government Security Market 
F ollowing a slight decline in the first half o f September, prices of long term 

Treasury partially tax exempt bonds increased during the latter half of 
September and in the first part o f October. The yield on the 2% per cent bonds 
o f 1960-65 reached a new record low of 2.01 per cent in October. Prices of 
taxable bonds moved within a relatively narrow range during the period with 
yields slightly above previous low levels.
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M O N T H L Y  R E V I E W
of Credit and Business Conditions

Second Federal Reserve District

Federal Eeserve Bank, New York December 1,1941

M o n e y  M a r k e t  i n  N o v e m b e r

On November 1, the increase in percentages of required reserves against member bank deposits, which had been announced on September 24, went into effect. Excess reserves of Central Reserve New York City banks, which had amounted to $1,345,000,000 on the previous weekly report date, October 29, dropped to $915,000,000 on November 1, largely as a result of the rise in reserve requirements, and on November 5 amounted to $775,000,- 000. As the accompanying diagram indicates, this amount was over $1,000,000,000 less than the excess reserves held in September and $2,800,000,000 less than at the January high point of the year.Excess reserves of member banks outside New York City declined from $3,255,000,000 on October 29 to $2,635,000,000 on November 5. As is evident from the diagram, however, excess reserves outside New York City had not previously declined as they had in New York City, but had remained fairly steady at about the same general level as at the opening of the year. Virtually all of the decline in the total of excess reserves of all member banks in the first ten months of the year represented a rapid shrinkage in the excess reserves held by New York City banks.The figures to which excess reserves declined on November 5 proved to be the lowest for any statement date in November, both in the case of the New York City banks and other member banks. In the three weeks between November 5 and November 26, excess reserves in New York City rose by $315,000,000 to reach a figure of $1,090,000,000, as compared with $1,300,000,000 immediately before the increase in reserve requirement percentages went into effect. The rise in reserves during this three week period of November is to be explained by gains of funds through two principal types of transactions. First, there was an inflow of funds to New York from other parts of the country through commercial and financial transactions, as frequently occurs during the middle part of the month. Second, Treasury disbursements of funds in New York from its deposits at the Reserve Bank, during a period when no new issue of Government securities (other than Treasury bills) was sold, exceeded receipts of funds in the Treasury account. To some extent Treasury cash receipts from the New York market were limited by the fact that large parts of the weekly issues of new Treasury bills were acquired by bidders other than the New York City banks and

their customers, i.e., certain foreign accounts used balances on deposit with the Federal Reserve Bank to pay for Treasury bills awarded to them, and banks and other investors in parts of the country outside New York City also were awarded substantial amounts of the new Treasury bill issues.
Meanwhile, further increases in currency outstanding during November continued to absorb moderate amounts of bank reserves in New York. Furthermore, there was some net reduction in the amount of out-of-town bank balances held in New York City banks, although the amount of the decline was much less than in the three weeks ended November 5.
The absorption of a large part of the new issues of Treasury bills by buyers outside New York was promoted by a rise in yields, which for the last two issues in November averaged slightly above % of one per cent. This rise in yields appears to have been attributable to several factors: the increase in the amount of the weekly issue of Treasury bills from $100,000,000 to $150,000,000 and then to $200,000,000; the recent increase in member bank reserve requirement percentages, which especially affected the New York money market because of the previous losses of reserve funds suffered by New York banks; and perhaps also the long range
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prospect for increased Treasury borrowings resulting from further enlargement of the National defense program. The heavier takings of Treasury bills by purchasers other than New York City banks appear to indicate that the Treasury bill market may serve as a mechanism to afford fluidity to the supply of funds, as between individual banks and as between various parts of the country. In the past, the stock exchange call loan and bankers acceptance markets were the principal markets through which adjustments in the supply of funds, as between individual institutions and as between New York and the rest of the country, were accomplished. The present volume of business in these markets is so small as to make them inadequate for the purpose.In addition to the rise in Treasury bill rates in November, there was also a further moderate rise in yields on Treasury notes, and other securities of comparable maturity, but no increase occurred in such short term rates as those on bankers acceptances, open market commercial paper, and over-the-counter bank loans to customers, which have been well above the yields on short term Government securities. In summary, it appears that to the extent that the November increase in reserve requirement percentages has been an influence on money rates, this influence has been manifested largely in yields on short term Government securities, which over the past few years had declined to disproportionately low levels under the pressure of increasing excess reserves.
Money Rates in New York

Nov. 30, 1940 Oct. 31, 1941 Nov. 29, 1941

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans................. *114 *1H *1H
Prime commercial paper— 4 to 6 months y2- 5A y2 y2
Bills— 90 day unindorsed......................... 7A 7A 7A
Yield on M per cent Treasury note due

March 15, 1945 (tax exempt)............. 0.48 0.45 0.60
Average yield on taxable Treasury notes

(3-5 years).............................................. 0.84 0.94
Average yield on tax exempt Treasury

bonds (not callable within 12 years). 2.04 1.88 1.92
Average yield on taxable Treasury bonds

(not callable within 12 years)............. 2.21 2.24
Average rate on latest Treasury bill sale

91 day issue............................................ 0.004 0.067 0.267
Federal Reserve Bank of New York dis

count rate................................................ 1 1 1
Federal Reserve Bank of New York y2buying rate for 90 day indorsed bills. . y2 y2

* Nominal.

Member B ank  Credit

Following an increase of $500,000,000 in the preceding four weeks, total loans and investments of the weekly reporting banks in 101 cities increased only $38,000,000 during the four weeks ended November 19, a period in which no large “new money” security issue was floated by the Treasury. Aggregate holdings of United States Government securities increased $43,000,000, as the net result of a rise of $81,000,000 in Treasury bill holdings, an increase of $52,000,000 in Treasury bond holdings, a rise of $326,000,000 in Treasury note holdings, and a decline of $416,000,000 in holdings of Government guaranteed obligations—the last two changes reflecting the refinancing of Reconstruction Finance Corporation and Commodity Credit Corporation November maturities into direct Government securities. With respect to the increase in Treasury bill holdings, this represented

almost entirely an addition to holdings of banks outside New York, and occurred at a time when the volume of bills outstanding was expanding by $250,000,000. Reporting bank holdings of municipal, corporate, and other securities declined $78,000,000 during the four weeks under review, reflecting principally municipal security maturities.Commercial loan expansion during the four weeks ended November 19, amounting to $76,000,000, was less than half that in the preceding four weeks. Bank holdings of open market paper increased slightly further, while small reductions in security loans and real estate loans exceeded a rise of $10,000,000 in “other” loans.Adjusted demand deposits of the weekly reporting banks declined somewhat further from the October 15 peak during the two weeks ended November 5, and despite a subsequent upturn remained on November 19 about $450,000,000 below the October 15 total. Meanwhile, United States Government deposits in the reporting banks rose $130,000,000, reflecting credits established on the books of these banks to the account of the Treasury, in payment for purchases of Treasury bills, tax anticipation notes, and savings bonds. Deposits in reporting New York City banks of out-of-town correspondent banks and some local banks, after declining $311,000,000 between October 15 and November 5 (the period during which a large issue of Treasury bonds was sold and banks were adjusting their positions to meet the November 1 increase in reserve requirements), showed a further net reduction of $53,000,000 by November 26.
Government Securities

Overshadowing other developments in the Government security market during November was an extension of the rise in yields on Treasury notes and in the average rates at which new issues of Treasury bills were sold. In addition to factors previously enumerated in this Review, yields on notes were affected by uncertainties as to whether unqualified conversion or exchange privileges would continue to be accorded to holders of maturing Treasury obligations.The accompanying chart indicates the extent of the advance in these yields in recent weeks, against the background of fluctuations earlier this year. On November 19 the yield on the tax exempt % per cent Treasury note due March 15, 1945, after having risen 0.29 in the preceding two months, was 0.64 per cent, compared with the year ’s high of 0.70 per cent reached on February 15. In the same two month period the yield on the taxable % per cent Treasury note maturing December 15, 1945 also rose from 0.62 to 0.83 per cent. Later in the month, Treasury note yields steadied at the higher levels. Following advances in bill rates in the previous six weeks, the average rate at which the new issue of Treasury bills dated November 26 was awarded, 0.267 per cent, was the highest in more than four years.Meanwhile, the yield on the tax exempt 2% per cent Treasury bond of 1960-65, representative of the behavior of yields on long term Treasury bonds generally, advanced only slightly during November, following a decline to a record low level in October. Similarly, only
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small increases in average yields on other long term Treasury bonds (both tax exempt and taxable) were recorded in November, as prices of these issues showed only fractional net declines for the month.The first two of the weekly issues of Treasury bills during November were in the amount of $150,000,000 and each replaced a $100,000,000 maturity. On November 13 the Secretary of the Treasury announced that the weekly Treasury bill offering would be raised to $200,000,000, and that payment could be made either in cash or by book credit. Accordingly, the last two weekly issues of bills in November were in the amount of $200,000,000. As each replaced a maturity of $100,000,000, the Treasury obtained $100,000,000 of “new money’’ during each week.The Secretary of the Treasury has announced that a large scale “cash” offering of Treasury obligations (involving about a billion and a half dollars) is planned during the first week in December, and that the amount of weekly Treasury bill issues, beginning with the issue to be dated December 10, will be reduced to $150,000,000. The Secretary also stated that the $426,000,000 of 1% per cent Treasury notes due March 15, 1942, and the $310,000,000 of % per cent Reconstruction Finance Corporation notes due January 15, 1942, would be refunded in January; and that two issues of Federal Farm Mortgage Corporation bonds ($236,000,000 of 3 per cent bonds of 1942-47, callable January 15, 1942, and $103,000,000 of 2% per cent bonds of 1942-47, callable March 1, 1942) might also be refunded at that time.
S e c u r i t y  M a r k e t s

The irregular downward movement of stock prices which began September 17 continued into November. Following indeterminate fluctuations earlier in the month, Standard’s 90 stock index on November 12-13 broke sharply to a new low for 1941, under the influence of news of labor disputes and discussions of additional tax legislation. After an intervening period of slightly higher quotations, this index late in November declined

1941

further to a point about one per cent above the 1940 low. Tax selling was reported to have been prevalent during the whole month and to have affected public utility shares particularly. The average price of public utility stocks on the 28th was at the lowest point recorded by Standard’s index which goes back to 1926. The volume of trading on the New York Stock Exchange during November was the heaviest since July; on November 12 over a million shares were traded, the largest daily volume since September 25.Domestic corporate bonds showed little net change in price for the month as a whole, remaining at, or close to, record high levels. Medium grade bonds of this type, classified as Baa by Moody’s Investors Service, moved up more than half a point to a new high for 1941 between November 1 and 6, but had lost three quarters of a point by November 12. Other price movements in the corporate field were generally minor. Municipal bond quotations also maintained record high levels.
B u s i n e s s  P r o f i t s

This bank’s seasonally adjusted index of the net profits of 167 commercial and industrial companies rose approximately 10 per cent between the second and third quarters of 1941, primarily as a result of a more favorable showing by the automotive industry than is usual during the third quarter.The accompanying diagram, which shows the relative fluctuations of industrial production and corporation profits from 1928 to date, indicates that corporation profits showed no great change during the first nine months of 1941, while industrial production, under the stimulus of the defense effort, was rising rapidly to record high levels. Ordinarily, as the diagram indicates, fluctuations in production are reflected to a large extent in corresponding changes in net profits, with profits rising or falling at a faster rate than production. During the past nine months, however, increases in taxes, to-
P R O D U C T IO N  P R O F IT S
IN D E X  IN D E X

Indexes of Industrial Production and Business Profits, Quarterly 
Data Adjusted for Seasonal Variation (Industrial production 

index of Board of Governors of the Federal Reserve System  
and Federal Reserve Bank of N ew  York index of 

profits of 167 commercial and industrial com panies;
193 5 -3 9  a v e r a g e s  100 per cent)
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gether with higher wage and material costs, have reached snch proportions as to offset, in large measure, the effect on profits of the increased volume of sales together with associated reductions in costs per unit. At current levels profits of these corporations are 20 per cent below the 1929 peak, although the volume of production is about 40 per cent greater.
A compilation of the aggregate sales, expense, and profit and loss data published by 60 companies indicates that for the first nine months of 1941 gross sales of this group rose approximately $1,570,000,000, or some45 per cent above those in the corresponding period of 1940. Profits, before Federal tax accruals, rose 96 per cent, while profits, after Federal taxes, were 21 per cent larger than in the first nine months of 1940; the aggregate amount set aside for Federal taxes was approximately four times the amount in the comparable period of 1940.The accompanying table shows that reported net profits of a broader list of 401 commercial and industrial companies during the third quarter were 41 per cent larger than a year earlier. This rather large gain is attributable in part to the fact that last year’s reported third quarter earnings generally were restricted by deductions for retroactive tax charges (under the Second Revenue Act of 1940) applicable to the first six months of that year, whereas during the 1941 third quarter such retroactive charges were less common because corporations had to a large extent anticipated the increases in tax rates provided for in the Revenue Act of 1941. Other important factors were the high third quarter automobile earnings referred to previously and a substantial increase in steel company profits. Net profits of petroleum companies also were much larger than a year earlier as a result of a higher price structure for petroleum products and a continued large demand.
For the first nine months of the year net profits of this same group of 401 companies were 26 per cent above the level for the corresponding period of 1940. All groups, with the exception of bakery products, gold and silver mining, and cigar companies, had larger profits than in 1940. The largest percentage gains occurred in the motion picture, coal mining, lumber and roofing products, hardware, and copper and brass fabricating groups. In general, gains in net profits over 1940 were the greatest in companies producing durable goods; 185 such companies included in the table showed an aggregate gain over 1940 of 32 per cent, while profits of 33 mining companies rose 17 per cent, and 183 companies in the nondurable goods and service lines showed an increase of 20 per cent. Profits in durable goods industries generally fluctuate much more widely than profits in nondurable goods industries.Owing to the large volume of freight traffic and also to general exemption from payment of excess profits taxes because earnings are still relatively low on the large amounts of invested capital, net income, after all charges, of Class I railroads aggregated $188,000,000 during the September quarter, as compared with $70,000,000 during the corresponding period of 1940. For the full nine months, net income was about six times that of 1940, amounting to approximately

$360,000,000 as against $61,000,000 a year before, and was the largest since 1930. Net income of other public utilities (excluding telephone companies) showed a year- to-year decline of 6 per cent and 1 per cent, respectively, during the third quarter and the nine month periods.
(Net profits in millions of dollars)

No.
Third quarter First nine months

Corporation group of
cos. 1937 1940 1941 1937 1940 1941

Advertising, printing and pub
lishing..........................................

Aircraft manufacturing...............
6
5

1.5
2.2

2.4
11.3

2.6
15.6

9 .5
5.8

8.2
23.3

8.3
32.2

Automobiles............ .......................
Automobile accessories (excl. 

tires)............................................

13

32

53.8

11.0

15.1

6.9

58.7

12.9

199.9

46.4

160.5

34.1

207.0

44.2
Building materials:

Hardware.................................... 4 0.9 0.9 1.4 3.8 2.4 4.2
Heating and plumbing............ 7 5.2 5.0 4.6 12.5 8.2 11.2
Lumber and roofing................. 6 2.9 2.9 4.1 8.0 6.0 10.5
Other........................................... 11 9.5 7.5 6.7 28.5 22.4 22.8

Chemicals....................................... 26 37.8 33.9 39.5 119.8 112.7 119.8
Copper and brass fabricators. . . .  
Drugs, cosmetics, and soaps.. .  . 
Electrical equipment...................

4
11
12

1.8
13.1
17.2

1.8
13.2
14.0

2.9
17.4
16.5

8.4
44.4
53.8

5.6
44.5
47.8

9.6
53.4
54.2

F oods:
Bakery products....................... 8 6.3 4.7 4.2 15.5 13.6 12.7
Beverages................................... 5 3.0 2.5 5.9 10.5 8.2 12.3
Confectionery............................ 7 5.0 4 .8 5.3 14.1 14.8 16.5
Flour milling and cereal prod

ucts.......................................... 6 4 .2 5.1 7.2 15.9 19.0 22.5
Other........................................... 8 7.1 7 .5 11.6 25.1 25.3 31.8

Industrial machinery and acces
sories ............................................ 28 14.2 7.9 13.2 42.5 25.8 37.2

Mining:
Coal............................................. 12 —0.4 2.1 3.8 0.1 4.8 8.5
Copper........................................ 5 11.7 9.6 13.5 40.0 34.4 44.5
Gold and silver........................... 9 6.1 4 .6 4.0 19.9 13.2 12.3
Other............................................ 7 16.5 10.7 11.7 49.5 33.5 35.1

Motion pictures............................. 4 4 .0 0.8 4.3 13.4 4.8 10.3
Office equipment........................... 9 5.0 3.1 7.3 18.6 13.1 20.5
Paper and paper products............ 14 6.6 8.9 9.7 19.5 23.9 24.1
Petroleum....................................... 34 59.1 23.2 51.2 150.4 83.7 118.8
Railroad equipment..................... 12 9.8 7.1 7.2 32.0 21.2 27.0
Steel and iron................................ 32 69.7 77.2 75.6 216.7 172.2 234.4
Stores............................................... 12 8.4 9.1 9.8 23.0 20.7 22.1
T extiles............................................ 9 2 .3 3.5 3.6 9.0 9.7 10.8
Tobacco (cigars)........................... 5 1.1 1.3 1.2 2.4 3.3 3.3
Miscellaneous................................ 38 10.9 10.9 17.2 21.6 21.2 32.2

Total, 32 groups........................... 401 407.5 319.5 450.4 1,280.5 1,042.1 1,314.3

Class I railroads,
Net income................................ 137 42.5 69.8 188.4 81.4 60.7 359.7

Other public utilities (excl. tele
phone COS.),
Net income................................. 62 55.7 54.3 50.8 185.0 193.7 191.8

—■ Deficit.

N e w  F i n a n c i n g

Owing chiefly to a sharp decline in the volume of refunding operations, corporate and municipal security flotations during November aggregated $195,000,000, only slightly above the lowest monthly total in two years. Corporate financing amounted to $121,000,000, of which $102,000,000, or more than 80 per cent, represented funds to be used for new capital purposes, an unusually high proportion.
Most of the larger issues offered were quickly taken up by investors. This was especially true of the flotations of $25,000,000 Pacific Gas and Electric Company bonds and $20,000,000 Westinghouse Electric and Manufacturing Company debentures, both of which represented new capital. Temporary financing, not included in the $195,000,000 total, accounted for an additional $146,000,000 and included $100,000,000 State of New York 0.30 per cent tax anticipation notes maturing
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in May, 1942, and $35,500,000 Federal Intermediate Credit Bank % and % per cent consolidated debentures maturing in May and September, 1942 and sold on bases of 0.40 and 0.55 per cent, respectively.
F o r e i g n  E x c h a n g e s

Foreign exchange trading during November gave further evidence of the strengthening foreign exchange position of Latin America, which for some time has been recovering from the disruptions to its foreign trade brought about by the outbreak of war. An important factor in this improvement in Latin American foreign trade, in a number of cases at least, has presumably been heavy buying by the United States of strategic raw materials. This, together with extensive financial assistance offered by the Export-Import Bank and the United States Stabilization Fund, has been reflected in advances in exchange rates of several Latin American countries.The most pronounced rise during the past month occurred in the Uruguayan peso, which appears to have continued in considerable demand in the noncontrolled market. Extending the improvement which began late in September, the noncontrolled rate for this exchange advanced gradually until near the end of November, when it rose abruptly to $0.5210. This level, which represents an appreciation of 18 per cent for the past two months, was the highest since January, 1938. The free rate for the Argentine peso also showed further recovery from the temporary August-September reaction and by about the middle of November had returned to the high level of about $0.2390, first reached on August 7. This level was maintained during the remainder of the month. The refunding operations recently undertaken by the Argentine Government, which will result in a considerable saving in interest charges on the internal debt, undoubtedly contributed to this firmness in the Argentine exchange rate. Although the free rate for the Venezuelan bolivar continued to decline during the early days of November to a low of $0.2530, some demand appears to have developed at this point and by the end of the month the bolivar had recovered to $0.2580; at this level, however, the rate still remained considerably below the early October quotation of $0.2700.The Mexican peso, which will presumably be further strengthened by the economic and stabilization agreements recently entered into by the United States and Mexico, continued to hold at $0.2050-$0.2070, the level which has been maintained without interruption since the middle of last May. Following the signing of the stabilization agreement, which makes $40,000,000 available to Mexico for the support of the peso, the Mexican Finance Minister is reported to have announced on November 26 that the peso will be stabilized at 4.85 pesos to the dollar (equivalent to $0.2062). The Cuban peso held practically at par with the United States dollar during the month just ended.As to the blocked European currencies, in which small transactions continue to be executed under license, the rate for the Swedish krona has remained around $0.2385- $0.2390 depending upon the size of the transaction, and Swiss francs have continued to be supplied by Swiss

banks at $0.2331 for specified transactions. However, for other transactions, such as the remittance of funds, under license, to third countries through the medium of Swiss francs, the rate of the latter in this market appears to be considerably higher, rising to $0.2375 toward the end of November.
G o l d  M o v e m e n t s

The gold stock of the United States was reduced about $15,000,000 in November, the first monthly reduction since January, 1938. Gold held under earmark for foreign account at the Federal Reserve Banks increased about $61,000,000 during the month to reach a new high of approximately $2,116,000,000. Meanwhile, gold imports continued in relatively small volume.In the four weeks ended November 19, the Department of Commerce reported the receipt of $35,100,000 of gold in the United States in the following principal amounts: $12,800,000 from Canada, $6,000,000 from Australia, $5,600,000 from Russia, $2,700,000 from the Philippines, $2,200,000 from Mexico, and $2,100,000 from Colombia.
B u i l d i n g

According to the F. W. Dodge Corporation report covering 37 Eastern States, construction contracts during October were awarded at a daily rate 14 per cent below September, but almost 50 per cent higher than in October of last year and somewhat above the average rate for the first nine months of 1941. Private construction awards showed little change from either the preceding month or the same month a year ago. Awards for public construction, on the other hand, declined almost one fifth from September, but were about twice as great as in October, 1940. Of the total volume of contracts awarded in October, approximately one half were Government contracts for defense purposes.In New York State and Northern New Jersey, the daily rate of construction contract awards rose sharply during October, and was 40 per cent above the corresponding month of 1940. Primarily responsible for this increase were large awards for manufacturing building and engineering projects. Contracts for residential building were somewhat below the levels of September of this year and of October a year earlier. Government contracts for defense construction accounted for a little over one quarter of the month’s total. .The Office of Production Management has recently published figures on the size of the defense construction program which has contributed so importantly to the present high level of construction activity. From July 1, 1940 to October 1, 1941, approximately $8 billion was scheduled for defense construction, of which about $3 billion was earmarked for military purposes (exclusive of military housing). The program provides for an expansion of industrial facilities to cost roughly $2y2 billion, a sum larger than all private expenditures for new factory construction during the decade of the thirties. The defense housing program is roughly equivalent to all expenditures for new residential building in 1940; more than $1% billion has been scheduled for
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military housing and $740 million for housing defense workers and community facilities.In terms of dollar expenditures, a little less than half of the scheduled construction program had been completed by October 1 of this year. The programs for military housing and privately financed plant expansion were about two-thirds finished, and Government financed factory construction had reached the half-way mark, while only dne third of the funds for military construction and defense housing had been expended. Tentative plans indicate a further expansion of the schedule for defense construction, possibly to over $10 billion by the end of 1942.
Reported Defense Construction Schedules 

(Dollar figures in millions)

Total program Per cent of
July 1, 1940- total expended

October 1, 1941 as of Oct. 1,1941

Total defense construction........................................ $7,958 46

Military construction (except military housing).. 2,952 33

Industrial facilities...................................................... 2,566 51
Financed by U.S. and British Governments. . . . 2,207 49
Privately financed*................................................. 359 67

Housing.......................................................................... 2,440 56
Military housing...................................................... 1,698 65
Defense housing and community facilities.......... 742 36

* Under “accelerated depreciation” program, Second Revenue Act of 1940. 
Source: Office of Production Management.

E m p l o y m e n t  a n d  P a y r o l l s

There was practically no net change in employment at New York State factories during the month of October, as divergent movements among individual industries largely canceled each other. Payrolls decreased slightly owing in part to the observance of Columbus Day and religious holidays during the reported pay period. Continued additions to working forces at shipyards, aircraft and firearms factories, and other plants with defense work were largely responsible for the eighteenth consecutive monthly gain in employment in the metals and machinery industrial group. However, a variety of factors combined during October to offset these increases. Seasonal factors resulted in large employment declines at canneries and women’s clothing firms, labor disputes occurred at several plants, and shortages of materials were reported to have caused ‘ ‘ priorities unemployment ’ ’ in the nonferrous metal and silk industries. Total factory employment was 27 per cent above the October,1940 level and payrolls were 51 per cent higher.In the United States as a whole, as in New York State, factory employment showed no net increase during October. However, payrolls for the entire country rose 2% per cent, presumably owing to increased wage rates, longer working hours, and overtime payments. The continued hiring of new workers by concerns with defense orders was offset in October by seasonal declines in the manufacture of food products and curtailments occasioned by material shortages. Compared with October a year ago, factory employment was 18y2 per cent greater and payrolls were 43y2 per cent larger.Although the rise in total manufacturing employment was checked in October, as is shown in the accompanying

Em ploym ent in Eighteen Selected Private Defense Industries 
Compared with Total M anufacturing Em ploym ent 

(1 9 3 9  average =  100  per cent)

diagram, working forces in 18 selected defense industries continued the expansion which started in May, 1940. Employment in these industries, as compiled by the Bureau of Labor Statistics, has doubled since the start of the war, compared with an increase of about one third in manufacturing employment as a whole. The greater part of the aggregate gain took place at steel mills, foundries, electrical machinery plants, and similar industries while the greatest percentage increases were recorded at plants producing finished war products such as aircraft, munitions, and ships.Bureau of Labor Statistics estimates indicate that total nonagricultural employment in the United States during October held at approximately the September level of 40,700,000. Month-to-month changes were slight in all major classifications of nonagricultural employment. In comparison with October of last year, the total showed a gain of approximately 3,400,000. Military forces (not included in the above estimates), although almost 1,300,000 larger than a year ago, increased only slightly over September.
C o m m o d i t y  P r i c e s

Rising price tendencies developed during November in a number of basic commodities, not under ceiling regulations, which had shown downward reactions after the middle of September. According to the Bureau of Labor Statistics comprehensive weekly index, the average of wholesale commodity prices rose about 1 per cent in November and reached the highest level since January, 1930.While increases in wholesale commodity prices during November were generally much smaller than in the spring, the greater part of the advances for the war period has been concentrated in the past year, as the accompanying table indicates. On November 22, the all commodity price index stood at a point 16 per cent higher than a year ago and 23 per cent above the prewar level. The most marked price increases were mainly in raw materials, particularly farm products which averaged 48 per cent higher than in August, 1939.
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Prices of foods and textiles, including imported items as well as those of domestic origin, also rose sharply. On the other hand, prices of metals and metal products— of particular importance in the defense program—have been subjected to effective control measures and for the most part have shown relatively small price advances.During November various additional price control measures were taken. The Secretary of Agriculture asked the commodity exchanges to reduce sharply the daily price fluctuations previously allowed on futures transactions in grain and cotton. The Office of Price Administration extended its mandatory ceiling regulations to cover about 42 commodity groups currently. New maximum quotations were announced during November for zinc alloys, steel castings, builders’ hardware, and upholstery fabrics, and a number of revisions were made in previous ceiling schedules. Manufacturers of railway equipment and of metal office furniture and equipment, as well as producers of such consumer goods as electrical appliances, cooking and heating stoves, radios, and rugs were requested not to advance the prices of these products above the prevailing levels.
United States Bureau of Labor Statistics 

Weekly Indexes of Wholesale Commodity Prices

Index 
November 

22, 1941 
(1926 =  100)

Percentage change Nov. 22, 
1941 compared with

Nov. 23, 1940 Aug. 26, 1939

Farm products............................................ 90.3 + 31 .3 + 47 .8
Foods............................................................ 89.5 +22 .9 + 34 .2
Textile products......................................... 90.4 + 21 .8 + 34 .1
Hides and leather products..................... 114.9 + 1 1 .4 +24 .1
Chemicals and allied products............... 89.5 + 1 5 .5 +20 .6
Building materials..................................... 107.4 +  8.7 +19 .7
Housefurnishing goods............................. 101.7 + 12 .7 + 16 .9
Metals and metal products..................... 103.4 +  6 .2 +10 .6
Fuel and lighting material....................... 79.4 +  9.7 +  8.5
Miscellaneous.............................................. 87.1 + 1 2 .4 +19 .2

All commodities................................. 92.2 + 16 .0 + 2 3 .3

Raw materials............................................ 89.7 + 23 .4 + 35 .5
Semimanufactured articles...................... 89.5 + 11 .2 + 20 .3
Manufactured products........................... 94.0 + 13 .4 + 18 .5

P r o d u c t i o n  a n d  T r a d e

It appears from available information that industrial operations during November continued along the lines of recent tendencies. Well sustained or expanding operations were indicated in defense industries, while “non- essential” activities using scarce materials were held under restraint by Government limitations upon production or by unavailability of raw material supplies. In the field of retail trade, weekly figures on department store sales showed a larger increase over October than is usually the case, following the recession in that month.Although hampered by labor disputes, particularly the “captive” coal mine controversy, as well as by scrap shortages, steel mill operations again held within a few percentage points of rated capacity. Trading in the cotton gray goods market was generally slack during November, but activity at the mills was reported to have continued at a high level. After reaching the fall peak in October, loadings of railway freight declined somewhat in the early weeks of November, but the reduction was less pronounced than usual at this time of the year.

OF CARS

United States Production and Retail Sales of Passenger Automobiles 
(Departm ent of Commerce production data through October and 

Automobile M anufacturers Association data on retail sales;
November production estim ated; December, 1941 - 

February, 1942 production figures are Office of 
Production M anagem ent allotm ents)

Seasonal factors considered, electric power production appears to have been maintained in November at about the same advanced level as in the three preceding months.Total automobile production, including passenger cars and trucks, apparently approximated 350,000 units during November (about 30 per cent below the figure for the corresponding month of last year), reflecting the influence of restrictions upon passenger car output effective since the first of August. From the accompanying chart of production and retail sales of passenger cars it is evident that dealer inventories of 1942 models were built up in September and October to a substantial extent, following a rapid reduction in passenger car stocks during the period of record sales between March and June of this year and a further reduction during July and August. Estimated production in November, and production quotas for December, January, and February, indicate the magnitude of the expected decline in passenger car output in coming months. If cars are produced up to the prescribed limits, total passenger car production in the August-February period would fall 40 per cent short of production in the corresponding year-ago period, August, 1940-February, 1941.
Production and Trade in October In October the seasonally adjusted index of production and trade computed at this bank declined one point further to 108 per cent of estimated long term trend. The figure for October a year ago was 96. The decline of the index in October, like the larger decline in September, resulted from slackening in the volume of retail trade, seasonal factors considered. The general level of production, on the other hand, appears to have moved somewhat higher in October.Department store sales, which on the average have shown little change between September and October in past years, this year fell about 10 per cent, while sales of mail order houses and variety chain store systems increased considerably less than usual between September and October. There was a substantial seasonal increase in retail sales of new passenger cars, but the
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volume of sales was 43 per cent lower than in October, 1940. After adjustment for seasonal factors, the flow of goods through primary distribution channels, as evidenced by railway freight traffic, appears to have decreased slightly between September and October.

Indexes of Production and Trade*
(100 =  estimated long term trend)
Index of Production and Trade............

Production..................................................

Producers’ goods— total.....................
Producers’ durable goods...............
Producers’ nondurable goods........

Consumers’ goods— total....................
Consumers’ durable goods.............
Consumers’ nondurable goods. . . .

Durable goods— total..........................
Nondurable goods— total...................

Primary distribution................................
Distribution to consumer.......................
Miscellaneous services.............................

Cost 'of Living, Bureau of Labor Statistics 
(100 =  1935-39 average).......................

Wage Rates
(100 =  1926 average)............................

Velocity of Demand Deposits*
(100 =  1919-25 average)
New York City.......................................
Outside New York City.........................

1940

October

96

99

100100101
97
96
97

99
99

87
96
93

100
114

26
54

1941

August

116

124
131
118

105
108
105

124110
108
115
105

106

123

27
61

Sept.

109p

115p

127p
135p
118p

102p
96p

104p

123p
IlOp

103p
lOOp
103p

124

27
59

October

108p

117p

128p
138p
119p

104p 
9 5p 

106p

125p
lllp

lOlp
95p

102p

109

30
59

p Preliminary. * Adjusted for seasonal variation.

D e p a r t m e n t  S t o r e  T r a d e

During October sales of the reporting department stores in this District were only about 5 per cent higher than in October, 1940, the smallest year-to-year advance since early spring. As indicated on the accompanying chart, October sales fell considerably below the high September level, principally reflecting curtailment of retail buying following the imposition of the new Federal excise taxes on October 1. Large reductions between October, 1940 and October, 1941 were reported in sales of furs, women’s coats and suits, and wines and

liquors. Substantial year-to-year gains, however, continued in sales of home furnishings and household appliances.For the three weeks’ period ended November 22, sales of the reporting department stores were 8 per cent higher than in the corresponding weeks of 1940, and the daily rate of sales for this portion of November appears to have increased more than usual over the October level.This bank’s seasonally adjusted index of department store stocks advanced four points further during October to 113 per cent of the 1923-25 average. Retail stocks of merchandise on hand in the reporting department stores at the end of the month were 36 per cent higher than at the end of October, 1940. From reports gathered from a limited number of the larger department stores in this District, it appears that substantial year-to-year increases in inventories were common in practically all types of merchandise, the largest increases occurring in hosiery, luggage, radios and musical items, toys and sporting goods, umbrellas, stationery, women’s underwear and accessories, infants’ wear, men’s and boys’ furnishings, some lines of household furnishings, and silverware. Outstanding orders for merchandise purchased by the stores, but not yet delivered, while approximately 50 per cent higher at the end of October, 1941, than a year before, were lower than at the end of September, indicating that previously ordered merchandise moved into stocks without new commitments being made at a corresponding rate.
Percentage changes from a year ago

Department stores
Net Sales

Stock on hand 
end of month 

October, 
1941

October,
1941

Jan. through 
October, 1941

New York City.......................................... 0 +  12 +35
Northern New Jersey............................... +  7 +15 +35

+  5 +14 +33
Westchester and Fairfield Counties. . . . +  12 +22 +52

+16 +27 +57
Lower Hudson River Valley................... +  4 +12 +34

Poughkeepsie.......................................... +  4 +14
Upper Hudson River Valley................... +  9 +  19 +54

+  6 +15
Central New York State......................... +  16 +23 +54

Mohawk River Valley.......................... +19 +27 +49
+15 +22 +55

Northern New York State....................... +  6 +12
Southern New York State....................... +23 +23 +33

Binghamton............................................. +21 +24
+34 +34

Western New York State........................ +24 +20 +35
+34 +25 +34

Niagara Falls.......................................... +27 +16 +27
+13 +16 +39

All department stores................... +  5 +14 +36

Apparel stores................................ —  5 +11 +37

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

Index of Dollar Volume of Sales of Reporting Department Stores
in Second Federal Reserve District, not Adjusted for Seasonal

Variation (1923-25 average=100 per cent)

1940 1941

October August Sept. October

Sales (average daily), unadjusted................. 109r 100 125 112
Sales (average daily), seasonally adjusted... 95r 134 120 98

Stocks, unadjusted............................................ 95r 98 113 128
Stocks, seasonally adjusted............................ 84r 103 109 113

r Revised.
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1935 1936 1937 1938 1939 1940 1941

Index of Physical Volum e of Industrial Produc
tion, Adjusted for Seasonal Variation (1 9 3 5 -  

1939 a v e ra g e ^  100 per cent; durable m anu
factures, nondurable manufactures,^ and 

minerals expressed in terms of points 
in total index)

Indexes of Value of Department Store Sales 
and Stocks, Adjusted for Seasonal Variation  

(1 9 2 3 -1 9 2 5  a v e ra g e ^  100 per cent)

W ednesday Figures of Total Member Bank Reserve 
Balances at Federal Reserve Banks, with 

Estim ates of Required and Excess Reserves

1935 1936 1937 1938 1939 1940 1941

Money Rates in New York City

Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity continued to increase in October and the first half of 
November and there was some further advance in prices of industrial 

materials and finished products. Distribution of commodities to consumers 
declined in this period following an unusually large volume of trade in the 
preceding three months. Production

Volume of industrial production increased further in October and the 
Board’s seasonally adjusted index advanced from 161 to 164 per cent of the 
1935-39 average. Increases in activity occurred mainly in industries producing 
machinery, armament, and other durable manufactures required under the 
defense program. In the meatpacking industry activity also advanced consid
erably and output of other manufactured food products, which has been un
usually large in recent months, declined less than seasonally.

Automobile production increased during October and in the first half o f 
November was sustained at about the rate reached at the beginning of the 
month. Production in October approximated the quota permitted for the 
month, whereas in August and September output had been considerably below 
the quotas set, owing in part to delays incident to the changeover to new model 
production and to difficulties in obtaining certain materials. Since the begin
ning of the model year production has been substantially in excess of retail 
sales and dealers’ stocks have risen sharply. Output of cars and trucks in 
October was about one-fourth smaller than in October last year; in the 
industry as a whole, however, activity, as measured by man-hours worked, was 
about the same as a year ago, apparently reflecting a shift to armament 
production.

In most other manufacturing industries output in October was maintained 
at or near the rates prevailing in other recent months. At cotton mills activity 
increased, following some reduction in the previous month, while at wool mills 
there was a slight decline from the peak reached in September. Steel produc
tion rose to an average rate of about 99 per cent of capacity during October 
but declined slightly in the first half of November.

Coal production declined somewhat in October and early November, while 
output of crude petroleum increased further to new record levels. Iron ore 
shipments down the Lakes were maintained at a high rate and through the end 
of October amounted to 71,600,000 gross tons, a larger volume than had previ
ously been transported in any complete shipping season.

Value of construction contract awards decreased slightly in October, 
according to figures of the F. W. Dodge Corporation. Declines in awards for 
publicly financed work were partly offset in the total by an increase in privately 
financed projects. Awards for residential building showed little change, al
though an increase is customary in this month. Contract awards in October 
continued in larger volume than a year ago. Total awards were 60 per cent 
larger, reflecting increases of 13 per cent in private construction and of 
112 per cent in public work. Distribution

Distribution of commodities to consumers declined in October following 
an unusually large volume of trade in the preceding three months. During 
the third quarter sales had been stimulated considerably by several factors, 
notably apprehension that there might be shortages and higher prices of 
many consumers’ goods later on, as well as desire to avoid stricter instalment 
credit terms, effective September 1, and higher taxes on many products effec
tive October 1.

Railroad freight car loadings declined somewhat from September to 
October, owing principally to decreased shipments of grain products and coal. 
Shipments of livestock increased and ore loadings showed less than the usual 
seasonal decline. Commodity Prices

Prices of agricultural commodities, which had declined from the early part 
of September to the middle of October, have advanced somewhat since that 
time and prices of industrial commodities have increased further. Recent 
advances for industrial raw materials and finished products have been more 
restricted than in earlier periods, reflecting partly an extension o f Federal 
maximum price action particularly to petroleum products and to selected metal, 
chemical, and textile products.

Prices in retail markets have continued to advance sharply. In September 
the cost of living, as measured by the Bureau of Labor Statistics index, in
creased 2 points to 108 per cent of the 1935-39 average and was 7 per cent 
above the level of last March. Since September retail food prices, which 
usually decline at this season, have increased further and preliminary data 
indicate that retail prices of other commodities have continued to rise.

Bank Credit
Total loans and investments at reporting member banks rose further dur

ing October and the first two weeks in November. Holdings of United States 
Government securities increased and commercial loans continued to advance.

Excess reserves of member banks declined from 4.7 billion dollars to 
3.5 billion on November 1, reflecting the increase in reserve requirements 
previously announced by the Board to be effective on that date.

United States Government Security Market
Long term Treasury bonds declined slightly in price during the early part 

of November, following a relatively sharp increase after the middle of Sep
tember to a record high level around November 1. Yields on short term issues 
have firmed since early in September, the yield on Treasury notes of December 
1945 advancing from 0.62 per cent on September 15 to 0.83 on November 15, 
and the bill rate rising to 0.258 per cent.
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Defense Savings Bonds

In order to promote the establishment of payroll 
deduction plans in the offices and plants of additional 
business concerns and other organizations, so that em
ployees may have available this convenient method of accumulating funds for the purchase of Savings Bonds, an active program has been announced by the Defense 
Savings organizations in this District. In New York 
City, the chairman of the Greater New York Defense 
Savings committee, Mr. Lewis W. Douglas, President, 
Mutual Life Insurance Company, announced that Mr. 
George L. Harrison, President, New York Life Insurance 
Company, had accepted the chairmanship of the finance 
group of the New York City committee, which includes 
insurance companies, banks, and investment houses. It 
is reported that 100 life insurance underwriters in 
New York City are about to begin systematic promo
tion of the payroll deduction plan among employers 
in this area, an effort which is expected to be supple
mented by similar work by representatives of investment 
banking organizations. Plans are also being made by 
the Defense Savings organizations to present to labor organizations the payroll deduction plan for the pur
chase of Savings Bonds. Information coming to the 
Federal Reserve Bank of New York indicates that the number of payroll deduction plans established by indus
trial, commercial, financial, and other organizations is constantly growing.

The New York State Committee for the Sale of De
fense Bonds and Stamps is headed by Governor Lehman, 
Honorary Chairman, Richard C. Patterson, Jr., Chairman, and Mrs. Lytle Hull, Vice Chairman; Mr. Nevil Ford, on leave from the First Boston Corporation, is State Administrator. An up-State organization, similar 
to the New York City committee, has also been established, headed by Mr. Edward H. Letchworth, of Buffalo, 
and divisional, county, city, and town organizations to promote the sale of Defense Savings obligations have been or are being organized. In New Jersey, the State 
Committee is headed by Governor Edison, Honorary 
Chairman, and Mr. A. W. Hawkes, Chairman; Mr. 
John E. Manning is State Administrator. In Connecticut, 
the State Committee is headed by Governor Hurley, 
Honorary Chairman, and Mr. R. B. Newell, Chairman; 
Mr. T. S. Smith is State Administrator.

The sale of Defense Savings obligations on as wide
spread a scale as possible has the following objectives:

(1) To provide funds to the Government to aid in financing the National defense program.
(2) To check inflationary tendencies by absorbing part of the increased income being earned by large numbers of the population, which otherwise might compete in the acquisition of certain goods, the supply of which is limited because of defense production needs.

(3) To create a backlog of savings, which the savers will have available to spend after the defense program is curtailed and production of civilian goods in larger quantities again becomes possible and desirable in order to maintain total production and employment.
The greatly increased rates of Federal income and excess profits taxation which are applicable to 1941 

income will of course absorb large amounts of purchas
ing power of persons subject to such taxes, and will 
concurrently provide large amounts to aid in financing 
the National defense program, but to the extent that 
taxes are raised, the capacity of income tax payers, 
especially of those whose income has not increased, to 
purchase Savings Bonds is lessened. To an increasing 
extent, therefore, the success of the Defense Savings pro
gram will depend upon acceleration of purchases of 
Defense Savings obligations by those individuals whose income has increased. Furthermore, for those workers 
who, under the present income tax law, still are not 
subject to income taxation to any material extent, if at 
all, systematic purchases of Defense Savings obligations 
will afford an opportunity to participate in the financ
ing of the defense program, as well as provide a reserve 
for use during the period of economic adjustment to be 
expected on the termination of the defense program.

Sales in November 
The daily rate of sales of Series E Defense Savings 

Bonds in the Second Federal Reserve District during 
November showed a further increase in the number of 
bonds issued, but, because of an increased proportion of 
the smaller denominations, the daily volume in dollars was slightly lower than in October. The number of bonds issued during November reached a daily average of 8,471, an increase of about 7 per cent over the daily average of 7,929 bonds issued in October. For the dollar amount of bonds sold, however, the daily average was $761,000, as compared with $834,000 in October—an indicated reduction of about 9 per cent. These figures include sales by 
qualified issuing agencies, i.e., commercial and savings 
banks, building and loan associations, and credit unions, 
and by the Federal Reserve Bank of New York, but do 
not include sales by post offices; owing to the larger 
number of holidays and Sundays in November the data 
have been placed on a daily average basis in order to 
obtain comparability. Since May 1, sales of Series E 
bonds in this District have aggregated $143,024,200, and 
the number of bonds has totaled 1,261,000. The steady 
growth in the number of bonds being issued in this Dis
trict apparently reflects issues of bonds which are being 
paid for with funds accumulated in the accounts of 
employees covered by payroll deduction plans adopted by business concerns and other organizations.
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M O N T H L Y  R E V I E W
of Credit and Business Conditions

Second Federal Reserve District
Federal Reserve Bank, New York

M o n e y  M a r k e t  i n  D e c e m b e r

The change in the United States from a nation at peace to a nation at war, on December 7-8, 1941, had only a limited effect on the money market and interest rates. The shock felt by the Government security market, for example, could not be compared with its reaction at the outbreak of the European war in September, 1939. (Relative changes in Treasury bond prices are shown in the chart which appears on page 3). Of all the domestic financial markets, the stock market alone showed more than a moderate reaction, and prices of stocks, already depressed by year-end “tax sales’ 9 and the prospect of still higher taxes, reached new lows since 1935.In the period between December 6 and December 26, the average yield on long term Treasury bonds rose about Ys to 3/16 of one per cent, while Treasury note yields rose only 0.03 to 0.07 per cent and the average rate on weekly issues of Treasury bills rose by a like amount. The small rise in rates on short term Government securities in December must be considered, however, in the light of a preceding increase averaging around *4 per cent from the low levels of the year recorded in September and October. Rates of New York City banks for loans to prime customers, maturing within a year, have shown no upward tendency, and bankers acceptance rates have been unchanged. Open market commercial paper has been sold at %-% per cent recently, representing only a fractional change in the quotation from the previous level of Y2 Per cent.
Member Ban k  Reserve Position

The relative stability of money rates in the face of war developments may be attributable, at least in part, to the fact that in New York City the actual decline in excess reserves of member banks during December in the period up to Christmas was less than had been anticipated. On the December 24 statement date the excess amounted to $935,000,000, as compared with the low of $775,000,000 reached on November 5, and $1,130,000,000 on December 3. The lowest statement date figure in December was reached on the 17th when excess reserves amounted to $890,000,000, and on no day in December did the excess drop below $850,000,000. The rise of $160,000,000 in excess reserves for the period between November 5 and December 24 reflected a net increase of about $200,000,000 in member bank balances, about one fifth of which was absorbed by a rise in reserve

January 1,1942

requirements. The largest factor in the increase in reserve balances was a net gain of funds through foreign account disbursements, which are reflected in the item “foreign account and gold transactions’ 9 in the accompanying diagram showing the principal movements of funds affecting reserve balances of banks in the Second Federal Reserve District since the beginning of 1941. These foreign account disbursements on account of war purchases in this country, investment of dollar balances in Government securities, and other transactions, which directly or indirectly affected member bank reserves, amounted to $250,000,000 between November 5 and December 24. This figure does not include transfers of dollar balances into earmarked gold, which did not affect bank reserves.The next most important influence on New York bank reserves was a net gain of around $100,000,000 of funds through Treasury transactions for the period November 5-December 24. This gain occurred despite large payments to the Treasury in the week ended December 17, during which week payment was made for the new and additional issues of Treasury bonds on December 15 and large amounts of quarterly income tax collections were made. The loss of reserve funds during that week was limited by the fact that banks in this District elected to pay for 55 per cent of the new Treasury bonds allotted in this District by the book credit method, which results in no immediate drain on reserves of the banks. Withdrawals from the banks of such credits belonging to the

Principal Factors Accounting for M ovem ents of Funds Into and Out 
of Reserve Balances of M ember Banks in Second Federal Reserve  

District (Cum ulative since January 1, 1 9 4 1 ; ( 4 - ) = g a i n  to  
reserve balances, (— ) = l o s s  to reserve balances)
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Treasury are made only about as fast as the Treasury disburses funds from its balances in the Reserve Banks, and thus have little effect on the aggregate reserves of all banks in the country although they may affect the reserves of particular banks. In October when excess reserves were around $1,700,000,000 in New York City, approximately 35 per cent of the new Treasury issue sold in that month was paid for by the book credit method. Banks in other parts of the country, which hold relatively more excess reserves than New York banks, in the aggregate paid for only 32 per cent of the December allotments of Treasury bonds by the book credit method. An additional factor of considerable importance tending to maintain a comfortable reserve position in New York City banks has been an increase in Treasury disbursements in the New York area, apparently reflecting largely payments on defense contracts. Since August the tendency for New York to lose funds in Treasury operations, which was typical of the first half of 1941, has been reversed.
Another factor which has tended to increase excess reserves in New York has been purchases of Government securities by the Federal Reserve Banks, under direction of the Open Market Committee. Such operations in the period between this country’s entrance into the war and December 24 amounted to $59,000,000. This amount is only about one seventh of the purchases of securities made for Reserve Bank account in September, 1939, on the outbreak of war in Europe.
The movement of commercial and financial funds between New York and the rest of the country has been subject to sizable weekly swings, but on balance a small net gain of funds to New York resulted for the period November 5-December 24. As the bottom line in the diagram indicates, the movement of commercial and financial funds (other than bank funds) between New York and the rest of the country has stabilized in the period since October. The movement of bank funds in and out of New York also stabilized in the period through December 17, as an increase in the deposits of Chicago banks with New York banks served to offset withdrawals of funds by other banks. In the week ended December 24, however, there was a withdrawal of over $125,000,000 of out-of-town bank deposits from New York City banks.
The largest absorption of bank reserves in New York occurred through an increase of $190,000,000 in the amount of currency outstanding in the seven weeks ended December 24. For the year 1941 through December 24, currency and coin withdrawals from the New York Reserve Bank exceeded deposits by slightly more than $500,000,000. Approximately one half of the excess withdrawals occurred in the first six months of the year and half in the second half of the year up to Christmas.
For all member banks in the country, excess reserves of $3,060,000,000 on December 24 showed a reduction of $800,000,000 from the December 3 figure and a drop of $350,000,000 from the figure reached on November 5, following the increase in reserve requirement percentages which became effective on November 1. The decline of $350,000,000 from the previous low of November 5 was caused by a decrease of $147,000,000 in member bank

reserve balances and an increase of more than $200,000,000 in reserve requirements, which accompanied a large increase in Government deposits in the commercial banks and some rise in private deposits. The principal influence on member bank reserves during the period was an increase of $803,000,000 in the amount of money in circulation, an exceptionally large increase even for a season of the year when a substantial increase in circulation is expected. However, this drain on reserves was counterbalanced to a large extent by a net addition of reserve funds through other factors, the principal ones being a reduction of nearly $400,000,000 in nonmember deposits and other Federal Reserve accounts (principally the decline in foreign deposits at the Reserve Banks previously mentioned), and an increase of $192,000,000 in the amount of Federal Reserve float outstanding (a usual development around Christmas, due to congestion in the mails), and an increase of $59,000,000 in the Federal Reserve security portfolio. Despite large fluctuations in Treasury deposits in the Reserve Banks, the net effect for the period was minor.
Money Rates in New York

Dec. 31, 1940 Nov. 29, 1941 Dec. 31, 1941
Stock Exchange call loans........................
Stock Exchange 90 day loans.................
Prime commercial paper— 4 to 6 months
Bills— 90 day unindorsed.........................
Yield on % per cent Treasury note due

March 15, 1945 (tax exempt).............
Average yield on taxable Treasury notes

(3-5 years)...............................................
Average yield on tax exempt Treasury 

bonds (not callable within 12 years). . 
Average yield on taxable Treasury bonds

(not callable within 12 years)...............
Average rate on latest Treasury bill sale

91 day issue.............................................
Federal Reserve Bank of New York dis

count rate................................................
Federal Reserve Bank of New York buy

ing rate for 90 day indorsed bills___

1*1KYt-1/A
0.46

1.99

1*1M
A

0.60

0.94

1.92

2.24

0.2671

1nx
x-y*%

0.581.02
2.07

2.40

0.310$1
y*

* Nominal. t Negative yield. $ 76 day issue

M e m b e r  B a n k  C redit

During the five weeks ended December 24 the total of loans and investments of the weekly reporting member banks increased $637,000,000 further to reach a new high figure of $30,293,000,000. Increases in holdings of various categories of United States Government securities accounted for $477,000,000 of the total increase in member bank credit, and a rise in commercial, industrial, and agricultural loans accounted for $160,000,000. Other types of loans and investments showed minor changes which in the aggregate offset each other.The increase of $477,000,000 in Government security holdings of the reporting banks reflected principally a rise of $408,000,000 in holdings of Treasury bonds. The reporting banks acquired $54,000,000 of Government bonds during the week ended December 10, the week in which war was declared, and increased their holdings $355,000,000 in the week ended December 17 when $1,600,000,000 of 2 and 2% per cent Treasury bonds were issued by the Treasury. Bank holdings of Treasury bills rose an additional $61,000,000 and holdings of Government guaranteed obligations rose $33,000,000 while Treasury note holdings dropped $25,000,000.
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In New York City, expansion in loans and investments amounted to only $91,000,000 in the five weeks ended December 24, and the total remained somewhat below the October high. Commercial loans rose $51,000,000 further, and total United States Government security holdings advanced $48,000,000, as the result of a rise of $154,000,000 in Treasury bond holdings ($120,000,000 occurring in the week when the new Treasury bonds were issued) and a rise of $25,000,000 in Government guaranteed issues, partly offset by a decline of $90,000,000 in Treasury bill holdings and a decrease of $41,000,000 in Treasury note holdings.Adjusted demand deposits of all reporting banks rose nearly $500,000,000 in the three weeks ended December 10, to reach a new peak of $24,680,000,000, but in the succeeding two weeks dropped about $700,000,000, owing to collection of income tax checks, payments for new Government issues by bank customers, and withdrawals from bank deposits of funds in the form of currency. United States Government deposits in reporting banks nearly doubled in the five weeks ended December 24, on which date they amounted to $1,400,000,000; the increase reflected chiefly book credit payments for the Treasury bond issues in the week ended December 17.In New York City, adjusted demand deposits rose about $360,000,000 between November 5 and December 10, but in the following two weeks lost all of this rise, returning to a figure about $1,100,000,000 below the high reached in May, 1941. United States Government deposits rose $440,000,000 in the seven weeks ended December 24, while domestic interbank deposits were reduced $190,000,000.
G o v e r n m e n t  S ecu r it ie s

The Government security market sustained the shock of the outbreak of hostilities with Japan and the subsequent declaration of war against the chief Axis powers with greater steadiness than was the case at the opening of the war in September, 1939. Indeed, as the accompanying chart indicates, the rise in the weekly average yield on long term tax exempt Treasury bonds between December 6 and 13 was also less than that at the time of the fall of the Low Countries and France or than the increase early in 1941, following the Federal Reserve System’s special report to Congress and the revelations at about the same time of the large volume of financing which would have to be done by the Federal Government. Between September 2 and 23, 1939 the weekly average yield on long term partially tax exempt Treasury bonds increased from 2.33 per cent to 2.74 per cent; between December 6 and 13, 1941 the weekly average rose only from 1.87 per cent to 1.98 per cent. Following a week of little movement, the average yield increased further to 2.02 per cent for the week ended December 27. The average yield on the two long term taxable Treasury bonds moved in a similar way during December. Sales to establish losses for tax purposes and to preserve as much as possible of the appreciation on some of the outstanding issues selling at large premiums were indicated to have been factors in the December recession in prices.Despite complications resulting from our sudden entry into the war, the Treasury’s public offering, announced

"P E R C E N T

Average Yield on “ Tax Exem pt”  United States Treasury Bonds 
not Callable W ithin  12 Years (Scale inverted to show  

price m ovem ent)

December 4, of an additional $1,000,000,000 of taxable 2Yz per cent Treasury bonds of 1967-72 (identical with the $1,200,000,000 issue offered October 9), and $500,000,000 of taxable 2 per cent Treasury bonds of 1951-55, was consummated successfully. Under the terms of the offering, small investors were favored by preferential allotments and new restrictions aimed at checking excessive subscriptions were imposed. The offering was heavily oversubscribed, allotments on the 2% per cent bonds being 15 per cent of subscriptions and on the 2 per cent issue 11 per cent. Subscriptions in amounts up to $5,000 for registered bonds deliverable ninety days after issuance were allotted in full. Both of these issues were under pressure December 8 through 11 as the usual distribution process was complicated by the effects of the entrance of the United States into the war. On December 31, however, both issues were quoted slightly above par.The war news also had an unsettling effect on prices of Treasury notes and yields on these issues somewhat extended their rise of October and November. The yield on the tax exempt % per cent Treasury note due March 15, 1945 moved up from 0.60 per cent on November 29 to 0.72 per cent on December 11—the highest level reached since August, 1940. Subsequently, the yield on this issue declined and for the month as a whole a net decrease of 0.02 per cent was recorded. The average yield on the 3 to 5 year taxable Treasury notes followed a roughly similar course, although a net rise of 0.08 per cent was shown for the month as a whole.Accepted bids on the five weekly issues of Treasury bills during December were tendered on interest bases increasing from 0.242 per cent on the December 3 issue to 0.310 per cent (highest rate since October 20, 1937) on the issue dated December 31. The December 3 issue was in the amount of $200,000,000 and the four other issues were in the amount of $150,000,000. Since each replaced a $100,000,000 maturity, a total of $300,000,000 of “new money” was put at the Treasury’s disposal. The first three issues in December were of 91 day maturity, but the December 24 issue was cut to 82 days and the December 31 issue to 76 days. The Treasury is shortening the maturities for these latter issues and also that of the January 7, 1942, issue so that these issues
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will mature on the days of heaviest income tax collections in March, 1942, and on redemption serve as a partial offset to the expected heavy drain on bank reserves caused by the tax collections. It is expected that the Treasury will allow a total of about $600,000,000 of Treasury bills to mature at the March tax period, without replacement.In continuance of its tax savings plan inaugurated last August, the Treasury on January 1, 1942, is placing on sale another issue of Treasury Tax Savings Notes, Series A and B, dated January 1, 1942, and maturing January 1, 1944. The new notes will be acceptable, during and after the third calendar month from month of purchase, at par and accrued interest in payment of Federal income and excess profits taxes. Unlike the earlier series, they may be presented in payment of Federal estate and gift taxes as well. The notes of both new series are available in the same denominations as heretofore with the exception of the addition to Series A of $500 and $1,000 denominations. Defense Savings stamps are to be accepted at their face value in lieu of cash as payment for these notes. In other respects, the Treasury Tax Savings note issues, dated January 1, 1942, are similar to the notes of the Tax Series dated August 1, 1941; the Series A issue provides a return of 1.92 per cent per annum and the Series B issue a return of 0.48 per cent when used in payment of any of the above mentioned taxes. The Series A notes are designed especially for the smaller taxpayers, and thf amount that may be used in payment of taxes within a year is limited.
S e c u r i t y  M a r k e t s

In contrast to the sharp rise in stocks when war in Europe began in September, 1939, share prices receded when the United States entered the war early in December, although the extent of the decline was less than in May-June of 1940, when large scale liquidation, connected with German successes in the Low Countries, forced a far more abrupt decline in the market. Standard’s 90 stock price index dropped 7% per cent between December 6 and 9. After a weak recovery in several of the intervening sessions, the index on December 17
PER CE N T

Movement of Stock Prices (Standard and Poor's 90 stock index;
1926=100 per cent)

resumed its three month downtrend and reached on December 23 the lowest point since March, 1935. Stock prices recovered sharply in the last two sessions of the year, but the index on December 31 was still 4% per cent below the level prevailing at the end of November. Aside from the effects of war news, tax selling is reported to have depressed quotations and increased the volume of transactions on the New York Stock Exchange during the month. Trading during December was the heaviest since May, 1940.Prices of domestic corporation bonds declined somewhat in December. On the 10th the average price of prime corporate bonds, those rated Aaa by Moody’s Investors Service, was 2 points below the record level maintained virtually throughout November and for several sessions early in December. A level % of a point lower (and a new low for the year) was reached on December 27. Medium grade corporate bonds, as measured by Moody ’s index of Baa bonds, by December 9 had fallen 2% points below the record high of early November and 2 points below the level of November 29. Late in December there was a slight recovery. Prices of municipal bonds dropped more sharply than corporate bonds during the early part of December. As a result, the average yield for prime municipal bonds rose to 2.38 per cent on December 10, almost one-half per cent higher than the near-record low level of November 26, but later there was some easing in the average yield.Security dealings in German, Italian, and Japanese issues were suspended indefinitely by the New York Stock Exchange and the New York Curb Exchange on December 11. Similar action was taken with regard to securities of several of the smaller Axis powers later in the month.
N e w  F i n a n c i n g

During December, the volume of corporate and municipal financing declined to $166,000,000, the smallest total since September, 1939, the first month of the war. Although unsettled conditions in the securities markets, arising from the entrance of the United States into the war, affected the pricing of new issues, only one major flotation scheduled for the month was deferred. Corporate financing amounted to $101,000,000, also the lowest level since September, 1939, of which $57,000,000 represented funds to be employed for new capital purposes.Preliminary calculations indicate that corporate financing during the last quarter of 1941 averaged about $144,000,000 a month, the lowest since the first quarter of 1939. Of this amount, about $83,000,000 represented issues for new capital purposes. For the calendar year as a whole, corporate financing averaged about $213,000,000 a month, of which new money accounted for $85,000,000. Corresponding figures for 1940 were $230,000,000 and $61,000,000, respectively. More than four fifths of the year-to-year increase in new capital financing was accounted for by railroads and public utility companies.
F o r e i g n  E x c h a n g e s

The entrance of the United States into the war resulted in a further curtailment in such foreign exchange trad
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ing as had been in evidence in the New York market during recent months. Immediately after the outbreak of hostilities there was necessarily a reluctance on the part of banks to make commitments even in those neutral European currencies covered by general licenses; in addition, delays in cable communications, due to censorship, impeded dealings in Latin American currencies. This latter obstacle to trading, however, was soon largely removed as the market became adjusted to wartime conditions.During the first week of December, prior to the sudden attack by the Japanese upon the United States, trading in the New York market had been generally uneventful, except for some decline in the free rates for both the Argentine peso and the Venezuelan bolivar. The opening of hostilities on December 7 and the celebration of a religious holiday in most Latin American countries on the following day brought trading in the New York market to a virtual standstill on December 8. Immediately following the reopening of Latin American markets, most of the Latin American exchanges showed marked appreciation in terms of the dollar. The free rate for the Argentine peso not only recovered all the loss sustained in the first week of December, but rose further to a new high of $0.2405 on December 12. Subsequently, however, there was a rather sizable reaction and this exchange closed the month at $0.2345, to show a net loss of 45 points for the month as a whole. The free rate for the Venezuelan bolivar rose steadily to $0.2725 on December 18, and although later reacting to $0.2650, it nevertheless remained well above the $0.2580 level prevailing at the end of November. After holding at $0.5275 until December 12, the noncontrolled rate for the Uruguayan peso rose on that day to $0.5310, at which level it has since held firm. On December 9, the Cuban peso rose slightly to par with the dollar for the first time in a number of years, and by the end of the month the Cuban peso was actually at a slight premium.The only marked weakness in the principal foreign exchange rates during December occurred in the unofficial Canadian dollar, the discount on which widened steadily to 14% per cent by December 30, the largest in about nine months. This weakness appears to have reflected both an unseasonal slack in tourist demand because of the war and some year-end liquidation of American held Canadian securities and balances. Some recovery was shown, however, on December 31, when the discount narrowed to 14 per cent. At times during the month the unofficial rate for sterling rose to the year’s high of $4.04, but at the end of December was quoted at $4.0334.
P r o d u c t i o n  a n d  T r a d e

American industry quickly felt the effect of the entrance of this country into the war. Shortly after the outbreak of hostilities the Director General of the Office of Production Management announced that operations in the five major lines of war production—planes, ships, tanks, gnns, and ammunition—would be stepped up to twenty-four hours a day and seven days a week. Moving to conserve materials for war use, the O.P.M. acted promptly to restrict further the production of passenger cars and light trucks. The December quota for passenger

cars was reduced to 154,000 units—61 per cent below production in December, 1940—and January output to102,000 units, a figure about 75 per cent below the number of assemblies in January, 1940. Furthermore, restrictions were imposed on production and sales of rubber goods for nonessential purposes and tin was placed under complete Government control. Systems of priorities and allocations, affecting a variety of commodities, were tightened with the general purpose of assuring supplies for industries manufacturing armaments or essential civilian goods.Data now available for December indicate further progress in armament production and continued curtailment of output in other industries using scarce materials. Owing to the pressure of the present emergency, many steel mills continued to operate on Christmas Day, contrary to the usual custom in the industry. Mill sales of cotton gray goods, especially for forward delivery, appear to have been limited to some extent by the reluctance of manufacturers to make commitments in view of large anticipated Government orders for military purposes, but cotton mill activity was reported to have continued at peak levels. Incomplete figures indicate that railroad loadings of merchandise and miscellaneous freight declined less than usual in December, but that the movement of bulk freight fell off to a somewhat greater extent than in most other years. Electric power production, at the peak of the year as is usual in December, appears to have increased more than seasonally over November.
P ro d u ctio n  a n d  T rade  in  N ovem ber

During November this bank’s monthly index of production and trade rose three points to 111 per cent of estimated long term trend. This figure compares with 92 in July, 1940, at the start of the defense program, and with 86 in August, 1939, just prior to the outbreak of the European war. Each of the major segments of the index—production, primary distribution, and distribution to consumer—advanced during November.In the case of production, divergent tendencies were again shown between the output of producers ’ durable goods and production of consumers’ durable goods, as the accompanying chart indicates. Continued gains in
P E R  C E N T
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the war industries accounted largely for the further advance in the index of production of producers’ durable goods, which has mounted steadily since the spring of1940, while consumers’ durable goods lines were again adversely affected by limitations upon output and by material shortages. Production of nondurable goods, in both the producers’ and consumers’ categories, increased somewhat in November.Considering seasonal factors, retail trade recovered markedly in November, following the sharp recession that had characterized the two preceding months, but failed to regain the high level prevailing in August. Sales of department stores, mail order houses, and chain store systems, on a seasonally adjusted basis, showed definite gains between October and November. Retail sales of passenger cars are estimated to have run higher than in the previous month but substantially below the level of a year ago. Following the seasonal peak reached in October, railway freight traffic declined considerably less than usual in November and as a result the index of primary distribution rose three points.
1940 1941

N ov. Sept. Oct. N ov.

Indexes of Production and Trade*(100 =  estimated long term  trend)
Index of Production and T rade................. 99 109 108p l l l p

101 115 116p 118p

Producers’ goods— to ta l.......................... 105 126 128p 130p
Producers’ durable goods................... 104 135 138 p 140p
Producers’ nondurable goods............. 105 118 118p 120p

98 101 103p 103p
91 96 95 p 92p

Consumers’ nondurable goods........... 101 103 10 5p 107p

Durable goods— to ta l .............................. 100 123 125p 126p
Nondurable goods— to ta l....................... 103 109 l l l p 112p

92 103 102p 105p
D is tribu tion  to  consumer............................ 100 100 94p lOOp
Miscellaneous services................................. 93 102 lO lp 104p

Cost of Living, Bureau of Labor Statistics
(100 == 1935-39 average)........................... 100 108 109 110

Wage Rates
(100 =  1926 average).................................. 115 125r 126p

Velocity of Demand Deposits*
(100 =  1919-25 average)
New Y o rk  C ity .............................................. 29 27 30 31
Outside New Y o rk  C ity .............................. 61 59 59 66

p P relim inary. r Revised. *  Adjusted fo r seasonal varia tion.
The indexes of production and trade have been recently revised, in  some 
cases back to January, 1935, and in  other cases back to  January, 1940. T ab 
ulations of the revised indexes are available upon request.

B u ild in g

There was a further decline in the daily rate of construction contract awards during November according to the monthly report of the F. W. Dodge Corporation covering construction activity in 37 Eastern States. Since August, when contracts were awarded in the largest volume on record, the daily rate of awards has fallen off about one third. Among the factors contributing to this decline are the influence of normal seasonal movements, and the effect of the Supply Priorities and Allocations Board order (issued in October) restricting the use of critical materials to those projects which are necessary to National defense or to the health and safety of the people.

Private construction and nondefense public building continued to show evidences of contraction in November. For the first time since March, 1940 awards for private residential building dropped below the year earlier level, and private contracts for nonresidential building purposes continued an irregular decline from the peak of last May.From August to November the volume of contracts awarded for defense purposes in the 37 States dropped markedly. This decline, however, appears to be of a temporary character, as programs for military construction, defense plant expansion, and defense housing have been stepped up sharply as a result of war developments. The Office of Production Management now estimates that in1942 total expenditures for construction will be greater than the record volume of $11,000,000,000 expected for1941, and that the coming year’s outlay will be restricted exclusively to those projects which are considered essential to National defense or public health and safety. In October, the O.P.M. had estimated that although expenditures for defense construction would be increased in 1942, the total volume of expenditures would fall below the1941 figure.
N e w  Y ork  S t a t e  a n d  N o r th e r n  N e w  J e r se y

In the New York and Northern New Jersey area, the daily rate of construction contract awards also declined during November, but, owing primarily to an increase in the volume of Government contracts for defense purposes, remained above the figures for August and September. Although awards for defense construction have not been so important in this district as in some other parts of the country, the volume of such contracts awarded here has expanded sharply in recent months. In this region the defense construction program has been primarily concentrated on the expansion of manufacturing facilities, including shipyards, rather than on such projects as air bases, power generating facilities, and tra in ing  camps. In November Government contracts for defense plants accounted for 40 per cent of all contracts awarded in New York State and Northern New Jersey.Residential building awards, which had been running at a relatively high rate earlier in 1941, continued the decline of the preceding two months and dropped to a level roughly 40 per cent below the average for November, 1940. Awards for public works and utilities declined sharply and were off about one fifth from the year earlier level.
E m p l o y m e n t  a n d  P a y r o l l s

In the absence of further substantial additions to working forces of defense industries, seasonal reductions in nondefense lines caused slight decreases in both employment and payrolls in New York State factories during November. While firearms and machinery plants continued to hire more men, airplane factories, shipyards, and steel mills actually showed small net losses in employment. All branches of the apparel group laid off workers during November as is usual at this time of year; the largest employment decreases occurred at women’s clothing and millinery concerns and fur goods firms. Seasonal influences also caused layoffs at canneries and concerns manufacturing construction materials. How-
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derived from Bureau of Labor Statistics figures with N ovem 
ber estimated— ratio scale used to show rates of grow th)ever, working forces as a whole were 25 per cent greater than in the corresponding month of 1940 and wage payments were 49 per cent larger.According to the State Department of Labor, the only industrial districts in the State to show net gains in both employment and payrolls during November were the Utica and Albany-Schenectady-Troy areas where gains at plants with defense orders helped offset losses at other firms. Net decreases in New York City were caused by seasonal declines in the apparel and construction material industries, while layoffs at metal plants in the Buffalo area were mainly responsible for employment and payroll reductions there. However, all of the industrial districts reported considerable gains over November,1940 and even larger increases over the prewar level. The largest employment gains have occurred in areas stimulated by the National defense program. Plants in which accelerated defense production has caused large increases in working forces include electrical machinery and railroad equipment firms in the Albany-Schenectady- Troy area, firearms plants in the Utica area, and aircraft factories and steel mills in the Buffalo area. The smallest gains occurred in the Binghamton-Endicott-Johnson City area, in which consumers’ nondurable goods are the chief manufactures.In the United States as a whole, as in New York State, both working forces and payrolls in manufacturing industries declined somewhat during November. Seasonal factors caused decreased employment in many nondefense industries, although in a number of instances losses were smaller than usual at this time of year. Material shortages and curtailed output by manufacturers of consumers’ durable goods such as passenger cars also contributed to the decrease in working forces. However, most industries producing defense materials continued to employ more workers during November ; shipyards and aircraft factories, as usual, reported the largest gains. The accompanying diagram shows the growth, measured by man-hours of production, of four of the leading defense industries during the last three years. Not only have working forces in these industries been greatly enlarged but the average number of working hours per employee has been increased. Since the outbreak of war, and more especially since the beginning of the National defense program, man-hours of employ

ment in these industries have risen consistently. For instance, the aircraft industry has a record of having expanded activity (measured in man-hours) for 26 consecutive months, and man-hours in this industry have increased sevenfold since the outbreak of war in September, 1939. Presumably these defense industries will now be expanded even further to meet war needs, although they face a growing scarcity of skilled labor and in each case the average work week is already substantially in excess of the 40 hour level.According to Bureau of Labor Statistics estimates, the number of persons engaged in civil nonagricultural pursuits declined 80,000 during November to 40,700,000. The decrease was largely caused by seasonal layoffs at factories and mines, and in transportation and public utility activities, although these were partially offset by increases in working forces at wholesale and retail trade establishments and a contraseasonal gain in construction employment. Compared with November, 1940, nonagricultural working forces were approximately 3,200,000 greater. Military and naval forces (not included in the above estimates) rose 60,000 further in November to a total of 2,070,000, an increase of 1,250,000 over a year previous.
C o m m o d i t y  P r i c e s

Immediately following the outbreak of hostilities with Japan on December 7, prices in many of the wholesale commodity markets rose sharply, but later showed some decline and were relatively steady in the second half of the month. Although the Bureau of Labor Statistics daily index of 28 basic commodities reached a peak for the war period on December 12 at 160 per cent of the August, 1939 base, the net advance for December as a whole amounted to only about 2y2 per cent. Reflecting in some measure the price ceiling regulations which have been put in force, as well as the extensive movements in unregulated prices which had occurred during the preceding year, the entrance of the United States into the war had less serious initial effects on domestic commodity markets than the beginning of the war in Europe in 1939. The accompanying chart shows the current position of prices of raw materials and manu-
P E R  C E N T
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factored products, as measured by the Bureau of Labor Statistics comprehensive monthly indexes. These two indexes by the summer of 1940 had lost more than half of their advances during the first months of the war, but in the ensuing rise—particularly marked between February and September of 1941—they have reached the highest levels in more than eleven years. The index of raw material prices has reached a point about 40 per cent above the prewar (August, 1939) level and the index of manufactured products has advanced 20 per cent during the same period.While price increases were fairly general during December, the most pronounced gains occurred in domestic agricultural products; the Bureau of Labor Statistics daily price index of 7 commodities in this group rose 
6Y2 per cent during the month, to a level 71 per cent above that of August, 1939. Prices of imported goods, and also of industrial raw materials, over which maximum quotations have been established, showed relatively slight net advances in December—about 2 per cent on the average.Official agencies during December took a number of steps to prevent strong upward price tendencies from developing as a result of the turn of events in the war. The Commodity Exchange Administration early in the month asked commodity exchanges to keep the daily price fluctuations of futures trading in several important products within specified ranges. The Office of Price Administration moved to stabilize prices of imported foods, and placed ceiling quotations on many domestic fats and oils somewhat below the prevailing price levels. Numerous other maximum quotations were announced, including those for cigarettes, coffee, refined sugar, raw wool, wool floor coverings, all grades of leather, new automobile tires and tubes, reclaimed rubber, secondhand cotton and burlap bags, rags, and resold iron and steel products. Manufacturers of beehive coke and of a wide variety of consumers’ durable goods were also requested not to raise prices above the current levels.

United States Bureau of Labor Statistics 
Weekly Indexes of Wholesale Commodity Prices

Index 
December 27,

Percentage changes, Decem
ber 27, 1941 compared with

1941 
(1926 =  100) Nov. 29, 1941 Aug. 26, 1939

Farm products............................................ 95.5 + 4 .8 + 5 6 .3
Foods............................................................. 91.2 + 2 .2 + 36 .7
Textile products......... ............................... 91.5 + 1 .0 + 3 5 .8
Hides and leather products..................... 115.6 + 0 .2 + 2 4 .8
Chemicals and allied products. . . . . . . . 91.7 + 2 .2 + 23 .6
Building materials..................................... 108.1 + 0 .7 + 20 .5
Housefurnishing goods.............................. 102.3 + 0 .4 + 17 .6
Metals and metal products..................... 103.4 + 0 .1 + 10 .6
Fuel and lighting materials.................... 79.0 — 0.5 +  7.9
Miscellaneous.............................................. 87.4 + 0 .3 + 19 .6

All commodities............ .................... 93.8 + 1 .6 + 2 5 .4

Raw materials.................................. .. 92.5 + 2 .5 +39 .7
Semimanufactured articles...................... 90.2 + 0 .7 + 2 1 .2
Manufactured products............................ 95.2 + 1 .4 + 20 .1

D e p a r t m e n t  S t o r e  T r a d e

During December, average daily sales of the reporting department stores in this District are estimated to have increased by about 6 per cent over December, 1940. An unusually large year-to-year gain in sales during the

week ended December 27, owing in large part to the fact that there was one more pre-Christmas shopping day in the 1941 week, more than offset the reduction that occurred in the week war was declared, while small gains were reported for the first and third weeks of the month. The daily rate of sales in December showed a very large increase over the November level in keeping with the usual seasonal tendency.Total November sales of the reporting department stores in this District were about 6 per cent higher than in November, 1940, and after allowing for one less shopping day in November, 1941 than in the year previous, average daily sales increased by about 8 per cent over November, 1940, and advanced considerably more than usual over the October level. Substantial year-to- year gains continued to be reported during November for sales of home furnishings, while large reductions were reported in sales of furs, mechanical refrigerators, and wines and liquors.Retail stocks of merchandise on hand in the department stores at the end of November continued substantially higher than a year previous, although the advance over the previous month (October) was somewhat smaller than usually occurs. Returns from a limited number of department stores in this District indicate that outstanding orders for merchandise purchased by the stores, but not yet delivered, were approximately 40 per cent higher than at the end of November, 1940, the smallest year-to-year gain in nine months.
Percentage changes from ;a year ago

Department stores Stock on hand
Net sales end of month

November, Jan. through November,
1941 Nov., 1941 1941

New York City........................................... +  2 +10 +31
Northern New Jersey................................ +  5 +14 +32

Newark..................................................... +  4 +13 +31
Westchester and Fairfield Counties.. . . +17 +21 +31

+22 +27 +37
Lower Hudson River Valley................... +10 +12 +26

Poughkeepsie.......................................... +10 +13
+12 +18 + 4 i
+  8 +14
+23 +23 + 4 i
+33 +28 +47
+20 +22 +39
+  5 +11

Southern New York State....................... +21 +23 +32
+23 +25
+35 +34

Western New York State......................... +17 +20 +32
+20 +25 +34

Niagara Falls.......................................... +25 +17 +24
+14 +15 +31

+  6 +13 +32

Apparel stores.................................... +  1 +10 +34

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1940 1941

Nov. Sept. Oct. Nov.

Sales (average daily), unadjusted................ 120 125 112 130
Sales (average daily), seasonally adjusted.. 101 120 98 109

Stocks, unadjusted.. . ...................................... lOlr 113 128 132
Stocks, seasonally adjusted............................. 85r 109 113 111

r Revised.
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Sales o f United States Savings Bonds

Following the Japanese attack on Pearl Harbor and the entrance of the United States into a 
state of war, there was an immediate and sharp increase in the volume of sales of Defense Savings 
Bonds. The change from a ‘ ‘ defense ’’ state of public mind to a war psychology actuated heavy purchases of Savings Bonds; in fact, so large was the demand for Savings Bonds that supplies of unissued bonds were, in some cases, exhausted. Pending the time when the Bureau of Engraving and Printing 
is able to prepare bonds at a rate sufficient to overtake the current rate of sales, and adequate stocks of bonds can be placed in the hands of issuing agents by the Federal Reserve Banks, the issuing 
agents have been requested to receive subscriptions and payments for Savings Bonds and to issue temporary receipts therefor if they are unable to make immediate deliveries. Regrettable as is the inconvenience to the public caused by the temporary shortage in the supply of bonds, the situation 
has its brighter, more significant side, in that it denotes a gratifying patriotic effort on the part of the 
public to do as much as possible to assist in the prosecution of the war to a successful end. Sales of 
Savings Bonds in large volume will do much to aid in the financing of the war on a sound basis.

For the period December 1 to 29 inclusive, sales of Series E Defense Savings Bonds in the Second Federal Reserve District by qualified issuing agencies, i. e., commercial and savings banks, building 
and loan associations, and credit unions, and by the Federal Reserve Bank of New York, but not 
including the post offices, totaled $57,500,000—at issue price—a much larger amount than for any 
other month since the Defense Savings Bonds went on sale May 1, 1941. On a daily average basis, sales of the bonds were $2,396,000 in this period of December, as compared with a daily average of $762,000 for the month of November—a more than threefold increase; and for the period since Decem
ber 7 the increase over the prewar rate was even larger. The daily average number of bonds issued in 
December reached 26,934, as compared with 8,471 in November. Large increases occurred in sales of all denominations, especially the $50 and $500 denominations. Some of the purchases of Defense Savings Bonds in December probably were made for use as Christmas gifts or in the payment of year- end bonuses, but it is to be hoped that the recent accelerated rate of total sales will be increased further as more and more people subscribe to payroll deduction plans for the purchase of Defense Savings Bonds, make initial outright purchases of bonds, or increase the amounts of their previous purchases.

In addition to the sales of Series E Defense Savings Bonds, a total of approximately $41,400,000 
of Series F and G Savings Bonds was sold in the Second Federal Reserve District in the first twenty- nine days of December, as compared with $36,068,000 for the month of November. Sales of these series are usually heavy during the closing days of a month, so that the total for the month of December as a whole should be appreciably greater than for the first twenty-nine days.

Receipts from the sale of all issues of United States Savings Bonds entered in the Treasury Daily Statement for the first twenty-seven days of December, amounted to $432,000,000, which figure undoubtedly underestimates the actual rate at which sales are being made, since there is some lag between the time a sale is made and the funds are reflected in the Treasury Daily Statement. How
ever, some indication of the large increase in sales of Savings Bonds in the country as a whole since the nation went to war is afforded by comparison of this figure with similar Treasury receipts for 
the whole month of November, which amounted to $238,000,000. It is clear that December sales were 
by far the largest for any month since the bonds went on sale on May 1.

Various plans for increasing the participation of the public in the Defense Savings program are 
being developed by the State and local Defense Savings Committees. Most important are those designed to promote the establishment of payroll deduction plans which involve regular savings to be invested 
in Savings Bonds. Indications continue to be received at the Federal Reserve Bank of New York that 
increasing numbers of industrial and commercial concerns, banks, and other types of businesses are 
setting up payroll deduction plans, for the convenience of their employees in accumulating funds for the 
purchase of Defense Savings Bonds. Information concerning payroll deduction plans may be obtained 
from the New York State Committee for the Sale of Defense Bonds and Stamps, 1270 Sixth Avenue, 
New York, New York.

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

January 1, 1942



MONTHLY REVIEW, JANUARY 1, 1942

Index of Physical Volum e of Industrial Pro
duction, Adjusted for Seasonal Variation 

(1 9 3 5 -1 9 3 9  a v e r a g e s  100 per cent)

U . S. Bureau of Labor Statistics Indexes of 
W holesale Prices, Based on 12 Foodstuffs 

and 16 Industrial M aterials (A u gust,
1939 =  100 per cent)

Vi iMEMBtP BANh /v ^  RESERVE BALANCES/*

J 1fy9 MONEY IN _____ CIRCULATION
y '"  1

1939 1940

Member Bank Reserves and Related Items

Money Rates in New York City

Business Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity was maintained at a high rate in November and the first half 
of December and distribution of commodities continued in large volume. Our entry 

into the war was reflected in a sharp advance in the prices of some commodities, 
some decline in security prices, and further curtailment of nonmilitary production.

Production
Volume of industrial output was sustained in November at the high rate of the 

previous two months, although a decline is usual at this season. The Board’s adjusted 
index advanced from 163 to 167 per cent of the 1935-39 average. In industries 
engaged in production of armament and munitions activity continued to increase and 
in most other lines volume of output was maintained or declined less than seasonally.

Output of materials, such as steel and nonferrous metals, was maintained at 
about capacity. In the automobile industry activity increased, reflecting larger out
put of both military and civilian products, and at lumber mills and furniture factories 
activity declined less than seasonally. At cotton and rayon textile mills activity rose 
to new record levels, and at woolen mills the high production rate of other recent 
months was maintained. Less than seasonal declines in output were indicated for 
shoes and manufactured food products.

Crude petroleum production increased further in November. Bituminous coal 
production declined somewhat owing to temporary shutdowns at some mines during 
November, and anthracite production was curtailed as a result of unusually warm 
weather in some areas and the existence of considerable stocks of coal accumulated 
in earlier months. Iron ore shipments continued in large volume until the shipping 
season closed early in December; during 1941 about 80 million tons of ore were 
brought down the Lakes as compared with the previous record of 65 million tons in 
1929. Stocks of ore at lower Lake ports on November 30 amounted to about a seven 
months’ supply at the current consumption rate of around 6.5 million tons a month.

Following a declaration of war by this country in early December further steps 
were taken to curtail output of nondefense goods using critical materials. Output 
quotas for passenger cars and household appliances were greatly reduced and cessa
tion of output o f some other products was ordered as of the end of January. Also, 
the production and sale of new automobile tires and tubes for civilian use were halted 
temporarily, pending establishment of a system for controllng their distribution.

Value of construction contracts awarded in November declined sharply from the 
high level of other recent months, according to figures of the F. W. Dodge Corpora
tion. Awards for privately financed construction decreased more than seasonally and 
contracts for publicly financed projects also declined following a continued large vol
ume of awards since last spring. Total awards in November were about a fifth larger 
than a year ago, while for the first ten months of the year they were three-fifths larger.

Distribution
Volume of retail trade increased in November following some decline in the previ

ous month. Department store sales, as measured by the Board’s seasonally adjusted 
index, advanced to 115 per cent of the 1923-25 average as compared with 105 in 
October and 116 in September. Larger sales in November were also reported by 
variety stores. Sales of automobiles increased somewhat, according to trade reports, 
but, as in other recent months, new car sales were smaller than output and dealers’ 
stocks rose further.

In the second week of December sales at department stores rose less than season
ally, particularly in the coastal regions.

Freight traffic on the railroads continued in large volume in November and the 
first half of December. Grain shipments increased considerably and loadings of mis
cellaneous merchandise, which includes most manufactured products, were maintained 
at the high level reached several months earlier. Coal loadings declined somewhat, 
owing in part to temporary shutdowns at some mines. Shipments of most other classes 
of freight decreased less than is usual at this season.

Commodity Prices
Following the entry of the United States into the war, prices of grains, livestock, 

and foods rose sharply. Prices o f most industrial materials traded in the organized 
markets, being limited by Federal regulation, showed little change. Additional meas
ures to prevent advances in wholesale prices were soon announced for wool and shellac 
and for such imported foods as cocoa, coffee, pepper, and fats and oils.

Retail food prices, as measured by the Bureau of Labor Statistics index, increased 
iy2 per cent further from the middle of October to the middle of November to a level 
18 per cent above a year ago. Indications are that retail prices of both foods and 
other commodities continued to rise in December.

Bank Credit
Total loans and investments at banks in leading cities continued to advance dur

ing November and the first two weeks of December, owing mostly to increased hold
ings of Government securities at banks outside New York City. Commercial loans, 
after showing little net change in November, again increased sharply in the first two 
weeks of December.

Excess reserves increased through most of the period as a result of Treasury 
expenditures from Reserve Bank balances, but declined sharply on December 15 when 
these balances were replenished in connection with the issue of 1.6 billion dollars of 
new Government securities. Money in circulation has continued to show a marked 
increase.

Y ields on United States Government Securities
The yield on 2 ^  per cent United States Government bonds of 1967-72, which 

reached a record low level of 2.32 per cent on November 5, advanced somewhat in 
November and, after the entry of the United States into the war, rose to 2.50 per cent. 
Yields on short term Government securities increased further. The yield on Treasury 
notes of December, 1945 advanced to 0.93 per cent on December 17, compared with 
0.62 per cent on September 15, and the rate on three month bills rose to 0.295 per cent.
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During January the excess reserves of member banks, in the aggregate, showed a substantial increase. This rise, however, may be considered in the nature of an interim movement, inasmuch as the principal reason for the increase was a decline in Treasury deposits in the Federal Reserve Banks. Between December 24, the low point reached in 1941, and January 21, 1942, excess reserves of all member banks rose $520,000,000 to a figure of $3,580,000,000, and during this same period Treasury deposits in the Reserve Banks were reduced $624,000,000 to $284,000,000.National defense expenditures have been proceeding at the rate of approximately 2 billion dollars a month, and despite accelerating sales of Savings Bonds, there has been a heavy drain on Treasury balances which had been built up in December by “market” financing and income tax collections. By January 19 Treasury balances in the Reserve Banks had been so reduced that the Treasury began a series of withdrawals of funds from special (commercial bank) depositaries, in order to provide the funds needed to cover the current rate of net expenditures. Consequently it does not appear that any material addition to member bank reserves is to be expected from a further reduction in Treasury balances at the Reserve Banks, and, in fact, the prospect is that the next major change in member bank reserves will be a decline when payment is made for the new securities sold in the next “market” financing by the Treasury (which the Secretary of the Treasury has indicated will occur in February).
I n  view  of recurring rumors that the Government 

was planning to confiscate savings accounts, the Secre
tary of the Treasury has made an emphatic denial of 
any such intent. On January 12, 1942, the Secretary 
of the Treasury issued the following statement:

“I  wish to state most emphatically that there are no 
foundations whatever for such rumors. The Federal 
Government does not have under consideration any 
proposal involving the confiscation of savings deposits 
of this country for any purpose.

“Furthermore, anyone circulating rumors of this 
character is acting against the weKare of the nation.”

February 1,1942

A reduction of $162,000,000 between December 24 and January 14 in the amount of currency outstanding also served to increase member bank reserves somewhat. The return flow of currency from circulation after Christmas has been extremely small, however, especially when considered in the light of the large pre-Christmas outflow, and in the week ended January 21 currency circulation began to rise again. The effect on member bank reserves of the net Treasury disbursements and return flow of currency to the Reserve Banks was partly offset by a reduction of more than $100,000,000 from the Christmas peak in the amount of Federal Reserve “float” outstanding. An increase of about $175,000,000 in required reserves of member banks also limited the rise in excess reserves. In the last week of January, excess reserves were reduced $100,000,000, owing chiefly to a further rise in currency circulation, a further decline in outstanding Federal Reserve “float,” and a further increase in required reserves.
Of the $520,000,000 rise in excess reserves in the four weeks ended January 21, $275,000,000 occurred in New York City and $245,000,000 in other parts of the country. New York City bank excess reserves on January 21 amounted to $1,210,000,000, the highest figure for a statement date since immediately prior to the November 1 increase in reserve requirement percentages, when the excess amounted to $1,345,000,000. This improvement in the reserve position of the New York money market has been due in largest measure to Treasury disbursements in excess of funds paid into the Treasury. Other factors have been a reduction in the amount of currency outstanding in this area, foreign account disbursements in New York, and a moderate net inflow of funds to New York from other parts of the country— both through business transactions and through an increase in balances of out-of-town banks with New York City banks. Part of these gains of funds was absorbed by a concurrent rise in the reserve requirements of the New York City banks, accompanying expansion of their deposits. Such deposit increases have occurred despite a reduction in loans and investments of the New York City banks. In the last statement week of January, excess reserves in New York banks receded $30,000,000 from the level reached on January 21.
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The total loans and investments of the reporting member banks showed a net decline of $82,000,000 for the four weeks ended January 21. Commercial, industrial, and agricultural loans declined at the year end, and in the first three weeks of January showed little change, with the result that on January 21, such loans were $63,000,000 below the peak figure which was reached on December 24. Loans to brokers and dealers in securities were reduced $88,000,000 during the four week period, and there were scattered reductions, aggregating $92,000,000, in other types of loans. Partly offsetting the total decline ($243,000,000) in loans, investment holdings of the banks rose $161,000,000. This increase reflected a rise of $188,000,000 in Treasury bill holdings of the banks; Chicago banks increased their holdings of bills by $126,000,000 as three of the four new issues sold in January mature shortly after April 1, when there are special tax purpose demands for Treasury bills in the Chicago area, and New York City banks increased their holdings of bills by $79,000,000. Other types of United States Government securities showed diverse changes, largely reflecting the refinancing of Treasury notes due March 15, 1942, and of several issues of Government guaranteed securities, with an issue of Treasury bonds. On balance the aggregate holdings of Treasury notes, Treasury bonds, and Government guaranteed securities declined by a net amount of $22,000,000.Adjusted demand deposits of the reporting banks during the first three weeks of January recovered part of the decline of the last three weeks of December, but at $24,426,000,000 remained $256,000,000 below the December 10 peak. Time deposits declined further in the four week period and on January 21 were $220,000,- 000 below the highest figure of 1941. Government deposits in the reporting banks rose $144,000,000 further
BILLIONS

C h a n g e s  i n  M e m b e r  B a n k  C r e d it  a n d  D e p o s i t s

OF DOLLARS

Loans and Investments, and Adjusted Demand Deposits of
Reporting Member Banks in 101 Cities

to a new high for recent years. This was a reflection of the excess (over Treasury withdrawals) of war loan deposits being established on the books of the banks by reason of new Government securities purchased.As the accompanying diagram indicates, expansion of loans and investments of the reporting banks during1941 was considerably greater than the rise in adjusted demand deposits during the period, whereas in 1939 and1940 the expansion of demand deposits had been considerably in excess of the increase in loans and investments. In 1939 and 1940, expansion of deposits resulting from the expansion in loans and investments was enhanced to a large extent by deposits resulting from the gold inflow movement which exceeded reductions in deposits caused by the increase in currency circulation. In 1941, however, the decline in the gold inflow movement to relatively small proportions removed a large element contributing to the rise in deposits, and the accelerated increase in the volume of currency outstanding involved withdrawals from the banks of a large amount of deposits. The consequence has been that, since about the middle of 1941, the volume of adjusted demand deposits has tended to remain stationary. In fact, such deposits in New York City banks have declined substantially during that period, reflecting largely a net outflow of funds to other areas, but deposits in other reporting banks have increased correspondingly. Another factor accounting for the divergence between the movement of loans and investments and demand deposits has been the large rise in Government deposits, especially since the middle of 1941.
Reflecting the accelerated rise in loans and investments of the reporting banks during the past year and the factors which have retarded the growth of demand deposits, total loans and investments on January 21 were approximately $4,500,000,000 higher than on the corresponding date a year ago, while adjusted demand deposits showed an increase of only $1,500,000,000. As compared with January, 1939, loans and investments now show an increase of $8,800,000,000, and demand deposits a rise of $8,300,000,000, whereas at this time a year ago the rise in loans and investments over the 1939 level was $4,200,000,000 and the rise in adjusted demand deposits was $6,800,000,000.

Money Rates in New York

Jan. 31, 1941 Dec. 31, 1941 Jan. 31, 1942

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans................. *1U
Prime commercial paper— 4 to 6 months X - H yt-y* Vs
Bills— 90 day unindorsed......................... % % %
Yield on %  per cent Treasury note due

March 15, 1945 (tax exempt)............. 0.59 0.58 0.49
Average yield on taxable Treasury notes

(3-5 years)...............................................
Average yield on tax exempt Treasury

0.80 1.02 0.94

bonds (not callable within 12 years). . 2.17 2.07 2.10
Average yield on taxable Treasury bonds

(not callable within 12 years)............. 2.40 2.37
Average rate on latest Treasury bill sale

91 day issue............................................ t 0.310J 0.231
Federal Reserve Bank of New York dis

count rate................................................ 1 1 1
Federal Reserve Bank of New York buy

y* Ming rate for 90 day indorsed bills......... Vl

* Nominal. f  Negative yield. % 76 day issue.
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G o v e r n m e n t  Sec u r it ies

The Government security market during January was characterized by divergent tendencies among the various maturity and tax feature groups. The average yield on long term partially tax exempt Treasury bonds declined from the December high of 2.05 per cent (reached on the 26th and 27th of that month) to 1.97 per cent on January 10 but then moved irregularly upward to cancel entirely this decline by the end of the month. Quotations for these partially tax exempt bonds were affected in the latter part of the month by apprehension concerning rumors of possible modification of their tax status.
The average yield on long term taxable Treasury bonds, on the other hand, fell from 2.42 per cent on December 26-27 to 2.35 per cent on January 28 and held around this latter level until the end of the month. This divergency between taxable and partially tax exempt issues also existed among the intermediate term bonds. The yields on the tax exempt issues showed a slight net increase for the month, while the yields on the taxable issues generally moved lower.
During the month yields on three to five year Treasury notes continued the irregular decline in effect since December 10 and 11. The yield on the tax exempt % per cent Treasury note due March 15, 1945 reached 0.43 per cent on January 27 (lowest since October, 1941), or 0.29 per cent below the December high. For January as a whole the yield on this issue was down 0.09 per cent. The average yield on three to five year taxable Treasury notes also returned to levels prevailing well before the Pearl Harbor attack, and showed a net decline of 0.08 per cent for the month.
Each of the four weekly issues of Treasury bills during January was in the amount of $150,000,000. The January 7 issue replaced a $100,000,000 maturity, was awarded at an average rate of 0.304 per cent (slightly below the rate on the issue of December 31, 1941), and was of 71 day term. This maturity, like those on the two preceding issues in December, was chosen so that these bills would mature during the period of heaviest income tax collections in March and offset in part the consequent drain on bank reserves. The January 14 issue of 91 day bills replaced a $100,000,000 maturity and was awarded at an average rate of 0.119 per cent, while the January 21 issue of 91 day bills replaced a $150,000,000 maturity and was awarded at 0.196 per cent. The major portion of these two latter issues was apparently purchased in the Chicago District in order to provide temporary investments for bank deposits which otherwise would be subject to taxes levied on April 1 by State and municipal authorities. The final Treasury bill issue of the month, dated January 28 and of 91 day maturity, replaced a $150,000,000 issue and was awarded at an average yield of 0.231 per cent.
In furtherance of its policy of refinancing guaranteed debt of the Federal agencies with direct Treasury obligations, the Treasury on January 12 offered taxable 2 per cent Treasury bonds of 1949-51 in exchange for a total of $1,076,000,000 of outstanding Treasury notes and agency issues which would shortly fall due. The issues to be refinanced were the 1% per cent Treasury

notes maturing March 15, 1942, the 3 per cent Federal Farm Mortgage Corporation bonds of 1942-47, called for redemption on January 15, 1942, the 2% per cent Federal Farm Mortgage Corporation bonds of 1942-47, called for redemption on March 1, 1942, and the % Per cent Reconstruction Finance Corporation notes maturing January 15, 1942. Subscriptions totaled $1,014,000,000. The new 2 per cent bonds, dated January 15, 1942, were quoted immediately after the offering at a premium of about half a point. At the end of the month the new issue, sharing in the general firming of the taxable issues, was priced at 100 15/16 bid.

S e c u r i t y  M a r k e t s

Following a brief extension of the rise of the last few days of December, the stock market during January moved indecisively within a comparatively narrow price range, reflecting the varying fortunes of war and reactions to the plans for a more vigorous prosecution of the war. Reversing an irregular three month downtrend, the Standard 90 stock price index advanced about 8% per cent between December 29 (when the 1941 low was equalled) and January 5, most of the advance occurring on December 30. A portion of this gain was lost in subsequent sessions in January when quotations fluctuated narrowly at slightly lower levels. The index showed a net advance for the full month of only l1/̂ per cent. Railroad stocks made a far better showing than either industrial or utility shares during January, presumably in reflection of the comparatively favorable operating outlook and advantageous tax position of the railroads. The volume of trading in shares listed on the New York Stock Exchange during January was the smallest since last August.
Prices of domestic corporate bonds firmed somewhat in January. The average price of high grade corporate bonds, rated Aaa by Moody’s Investors Service, by January 6 had moved up % of a point from the 1941 low on December 31. Slightly lower levels predominated thereafter but for the month of January there was a net gain of % of a point. Recovering from the dip in December, medium grade corporate bonds, as measured by Moody’s index of Baa bonds, advanced 1% points between December 31 and January 13 to a level only about % of a point below the 1941 high attained last November. These bonds showed only minor price changes later in January. A large part of the net gain of 1% points for the month as a whole was accounted for by the persistent strength in medium grade rail bonds which gained 3% points on the average during the month.
The average price of prime municipal bonds moved upward temporarily in mid-January, but toward the end of the month municipal bonds were under pressure following official intimations that legislation would be sought to make income from outstanding, as well as future, issues of State and municipal securities subject to Federal income taxes. As a consequence, the average yield on prime municipal bonds, which on January 21 had declined to 2.28 per cent, returned on January 28 to the level of 2.37 per cent prevailing a month ago.
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N e w  F i n a n c i n g

During January, the volume of corporate and municipal new financing rose from the extremely low level of the previous month to $276,000,000, the highest monthly total since last summer. Corporate flotations aggregated $157,000,000, of which slightly less than one half represented funds to be employed as new capital. Owing chiefly to a new issue of $50,000,000 City of New York serial bonds, the aggregate of new capital obtained by States and municipalities, at $88,000,000, exceeded that for any of the last twelve months.The larger corporate flotations—$80,000,000 Alabama Power Company bonds, $26,600,000 United Aircraft Corporation preferred stock, and $15,000,000 Union Oil Company of California debentures—were reported to have been well received by investors. An issue of 222,243 shares of common stock ($100 par) was offered by the New England Telephone and Telegraph Company to its stockholders through warrants which expired January 15. As about 65 per cent of this company’s capital stock is owned by its parent concern, the American Telephone and Telegraph Company, only 35 per cent, or $7,800,000, of the aggregate proceeds from this sale was included in the month’s total. Temporary financing, not included in the $276,000,000 total, amounted to $158,000,000, a large part of which was accounted for by $84,000,000 of short term notes of local housing authorities and $45,000,000 of Federal Intermediate Credit Bank debentures.Forthcoming issues include $35,900,000 Pennsylvania Electric Company bonds and preferred stock, $25,000,000 Panhandle Eastern Pipe Line Company bonds and preferred stock, both of which will be offered at competitive sales, and $25,000,000 Commonwealth Edison Company of Chicago bonds, which will probably be sold privately. Officials of the City of Detroit and of Milwaukee County, Wisconsin, are reported to have completed plans for new issues of $29,000,000 and $11,000,000, respectively.
F o r e i g n  E x c h a n g e s

Such foreign exchange transactions as continue to go through the New York market were again limited largely to Western Hemisphere currencies during the past month. The unofficial discount on the Canadian dollar, after widening to 14% per cent in the latter part of December, presumably as a result of year-end operations, quickly recovered during the early part of January to reach 11 per cent on January 9. This recovery accompanied unconfirmed market rumors that the Canadian dollar would be brought to par with United States currency. At the end of the month, the Canadian dollar was quoted at a discount of 11% per cent in the unofficial market.Renewed strength has also been shown in a number of Latin American exchanges in recent weeks. The

widest movement occurred in the free rate for the Venezuelan bolivar, which advanced 70 points further to $0.2720. The free rate for the Argentine peso recovered somewhat from the reaction that occurred in the latter part of December, but, closing the month at $0.2360, it nevertheless remained considerably below the December 12 high of $0.2405. After holding around par for most of the month, the Cuban peso went to a slight premium in terms of the United States dollar in the latter part of January.The only noteworthy development in European exchanges occurred in the Swiss franc. Although Swiss banks continued to supply Swiss francs against dollars at a rate equivalent to $0.2331 for certain types of transactions, an increased demand developed in this market for Swiss francs which could be used freely for all purposes. While, under normal conditions, this demand would not be considered large, the virtual absence of any supply in the New York market of this type of Swiss exchange (the so-called free Swiss franc) resulted in a rapid rise in the New York rate, which reached a high of $0.2550 on January 24. A subsequent reaction, however, brought the so-called free rate to $0.2520 by the end of the month. There was also an increased demand for the Portuguese escudo, which was reflected in a gradual decline in the buying rate for dollars in Portugal; this rate is now reported to be 24.55 escudos to the dollar ($0.0407 per escudo), as against 24.95 escudos ($0.0401 per escudo) up to January 21.
Following the freezing of Philippine assets in this country as a result of the enemy occupation of important parts of the Philippine Islands, a rigid control was imposed over Philippine securities and all Philippine paper currency within the United States. In order to destroy any possible “black market’9 in the United States for looted Philippine currency which might be smuggled into the country, all dealings in Philippine currency were prohibited and it was required that all Philippine currency within the United States be deposited on or before February 1 in blocked currency accounts with either a domestic bank or the New York Office of the Philippine National Bank. At the same time, the Philippine Government issued a notice to all holders of Philippine securities and currency, directing such holders in all countries except enemy countries to deposit their holdings with banks and forward a registration report through their bank to the New York Office of the Philippine National Bank.

P r o d u c t i o n  a n d  T r a d e

The enlarged war program outlined by the President in his message to the Congress necessitates a much greater diversion of raw materials from civilian to war uses than heretofore, and calls for a rapidly increasing conversion of available plants and tools to the war effort. As a part of this program drastic steps were taken during January
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leading to the conversion of the automobile industry to a full wartime basis. A complete ban was placed on the retail sale of new passenger cars and trucks until February 2, pending the establishment of a rationing system. In addition, the previously established quota for passenger car production for January was doubled in order to permit manufacturers to use up fabricated parts, but production of passenger cars and light trucks was ordered stopped upon completion of this new quota. Late in the month the W. P. B. announced that between fifty and sixty industries were being studied from the standpoint of over-all conversion to war production.Further official orders were issued during January which either curtailed or prohibited the use of certain essential raw materials in the manufacture of a wide variety of civilian goods. The list of such materials included aluminum, lead, mercury, nickel, tin, wool, rubber, and latex.From information now available it appears that there was during January a continuation of recent tendencies in industrial operations. War production mounted higher, but output of nondefense industries was again held back by official limitations upon production and further diversions of material to meet war needs. Although still hampered by shortages of scrap, steel operations again held within a few percentage points of rated capacity. Incomplete figures indicate that car loadings of merchandise and miscellaneous freight fell off to a greater extent than usual in January, but that the movement of bulk freight increased somewhat. After adjustment for seasonal factors, electric power production appears to have continued upward in January.
P rodu ction  a n d  T rade in  D ecem ber

In December this bank’s seasonally adjusted index of production and trade declined to 110 per cent of estimated long term trend, a point below the figure for November, but eight points above that for December, 1940. During 1941 the index ranged from a low of 103 in January to a peak of 114 in August. The behavior of the index during the last five months of the year was determined largely by fluctuations in the volume of retail trade, inasmuch as productive activity showed a gradual rising tendency.
During December the divergent tendencies between the output of producers’ and consumers’ durable goods, noted in recent months, became even more pronounced. Activity mounted higher in key war industries such as steel, aircraft, shipbuilding, and machinery, resulting in a further advance in the producers’ durable goods component. On the other hand, drastic curtailment of output, especially of passenger automobiles, caused a sharp reduction in the index of production of consumers’ durable goods. Output of nondurable goods in the aggregate, was not much changed between November and December.
The decline in the index of production and trade in December was due principally to the failure of retail trade in general to rise as sharply as in most other years. After adjustment for seasonal factors, sales by
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Annual Production of Steel in the United States

department stores, variety chain systems, and passenger car dealers were considerably lower than in November, although mail order house sales were well maintained. In addition, railway car loadings of bulk freight (represented in the index of primary distribution) declined considerably more than usual.
In 1941 steel production in this country was at a record high of approximately 83,000,000 net tons, as the accompanying chart indicates. Output last year was nearly 25 per cent higher than in 1940 (the previous record), a third greater than in 1929, and two-thirds above that in 1917, the peak year for steel production during the World War. During 1941 steel mill operations averaged 97% per cent of capacity, as compared with 82 per cent in 1940 and 91 per cent in 1917.

1940 1941

Dec. Oct. Nov. Dec.

Indexes of Production and Trade 
(100 =  estimated long term trend)
Index of Production and Trade................ 102 108 l l lp IlOp

Production.................................................. 105 116 117 p 117p

Producers’ goods— total...................... 109 128 129 p 131p
Producers’ durable goods............... 110 138 139 p 144p
Producers’ nondurable goods........ 108 118 120 p 119p

Consumers’ goods— total.................... 102 103 103 p lOlp
Consumers’ durable goods............. 91 95 90 p 76 p
Consumers’ nondurable goods. . . . 105 105 107 p 109p

Durable goods— total.......................... 103 125 124 p 123p
Nondurable goods— total................... 106 111 112 p 113p

Primary distribution................................ 95 104 107p 105p
Distribution to consumer....................... 101 94 lOlp 98p
Miscellaneous services................ : .......... 96 103 106p 107p

Cost of Living, Bureau of Labor Statistics
(100 =  1935-39 average)............................ 101 109 110 111

Wage Rates
(100 =  1926 average).................................. 116 126 127p

Velocity of Demand Deposits*  
(100 =  1935-39 average)
New York City.............................................. 60 69 70 64
Outside New York City.............................. 89 90 95 93

V Preliminary. * Adjusted for seasonal variation. These series have been 
revised and the base period changed from 1919-25= 100 to 1935-39 =  100. 
Tabulations of back data available upon request.
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Influenced by the exceptions made in favor of farm prices in the price control bill (signed by the President on January 30), and to some extent by upward revisions in ceiling prices for certain commodities, quotations in wholesale commodity markets rose further during January. The Bureau of Labor statistics comprehensive weekly index of wholesale prices advanced about 2 per cent between December 27 and January 17, to a new high since 1929, and remained close to that level in the following week. Farm prices showed an average increase of 5 per cent during the four weeks ended January 24, but moved lower after the Secretary of Agriculture’s statement on January 28 concerning the desirability of holding near to parity the prices of commodities in large supply.One of the most striking advances of the month occurred in the price of spot cotton. The average price at 10 Southern markets rose 2}i cents between December 31 and January 27 to 20.11 cents a pound, the highest in over 12 years, but subsequently declined to 19.25 cents on January 31. Higher ceiling prices were established by the Office of Price Administration during the month for certain types of cotton yarn and gray goods needed by the Army, for raw wool, wool tops and yarn, and wool floor coverings. In announcing larger 1942 goals for farm output, the Department of Agriculture guaranteed farmers minimum prices to stimulate production, especially of oil-bearing crops. No restrictions were placed on cane and beet sugar acreage and the ceilings on both raw and refined sugar were raised. Allotment of sugar to wholesalers, jobbers, and industrial users in February will be at 80 per cent of the February, 1941 level.Prices of some nonagricultural materials were also raised during January with the consent of the Office of Price Administration. In order to stimulate increased output in 1942, a ceiling was placed on primary lead at
PtR CENT

C o m m o d it y  P ric e s

Cost of Living: in the United States (Bureau of Labor Statistics data; 
m onthly figures prior to September, 1940 , obtained by  

interpolation)

6.50 cents a pound in New York, as compared with the voluntary agreement of 5.85 cents established last spring. The Metals Reserve Company will pay an additional 5 cents a pound in the case of copper, and 2% cents more than the ceiling price in the case of lead and zinc, for production of these materials in excess of the 1941 volume. Upward adjustments in prices of some petroleum products were permitted during January to compensate for the added expense involved in rail transportation. Bunker fuel oil, used tires and tire retreading material, slab zinc, and new machine tools were among the articles placed under ceiling prices during the month.
The accompanying chart, based upon the Bureau of Labor Statistics index, indicates a rise of 10 per cent in the cost of living during 1941, to the highest level in over 10 years. During the first half of the year food prices were the dominating factor in advancing living costs, accounting for about three fourths of the rise in the composite index. During the second half, rising prices for other items, particularly clothing and housefurnishings, contributed to a much larger extent to the advance.

United States Bureau of Labor Statistics 
Weekly Indexes of Wholesale Commodity Prices

Index 
January 
24, 1942 

.'1926 =  100)

Percentage change Jan. 24, 
1942 compared with

Dec. 27, 1941 Aug. 26, 1939

Farm products............................................ 100.3 + 5 .0 + 64 .2
93.6 + 2 .6 + 40 .3

Textile products........................................ 92.7 +  1.3 + 37 .5
Chemicals and allied products............... 96.5 + 5 .2 +30 .1
Hides and leather products.................... 115.7 + 0 .1 + 24 .9
Building materials..................................... 109.5 + 1 .3 + 22 .1
Housefurnishing goods............................. 102.7 + 0 .4 + 18 .0
Metals and metal products..................... 103.6 + 0 .2 + 10 .8
Fuel and lighting materials..................... 78.9 — 0.1 +  7 .8
Miscellaneous.............................................. 88.1 + 0 .8 + 20 .5

All commodities................................. 95.5 +  1.8 +27 .7

Raw materials............................................ 95.5 + 3 .2 + 4 4 .3
Semimanufactured articles...................... 91.8 + 1 .8 + 2 3 .4
Manufactured products........................... 96.3 + 1 .2 + 2 1 .4

B u i l d i n g

The daily rate at which contracts were awarded for construction purposes in the 37 Eastern States covered in the monthly report of the F. W. Dodge Corporation declined further during December, and was slightly below the figure for December, 1940.
Despite the sharp decline which occurred during the last four months of the year, the total volume of contracts awarded in 1941 was 50 per cent greater than in 1940 and only 9 per cent below the record high of 1928. Public expenditures for defense construction, the primary factor in the large rise over 1940, accounted for almost 40 per cent of all contracts awarded during the year. Nondefense public construction showed little change between 1940 and 1941, and awards for private construction were up 14 per cent.
Of the major types of construction, by far the sharpest increase was in industrial building. As indicated in the accompanying chart, awards of this class in the 37 States reached a total of $1,200,000,000 during 1941, more than
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State during December, and Buffalo was the only locality to report a net loss in employment. In the Utica, Rochester, and Albany-Schenectady-Troy areas in particular, working forces expanded in line with growing production in war industries. All industrial districts reported sizable gains in both employment and payrolls from the preceding December.
New York State Employment by Industrial Areas

Percentage change, 
Dec., 1941 compared with

’ 25
Contracts Awarded in 37 States for Industrial Building 

(F. W . Dodge Corporation data)

two and one half times as great as in 1940, seven times the average for the 1930-39 decade, and about double the peak years of the twenties. Over half of the industrial building contracts awarded in the 37 States during1941 were for defense plants owned and financed by the Federal Government. Contracts for manufacturing buildings in the automobile and aircraft, chemical, iron and steel, and metal working industries accounted for more than 50 per cent of the year ’s aggregate. In 1940 these groups made up about one third of the total, and in 1939 less than one quarter.In New York State and Northern New Jersey, where the effect of the defense program has not been so marked as in some other regions, the volume of construction awards increased about 25 per cent between1940 and 1941. Contracts awarded for residential building and also for heavy engineering construction remained at about the 1940 levels, but awards for nonresidential building rose by about two thirds, owing primarily to the construction and expansion of industrial buildings to handle defense production. During the year the largest relative increases for this district occurred in the Upstate New York area rather than in the Metropolitan New York and Northern New Jersey region.
E m p l o y m e n t  a n d  P a y r o l l s

There was a slight gain between November and December in employment at New York State factories, as increases in working forces of war industries offset seasonal losses in many other lines. Payrolls rose 4 per cent during the month, presumably reflecting in part lengthening working hours. Large employment gains were almost entirely restricted to plants producing firearms, tanks, airplanes, ships, and other war materials. Canneries laid off workers owing to seasonal curtailment of operations, as did all branches of the apparel industry except women’s coat, suit, and dress firms. Factory employment as a whole was 22% per cent above the December, 1940 level, and payrolls were 45% per cent greater.According to the New York State Department of Labor, payrolls increased in all industrial areas of the

Albany— Schenectady—Troy................
Utica............................................................
Rochester....................................................
Buffalo.........................................................
Syracuse......................................................
New York City.........................................
Binghamton— Endicott— Johnson City

New York State............................

Dec., 1940 August, 1939

+22

+36 +85
+29 +64
+22 +33
+22 +78
+22 +84
+18 +37
+11 +15

+51

Factory employment in the United States as a whole decreased slightly further during December, but payrolls rose 3 per cent in the same period, reflecting an even greater increase in average weekly earnings. Although working forces at plants producing war materials continued to expand, these gains were offset by seasonal layoffs in many industries, and by drastic curtailment in the number of workers employed at automobile factories and other consumers’ durable goods plants. Compared with December, 1940, manufacturing employment was 15 per cent greater and payrolls were 39 per cent larger. For 1941 as a whole, there was an increase in average working forces of 19 per cent over 1940, and wage payments for the year rose 41 per cent above the previous year’s level.
As shown in the accompanying chart, the rise in factory payrolls has reflected increases in both employment and average weekly earnings. Between the outbreak of war in Europe and July, 1940, at the start of the National defense program, gains in both factors were comparatively small and payrolls rose less than 8
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per cent. However, in line with the acceleration of production, working forces were increased 30 per cent between the inception of the defense program and our entry into the war, and weekly earnings rose even more rapidly, with the result that factory payrolls in December were almost three-quarters larger than in July, 1940. In recent months the advance in employment has been checked, while weekly earnings, which reflect lengthening working hours and rising wage rates and overtime payments, have tended to continue upwards.The number of workers engaged in all civil nonagricultural occupations rose 200,000 during December to a total of approximately 41,000,000 persons, according to the Bureau of Labor Statistics. The gain was largely due to seasonal additions to working forces in wholesale and retail trade establishments and in the number of civilian Government employees, which were partially offset by smaller than usual declines in manufacturing and construction employment. During the year 1941, non- agricultural working forces are estimated to have increased by approximately 2,800,000 persons.
According to the United States Bureau of Labor Statistics estimates, employees in civil nonagricultural pursuits in New York State totaled 4,280,000 in December, a gain of 40,000 from November, and of 270,000 from December, 1940. These figures do not include employers, casual workers, or domestic servants, estimates for which are included in the total for the country as a whole.

D e p a r t m e n t  S t o r e  T r a d e

During January, sales of the reporting department stores in this District showed unusually large percentage gains over last year, as actual or threatened shortages of certain articles, together with the prospect of higher prices, resulted in a heavy buying wave that affected many lines of goods, including blankets, sheets, pillow cases, drugs, housefurnishings, rubber goods, hosiery, and men’s clothing. For the three weeks ended January 24, sales of the reporting department stores were about 33 per cent higher than in the corresponding 1941 period,
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and average daily sales for this portion of January declined considerably less than usual from the December level. As indicated in the accompanying chart, sales during January this year were substantially higher than in either January, 1940 or 1941, and represented much larger year-to-year gains than in either of the two previous months.In December, sales of the reporting department stores in this District were 10 per cent higher than in December,1940, but the daily rate of sales failed to show quite all of the usual large seasonal gain over the November level. Substantial year-to-year gains during December were reported in sales of domestics, sheetings, towels, major household appliances, radios, and groceries and meat.
For the year 1941, sales of the reporting department stores in this District were 13 per cent higher than for the year 1940, compared with an increase of 5 per cent between 1939 and 1940.
Retail stocks of merchandise on hand in the department stores at the end of December continued substantially higher than a year previous, although the decline from November was somewhat more than usually occurs. Returns from a limited number of department stores in this District indicate that outstanding orders for merchandise puchased by the stores, but not yet delivered, were about 63 per cent higher than at the end of December, 1940, a larger increase over a year previous than in October or November.

Percentage changes from a year ago

Department stores
Net sales

Stock on hand

December,
1941

Jan. through 
Dec., 1941

end of month 
December, 

1941

New York City.......................................... +  7 
4-12

+10
+13
+12
+20
+25
+12
+14
+18
+14
+23
+30
+21

+27
+32
+32
+25
+34
+29

Northern New Jersey...............................
Newark......................................... ..........

Westchester and Fairfield Counties... .
bll
-13
-17

Lower Hudson River Valley................... -13
Poughkeepsie.......................................... -15

Upper Hudson River Valley................... -16 +35
1-12

Central New York State.......................... 4-25
+39
+20

+4i
+42
+41

Mohawk River Valley..........................

Northern New York State....................... +17
+20
+18
+ 35

+12
+23
+24
+34
+20
+24

Southern New York State....................... + 25
Binghamton............................................

Western New York State........................ +19
+20

+ 3 i
+37
+27
+25

Niagara Falls.......................................... +31
4-16

+19
+16

All department stores.................. 4-10 +13 +29

Apparel stores............................... 4- 5 +  9 +24

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1940 1941

Dec. Oct. Nov. Dec.

Sales (average daily), unadjusted................. 184 112 130 194
Sales (average daily), seasonally adjusted.. 102 98 109 107

Stocks, unadjusted............................................ 86r 128 132 105
Stocks, seasonally adjusted............................ 88r 113 111 107

r Revised.

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

February 1, 1942



M O N T H L Y  R E V I E W
of Credit and Business Conditions

Federal Reserve Bank of New York
February 1, 1942

The Quickest, Surest Way 
You Can Help Win This War

B u y

Defense
Bonds

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

February 1, 1942



United States Savings Bonds

The large increase in the volume of sales of United States Savings Bonds, which began immediately after the Pearl Harbor attack, gained further impetus in January. Sales of Series E Defense Savings Bonds for the period January 1-29 in the Second Federal Reserve District totaled $126,200,000, as compared with sales of $65,400,000 in December, which indicates a rate of sales for the month as a whole at least double the expanded volume of December, and many times the volume in months prior to December. These data include sales reported by all qualified issuing agencies other than post offices, and sales by the Federal Reserve Bank. As a rough indication of the number of individuals in this District who participated during January in the Defense Savings Bond program, there were 1,103,454 Series E bonds issued by these agents during the first 29 days of January; in some cases, of course, more than one bond was issued to one individual. Of this total, 441,827 bonds of the $25 maturity value denomination were issued, 210,584 of the $50 denomination, 295,973 of the $100 denomination, 75,004 of the $500 denomination, and 80,066 of the $1,000 denomination.
It should not be forecast that the January rate of sales will be maintained in February and immediately following months, as many of the larger subscribers purchased in January the maximum amounts they are permitted to buy during the year. Nevertheless, the numerous additions to the list of companies in which payroll savings plans are maintained, to regularize purchases of Savings Bonds, suggests the continuance in future months of a high rate of sales, which will gain further momentum as sales efforts are intensified.
Sales of Series F and G Savings Bonds also increased greatly in January to an aggregate for the two series of $115,300,000 for the first 29 days of the month, as compared with a total of $63,500,000 for December, and $112,100,000 for May, 1941—the previous record month,

MILLiONS 
Of DOLLARS

1941 1942Sales of United States Savings Bonds in the Second Federal Reserve 
D istrict by A ll Agencies, Excluding P ost Offices (D ata for 

January, 1942  are for first 2 9  days of the m onth)

when these issues first went on sale. The total of sales of the F and G series of bonds was probably more affected, than was the total of sales of the Series E Defense Savings Bonds, by purchases made in the first month of the year of the whole amount of an issue which may be acquired in any one calendar year by one individual or account.
For the country as a whole, the daily statement of the United States Treasury showed $908,000,000 of receipts from the sale of United States Savings Bonds of all issues during the first 27 days of January. Receipts from this source for the month of December were $536,000,000. Sales of Series F and G bonds are usually heavy during the closing days of the month, and such sales, together with further sales of Series E bonds, seem to assure a total volume of Savings Bonds of all types of more than $1,000,000,000 for the month of January.
Because of the large increase in Savings Bond sales, it has become desirable, so far as practicable, to decentralize the work of issuing Defense Savings Bonds and thereby facilitate prompt delivery to purchasers. The Federal Reserve Bank of New York, as Fiscal Agent of the United States, acting under authorization of the Secretary of the Treasury, will now receive applications from corporations, and from the chief fiscal officer of any State or of any county or municipality, which have payroll savings plans in operation, for designation as issuing agents for the sale of Series E Defense Savings Bonds. Considering the probable volume of sales of bonds, it is believed that, for the time being, such designation is warranted only for applicants having approximately 1,000 employees or more. Issuing agents so designated may sell bonds not only to employees participating in payroll savings plans, but also to the general public and to employees making intermittent purchases. Upon request, this bank will furnish complete information to any eligible corporation, State, county, or municipality which may wish to consider applying for designation as issuing agent for the sale of Defense Savings Bonds,
The rise in the volume of currency held by the public to a larger volume than ever before—an amount apparently in excess of that required for carrying on the trade of the country—suggests that there is a substantial amount of dollars being held in hoards by the public that could, with advantage to the holders and to the country, be invested in Defense Savings Bonds. Now that the country is at war all resources should be offered to the service of the country. Patriotism demands that idle currency should be put to work. Money held in hoards outside the banking system represents a wasted resource, at a time when all resources are needed to promote the war effort. The individual holding idle currency can help in winning the war, with benefit to himself, by investing such currency in Defense Savings Bonds.
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Index of Physical Volum e of Industrial Produc
tion, Adjusted for Seasonal Variation (1 9 3 5 -  

1939 a v e r a g e s  100 per cent)

Index of Total Loadings of Revenue Freight, 
Adjusted for Seasonal Variation (1 9 3 5 -3 9  

a ve rag e^  100 per cent; miscellaneous, coal, 
and all other car loadings expressed in 

term s of points in total index)
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General Business and Financial Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity declined less than seasonally in December and the 
first half of January, retail trade continued in large volume, and prices of 

many commodities rose further.

Production
In December total volume of industrial output declined less than is usual 

at this season and the Board’s adjusted index rose further to 168 per cent o f 
the 1935-1939 average. In the armament industries output continued to 
advance and at machinery plants activity rose sharply, following little change 
in November. Output of materials, such as iron and steel and nonferrous 
metals, continued at peak levels and lumber production showed less than the 
usual seasonal decrease. Automobile production declined sharply in the latter 
half of December, following announcement of sharp reductions in passenger 
car quotas, but early in January quotas for that month were increased and 
output rose considerably. Sales of new automobiles to civilians were halted 
at the beginning o f January pending the establishment of a rationing system.

Textile production declined somewhat in December owing to a reduction 
in activity at cotton mills from the record level reached in November. Output 
o f wool and rayon textiles was sustained at about capacity. Output of manu
factured food products and shoe production showed about the customary 
seasonal declines. Coal output decreased somewhat in December, while petro
leum production and mining of nonferrous metals were maintained at the high 
November rate.

Value o f construction contracts awarded in December declined less than 
is usual at this time of year, according to figures of the F. W. Dodge Corpora
tion. Awards for public projects showed little change, while those for 
residential construction declined less than seasonally following a considerable 
reduction in November.

Distribution
Volume of retail trade, which had been large during most of the autumn, 

increased less than seasonally in December. This reflected to some extent a 
temporary slackening in sales around the middle of the month following this 
country9s entry into the war. In the first half o f January sales at department 
stores showed less than the customary sharp reduction from the Christmas 
buying peak and were at a level substantially higher in comparison with a 
year ago than that prevailing in other recent months.

Freight car loadings of most products decreased by less than the customary 
seasonal amount in December. Coal shipments declined considerably in the 
latter part of the month but then increased sharply in the first half o f 
January. Shipments o f miscellaneous freight, which includes most manufac
tured products, were maintained in large volume for this season o f the year.

Commodity P rices
Wholesale commodity prices increased sharply when this country entered 

the war early in December and then showed little change during the latter 
half o f the month. In the first half of January prices again advanced, the 
principal increases being in agricultural commodities and chemicals.

Federal action to impose maximum prices was accelerated with the outbreak 
o f war and applied on a wider scale to industrial products. Ceilings were 
extended to products in later stages of production and distribution and in 
most instances covered consumers9 goods. Certain o f the actions, like those 
relating to rubber and wool products, were associated with new Federal 
production restrictions. In this period also there were advances in a number 
of price ceilings established earlier.

Bank Credit
Total loans and investments of banks in leading cities, which had advanced 

sharply during the first half o f December, have subsequently shown little 
further change.

Treasury financing in the middle of December and heavy currency with
drawals during the holiday season absorbed close to 700 million dollars of 
excess reserves during the month. About 500 million of this was recovered 
in the first half of January, as the result of a decline in Treasury deposits 
at the Reserve Banks and a return o f currency from circulation. Recent 
changes in excess reserves have been almost entirely at banks outside New York 
City.

United States Government Security P rices
Prices o f Government securities were steady in the first half of January, 

following a decline in December after the entry of the United States into 
the war.
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M O N T H L Y  R E V I E W
of Credit and Business Conditions

Second Federal Reserve District

Federal Reserve Bank, New York March 1,1942

M o n e y  M a r k e t  i n  F e b r u a r y

The aggregate reserve position of all member banks in the country underwent no important changes during the first three weeks of February, but in the succeeding week there was a decline of $580,000,000, which reduced excess reserves to $2,880,000,000, the lowest figure since September, 1938. This decline was chiefly the result of large payments made into the Treasury accounts at the Reserve Banks for the new $1,500,000,000 issue of 2% per cent Treasury bonds of 1952-55, offered on February 13, for which payment was due by February 25.By the usual terms of the offering, the Treasury bonds could be paid for by subscribing banks either immediately in cash, or by the establishment of credits on the books of the banks in favor of the Treasury. To the extent of47 per cent of the total, the February issue of Treasury bonds was paid by “book credit,” as compared with 43 per cent of the December issue paid for in this manner. Second District member banks, whose excess reserves are smaller in proportion to their reserve requirements than those of other groups of banks, availed themselves of the book credit method of payment to the extent of 55 per cent of the securities allotted in the District, the same percentage as in the case of the December Treasury issue. Banks in other districts, in the aggregate, paid for 39 per cent of the allotments there by the use of book credit, as compared with 32 per cent in December.Although Treasury deposits in the Reserve Banks on February 25 were relatively high because of the freshly received proceeds of the new Treasury bond issue, and therefore member bank reserves were correspondingly low, this condition does not explain the lower total of excess reserves that was reached on February 25 than on December 17, immediately after the payment date for the last previous Treasury financing operation. As a matter of fact, Treasury deposits in the Reserve Banks and cash holdings on February 25 were about $130,000,000 less than on December 17, and, except for other factors, excess reserves of member banks would have been correspondingly higher. The lower level of excess reserves on February 25 than on December 17 is to be explained primarily by the persistent rise in the volume of currency in circulation, which for the period from December 17 to February 25 amounted to $400,000,000, and, secondly,

by an increase of $235,000,000 in the required reserves of the member banks. These factors, and other factors absorbing comparatively small amounts of reserve funds, considerably exceeded the aforementioned net disbursements by the Treasury for the period, as well as a reduction of $205,000,000 in foreign deposits in the Reserve Banks, a reduction of $133,000,000 in other nonmember deposits, and other smaller factors tending to add to bank reserves.Following an increase from $890,000,000 on December 17 to $1,210,000,000 on January 21, excess reserves of the New York City banks declined to $1,050,000,000 by February 18, and in the week ended February 25 were reduced to $885,000,000, or virtually the same amount as on December 17, as contrasted with a net reduction of $205,000,000 in excess reserves of member banks in other parts of the country between December 17 and February 25. Thus, while excess reserves for the country as a whole dropped to a new low since September, 1938 on February 25, excess reserves in New York City remained about $110,000,000 above the low point reached last November, just after the increase in reserve requirement percentages became effective. The excess reserve position of the New York City banks has been maintained by net gains of funds through Government disbursements, foreign account and gold trans-
BIULIONS
OF DOLLARS

7

6
5

4

3 

2 
1
O

Excess Reserves Held by Member Banks

ALL 1

S.
MEMBI

IN.

'n A

ER BA 
U.S.

SIKS

— VV

, I^ . T

OTHER dEMBt: r BANKS r *
\ w * \ / • n .

INEW 1rORK CITY 11ANKS
\

\ / mS".....N

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC JAN FEB 
1941 1942

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

March 1, 1942



18 MONTHLY REVIEW, MARCH 1, 1942

actions, Federal Reserve security purchases, and miscellaneous gains, which have counterbalanced losses of reserves through a eduction in out-of-town bank balances in New York, an outflow of commercial funds, and an increase in currency outstanding, as well as a moderate increase in the required reserves of the New York City banks.
The cash payments for the new issue of Treasury bonds on February 25 raised Treasury deposits in the Federal Reserve Banks to about $800,000,000, but it is to be expected that these deposits will be considerably reduced by heavy Government expenditures for war purposes—and member bank reserves correspondingly increased—in the period before the peak period for March income tax collections is reached at the middle of the month. The present indications are that the effect on member bank reserves of the heavy volume of income tax collections expected for March will be mitigated to a large extent by the use by a number of taxpayers of tax anticipation notes previously acquired to pay income taxes, and by Treasury disbursements for interest on the public debt, the redemption of outstanding Treasury bills maturing around the tax date, and by the continued high rate of war expenditures. Consequently, the indications now are that the quarterly tax period will impose no heavy strain on the money market.

M e m b e r  B a n k  C redit

Reflecting expansion of both commercial loans and Government security holdings, the total loans and investments of the weekly reporting member banks in New York City rose $309,000,000 during the five weeks ended February 25, to reach a new high figure $144,000,000 above the October high. The volume of commercial and industrial loans, which had declined slightly at the end of1941, and recovered part of this decline in the first part of January, showed a further increase of $135,000,000 in the five weeks ended February 25. On that date, such loans by the New York City banks were $745,000,000 greater than a year ago.The total amount of United States Government securities held by the New York City reporting banks showed a net increase of $165,000,000 for the five week period ended February 25, which was the net result of an increase of $200,000,000 in Treasury bond holdings and a rise of $29,000,000 in holdings of Government guaranteed securities, partly offset by a decline of $50,000,000 in Treasury note holdings and a decrease of $14,000,000 in Treasury bill holdings. Virtually all ($188,000,000) of the increase in Treasury bond holdings, occurred in the week ended February 25 when the new 2% per cent Treasury bonds of 1952-55 were issued.
United States Government deposits in New York City reporting banks, after having been reduced by repayments of such deposits to $595,000,000 on February 18, from $819,000,000 on January 21, rose to $833,000,000 on February 25, reflecting book credits established for the new Treasury bond issue. Adjusted demand deposits of New York City banks were maintained in February at a higher level than in January, but remained some $900,000,000 below the 1941 peak.

Reporting banks in other leading cities likewise showed a renewed increase in commercial loans, and also a further rise in United States Government security holdings during the five weeks ended February 25. The Treasury bond holdings of these banks rose $302,000,000, of which $238,000,000 occurred in the week ended February 25, and Treasury bill holdings rose by a net amount of $73,000,000. Total loans and investments of these banks rose by $423,000,000 during the five weeks.
Money Rates in New York

Feb. 28, 1941 Jan. 31, 1942 Feb. 28, 1942

Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans................. *1 X
Prime commercial paper— 4 to 6 months Yz-Vs % %
Bills— 90 day unindorsed......................... % a %
Yield on %  per cent Treasury note due

March 15, 1945 (tax exempt)............. 0.55 0.49 0.45
Average yield on taxable Treasury notes

(3-5 years)............................................... 0.83 0.94 0.94
Average yield on tax exempt Treasury

bonds (not callable within 12 years). . 2.16 2.10 2.15
Average yield on taxable Treasury bonds

(not callable within 12 years)............. — 2.37 2.39
Average rate on latest Treasury bill sale

91 day issue............................................ 0.043 0.231 0.266
Federal Reserve Bank of New York dis-

1 1 1
Federal Reserve Bank of New York buy

ing rate for 90 day indorsed bills. . . . X Y%

* Nominal.

G o v e r n m e n t  S ecu r it ie s

During most of February prices of long term Treasury bonds in general continued the tendencies which appeared in January—a decline in prices of “tax exempt” issues and steadiness in taxable issues. Thus, the average yield on long term partially tax exempt Treasury bonds, having moved up irregularly from 2.03 per cent on January 10 to 2.10 on January 31, rose to 2.18 per cent on February 18, the highest level reached in 11 months. As a result of firming prices later in February, however, the net rise in yield for the month as a whole was reduced to 0.05 per cent.
The average yield on long term taxable Treasury bonds, on the other hand, fluctuated within a narrow range during February, as a slight increase around the middle of the month was virtually erased subsequently. Little change in yields was recorded for the month as a whole. The accompanying chart shows the narrowing of the spread between the average yields on long term partially tax exempt and taxable Treasury bonds during the last two months. The spread, which was 0.33 per cent at the end of 1941, was only 0.24 per cent at the end of February.
Among the intermediate term Treasury bonds, yields of both the partially tax exempt and the taxable issues showed increases during February. Market action of the taxable issues in this group was affected by the Treasury offering for cash subscription on February 13 of $1,500,000,000 of taxable 2% per cent Treasury bonds of 1952-55 dated February 25. In its preferential treatment of small investors and restrictions, aimed at checking excessive subscriptions, the terms of the new offering were identical with those for the December, 1941 issue of Treasury bonds. Despite the concomitance of unfavor-
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PCR CCNT

Average Yields on Long Term  Treasury Bonds (United  
States Treasury Department data)

able war news, the offering was oversubscribed more than three times, allotments being 32 per cent of subscriptions. Subscriptions in amounts up to $5,000 for registered bonds deliverable 90 days after issuance were allotted in full. The new 2% per cent bonds were quoted February 14 at 100 22/32 bid on a “when issued” basis, and showed no net change at the end of the month.The average yield on three to five year taxable Treasury notes, at 0.94 per cent on February 28, showed little change for the month. The yield on the tax exempt % per cent Treasury note due March 15, 1945 declined from 0.49 per cent on January 31 to 0.43 per cent on February 6 and moved narrowly thereafter.Accepted bids on the four weekly issues of Treasury bills during February were tendered on average interest bases increasing from 0.220 per cent on the February 4 issue to 0.266 per cent on the February 25 issue. Each of the four issues was in the amount of $150,000,000, the first two issues replacing similar maturities. Maturities on February 18 and 25 were in the amount of $200,000,000. All four Treasury bill issues in February were of 91 day maturity.
B o r r o w i n g  t o  P a y  I n c o m e  T a x e s

With the approach of the date—March 16—when the first quarterly payment of the Federal income tax on1941 income is due, there has been growing realization of the large increase in tax liabilities of individuals and corporations that occurred in 1941 by reason of the changes made in Federal income tax rates and other income tax provisions by the Revenue Act of 1941. Ideally, provision for income taxes payable in the following year should be made at the time the income is received, and it was in order to facilitate this procedure that the Treasury began, in August, 1941, the sale of Treasury notes of the tax series which could be purchased out of income, as received, and hence used to accumulate funds which could be used to pay income taxes in the following year. A large amount of such notes was purchased in 1941, the total purchased reaching approximately

$2,471,000,000 by the end of the year. The indications, however, are that most of the notes were purchased by corporations, and only a relatively small amount by individuals.The over-all extent to which taxpayers made adjustments in their financial affairs last year to provide for the taxes payable on their 1941 incomes is, of course, not known. But it would not be in accord with one of the purposes of increased taxation during the war period for taxpayers generally to borrow from banks in order to provide funds to make tax payments, nor would it be in the best interests of the taxpayers, inasmuch as taxes on their incomes for 1942 and subsequent war years are expected to be still heavier. Aside from the Government’s need for tax receipts to meet war expenditures, the increase in taxes enacted by the Congress last year and the probable further increase this year are aimed at reducing the volume of income which remains at the disposal of consumers for the purchase of consumers’ goods, the production of which necessarily must be curtailed because of diversion of plants, materials, and labor to war purposes. To have the volume of purchasing power that is absorbed by increased taxes replaced on any general scale by extension of bank credit through individuals’ borrowing at banks would be to defeat one of the purposes of higher income taxes. Therefore, it would appear that bank loans to individuals for the purpose of providing funds to make income tax payments should be limited to a role of aiding in the transition to a period of higher taxation, where there are special circumstances involved, and should not be of such scope as to encourage avoidance or postponement of a desired result of higher taxation, which is curtailed buying power of consumers.Borrowing from banks by some business concerns to meet tax payments may be unavoidable at this time, because of the necessary utilization for working capital purposes of cash realized from operations in 1941 and preceding years. Funds obtained through such borrowing would not have the same effect as borrowing by individuals for the purpose of paying income taxes, but in general would represent merely a postponement of borrowing for working capital purposes by the temporary use of tax reserves.
A m e n d m e n t  o f  R e g u l a t i o n  D —  

R e s e r v e s  o f  M e m b e r  B a n k s

The following statement was released by the Board of Governors for publication on February 21, 1942 :
Under Regulation D o f the Board o f Governors o f the 

Federal Reserve System, deficiencies in reserve balances o f 
member banks in cities where Federal Reserve Banks or 
branches thereof are located and in a few other reserve cities 
are at present computed on the basis of average daily net 
deposit balances covering semiweekly periods. Such computa
tions by member banks in other reserve cities are made on a 
weekly basis.

The Board has amended Regulation D, effective with the 
reserve computation period beginning February 28, 1942, so 
as to provide that member banks in all central reserve and 
reserve cities shall make such computations on a weekly basis.
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This change places banks in all these cities, including those in 
which Federal Reserve Banks or branches are located, on the 
same basis in this respect and has been made for the con
venience of member banks in these cities in adjusting their 
reserve positions.

Country banks, i.e., those located outside of central reserve or 
reserve cities, will continue as heretofore to compute deficien
cies in reserve balances on a semimonthly basis.

M e m b e r  B a n k  O p e r a t i n g  R a t i o s  f o r  1 9 4 1

The annual compilation of operating ratios of member banks in the Second Federal Eeserve District for 1941 has been completed and will soon be ready for distribution. These data, as presented in the circular, will show the average earning and expense ratios, and other banking ratios, of member banks in various groupings according to amount of deposits and the proportion of total assets in the form of loans. The following table gives a number of the more important average ratios for all banks in this District.
Average Operating Ratios of All Member Banks in the 

Second Federal Reserve District

Number of Banks.

Percentage of Total Capital Accounts
Net current earnings...........................
Net profits.............................................
Cash dividends declared....................

Percentage o f Total Assets
Total earnings......................................
Total expenses......................................
Net current earnings..........................

Percentage of Total Earnings
Interest and discount on loans. . . . .  
Interest and dividends on securities 
Service charges on deposit accounts 
All other earnings................................

Total earnings..................................

Salaries and wages...............................
Interest on time deposits...................
Taxes other than real estate.............
All other expenses...............................

Total expenses..................................
Net current earnings...........................

Net charge-offs.....................................
Net profits.............................................

1939

745

100.0
28.7
19.8 2.1
23.8

74.4
25.6

9.5
16.1

1940

744

7.1 6.8 7.1
4 .0 4.3 5.5
1.9 1.9 1.9

3.5 3.3 3.3
2.6 2.4 2 .4
0.9 0.9 0.9

47.2 50.8 52.7
36.6 32.8 31.1
6.3 6.9 7.2
9.9 9.5 9.0100.0

29.8
18.2
3.0

24.3

75.3
24.7

8.3
16.4

1941

772

100.0
30.5
16.2
3.5

24.2

74.4
25.6

5.1
20.5

N e w  F i n a n c i n g

Owing to sharp declines during February in the volume of both corporate and municipal financing, the combined total of new financing, at $87,000,000, was the smallest for any month in more than four years. Total corporate flotations, comprising $27,000,000 for new capital and $18,000,000 for refunding purposes, were at the lowest level since January, 1939. Two sizable issues, $15,000,000 Schenley Distillers Corporation debentures and $29,000,000 City of Detroit bonds, originally scheduled for offering during the month, were postponed.
The principal corporate financing was the offering of $25,000,000 Panhandle Eastern Pipe Line Company bonds and preferred stock. Of the proceeds from this sale, $15,000,000 is to be used for new capital purposes. The largest long term municipal award was that of $7,200,000 Milwaukee County, Wisconsin, relief bonds. Temporary financing, not included in the $87,000,000 total, amounted to $90,100,000 and included $30,000,000 Federal Intermediate Credit Bank and $26,000,000 Federal Home Loan Bank debentures.
Among the issues indicated for the near future are: $35,900,000 Pennsylvania Electric Company bonds and preferred stock, scheduled to be publicly offered on March 4; 150,000 shares of convertible preferred stock of National Distillers Products Corporation; and $5,600,000 Southern Pacific Company equipment trust certificates.

S e c u r i t y  M a r k e t s

Unfavorable reports from the Far Eastern battlefronts served to depress stock prices during much of February. The Standard 90 stock price index, after moving up slightly in the first three trading sessions of the month, dropped almost 6 per cent between February 4 and 25 to erase practically all of the gains made since the 1941 low was reached late in December. Trading during the

The average percentage of net profits to capital funds of Second District member banks increased in 1941 to 5.5 per cent from 4.3 per cent in 1940 and 4.0 per cent in 1939. The improvement in net profits was chiefly the result of a smaller percentage of losses and depreciation of assets, together with an increase in the amount of income derived from loans. The largest gains in net profits occurred at small and medium sized banks; the New York City and other large banks in the District had only small increases in profits in 1941. Dividend payments to stockholders were not increased, so that a somewhat larger proportion of bank profits was added to capital accounts. Movement o f Stock Prices (Standard and Poor's 90 stock index;
1926=100 per cent)
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month was desultory, the volume of shares traded falling to the lowest daily rate since August, 1940.
The accompanying chart relates recent stock price movements to those during 1938-41. The 90 stock index is now at about the same level as prevailed after the German absorption of Austria in March, 1938 and is 38 per cent below the peak of the recovery movement which followed the Munich agreement in September, 1938. During the entire period of actual hostilities (save for a few weeks after the outbreak of war) share prices have been in an irregular downtrend, relieved by only occasional and relatively unimportant upward reactions. Aside from the influences of the conflict itself, stock prices during the war period have been under pressure as a result of a generally more conservative appraisal of stock values, which has reflected increases in corporate taxes and other business expenses and a consequent expectation that business profits would be relatively restricted. These factors have apparently outweighed the supporting effect, which, in times past, a sustained, high level of business activity usually has had on the stock market. The net decline in the 90 stock index between the end of 1939 and the end of 1940 amounted to 15 per cent. Last year the net decline was 18 per cent.
Prices of domestic corporation bonds declined slightly in February. During the latter half of the month the average price of high grade corporate bonds, those rated Aaa by Moody’s Investors Service, moved slightly below the 1941 low to the lowest level since August, 1940. For the month as a whole the Aaa bonds were off about % of a point. Meanwhile, the medium grade corporate bonds, as measured by Moody’s index of Baa bonds, fluctuated within a narrow range and ended the month of February with a net loss of about half a point. At this level the Baa index was about % of a point below the 1941 high.
Concern regarding the tax status of outstanding, as well as future, issues of municipal bonds continued to affect quotations for this type of security during February. Standard’s average yield on prime municipal bonds moved up from 2.28 per cent on January 21 to 2.63 per cent (highest since June, 1940) on February 18; subsequently it receded to 2.58 per cent on February 25.

F o r e i g n  E x c h a n g e s

The outstanding foreign exchange development during February was the continued brisk demand for the Cuban peso, which by February 6 had reached a premium of about 7/s per cent in terms of the United States dollar. The strength of the peso appears to have been associated largely with the expansion of Cuba’s foreign trade (due primarily to the wartime demands for sugar) and with the prospect of Export-Import Bank credits to Cuba. In connection with the grinding of the largest Cuban sugar crop in several years, Cuba’s need of currency with which to meet payrolls and certain other obligations has had to be met by the importation of United States currency, which is also legal tender in Cuba. The recent

Discount or Premium on Cuban Peso  
in Term s of United States Dollar

development of a premium on the peso has been promoted by the increased cost of importing United States currency into Cuba under wartime conditions, this cost having risen to a level corresponding closely to the high of the peso premium reached on February 6. Since that time, the demand for the peso has subsided somewhat and by the end of the month the premium had been reduced to about per cent.The accompanying chart indicates that the recent strength in the Cuban peso has been the culmination of a steady recovery which began in August, 1940. At the end of 1939 the peso was quoted at a 12 per cent discount (although it had widened temporarily to 18 per cent in July, 1939, as a result of projected legislation— soon abandoned—to issue additional silver currency and coin in Cuba). Rather pronounced strength developed in February, 1940 and again in the following May, but in both cases these recoveries proved to be short-lived. Since August, 1940, however, there have been few interruptions in the peso’s appreciation in terms of the dollar.With but two exceptions, New York rates for other principal exchanges fluctuated between narrow limits during February. The free rate for the Venezuelan bolivar continued to rise steadily from $0.2720 at the end of January to $0.2825 on February 17, but reacted thereafter to $0.2765. The noncontrolled rate for the Uruguayan peso, after rising 90 points to $0.5340 on February 6, also reacted subsequently to show a net gain of only 25 points for the month as a whole.
P r o d u c t i o n  a n d  T r a d e

During February war production officials called for increasing conversion of plants manufacturing civilian goods to the production of munitions. The War Production Board estimated that industrial facilities which last year produced $20,000,000,000 of goods will be wholly or partially converted to war production. Programs for industry-wide shifts to the manufacture of war goods have already been inaugurated in the automobile, refrigerator, radio, typewriter, and washing machine industries. The Director of Industry Operations
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of the War Production Board has indicated that the conversion of American industry to a war basis will be largely accomplished by late autumn this year.
Preliminary data for February indicate a continuation of the tendencies in productive activity that have been evident in recent months—steadily mounting production of war materials, on the one hand, and dwindling output of consumers ’ durable goods, necessitated by the war program, on the other. The steel mills again operated near capacity despite continued reports of scrap shortages. In an effort to relieve such shortages the Bureau of Industrial Conservation of the W. P. B. has undertaken an extensive program to recover between two and three million tons of scrap from automobile ‘4 graveyards.’ 9 Production of electric power and the output of bituminous coal appear to have declined less than usual during February and output of crude petroleum continued at a high level. Incomplete figures indicate that the daily rate of railroad loadings of merchandise and miscellaneous freight in February was approximately the same as in January, but that the movement of bulk freight averaged somewhat lower.

P r o duction  a n d  T rade in  J a n u a r y

During January this bank’s monthly index of production and trade rose two points to 112 per cent of estimated long term trend. The figure for January a year ago was 103. The gain over December was primarily associated with an unusually high level of retail trade. In the field of production divergent tendencies were again conspicuous.
Prospects of future shortages and higher prices resulted in another wave of consumer buying in January that affected many classes of goods. Sharp increases in sales over year earlier levels were reported by department stores, variety chain store systems, and mail order houses. These increases more than offset the effect on total retail distribution of the ban on retail sales of new passenger cars.

While the group index of production held steady at its December level, there were again noteworthy changes in the composition of the total. Production of producers’ goods continued upward in response to war demands, but among consumers’ goods further declines were apparent, as a number of industries in this category prepared for complete or partial conversion of their facilities to the manufacture of war materials. In the field of private housing, where operations have been checked by limitations upon supplies of materials, some further slackening in activity was evident.
1941 1942

Jan. Nov. Dec. Jan.

Indexes of Production and Trade*
(100 =  estimated long term trend)
Index of Production and Trade................ 103 I l l IlOp 112p

Production.................................................. 106 117 118p 118p

Producers’ goods— total...................... 110 130 132p 135p
Producers’ durable goods............... 114 139 145p 146p
Producers’ nondurable goods........ 106 120 119p 124p

Consumers’ goods— total.................... 101 103 lOlp 98p
Consumers’ durable goods............. 100 87 74p 70p
Consumers’ nondurable goods. . . . 101 108 IlOp 107p

Durable goods— total.......................... 110 123 123p 123p
Nondurable goods— total................... 103 113 114p 114p

Primary distribution................................ 95 107 104p 103p
Distribution to consumer....................... 102 101 97 p 104p
Miscellaneous services............................. 97 107 108 p 106p

Cost of Living, Bureau of Labor Statistics
(100 =  1935-39 average)............................ 101 110 111 112

Wage Rates
(100 —  1926 average).................................. 116 127 129p

Velocity of Demand Deposits* 
(100 =  1935-39 average)
New York City............................................. 54 70 64 63
Outside New York City.............................. 86 95 93 89

p Preliminary. * Adjusted for seasonal variation.

B u i l d i n g

In the 37 Eastern States covered by the report of the F. W. Dodge Corporation the marked contraction in the volume of construction contract awards, which has been in progress since last August, continued through January. Contracts awarded for private construction decreased more than usual between December and January, and awards for public projects, though considerably larger than in the same month of last year, also dropped off from the December volume.
From July, 1940 until the second half of 1941 almost all types of construction work increased rapidly along with the general expansion in business activity. But during the latter part of 1941 curtailment of certain types of building became necessary in order to conserve the supply of critical materials for uses essential to the defense effort. The accompanying chart illustrates the effect of the defense program on two different types of building activity. In the case of residential building, 

a pronounced upward movement began in the summer of 1940 and continued through the first three quarters
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MILLIONS

of 1941. Public projects such as barracks at military cantonments and homes for civilian workers in defense areas contributed in large part to the rise. Private residential building also increased substantially during this period. In recent months, however, the rate of residential building has dropped off, primarily as the result of restrictions on housing construction. Industrial building, on the other hand, has increased almost continuously from the relatively depressed levels of the first part of 1940 to the record highs of recent months. Because of the fundamental importance of increasing manufacturing facilities for the production of war materials, there has been no curtailment recently in this type of building activity.In the New York State and Northern New Jersey area, construction contract awards declined more than seasonally during January and were slightly below the total for the same month of last year. The decrease in residential building has been particularly marked in this region. Contract awards for such purposes in January were almost 60 per cent below January, 1941. Despite a December to January decline, total awards for other types of construction remained above the year earlier levels.
C o m m o d i t y  P r i c e s

Unsettling war news appears to have been an important factor during February in checking the advance in prices which had characterized the commodity markets since the middle of October. Quotations generally fluctuated within a narrow range and the Bureau of Labor Statistics comprehensive weekly index of wholesale prices showed a comparatively small increase for the month as a whole. A rise in quotations for farm products accompanied Congressional moves to prevent the sale, at prices below parity, of Government-held agricultural commodities.
Price regulations have had an increasing influence on market levels. Over one hundred price ceiling schedules were issued during the first year of price control, and,

of these, about one quarter were announced m the past month. All existing price schedules have been brought into conformity with the requirements of the new Emergency Price Control Act and have the force of maximum price regulations under that law. Price ceilings became effective during February on a number of important consumers’ goods, including, in the durable goods group, passenger cars, washing and ironing machines, mechanical refrigerators, radios and phonographs, and, in the nondurable group, bed linen. Several of the new schedules were designed to lower current prices. On the other hand, some upward revisions occurred in existing ceilings. In the case of lard, an increase was necessitated by an advance in hog prices which reached a new high since 1937, and, in the case of certain types of wool, higher maxima resulted from adjustments to comply with the new price control law.
United States Bureau of Labor Statistics 

Weekly Indexes of Wholesale Commodity Prices

Index 
February 
21,1942 

(1926 =  100)

Percentage change Feb. 21, 
1942 compared with

Jan. 24, 1942 Feb. 22, 1941

Farm products............................................ 101.9 + 1 .6 + 45 .2
94.8 + 1 .3 + 2 9 .5

Textile products......................................... 93.7 + 1 .1 + 23 .9
Chemicals and allied products............... 96.9 + 0 .4 + 23 .4
Housefurnishing goods.............................. 104.1 + 1 .4 + 15 .4
Hides and leather products..................... 116.1 + 0 .3 + 13 .9
Building materials................................... .. 109.7 + 0 .2 + 10 .5
Fuel and lighting materials..................... 78.5 —0 .5 +  8 .0
Metals and metal products..................... 103.6 0 +  5 .8
Miscellaneous.............................................. 89.1 + 1 .1 + 16 .2

All commodities................................. 96.5 + 1 .0 + 20 .0

Raw materials............................................ 97.2 + 1 .8 + 31 .9
Semimanufactured articles...................... 91.9 + 0 .1 + 12 .9
Manufactured products........................... 97.1 + 0 .8 + 16 .0

E m p l o y m e n t  a n d  P a y r o l l s

During January, working forces at New York State factories declined 1% Per from the December level, while wage payments rose 2 per cent in the same period, reflecting longer working hours, overtime payments, and wage rate increases. War industries took on additional employees during the month, but these gains were more than counterbalanced by losses, partly seasonal in character, in most industries producing civilian goods. The largest layoffs occurred in the manufacture of food products, men’s and women’s clothing, and textiles. Compared with January, 1941, factory employment was 18 per cent greater and payrolls were 45% per cent larger. (These figures are based on the New York State Department of Labor indexes of factory employment and payrolls, which have recently been revised. The Department now employs a new industrial classification, excludes factory office workers, and computes indexes on a 1935-39 base.)
Expansion at plants producing war materials was responsible for employment gains in the Utica, Buffalo, and Albany-Scheneetady-Troy districts during January; in other industrial centers of the State working forces decreased. Payrolls, however, were greater than in December in all areas except the Binghamton-Endicott- Johnson City district.
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In the United States as a whole, as in New York State, factory employment decreased 1% per cent during January, while payrolls rose 2 per cent. Factories engaged in the production of war materials continued to expand their working forces, but more than offsetting this expansion were layoffs in other lines, resulting partly from seasonal factors and partly from material shortages and Government measures curtailing production. In the latter case, especially sharp decreases in employment occurred in the automobile and rubber industries. In January total manufacturing employment was 14y2 per cent above the January, 1941 level and payrolls were up 43y2 per cent.
According to estimates by the United States Bureau of Labor Statistics, 1,200,000 fewer persons were engaged in all civil nonagricultural pursuits in January than in December. For the most part the decline was due to seasonal influences. The largest layoffs occurred at wholesale and retail trade establishments; other sizable reductions in working forces were made by factories and construction firms. Total civil nonagricultural employment was estimated at 39,800,000 persons in January, a gain of2.700.000 over the same month last year.
In New York State, employees in civil nonagricultural pursuits in January totaled 4,180,000, according to Bureau of Labor Statistics estimates. This was a decline of 120,000 from the previous month, but a gain of nearly300.000 over January, 1941. These figures do not include employers, casual workers, or domestic servants, estimates for which are included in the total for the country as a whole.

Department Store Trade
During February there was some slackening in the brisk rate of retail buying which prevailed during January. For the four weeks ended February 28, total sales of the reporting department stores in this District are estimated to have increased by about 16 per cent over the corresponding 1941 period, but the daily rate of sales

BRID G EPO RT

BUFFALO

S Y R A C U S E

RO CH ESTER

NEWARK

NEW  YORK C ITY

SECO ND D IS T R IC T

0  102 20%  3 0 %  4 0 %  50%

Percentage Increases in Dollar Volum e of Sales of Reporting Depart
ment Stores in Second Federal Reserve D istrict and in 

Selected Cities, Year Ended January 3 1 , 1942 ,
Compared with Year Ended January 3 1 , 1940

was lower than in January, whereas in recent years an increase between these two months has usually occurred.
In January, total sales of the reporting department stores in this District were 35 per cent higher than in January, 1941, and average daily sales declined considerably less than usual from the December level. Department stores in all localities throughout the District reported substantial year-to-year increases in sales, and sales of a group of leading apparel stores in this District were 26 per cent greater than in January, 1941.
The percentage increases in department store sales for the twelve months ended January, 1942, compared with the twelve months ended January, 1940, are shown in the accompanying diagram for the Second District and for six large cities within the District. The gains range from 16 per cent for New York City to 41 per cent for Bridgeport, while for the District as a whole there was a rise of 20 per cent.
Retail stocks of merchandise on hand in the department stores at the end of January continued substantially higher than a year previous, and this bank’s seasonally adjusted index of department store stocks rose three points to 110 per cent of the 1923-25 average. Eeturns from a limited number of department stores in this District indicate that outstanding orders for merchandise purchased by the stores, but not yet delivered, were over twice as large as those at the end of January, 1941.

Percentage changes from a year ago

Department stores
Net Sales Stock on hand
January, end of month

1942 January, 1942

New York City............................................................. +31 +33
Northern New Jersey................................................. +38 +41

+37 +41
Westchester and Fairfield Counties......................... +40 +17

+42 +28
Lower Hudson River Valley..................................... +40 +28

Poughkeepsie............................................................ +47 —

Upper Hudson River Valiev..................................... +44 +27
+41 —

Central New York State............................................ +51 +41
Mohawk River Valley............................................ +69 +49

+46 +38
Northern New York State........................................ +34 —

Southern New York State......................................... +52 +28
+52 —

+56 —

Western New York State.......................................... +46 +33
+51 +39

Niagara Falls............................................................ +59 +26
+40 +27

All department stores.................................... +35 +34

Apparel stores.................................................. +26 +28

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1941 1942

Jan. Nov. Dec. Jan.

Sales (average daily), unadjusted................. 78 r 130 194 104
Sales (average daily), seasonally adjusted.. 98r 109 107 132

Stocks, unadjusted............................................ 74r 132 105 99
Stocks, seasonally adjusted............................ 82r 111 107 110

r Revised.

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

March 1, 1942



MONTHLY REVIEW, MARCH 1, 1942

Index of Physical Volum e of Industrial Produc
tion, Adjusted for Seasonal Variation (1 9 3 5 -  

1939 a v e r a g e s  100 per cent)

Indexes of Value of Departm ent Store Sales and 
Stocks, Adjusted for Seasonal Variation  

(1 9 2 3 -1 9 2 5  average— 100 per cent)

CLOTHING _

RENT
^ ...................... _____________ ..••V

FOOD

1936 1937 1938 1939 1940 1941 1942

U . S. Bureau of Labor Statistics Indexes of the 
Cost of Living (1 9 3 5 -1 9 3 9  a v e r a g e s  

100 per cent)

U. s. GOVT OBLIGATIONS

. / " -c ___ s '*

IUI LUAM

-

COMM1ERCIAL LOANS

1936 1937 1938 1939 1940 1941 1942

Wednesday Figures for Reporting Member
Banks in 101 Leading Cities (Latest

figures are for February 11)

General Business and Financial Conditions in the United States
(Summarized by tlie Board of Governors of the Federal Eeserve System)

I n d u s tr ia l activity rose further in January and the first half of February, 
reflecting continued sharp advances in output of m ilitary products. Retail 

trade was unusually active and prices, particularly of unregulated com
modities, advanced.

Production
Volume of industrial production increased in January, although usually 

there is some decline at this season, and the Board’s adjusted index rose 
further to 170 per cent of the 1935-39 average. Continued rapid increases in 
activity were reported in the machinery and armament industries and pro
duction of chemicals likewise rose sharply. Activ ity at cotton textile mills 
reached a new high level, following some decline in December. In  the meat
packing industry, where activity had risen to record levels in  December, there 
was a further advance in January and output of most other manufactured food 
products was maintained in large volume fo r this time of year.

Production of steel and nonferrous metals continued near capacity in 
January and lumber production, which usually declines at this season, was 
sustained. In  the automobile industry output of passenger cars and light 
trucks continued at about the December rate; in February, however, production 
of cars and trucks for civilian use was halted and the plants were shut down 
for conversion to armament production. Coal production increased in January, 
following a decline in December when demand was curtailed somewhat by 
unusually warm weather, and output of crude petroleum was maintained at 
record levels.

Value of construction contracts awarded in January was some two-fifths 
below the level of the last quarter of 1941, according to figures of the F. W. 
Dodge Corporation. Declines were reported in all classes o f construction; the 
decrease in residential building being usual at this season.

Total awards in January were slightly larger than last year, but public 
projects accounted for a much larger proportion of the total than a year ago.

Distribution
In  January retail trade was stimulated considerably by widespread antici

patory buying of many products resulting from announcements that distribu
tion of new tires and tubes, new automobiles, and sugar would henceforth 
be rationed and that the amount of materials available fo r use in various other 
goods would be restricted. Sales at department stores, variety stores, and 
general merchandise stores declined much less than is usual after the Christmas 
season, while sales of tires and tubes were restricted to essential uses and sales 
of automobiles ceased pending the establishment of a rationing system. In  
the first half o f February department store sales decreased somewhat from the 
high level reached in mid-January.

Total car loadings of revenue freight, which usually decline in January, 
showed little  change this year and the Board’s seasonally adjusted index 
advanced from 137 to 140 per cent of the 1935-39 average. Loadings of grain 
and forest products rose to unusually high levels fo r this time of year and 
coal shipments also increased, following a decline in  December. Shipments 
of miscellaneous freight, which include most manufactured products, declined 
less than seasonally.

Commodity Prices
Prices of commodities and services continued to advance sharply in January 

and the first half of February. The Emergency Price Control Act of 1942 
became a law on January 30 and former Federal maximum price schedules— 
approximately 100 in number—remained in effect under its terms. About 
one half of these schedules were issued following the United States1 entry 
into the war. In  this period, price controls were extended to a number of 
finished consumers9 goods and covered mainly items for which output for 
civilian use had been sharply curtailed or prohibited by Federal order. Retail 
prices of foods and textile products, which are not subject to direct control, 
showed exceptionally large increases from December 15 to January 15 and, 
according to preliminary indications, have continued to advance since that time.

Bank  Credit
Since the beginning of the year loans and investments at banks in leading 

cities have increased, reflecting purchases of Government securities by city 
banks outside New York and increases in commercial loans by banks in New 
York. Demand deposits and currency in circulation have risen sharply. 
Member bank reserves have shown little  change in recent weeks, and excess 
reserves have continued close to 3 ^  billion dollars.

U nited States Government Security Prices
Prices of United States Government bonds declined somewhat in the first 

half of February, following little  change during the previous month, while 
prices of short term securities, which had risen in January, were steady.
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S o m e  A s p e c ts  o f  th e  S avin gs B o n d  P ro g ra m

Since May, 1941, when the current United States Savings Bond program commenced, a total of 
more than $4,000,000,000 of the three series of Savings Bonds has been sold and that amount of funds 
has flowed into the Treasury to aid in meeting the large defense and war expenditures of the Gov
ernment. In part, these Savings Bonds have been purchased by the use of funds previously held in 
savings or other accounts in banks, and in part by the use by subscribers of some of their current 
income, i.e., the setting aside of a definite amount of money received as salaries, wages, or other 
income. The investment in Savings Bonds of current income received by individuals has been facili
tated by the establishment of payroll savings plans by thousands of business concerns all over the 
country, by means of which money is accumulated for the account of employees toward the purchase 
of Savings Bonds.

Purchases of Savings Bonds out of current income constitute the most important contribution of 
this character to the over-all war effort, both from the viewpoint of the financing of the war, and from 
the viewpoint of the economic effects which flow from this type of purchase. Purchases of Savings 
Bonds out of current income represent an addition to the total amount of funds available for invest
ment in Government securities. Money withdrawn from savings accounts in banks and invested in 
Savings Bonds may merely result in a purchase by the individual withdrawing the funds instead of 
by the bank in which the funds were on deposit. In fact, if the withdrawals of money from the banks 
by individuals are large enough, as has been the case in some instances, the banks may be forced to 
sell some of their present holdings of Government securities. To the extent that the capacity of banks 
to buy Government securities is reduced, it is evident that purchases of Savings Bonds made with 
money withdrawn from deposits in the banks do not assist in the over-all financing of the war. Invest
ments of funds withdrawn from trust accounts and from certain other deposit accounts in the banks, 
against which the banks may have been holding cash instead of making investments, constitute an 
exception. In such cases, investment of the funds in Savings Bonds would, in general, represent a 
net addition to the volume of funds available for investment in Government securities.

The economic advantages of the use of current income for the purchase of Savings Bonds are 
especially important at the present time, perhaps more important than the financial effects. Invest
ment by individuals of a part of current income in Savings Bonds absorbs funds which might other
wise be spent on current consumption of many products, the supply of which is decreasing, whereas 
the use of accumulated savings to make purchases of Savings Bonds may not restrain consumption 
at all. In order to curb inflationary price developments, which may result when an increased volume 
of money income is competing for a shrinking volume of consumers7 goods, it is imperative that large 
amounts of current income be saved, not spent. It is for this reason that regular saving of a part of 
current incomes, especially those that have been increased by the war effort, and the investment of 
these savings in United States Savings Bonds, is so desirable. More emphasis on the purchase of 
United States Savings Bonds out of current income, and less emphasis on such purchases out of 
accumulated savings, which indirectly are already invested to a large degree, will aid in preventing 
the development of inflationary tendencies, as well as aid the Government in the aggregate task of 
financing the war.

Another important source of funds which could be applied to the financing of the war, through 
the medium of purchases of Savings Bonds, with benefit to the owners of such funds and to the Gov
ernment, is the large amount of currency which is being held by individuals. While the rapid rise in 
the volume of production and trade in the past three years, and the accompanying rise in money 
incomes, serve to explain a large part of the rise in currency in circulation, there is still a large 
amount which undoubtedly represents hoarding by individuals, or at least the holding of unusual 
amounts, i.e., larger amounts than are needed to make day-to-day purchases.

Various explanations have been advanced as reasons for the hoarding of currency. None is more 
irrational than that which holds that currency is to be preferred to bank deposits or Savings Bonds, 
because an inflation may develop as a result of the war. Many steps being taken by various Govern
ment and other agencies are aimed at the prevention of inflation and it is in the minds of all that infla
tion should be prevented. But a holder of currency would not in any event have any advantage over 
the holder of Savings Bonds or of a bank deposit, both of which can be freely converted into currency. 
Furthermore, the holder of a Savings Bond receives an interest return on his investment, whereas the 
holder of currency holds a nonincome producing asset. With the nation at war, patriotism and self- 
interest alike, therefore, suggest that such money be put to work by investing it in United States 
Savings Bonds.
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MONTHLY REVIEW
of Credit and Business Conditions

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank, New York April 1,1942

M on ey  M arket in M arch

Throughout most of March, the situation in the money 
market was dominated by the quarterly income tax 
period operations of the Treasury. Beginning some 
months ago, apprehension had been expressed that 
Treasury operations during tax periods in 1942 might 
produce a severe strain on the money market. A  large 
increase in the amount of income and excess profits taxes 
was expected because of the rise in income and profits 
during 1941, and because of the increases in tax rates 
and changes in other provisions of the Revenue Act of 
1941. The collection of taxes actually exceeded the 
estimates, but the strain on the money market did not 
occur because adequate preparation had been made to 
prevent it. Income and excess profits tax collections 
during the month of March, 1942 approximated 
$3,000,000,000, or some $300,000,000 more than had 
been estimated from the budget figures. This tempo
rary drain on member bank reserves was 
two and a half times the $1,200,000,000 
collected in March, 1941. Various steps 
were taken to offset its disruptive effect 
on the money market.

The heaviest impact of the collection of 
income taxes on the money market occurs 
in a period of about ten days around the 
quarterly tax date, and especially in the 
few days immediately after the tax date—  
this year in the period March 16 to March 
20. It is during this period that the bulk 
of the checks used in making tax payments 
are presented to the banks on which they 
are drawn and the proceeds transferred 
from those banks to the Treasury account 
with the Federal Reserve Banks. Remedial 
action involves various devices for putting 
Treasury funds into the market at this 
period. The first such action took the 
form of a sale, by the Treasury, of new 
issues of Treasury bills in the latter part 
of December, 1941, and the first part of

January, 1942, the offerings being arranged so that the 
bills would mature just after the tax date in March. 
Payment of these maturing bills, which were not re
placed by new issues of bills, put $450,000,000 of funds 
in the market and constituted a substantial offset to losses 
of reserves resulting from tax collections. A  second step 
taken by the Treasury was to allow its balances at the 
Reserve Banks to decline to extraordinarily low levels 
just before the tax date, without calling in funds from 
commercial bank depositaries to replenish such balances.

There were two major types of payments from Treas
ury deposits in the Reserve Banks, other than payments 
for maturing Treasury bills, which helped to counter
balance the effect of tax collections on member bank 
reserves. The first of these was interest payments on 
the public debt, ordinarily concentrated around the 
quarterly tax dates, and which in March, over a period 
of a few days around the middle of the month, re
turned nearly $200,000,000 to member bank reserves.

The second and more important flow 
of funds arose from the current high 
rate of Government expenditures for war 
purposes. During the first twenty-six 
days of March, so-called National defense 
expenditures averaged somewhat in excess 
of $100,000,000 a day, and with expendi
tures at this level the income taxes which 
were being received into the Treasury 
accounts at the Reserve Banks were rather 
quickly paid out again, and thus returned 
to member bank reserves.

Another factor in the situation was the 
use of tax anticipation notes in payment 
of taxes due in March. To the extent that 
taxpayers used such notes, which they 
had previously purchased, to meet their 
income tax payments, no drain on mem
ber bank reserves resulted. (The tax 
anticipation notes— the Treasury notes of 
the Tax Series— were placed on sale by 
the Treasury last August.) Use of such 
notes aggregated about $500,000,000 for

F O R  V I C T O R Y B o y  U n i t e d  S t a t e s  S a v i n g s  B o n d s  a n d  S t a m p s
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the month of March, or about 17 per cent of the total 
taxes collected.

Treasury balances in the Eeserve Banks, which had 
reached a relatively high level in the latter part of 
February, owing to cash payments for the new issue 
of Treasury bonds issued on February 25, were reduced 
to $287,000,000 on March 4, and to only $60,000,000 
on March 11, by the high rate of war expenditures. 
In the first statement week during the peak of the 
tax period, Treasury deposits showed practically no 
net change. After the 18th, however, Treasury collec
tions for a while ran ahead of Treasury disbursements, 
and on March 25 a new issue of $150,000,000 of Treasury 
bills was sold for cash, with no corresponding maturity 
occurring on that day, and as a result Treasury balances 
in the Eeserve Banks on March 25 amounted to 
$472,000,000. In the closing days of March, however, 
Treasury balances again turned downward, owing to 
the continued large war expenditures.

In the New York District, income and excess profits 
tax collections for the month totaled in excess of 
$700,000,000, of which $130,000,000 was paid by the 
use of tax anticipation notes previously purchased by 
the taxpayers. All of the other Treasury transactions 
which have been described as bearing on the National 
money market situation also operated on the New York 
money market. In particular, there were heavy holdings 
in the New York market of maturing Treasury bills, 
with the consequence that the reserve position of the 
New York City banks was well insulated against the 
drain of income tax collections. Excess reserves of the 
New York City banks declined only from $975,000,000 
to $935,000,000 during the week ended March 18. This 
change reflected not only the net effect of Treasury trans
actions which actually involved net disbursements in the 
New York market, but also other transactions which 
caused losses of reserves by the New York banks, chiefly 
an outflow of commercial funds to other districts. In the 
following week, that ended March 25, excess reserves 
receded somewhat further to $880,000,000, or about the 
same figure as on February 25. This movement was 
primarily the result of a sizable withdrawal of bankers’ 
balances from New York banks, presumably induced by 
heavy tax collections in other parts of the country. 
There was also some outflow of other funds, and losses 
in miscellaneous transactions, which exceeded a further 
gain of funds in Treasury transactions and a large 
decline in reserve requirements.

The excess reserves of all member banks throughout the 
country also showed relatively moderate fluctuations dur
ing the March tax period. In the week ended March 18 
there was a decline of $100,000,000 and in the week 
ended March 25 a further decline of $310,000,000 to 
$2,850,000,000. This latter decline was due to the rise 
in Treasury deposits in the Eeserve Banks, which, 
after the statement date, declined again. Eeviewing 
the month as a whole, it is evident that the operations 
of the Treasury tax period were consummated without 
any strain on the money market.

M e m b e r  B a n k  C r e d it

During the four weeks ended March 25, the total 
loans and investments of the weekly reporting banks in

leading cities receded $162,000,000, but this decline was 
more than accounted for by a drop of $283,000,000 in 
Treasury bill holdings of the reporting banks which ac
companied a net retirement of $350,000,000 of outstand
ing Treasury bills in this four week period. There was 
also a decline of $63,000,000 in loans to brokers and 
dealers in securities, apparently reflecting a decline in 
operations of Government security dealers during a 
period when no major piece of Treasury financing was 
done.

Meanwhile, commercial, industrial, and agricultural 
loans of the reporting banks rose $106,000,000 further, 
United States Government security holdings, other than 
Treasury bills, rose $72,000,000, and miscellaneous secur
ity holdings, including State and municipal as well as 
corporate issues, increased $39,000,000.

The tendencies in bank credit referred to above were 
common to the New York City banks and to banks in 
other leading cities in the aggregate.

Adjusted demand deposits of the reporting banks were 
reduced $555,000,000 in the two weeks ended March 25, 
reflecting the income tax collections of the period. 
United States Government deposits in the reporting 
banks continued to rise, while interbank deposits showed 
a considerable drop.

Money Rates in New York

Mar. 31, 1941 Feb. 28, 1942 Mar. 30, 1942

Stock Exchange call loa n s........................ 1 1 1
Stock Exchange 90 day lo a n s .................
Prime commercial paper*—4 to 6 months X -% % %
Bills— 90 day unindorsed.......................... 7A 7A 7A
Yield on %  per cent Treasury note due

March 15, 1945 (tax exempt).............. 0 .5 3 0 .4 5 0 .4 2
Average yield on taxable Treasury notes

0 .8 5 0 .9 4 0 .9 3
Average yield on tax exempt Treasury

bonds (not callable within 12 years). . 2 .09 2 .1 5 2 .0 2
Average yield on taxable Treasury bonds

(not callable within 12 yea rs)............ — 2 .3 9 2 .33
Average rate on latest Treasury bill sale

91 day issu e............................................... 0 .065 0 .266 0 .2 0 3 f
Federal Reserve Bank of New York dis-

1 1 1
Federal Reserve Bank of New York buy

ing rate for 90 day indorsed bills . . . 3^ H

* Nominal. f  83 day issue.

G o v e r n m e n t  S e c u r i t i e s

Prices of Treasury bonds moved upward during March. 
Strength among the partially tax exempt issues early 
in the month was associated with favorable market inter
pretations of Treasury tax proposals affecting this class 
of Treasury securities, but prices of all types of Treasury 
bonds firmed noticeably on March 23 following the 
Treasury announcement that certificates of indebted
ness (the maximum maturity of which is one year) would 
be sold during April. This announcement was taken to 
mean that a cash offering of long term Treasury bonds 
would be deferred. The new certificates will carry no 
exchange privileges.

The average yield on long term partially tax exempt 
Treasury bonds declined from 2.18 per cent on February 
18 (the highest level in 11 months) to 2.00 per cent on 
March 23, the lowest since December 8, 1941 and only 
0.12 per cent above the record low yield of last fall. The 
net decline for the month as a whole amounted to 0.13 
per cent. In similar fashion, the average yield on long
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term taxable Treasury bonds declined irregularly from 
2.41 per cent on February 17 to 2.32 per cent on March
23, the lowest level since December 6, 1941. During 
March the net decline was 0.06 per cent. More or less 
parallel movements were shown by intermediate term 
Treasury bonds in both the partially tax exempt and 
taxable categories.

The average yield on three to five year taxable Treas
ury notes, at 0.93 per cent on March 31, held close to 
the level prevailing at the end of February. The yield 
on the tax exempt %  per cent Treasury note due March
15, 1945 declined irregularly from 0.45 per cent on Feb
ruary 28 to 0.41 per cent (the lowest since late October, 
1941) on March 17 and fluctuated little thereafter.

Accepted bids on the four weekly issues of Treasury 
bills during March were tendered on average interest 
bases of 0.222 per cent on the March 4 issue, 0.229 on 
the March 11 issue, 0.195 on the issue of the 18th, and 
0.203 on the issue of the 25th. Each of the four issues 
was in the amount of $150,000,000. The 91 day issue 
dated March 4 replaced a $200,000,000 maturity and the 
two subsequent issues (also of 91 day term) each re
placed a $150,000,000 maturity. Three issues of Treas
ury bills, each for $150,000,000, matured on March 16, 
17, and 19 without replacement, and conversely there 
was no maturity on March 25 when the last new bill 
issue of the month was issued. The Treasury bill issue 
dated March 25 is of 83 day term and will consequently 
mature on June 16, during the next quarterly income 
tax collection period.

United States Savings Bonds

Sales of United States Savings Bonds showed a sizable 
recession during March, but since the first quarterly 
payment of income taxes on 1941 income was due on 
March 16, it is not unusual that there should be this 
falling off in purchases of Savings Bonds by individuals 
and corporations who had need for their funds for tax 
payments.

In the Second Federal Reserve District, total sales 
of all series of Savings Bonds, by all agencies other than 
the post offices, amounted to $98,000,000 during the first
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30 days of March. Sales of the Series E Defense Savings 
Bonds aggregated $48,000,000 during this period, and 
although they were smaller than in any of the previous 
three months, they were larger than in any month prior 
to December, 1941.

For the United States, sales of all series of Savings 
Bonds totaled $464,000,000 in the first 25 days of March, 
an amount which, with the exception of December, 1941, 
and January and February, 1942, was larger than in 
any previous month.

The experience over the past four years, with respect 
to the rate at which Savings Bonds are presented for 
redemption, is that the level of redemptions tends to 
rise as the total volume of Savings Bonds outstanding 
increases. Relative to the volume outstanding, however, 
redemptions have tended to diminish, and this tendency 
has been especially pronounced since last August, as the 
accompanying diagram indicates. The increased volume 
of redemptions in March, undoubtedly associated with 
needs for funds by some persons to make income tax 
payments, is a repetition of the increase in redemptions 
which occurred in March in each of the previous three 
years. Since August of last year, monthly redemptions 
of Savings Bonds have fluctuated between about 2/10  
and 3/10 of one per cent of the amount outstanding, and 
for the first three months of this year the percentage 
of redemption has averaged about one-third less than a 
year previous.

Security M arkets

The irregular downward movement of stock prices, in 
progress during most of this year, continued in the early 
part of March, as the markets were affected by further 
adverse war news and by the tax proposals of the 
Treasury. On the 11th the Standard 90 stock price index 
showed a net decline of 12 per cent from the January 5 
level and was at the lowest point since April, 1933. 
Slight firming of industrial share prices accounted for 
the somewhat higher levels of the 90 stock index which 
prevailed during the remainder of the month; railroad 
and public utility stocks showed declining tendencies 
throughout March. The 90 stock index was off 7 per cent 
for the month as a whole. The volume of trading in 
stocks on the New York Stock Exchange continued at a 
low ebb during March.

In contrast to stock prices, quotations of domestic cor
porate bonds were steady during March. Judging from 
Moody’s Aaa index, the average price of high grade cor
porate bonds fluctuated within a range of about %  of a 
point and showed little net change for the month as a 
whole. Medium grade corporate bonds, classified as Baa 
by Moody’s Investors Service, likewise moved narrowly 
in March. The railroad bonds in this index were steady 
to firm, apparently owing to the granting of an advance 
in freight rates and the more favorable position of the 
railroads from the standpoint of meeting interest pay
ments. Prices of railroad bonds of lower grades rose 
sharply in March. Bond trading in March was well 
above the relatively low level of February and at the 
highest level since September, 1939.

The general steadiness of corporate bonds in recent 
months has contrasted with a sharp decline in price and
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rise in yield on prime municipal bonds, as may be 
seen in the accompanying chart. Prices of high quality 
municipal bonds were at record levels last October and 
November but declined more sharply than either the 
high or medium grade corporate bonds after the sudden 
entry of this country into the war. The subsequent price 
recovery of prime municipal bonds was moderate and late 
in January these issues were again subjected to severe 
pressure following reports that the tax status of out
standing State and municipal securities might be modi
fied. These price movements are indicated on the chart 
by changes in yields, plotted on an inverted scale. The 
average yield on high grade municipal bonds, as measured 
by Standard’s index, rose from 1.89 per cent (approxi
mately the same as the average yield on partially tax 
exempt long term Treasury bonds at that time) on 
November 19,1941 to 2.63 per cent on February 18. The 
market for corporation bonds, on the other hand, has been 
relatively little affected by tax problems, and prospects 
of active business and substantial profits before tax 
charges have promoted relative steadiness in yields. 
Although the near record levels of last fall have not been 
regained, the average yield on high grade (Aaa) corpora
tion bonds is still at a relatively low level— around 2.84 
per cent. Meanwhile, the average yield on medium grade 
(Baa) corporate bonds, which rose temporarily in De
cember, is currently at a level only slightly above the 
record low set last November.

Business Profits

During 1941, increases in wage and material costs and 
much higher Federal taxes only partially offset the 
effect on corporation profits of record business vol
umes and, as a result, net profits of leading corporations, 
as measured by this bank’s compilation of the net profits 
of 899 commercial and industrial corporations, were 17 
per cent higher than in the previous year and 18 per 
cent above the 1937 level. As indicated in the accom
panying table, all groups of companies with the excep

tion of tobacco, gold and silver mining, and bakery 
products, had larger net profits than in 1940. The 
largest percentage gains over 1940 occurred in the 
leather and shoe, coal mining, petroleum, meat packing, 
shipping, aircraft manufacturing, and textile groups. 
Of the 899 companies listed, 410 durable goods producers 
showed a gain in net profits over a year before amount
ing to 18 per cent, while 435 companies in the nondurable 
goods and service fields gained 16 per cent and 54 com
panies engaged in mining increased net profits 11 per 
cent.

Reflecting a 22 per cent increase in the volume of 
railway freight car loadings and also relative immunity 
from the effects of the excess profits tax owing to the

(Net profits in millions of dollars)

Corporation group
No.
of

cos. 1937 1940 1941

Advertising, printing and publishing................ 13 14.1 17.8 18.8
Aircraft manufacture............................................... 13 6.3 42.5 65.4
Automobiles................................................................. 13 250.6 240.5 260.1
Automobile parts and accessories....................... 53 54.8 65.2 81.0
Building supplies:

Brick, glass, and gypsum................................... 15 40.1 37.2 38.5
Cement...................................................................... 10 6.8 8.3 11.2
Hardware................................................................. 7 7.4 7.3 9.4
Heating and plumbing........................................ 14 27.9 23.0 24.1
Lumber and roofing products.......................... 10 11.7 12.1 15.9
Paints and varnishes........................................... 6 7.2 7.9 8.7
All other................................................................... 7 8.8 6.9 8.4

Chemicals...................................................................... 35 188.1 180.2 193.9
Containers (metal and glass)................................ 8 42.7 39.0 40.8
Copper and brass fabricators............................... 8 6.7 12.0 17.5
Drugs, cosmetics, and soaps................................. 20 56.6 60.9 70.8
Electrical equipment................................................ 32 128.6 131.7 131.8
Food and food products:

Bakery....................................................................... 9 9.1 8.7 7.9
Beverages................................................................. 20 54.0 61.6 69.0
Confectionery......................................................... 9 18.9 19.6 20.9
Dairy products....................................................... 5 19.5 22.5 25.0
Flour milling and cereal products.................. 9 16.1 19.7 22.3
Meat packing......................................................... 8 9.6 21.6 33.6
All other................................................................... 14 37.6 47.9 48.8

Household supplies:
Electrical.................................................................. 12 12.4 9.0 9.9
Furniture and floor covering............................ 9 13.9 13.2 15.1
All other................................................................... 14 9.5 8.9 9.7

Leather and shoes..................................................... 11 4.9 4.8 8.4
Machinery:

Agricultural............................................................. 8 66.4 47.6 61.3
Machine tools......................................................... 12 9.6 15.0 19.6
Store and office equipment............................... 15 40.5 28.0 38.5
Industrial machinery and accessories........... 77 72.7 69.6 94.2

Mining:
Coal............................................................................ 20 6.7 15.0 25.2
Copper.................................................................... . 7 88.6 74.8 85.2
Gold and silver...................................................... 11 33.7 27.6 24.9
All other................................................................. .. 16 86.5 67.3 70.1

Motion pictures.......................................................... 7 8.8 13.0 16.0
Paper, pulp, and allied products...................... .. 34 27.0 29.0 37.2
Petroleum...................................................................... 42 216.7 134.3 209.4
Railroad equipment.................................................. 18 48.3 36.9 47.9
Retail trade:

Department and apparel stores...................... 16 26.9 34.6 35.9
Food stores.............................................................. 15 11.3 15.6 18.1
Mail order houses................................................. 5 53.9 62.1 62.1
Variety stores......................................................... 10 59.4 49.2 52.0
All other.................................................................... 14 8.7 9.0 12.6

Rubber and tires........................................................ 9 26.5 38.9 49.7
4 0.1 8.9 10.0

Steel and iron.............................................................. 54 244.4 289.4 335.9
Textiles:

Clothing and apparel........................................... 23 5.3 7.7 13.0
Silk and rayon........................................................ 15 11.7 14.8 17.0
All other.................................................................... 16 2.8 12.4 21.3

Tobacco......................................................................... 18 92.3 93.8 83.4
Transportation:

6 -  1.6 4.3 4.3
5 1.6 6.4 9.9

38 38.5 37.3 45.5

Total, 54 groups................................................ 899 2,351.2 2,372.5 2,767.1

Class I railroads, net income................................ 137 98.7 185.1 501.7
Telephone companies, net income*.................... 33 189.0 202.0 196.0
Other public utilities, net income....................... 59 241.6 253.6 264.5

* Excludes dividends received by American Telephone and Telegraph Co.
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large amounts of invested capital, net income (after all 
charges) of Class I railroads in 1941 approximately 
equaled the 1930 level and amounted to $502,000,000, 
as compared with $185,000,000 in 1940. Net income of 
33 telephone companies, all of which had gross incomes 
in excess of $1,000,000, receded 3 per cent below the 
level of 1940 but remained 4 per cent above 1937. Net 
income of a group of other public utility companies 
increased 4 per cent over 1940 and almost 10 per cent 
over 1937.

A  tabulation of pertinent profit and loss and balance 
sheet data of 172 commercial and industrial corporations 
which publish such figures indicates that gross sales for 
these companies rose 36 per cent over 1940, cost of 
goods sold (including State and local taxes) increased 
33 per cent, and net profits before Federal taxes were 
61 per cent higher. Deductions for Federal income and 
excess profits taxes, which had averaged approximately 
18 per cent of net profits before taxes in each of the 
three years ended in 1939 and which had increased to 
32 per cent in 1940, advanced further to 53 per cent of 
net profits before taxes in 1941. As a result, the gain 
over 1940 in net profits after all charges for this group 
of companies was reduced to 12 per cent. Total cash 
on hand as of December 31, 1941 for the same group, 
plus holdings of tax anticipation notes (available for 
payment of Federal taxes), increased 25 per cent over 
the year, and inventories, reflecting the larger volume 
of production and increased material costs, rose 23 
per cent. Total Federal taxes, as estimated by these 
corporations, were equal to 57 per cent of the cash and 
tax anticipation notes available on December 31, 1941 
whereas, at the close of the preceding year, Federal 
tax liability was calculated at about 27 per cent of 
cash holdings.

Fourth quarter profits of a restricted list of 167 com
panies (which report profits on a quarterly basis) were 
smaller than during the fourth quarters of either of the 
two preceding years. The accompanying chart, based 
upon the annual profits of this group of companies, shows 
that their aggregate profits in 1941 were 21 per cent 
lower than in 1929 although industrial production was 
40-45 per cent higher in 1941 than in 1929.
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Foreign Exchanges

The only feature in an otherwise quiet foreign ex
change market during March was the development of 
some weakness in the Canadian dollar around the middle 
of the month. After holding at somewhat below 12 per 
cent in previous weeks, the unofficial discount on the 
Canadian dollar began to widen on March 13 and by 
March 17 had reached 13% per cent. This weakness 
presumably reflected a repatriation, through the thin 
unofficial market, of the proceeds of matured Canadian 
bonds held by Americans. Although there was some off
setting demand in anticipation of the coming tourist 
season, this was not sufficient to absorb the offerings aris
ing from the Canadian bond redemption. Some subse
quent recovery was shown, but the unofficial discount 
widened again to close the month at 13 per cent, as 
against 11% per cent at the end of February.

Among the Latin American currencies, a firm tendency 
was shown in the free or noncontrolled rates for Argen
tine, Venezuelan, and Uruguayan exchanges. The free 
rate for the Venezuelan bolivar on March 16 returned to 
the high of $0.2825 which had been reached in the previ
ous month, and closed March at $0.2815, while the 
Uruguayan peso appreciated 20 points in the noncon
trolled market to $0.5295. A  small rise in the Argentine 
peso brought the free rate at the month end close to the 
year’s high of $0.2375 reached in January. The premium 
on the Cuban peso, on the other hand, was reduced %  per 
cent further to 3/32 per cent.

N ew  Financing

Although the volume of corporate and municipal 
financing increased considerably over that for February, 
the March total, at $140,000,000, was less than half the 
monthly average for the calendar year 1941. Corporate 
financing amounted to $94,000,000, of which $62,000,000 
represented “ new money”  borrowing.

Temporary financing, not included in the $140,000,000 
total, amounted to $215,000,000, most of which was

M onthly Average Volum e of Dom estic Corporate Security Issues for 
Refunding and for N ew  Capital (F irst quarter 

1942 data prelim inary)
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accounted for by three issues: $100,000,000 State of New 
York 0.375 per cent tax anticipation notes maturing on 
June 25, 1942, $60,000,000 City of New York 0.50 per 
cent revenue bills maturing in April and May, 1942, and 
$30,000,000 Federal Intermediate Credit Bank 0.60 and 
0.70 per cent consolidated debentures maturing in Octo
ber, 1942 and January, 1943.

As shown in the foregoing diagram, corporate flo
tations averaged $113,000,000 a month during the first 
quarter of 1942, or less than in any quarter of 1941. 
Although the $68,000,000 monthly average of issues for 
new capital purposes was smaller than that for either of 
the last two quarters of 1941, it exceeded the monthly 
averages of 1940 and 1939.

Production and Trade

Further steps were taken during March to speed war 
production. In a move to widen participation in the 
war production program, the President by Executive 
Order on March 26 authorized the War and Navy 
Departments and the Maritime Commission to guar
antee or make loans to small business concerns and sub
contractors. A  directive was issued by the Chairman 
of the War Production Board ordering the replacement 
of competitive bidding by negotiation on future mili
tary supply contracts to expedite the placing of such 
contracts. In continuation of its conversion program, 
the W . P. B. ordered production for civilian uses cur
tailed or completely suspended in a number of additional 
consumers’ durable goods industries.

Judging from preliminary data now at hand, it ap
pears that industrial conditions in March were similar 
to those which have characterized recent months. The 
forward drive toward greater production of war goods 
continued, while output of consumers’ durable goods 
declined further. Accompanying some easing of the 
scrap shortage, steel production advanced gradually

1941 1942

Feb. Dec. Jan. Feb.

Indexes o f Production and Trade*
(100 =  estimated long term trend)
Index of Production and Trade.................. 105 I l l 114p 112p

Production...................................................... 107 118 120p 120p

Producers* goods— total........................ 112 133 140p 143p
Producers’ durable goods................ 116 146 151p 156p
Producers’ nondurable goods.......... 109 119 127p 128p

Consumers* goods— total..................... 100 101 97 p 92 p
Consumers* durable goods.............. 101 74 68 p 51 p
Consumers* nondurable goods. . . . 100 110 107 p 106p

Durable goods— total............................ 111 124 127 p 125p
Nondurable goods— total..................... 104 114 115p 115p

Primary distribution................................... 97 110 109 p IlOp
Distribution to consumer.......................... 106 98 103p 96p
Miscellaneous services................................ 100 111 108p IlOp

Cost o f Living, Bureau of Labor Statistics
(100 =  1935-39 average)............................... 101 111 112 113

Wage Rates
(100 =  1926 average)...................................... 117 129 131p

Velocity o f Demand Deposits* 
( 1 0 0 =  1935-39 average)
New Y ork  C ity ................................................. 56 64 63 62
Outside New York C ity................................. 87 93 89 90

p Preliminary. ^Adjusted for seasonal variation.

Index of Production and Trade in the United States (Federal Reserve 
Bank of New York index expressed as a percentage of estimated  

long term trend and adjusted for seasonal variation)

during March and by the end of the month it was esti
mated that the mills were operating at virtually their 
full rated capacity. It is reported that movement on 
the Great Lakes of iron ore and coal is beginning much 
earlier than usual this year. Output of bituminous coal 
apparently declined considerably less than usual in 
March, while electric power production, seasonal factors 
considered, was maintained at the high rate of February. 
Incomplete figures indicate that railroad loadings of 
merchandise and miscellaneous freight increased over the 
relatively high level of the preceding month, although 
the gain does not appear to have been so large as in most 
preceding years; loadings of bulk freight declined mod
erately, more or less in line with seasonal expectations.

Transportation difficulties made themselves felt in 
the petroleum industry in a number of ways during the 
month. Apparently owing to this problem, the daily 
rate of crude petroleum production during the first three 
weeks of March was reduced from the high level of 
recent months. The W . P. B. ordered a 20 per cent 
reduction in gasoline deliveries to filling stations in 17 
Eastern Seaboard States, Washington, Oregon, and the 
District of Columbia, effective March 19, and, to relieve 
threatened fuel oil shortages in certain Eastern indus
trial regions, the Petroleum Coordinator on March 27 
announced a five week emergency program designed to 
increase East Coast fuel oil supplies by 5,000,000 barrels.

P ro d u c t io n  a n d  T ra d e  in  F e b ru a ry  
In February the seasonally adjusted index of produc

tion and trade computed at this bank declined two points 
to 112 per cent of estimated long term trend, following 
an advance of 3 points in January. The index for 
February, 1941, stood at 105. The failure of retail 
trade to show its usual increase over the relatively high 
level of January accounted primarily for the drop in 
the general index in February.

Spurts in retail trade have been principally respon
sible for the irregularities in the course of the produc
tion and trade index since last summer. The produc
tion component has tended upward with relative steadi
ness, although divergent tendencies between the output
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of producers’ and consumers’ durable goods have become 
more sharply drawn as further progress has been realized 
in the conversion of industries formerly producing civi
lian goods to war manufacture. The mounting output 
of war materials was reflected in a further advance dur
ing February in the component group index of produc
tion of producers’ durable goods. On the other hand, 
the complete suspension of passenger car production 
early in the month accounted largely for a pronounced 
drop in the consumers’ durable goods index.

As in recent months, the output of nondurable goods 
in the aggregate remained practically unchanged between 
January and February after seasonal adjustments. The 
daily rate of railroad loadings of merchandise and mis
cellaneous freight was somewhat higher in February 
than in January, while the movement of bulk freight 
continued at about its previous rate.

Building

The daily rate of construction contract awards turned 
sharply upward during February according to data pre
pared by the F. W . Dodge Corporation covering 37 
Eastern States. The increase was due primarily to a 
renewed expansion in the volume of Government con
tracts for defense purposes, which amounted to more 
than half of the month’s total. Private construction 
rose more than seasonally but was substantially below the 
level of February, 1941.

In New York State and Northern New Jersey the rate 
of contract awards also rose sharply during February, 
and, as in the case for the 37 States as a whole, an in
crease in defense construction activity accounted for this 
gain. As shown on the accompanying chart, comparing 
the volume of contracts awarded in the Metropolitan 
New York and Northern New Jersey area with that in 
Upstate New York, the effect of the defense program and 
the expansion of business activity during the past year 
and a half has been particularly marked in the Upstate 
New York region. Since the spring of 1940 the rate of 
awards for that section has more than doubled and is 
currently above the previous peak in 1939. Although 
public construction has been of primary importance in 
this expansion, acceleration in private residential build
ing has also played an active part.

HOUSANDS THOUSANDS
>F DOLLARS OF DOLLARS

politan New York and Northern New Jersey and in Upstate New
York Area, Adjusted for Seasonal Variation (Based on F. W .

Dodge Corporation data; 6 month moving averages)

In the Metropolitan New York and Northern New 
Jersey area, on the other hand, the rate of contract 
awards showed little change during 1940, and the ex
pansion in 1941 was relatively moderate. Here the volume 
of public construction arising from the defense program 
has expanded relatively less than in the Upstate area 
and there has been a decline in the volume of private 
construction.

E m ploym ent and Payrolls

Working forces at New York State factories increased 
3 per cent during February and payrolls expanded 6 
per cent. These increases reflected primarily seasonal 
hiring in apparel lines and continued acceleration of war 
production; in other industries there was, on the whole, 
little change in employment between January and Feb
ruary. While all branches of the apparel group took 
on workers, the largest employment gains occurred in 
the manufacture of women’s clothing and millinery. As 
in previous months, shipyards and plants manufactur
ing firearms, aircraft, tanks, and other war materials 
enlarged their working forces. Compared with Feb
ruary, 1941, total manufacturing employment was 17%  
per cent greater and payrolls were 46 per cent larger.

Owing chiefly to seasonal activity in apparel firms, 
New York City showed the largest employment and pay
roll gains among the industrial areas of the State 
between January and February. In the Utica district, 
war industries and textile mills were responsible for 
gains in employment and payrolls; the Rochester and 
Albany-Schenectady-Troy areas also reported increases 
over January.

Factory employment in the United States as a whole 
rose slightly during February, and payrolls were 2 per 
cent larger. Manufacturers of wearing apparel took on 
additional workers for the busy season, and war indus
tries continued to expand their forces. However, offi
cial curtailment of production of certain consumers’ 
goods and conversion of plants to war work have resulted 
in temporary layoffs in many lines, notably the automo
bile industry, but in that industry the reduction in em
ployment was less drastic than had been feared. Total 
factory employment in February was 13 per cent higher 
than in the same month last year, and payrolls were 
40 per cent greater.

There was little change in the total number employed 
in civil nonagricultural occupations in the United States 
between January and February, according to Bureau 
of Labor Statistics estimates. Although employment in fac
tories and in government service was somewhat higher, 
these gains were offset by decreased working forces in 
wholesale and retail trade and in construction. Com
pared with February, 1941, there were 2,400,000 more 
persons engaged in civil nonagricultural pursuits.

Com m odity Prices

Disquieting war news and maximum price regulations 
continued to restrain price advances during March. 
There was a fractional rise in the Bureau of Labor Statis
tics weekly “ all commodity”  wholesale price index be
tween February 21 and March 21, bringing to 30 per cent 
the advance in this index since the outbreak of the war
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in 1939. Of the major group indexes, the largest increase 
during March was shown for textiles, reflecting mainly 
increased prices for clothing. Indirect control was ex
tended over this field during March by freezing quota
tions for cotton and rayon piece goods at levels prevail
ing early in the month.

Mixed tendencies were apparent in quotations for 
farm products during the month. The grain markets 
were hesitant, reflecting in part seasonal factors and 
in part uncertainties as to the future course of legisla
tion which would curb the sale by the Commodity 
Credit Corporation of Government-owned surplus crops 
at prices below parity. Such legislation was passed by 
the House of Representatives on March 13 in the form 
of a rider to the agricultural appropriation bill. On the 
other hand, prices of some farm products, including cot
ton, wool, and steers, advanced sharply. Reflecting in part 
shortage of shipping space from the Argentine, flaxseed 
quotations increased substantially. Following a further 
rise in the average price of hogs in Chicago, which reached 
a 16 year high, a price regulation was issued by the 
0. P. A. for dressed hogs and pork cuts. Certain canned 
fruits and vegetables were also placed under price control 
early in March. As an aid to farmers in reaching the 
1942 farm production goals, maximum prices were issued 
for certain fertilizers.

The 0 . P. A. found it necessary during March to ex
pand to a considerable degree its price controls in the 
retail field. Thus, price regulations were issued govern
ing retail sales of a number of consumers ’ durable goods, 
including radios and phonographs, refrigerators, stoves, 
new typewriters, vacuum cleaners, and washing and 
ironing machines. Service station prices for gasoline also 
were frozen in 19 States. Wholesale transactions in bed
ding equipment and used typewriters were also placed 
under price control. Moving into a new field, the 0 . P. A. 
designated 20 communities as ‘ ‘ defense-rental areas’ 7 in 
which rents must be reduced within 60 days to levels 
prevailing on specified dates.

United States Bureau of Labor Statistics 
Weekly Indexes of Wholesale Commodity Prices

Index 
March 

21, 1942 
(1926 =  100)

Percentage change Mar. 21, 
1942 compared with

Feb. 21, 1942 Mar. 22,1941

Farm products................................................ 103.1 + 1 .2
+ 0 .7
+ 2 .3
+ 0 .2

0

+ 4 2 .6
Foods.................................................................. 9 5 .5 + 2 6 .3
Textile products............................................. 9 5 .9 + 2 2 .6
Chemicals and allied products................. 9 7 .1 + 2 1 .4

+ 1 4 .5Housefurnishing goods................................. 104.1
Hides and leather products........................ 116.6 + 0 .4

+ 0 .6
— 0 .4

+ 1 2 .9
Building materials......................................... 110.4 + 1 1 .0
Fuel and lighting materials........................ 7 8 .2 +  7 .9
Metals and metal products....................... 103.7 + 0 .1 +  6 .0  

+ 1 5 .7Miscellaneous.................................................. 8 9 ,7 + 0 .7

All commodities..................................... 9 7 .2 + 0 .7 + 1 9 .1

Raw materials................................................. 9 7 .6 + 0 .4
+ 0 .3
+ 0 .8

+ 2 9 .1
Semimanufactured articles...................... .. 9 2 .2 + 1 0 .3
Manufactured products............................... 9 7 .9 + 1 5 .9

D epartm ent Store Trade

Average daily sales of the reporting department stores 
in the Second District, to some extent as a result of the 
earlier date of Easter, increased more between February

and March than was the case a year ago. The year-to- 
year gain in sales for March is estimated at about 23 
per cent.

In February, sales of the reporting department stores 
in this District were 20 per cent higher than in February,
1941, but the average daily rate of sales decreased be
tween January and February reflecting a subsidence of 
the buying wave which occurred in January. Substan
tial year-to-year gains were reported in sales during 
February of mechanical refrigerators, radios, corsets, 
and women’s coats and suits, while moderate reductions 
were reported in the sales of cameras, pianos, and wines 
and liquors.

Retail stocks of merchandise on hand in department 
stores at the end of February continued substantially 
higher than a year previous, and this bank’s seasonally 
adjusted index of department store stocks rose 17 points 
over January to a new high of 127 per cent of the 
1923-25 average. Returns from a limited number of 
department stores in this District indicate that outstand
ing orders for merchandise purchased by the stores, but 
not yet delivered, continued to grow during February, 
and were about 2%  times as great as those at the end 
of February, 1941.

Figures reported by a representative group of stores 
in this District indicate that the proportion of cash 
sales tended to be higher in January and February of 
this year than in the same months of 1941.

Percentage changes from a year ago

Department stores Net sales
Stock on hand
end of month

February, Jan. and February,
1942 Feb., 1942 1942

New York C ity ............................................. + 1 8 + 2 5 + 4 9
Northern New Jersey................................ + 2 2 + 3 0 + 5 2

+ 2 1 + 2 9 + 5 1
Westchester and Fairfield Counties. . . + 2 5 + 3 4 + 2 8

Bridgeport.................................................. + 3 2 + 3 8 + 3 6
Lower Hudson River Valley................... + 1 1 + 2 5 + 3 6

Poughkeepsie............................................ +  9 + 2 7
Upper Hudson River Valley...................

Central New York State..........................

+ 2 0
+ 1 8

+ 3 2
+ 2 9

+ 4 3

+ 2 7 + 3 9 + 4 9
Mohawk River Valley........................... + 4 9 + 5 9 + 5 5

+ 2 1 + 3 3 + 4 8
Northern New York State....................... + 1 0 + 2 2
Southern New York State....................... + 2 9 + 4 0 + 3 7

Binghamton............................................... + 2 8 + 4 0
+ 3 6 + 4 5

Western New York State......................... + 2 5 + 3 6 + 4 0
+ 3 0 + 4 1 + 4 3

Niagara Falls............................................ + 4 2 + 5 2 + 3 4
+ 1 9 + 3 0 + 3 8

All department stores................... + 2 0 + 2 8 + 4 7

Apparel stores................................. + 2 3 + 2 5 + 3 6

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1941 1942

February December January February

Sales (average daily), unadjusted. 
Sales (average daily), seasonally

79 194 104 94

97 107 132 116

Stocks, unadjusted............................. 80r 105 lOOr 119
Stocks, seasonally adjusted............ 86r 107 HOr 127

r Revised.
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General Business and Financial Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity increased further in February and the first half of 
March. Retail trade was sustained at high levels and commodity prices 

continued to advance.
Production

In  February the Board’s seasonally adjusted index of industrial production 
rose from 171 to 173 per cent of the 1935-39 average. As in other recent months, 
activity in the durable goods manufacturing industries, where the majority of 
m ilitary products are made, continued to advance, while in industries making 
nondurable goods and at mines activity was maintained at about the levels 
reached last autumn.

Steel production rose to 96 per cent of capacity in  February and increased 
further to 98 per cent in the th ird week of March—which corresponded to an 
annual rate of nearly 87 million net tons. Lumber production also increased, 
following less than the usual seasonal decline during the previous two months. 
In  the machinery and transportation equipment industries, now engaged mainly 
in armament production, activity continued to advance rapidly as plant utiliza
tion increased and capacity expanded. Conversion to armament production in 
the automobile industry, where output of civilian products was discontinued in 
early February, is apparently being effected much more rapidly than had been 
anticipated earlier.

There were further Increases in output at cotton textile mills and at 
chemical factories, reflecting an increasing amount of work on m ilitary orders. 
A t meat packing establishments activity was maintained near the high rate 
reached in January. Shoe production increased by less than the usual seasonal 
amount. Anthracite production rose sharply in February and bituminous coal 
production was maintained near the high rate of other recent months. Output 
of crude petroleum, which had been at record levels in December and January, 
declined somewhat in the latter part of February and in the first half of March, 
reflecting transportation difficulties.

Construction
Value of construction contract awards increased considerably in February, 

according to figures of the F. W. Dodge Corporation, owing mainly to a sharp 
rise in awards fo r public projects. Total awards in February were ha lf again 
as large as last year, and public awards were about three times as large.

In  nonresidential building, awards for public projects increased materially, 
while those fo r private projects continued to decline. There was a slight rise 
in awards for public u tility  construction.

In  residential building, contracts fo r private work changed little  from 
January, while those fo r publicly financed projects increased sharply and 
amounted to about half of the total fo r the first time on record. For the past 
six months there has been a noticeable sh ift in privately financed housing 
activity from building fo r owner-occupancy to building for sale or rent; in 
February, awards for the former constituted only about one fifth  of the small- 
homes total. This shift is attributable mainly to the activity in defense areas 
and to legislation enacted last spring making possible the insurance of mort
gages taken out by builders.

Distribution
Value of retail trade continued large in February. Sales at general mer

chandise stores and variety stores increased more than seasonally, while sales 
at department stores declined. In  the first ha lf of March department store 
sales increased by about the usual seasonal amount.

Freight car loadings, which in January had been unusually large for this 
time of year, declined somewhat in February owing to smaller shipments of 
coal, grain, and miscellaneous freight.

Commodity Prices
Wholesale prices continued to advance from the middle of February to 

the middle of March, particularly those fo r finished consumer goods such as 
meats, fru its  and vegetables, shoes, clothing, and household items. Temporary 
maximum price orders were issued covering wholesale prices of some of these 
products, including pork, canned fru its and vegetables, finished cotton and 
rayon fabrics, cotton rugs, and bedding equipment. These orders, according to 
statute, used as maximums the prices prevailing w ithin five days prior to 
issuance. They are effective fo r only 60 days and may be replaced by regular 
schedules.

Treasury F inancing and Bank  Credit
In  March income tax receipts by the Treasury for the first time reflected 

the higher schedule of rates. The effect of these receipts on the money market 
was largely offset by redemption of Treasury bills previously issued to mature 
during the tax collection period, by tax anticipation notes turned in on pay
ment of taxes, and by continued heavy Treasury expenditures. As a consequence 
a record volume of Treasury operations was effected with little  influence on 
conditions in the market. Excess reserves of member banks showed no large 
change and on March 18 amounted to about $3.2 billion.

United States Government obligations held by member banks in leading 
cities showed little  change during the first three weeks of March following a 
sharp rise in February. Commercial loans increased further.
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M on ey M arket in April

The downward trend in the volume of excess reserves 
of member banks, which since February had been offset 
by Government disbursements from Treasury balances in 
excess of receipts, reappeared in the latter part of April. 
On April 22 total excess reserves of all member banks 
were reduced to $2,750,000,000, the smallest amount since 
September 21, 1938, and excess reserves of the central 
reserve New York City banks fell to $640,000,000, the 
smallest amount since April 6, 1938. Fifteen months 
ago the total for all member banks was around 
$6,800,000,000, and excess reserves of the New York City 
banks were about $3,500,000,000.

Furthermore, excess reserves are not evenly distributed 
among individual banks, and, for the first time in 
several years, there have been occasional instances in 
recent weeks of borrowings of “ Federal funds”  by large 
New York City banks (that is, day-to-day borrowings of 
reserve funds by banks that are short of 
reserves from banks that still hold large 
amounts of excess reserves). Money mar
ket conditions, nevertheless, have re
mained reasonably easy, and only a slight 
rise in short term money rates occurred 
in April.

Member bank reserve positions during 
April continued to be dominated by trans
actions of the United States Treasury.
During the four weeks ended April 22, 
the Treasury received— in addition to rev
enue collections— $775,000,000 from the 
banks through cash payments for an 
offering of certificates of indebtedness,
$300,000,000 through sales of two Treas
ury bill issues on dates when there 
were no maturities, and approximately 
$800,000,000 through withdrawals of de
posits previously accumulated at commer
cial banks that had used the “ book credit”  
method of payment for new issues of 
Treasury obligations. On the other hand,

the return flow of funds to member banks, through drafts 
upon the Treasury’s checking accounts with Federal Re
serve Bftitki tor cover Government disbursements, pro
ceeded rapidly War expenditures, constantly mounting, 
ran in excess of $100,000,000 a day. In fact, the Treasury 
drew down its deposits with the Federal Reserve Banks 
to the extent of $230,000,000 in the four weeks ended 
April 22| although $200,000,000 of this amount was 
placed to the credit of the Chinese Government on the 
books of the Federal Reserve Banks and thus did not 
reach the money market.

In addition to the small net flow of funds into the 
money market as a result of Treasury operations, member 
bank reserve balances were increased by net purchases of 
$52,000,000 of Government securities (chiefly Treasury 
bills) by the System Open Market Account. However, 
a further rise in currency circulation of $180,000,000 
more than offset these factors of gain, and member 
bank reserve balances showed a net decline of $57,000,000.

Deposit expansion, accompanying a con
tinued growth in bank investments, re
sulted in an increase in reserve require
ments over the four week period and, as 
a result of the combination of enlarged 
reserve requirements and diminished re
serve balances, member bank excess re
serves showed a net decline of $100,000,000 
between March 25 and April 22.

The brunt of the decline in excess re
serves fell on central reserve New York 
City banks. This was the result, by and 
large, of purchases by them and their 
customers of Government securities and 
heavy withdrawals from them of Govern
ment deposits, which together were sub
stantially in excess of the volume of funds 
reaching the New York money market 
through Treasury expenditures. In fact, 
member bank excess reserves outside New 
York City were greater on April 22 than 
they had been on March 25. Reserve bal
ances of the central reserve New York
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Excess Reserves Held by M em ber Banks

City banks declined $240,000,000 during the four weeks 
and their excess reserves dropped an equivalent amount. 
These banks, as a group, gained reserves through an 
inflow of funds from other parts of the country to 
New York, as well as through disbursements from foreign 
accounts with the Reserve Banks and purchases of 
Government securities by the System Open Market 
Account. But Treasury withdrawals from the New York 
banks were unusually heavy. Certificates of indebtedness 
were allotted in the Second District to the extent of 
$833,000,000, and cash payments for them withdrew over 
$300,000,000 from the New York money market. In 
addition, sales of Treasury bills in New York exceeded 
maturities here by nearly $300,000,000, largely because 
holdings of such bills in Chicago over the Cook County 
tax date were not replaced by purchases of new issues 
after April 1. Withdrawals from “ special depositaries”  
in New York— from bank deposits accumulated to the 
credit of the United States Treasury through past pur
chases of Government obligations that were paid for by 
the “ book credit”  method— were in the neighborhood 
of $550,000,000.

With member bank excess reserves at reduced levels, 
there are indications that banks are tending to utilize the 
“ book credit”  method of payment to an increasing ex
tent in acquiring newly-offered Government securities. 
For example, on the April 15 offering of certificates of 
indebtedness, 59 per cent of allotments in the Second 
Federal Reserve District were paid for by “ book 
credits” ; outside the Second District, where bank reserve 
positions were generally easier, payments through “ book 
credit”  amounted to 35 per cent of allotments.

Treasury special deposits with commercial banks on 
account of sales of Government securities, currently run
ning at around $2,000,000,000, provide a “ backlog”  of 
funds on which the Treasury can draw for meeting 
current expenditures between dates of major financing 
operations. To the extent that withdrawals from these 
accounts are matched by current expenditures of the 
Treasury, bank reserve positions, in the aggregate, are 
unaffected. Likewise, member bank reserve balances are 
unaffected when Government securities are bought and 
paid for by the “ book credit”  method, although reserve 
requirements do tend to increase (and excess reserves

tend to be diminished) as a result of the accompanying 
expansion of total bank deposits.

G o v e r n m e n t  S e c u r it i e s

April was marked by the offering of $1,500,000,000 
one-half per cent Treasury certificates of indebtedness, 
the first time that securities of this type have been avail
able to investors in eight years. Certificates of indebted
ness were first used by the United States Treasury in 
1917, and during the period April 25, 1917-October 31,
1919 about $25,000,000,000 of such securities (exclusive 
of certain special issues) were sold. These securities were 
then employed as a supplement to the Liberty Loans and 
taxation in financing the war and as an aid in stabilizing 
money market conditions, their maturities being geared 
to the dates of payments for Liberty bonds and dates 
when income taxes came due. The amount outstanding 
at any one time fluctuated widely; a peak of more than 
$6,000,000,000 was reached shortly before sale of the 
Victory notes in May, 1919. The Treasury continued to 
utilize certificates of indebtedness in its financing until 
1934 when Treasury bills, first issued in December, 1929, 
became the sole medium of market financing by the 
Treasury for periods up to a year.

Certificates of indebtedness, unlike Treasury bills 
which are sold on a discount basis, carry coupons. Their 
maturity cannot exceed one year from date of issuance. 
The issue offered during April was dated April 15, to 
mature November 1, 1942. Despite the absence of offer
ings of this type for eight years, and resultant un
familiarity with them, the certificates were well received, 
subscriptions totaling $3,062,000,000. Subscriptions of 
$25,000 or less, which totaled about $66,000,000, were 
allotted in full; 48 per cent allotments were made on 
the larger subscriptions. Of the $1,500,000,000 allotted, 
$270,000,000 went to New York City banks, $80,000,000 
to Chicago banks, $250,000,000 to weekly reporting mem
ber banks elsewhere, and $900,000,000 to others, includ
ing banks outside the weekly reporting group, insurance 
companies and other corporations, and private investors. 
Market quotations immediately rose to a slight premium 
and subsequently fluctuated only slightly, the yield at 
the end of the month being 0.49 per cent bid; trading 
has been inactive.

After fluctuating within a narrow range during the 
first half of April, prices of Treasury bonds moved some
what lower after the 18th to levels prevailing in the early 
part of March. Near the end of April the average yields 
on long term Treasury bonds were 2.06 per cent for the 
partially tax exempt bonds and 2.38 for the taxable 
issues. The average yields were 2.02 per cent and 2.33 
per cent, respectively, on March 31.

Prices of Treasury notes also eased slightly, and the 
average yield on three to five year taxable Treasury notes 
rose from 0.94 per cent on March 31 to 1.03 per cent on 
April 28, the highest level since December 27, 1941. The 
yield on the tax exempt %  per cent Treasury note due 
March 15, 1945 moved irregularly in a limited range; 
near the end of the month the yield was 0.44 per cent.

Accepted bids on the five weekly issues of Treasury 
bills during April were tendered on average interest 
bases rising from 0.221 per cent on the April 1 issue to
0.335 per cent, the highest rate since the October 20, 1937 
issue (which was $50,000,000 of 273 day bills), on the
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April 29 issue. Each of the five issues was in the amount 
of $150,000,000, and, since only $450,000,000 of Treasury 
bills matured during April, a total of $300,000,000 of 
“ new money’ ’ was put at the Treasury’s disposal from 
this source. The April 1 issue was of 78 day term and 
the issue of the 8th of 72 day term; these issues conse
quently will mature during the next quarterly income 
tax collection period in June. The three later Treasury 
bill issues in April were of 91 day term.

The advance during April in the average interest rate 
at which new issues of Treasury bills were taken up is 
explained in part by the passing of the April 1 tax date 
in Chicago and the accompanying drop in demand for 
Treasury bills in that district. As another factor, the sale 
of the $1,500,000,000 Treasury certificates of indebted
ness contributed substantially toward filling the demand 
for short term investments, which might otherwise have 
sought Treasury bills. The System Open Market Ac
count exercised a stabilizing influence on the Treasury 
bill market in the latter part of April by net purchases 
of $89,000,000, which represented absorption of the float
ing supply.

Money Rates in New York

Apr. 30,1941 Mar. 31, 1942 Apr. 29, 1942

Stock Exchange call loans.......................... 1 1 1
Stock Exchange 90 day loans................... * 1 H * I X
Prime commercial paper— 4 to 6 months X -H %
Bills— 90 day unindorsed.......................... % % %
Yield on %  per cent Treasury note due

March 15, 1945 (tax exempt).............. 0 .5 3 0 .43 0 .4 4
Average yield on taxable Treasury notes

(3-5 years).................................................... 0 .73 0 .9 4 1 .03
Average yield on tax exempt Treasury

bonds (not callable within 12 years). . 2 .0 0 2 .0 2 2 .0 6
Average yield on taxable Treasury bonds

(not callable within 12 years).............. — 2 .33 2 .3 8
Average rate on latest Treasury bill sale

91 day issue................................................. 0 .097 0 .2 0 3 f 0 .335
Federal Reserve Bank of New York dis

count r a te ................................................... 1 1 1
Federal Reserve Bank of New York buy

ing rate for 90 day indorsed bills . . . . X X X

* Nominal. f  83 day issue.

M em be r  B a n k  Credit

During the four weeks ended April 22, total loans and 
investments of the weekly reporting member banks in
creased $612,000,000 further to $31,393,000,000. The rise 
was concentrated entirely in investments and was ac
counted for principally by purchases by these banks 
of the new certificates of indebtedness; the volume of 
outstanding loans, in fact, showed a reduction of 
$160,000,000 over this period.

Treasury bill holdings of the weekly reporting member 
banks declined $243,000,000 in the week ended April 1, 
despite an increase of $150,000,000 during that week in 
the amount of outstanding Treasury bills, owing to a 
temporary demand on the part of corporations and indi
viduals for tax avoidance purposes in the Chicago Dis
trict. Bill holdings of the weekly reporting group rose 
$365,000,000 in the following week, however, as banks, 
particularly those in Chicago, reacquired bills from other 
investors or were allotted portions of the $150,000,000 of 
“ new money”  bills issued by the Treasury during the 
week. For the entire four week period, bill holdings in
creased $180,000,000, Treasury bonds and notes were 
$37,000,000 higher, and acquisitions of certificates of 
indebtedness amounted to $609,000,000, while obligations 
guaranteed by the United States, together with holdings

of other securities, declined $54,000,000. The volume of 
commercial, industrial, and agricultural loans, which had 
reached a peak of $7,035,000,000 on March 18, receded 
$134,000,000 further to $6,874,000,000 during the four 
weeks ended April 22.

Adjusted demand deposits, following the decline in the 
previous month attributable to withdrawals for payment 
of income taxes, showed a net rise of $571,000,000 be
tween March 25 and April 22 for the weekly reporting 
banks as a whole, although for New York City banks 
there was a decline of $19,000,000.

Security M arkets

Unfavorable foreign news and domestic uncertainties 
affected the stock market adversely during April. The 
Standard 90 stock price index continued downward in 
a movement now extending over almost four months. 
On April 28 the index was 18 per cent below the 1942 
high and at the lowest level in nine years. The net de
cline for April amounted to about 4 per cent. Trading 
on the New York Stock Exchange continued to be light.

Steadiness in domestic corporate bond prices again 
contrasted with declining stock quotations in April. The 
average price of high grade corporate bonds, measured 
by the Aaa index of Moody’s Investors Service, showed 
little change in level during the month. The Aaa bonds 
at the end of April averaged about %  of a point below 
the 1942 high. Medium grade corporate bonds, classified 
as Baa by Moody’s, likewise moved within narrow limits. 
On April 7 the Baa price index equaled the 1941 high 
set last November. The average price of prime municipal 
bonds continued to edge upward during the first three 
weeks of April but weakened following the President’s 
recommendation in his recent message to Congress that 
interest on such issues should be made subject at least to 
surtaxes. Standard’s average yield on prime municipal 
bonds stood at 2.46 per cent on April 29, in comparison 
with 2.52 on March 25, 1942.

Following news toward the end of the month that gaso
line rationing will be imposed during May in many 
Eastern States, highway, bridge, and port authority 
bonds were subjected to severe pressure.

R evised Budget Estim ates

Revised budget estimates for the current and next 
fiscal year, issued April 24 by the Bureau of the Budget, 
reflect the expansion in the scope of the war program 
which has occurred since the previous forecasts were 
submitted to the Congress by the President last January. 
War expenditures (now running at an annual rate of 
close to $40,000,000,000) are now expected to reach 
$28,000,000,000 for the current fiscal year ending June 
30, as against the earlier estimate of $26,000,000,000; 
and for the year ending June 30, 1943, the estimate of 
expenditures under this classification has been revised 
to $70,000,000,000, an amount 25 per cent greater than 
the $55,800,000,000 forecast in January. No revisions 
were made in the estimates for other expenditures, which 
are expected to amount to $6,600,000,000 this fiscal 
year and $6,100,000,000 in the following year. Esti
mates of net receipts (without giving effect to additional 
tax proposals now before Congress) were raised
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slightly to $12,700,000,000 for the current year and 
$16,900,000,000 for the next fiscal year.

The growing magnitude of the war program will, of 
course, involve an increasing volume of Treasury financ
ing. Secretary of the Treasury Morgenthau announced 
April 27 that the Treasury would borrow in the open mar
ket $2,000,000,000 in May and another $2,000,000,000 
in June.

W a r Savings Bonds

Incomplete data based upon the Daily Statement of 
the United States Treasury of April 27 indicate that 
aggregate sales of United States Savings Bonds for the 
country as a whole declined slightly from March to April, 
but were close to the $529,000,000 figure for December,
1941, and continued to run substantially ahead of the 
rate prevailing prior to this country’s entrance into the 
war. Defense Savings Bonds— presently to be called 
W ar Savings Bonds— have now been on sale for a full 
year, during which time a total of approximately 
$5,400,000,000 has been sold.

In the Second Federal Reserve District, total sales of 
all series of Savings Bonds, by agencies other than post 
offices, amounted to approximately $100,000,000 during 
April. This volume was less than in the preceding four 
months, but prior to that period was exceeded only in 
May, 1941, the month when Defense Savings Bonds first 
went on sale. Sales of the Series E bonds accounted for 
about $50,000,000 of the Second District total for April, 
or close to the amount sold in March.

Among the factors responsible for the recent decline 
in sales may be mentioned the waning of the type of 
buying which in recent months led some persons to with
draw deposits from savings institutions for investment 
in Savings Bonds; uncertainties with respect to personal 
budgets for the coming year caused by rising prices and 
taxes; and perhaps a tendency for some to delay enlarged 
purchases until the start of the Treasury’s intensified 
campaign. As the program for financing the war and 
avoiding inflation unfolds, these influences should be 
overcome and a renewed expansion in sales should set 
in. Secretary Morgenthau has reported that 59,000

plants, employing about 20,000,000 persons, have adopted 
voluntary payroll deduction plans. In New York State 
alone, over 9,000 firms, employing about 4,600,000 
persons, are participating. As the program develops, 
more and more emphasis will be needed on increasing 
rates of subscription out of current income, indeed to a 
point where genuine and general self-sacrifice is involved.

In the Treasury’s campaign— just now being launched 
— the public is urged to set aside at least 10 per cent of 
income for the purchase of War Savings Bonds. Na
tional, State, and county quotas have been prepared, 
the aim of which is to effect sales by midsummer of 
about $1,000,000,000 a month, or more than double the 
average monthly rate during the first year these bonds 
were on sale.

The goal for New York State has been set at 
$125,000,000 for the month of May. This represents 
about 21 per cent of the National quota of $600,000,000 
for May, or approximately the same ratio as obtained 
during the period July, 1941, through January, 1942, 
when New York State sales averaged $93,000,000 a 
month and country-wide sales $438,000,000. Quotas for 
subsequent months are to be higher.

On April 6, the Treasury Department announced that 
henceforward Defense Savings Bonds and Stamps would 
be known as War Savings Bonds and Stamps. For a 
few months, however, until present supplies are ex
hausted, new bonds sold will bear the word “ defense” , 
but the securities in other respects are identical.

W a r Contract Financing

On April 11, 1942, the Board of Governors of the 
Federal Reserve System announced the adoption of 
Regulation “ V ”  to carry out the President’s Execu
tive Order of March 26, 1942, for the purpose of 
facilitating and expediting the financing of war pro
duction. Such purpose will be accomplished by ar
ranging for the financing of contractors, subcontrac
tors, and others engaged in businesses or operations, 
deemed by the armed services and the United States 
Maritime Commission to be necessary for the prosecu
tion of the war, even though the amount of credit re
quired might not, under ordinary circumstances, appear 
to be warranted by the financial condition of the 
borrowers.

Under the Executive Order, the War Department, the 
Navy Department, and the Maritime Commission are 
authorized to guarantee commercial banks, Federal Re
serve Banks, the Reconstruction Finance Corporation, 
or other financial institutions against loss on loans made 
to concerns to finance the performance of war orders.

The Board’s regulation authorizes the Federal Reserve 
Banks, acting in accordance with the provisions of the 
President’s Executive Order and the instructions of the 
three military procurement agencies, to arrange loans 
and guarantees thereof wherever it is believed that they 
will contribute to the obtaining of maximum war pro
duction expeditiously.

To assist in carrying out the provisions of the Presi
dent’s Executive Order and to aid in decentralizing 
operations under it as fully as possible, the War Depart
ment plans to have a liaison officer stationed at each 
Federal Reserve Bank. Generally speaking the liaison

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

May 1, 1942



FEDERAL RESERVE BANK OF NEW YORK 37

officer will certify to the Reserve Bank that an appli
cant for financing is qualified from the technical or pro
duction standpoint to carry out a contract, subcontract, 
or order for war supplies or equipment.

It is expected that any applicant will first take up 
his credit needs with his commercial bank or other 
financing institution. When the necessary credit cannot 
be arranged by the financing institution without pro
tection against undue risk of loss, the financing institu
tion will apply to the Federal Eeserve Bank for a guar
antee of a part or all of the proposed financing. It will 
be the Reserve Bank’s function to analyze the financial 
aspects of the application and determine the type of 
financing best suited to meet the situation, and after 
obtaining certification as to the necessary character of 
the production involved, to arrange such guarantee as 
may be required.

The Federal Reserve Bank of New York has been 
designated by the Secretary of the Treasury to act as 
a fiscal agent of the United States pursuant to the 
President’s Executive Order. The cooperation of all 
banks, both members and nonmembers of the Federal 
Reserve System, and of all other financing institutions 
in the Second Federal Reserve District is requested for 
the purpose of facilitating the financing of war pro
duction.

Copies of the President’s Executive Order of March 26 
and Regulation “ V ”  have been distributed widely and 
additional copies are available upon application to this 
bank or its Buffalo Branch. Inquiries arising in this 
District regarding this war financing program should 
be addressed to this bank or its Buffalo Branch.

N ew  Financing

The outstanding event in the market for new cor
porate security issues during April was the public 
offering on April 24, at par, of $100,000,000 American 
Tobacco Company 20 year 3 per cent debentures, which 
attracted a substantial demand, especially from institu
tional investors. This issue was responsible for raising 
the month’s total of corporate and municipal financing, 
exclusive of short term issues, to $182,000,000 from what 
would otherwise have been close to the lowest level 
reached in almost seven years. Corporate flotations 
totaled $118,000,000, of which $105,000,000 (including 
$87,000,000 of the American Tobacco Company issue 
which will be used to retire bank loans) was classified 
as new capital.

The only other corporate offering worthy of note was 
$10,000,000 Union Electric Company of Missouri first 
mortgage 3%  per cent bonds of 1971, priced at 109%  
to yield 2.87 per cent. As a result of a War Production 
Board order of April 7, placing certain restrictions on 
the delivery of new railroad equipment, scheduled offer
ings of a total of $15,600,000 of equipment trust certifi
cates by two railroad companies were canceled. Two 
sizable municipal issues were offered during the month: 
$17,500,000 City of Cleveland, Ohio, 3%  per cent trans
portation system revenue bonds, maturing from 1943 
to 1962, priced to yield from 1.00 to 3.50 per cent, and 
$16,800,000 City of Detroit, Michigan, 21/4, 2% , and 3y2 
per cent bonds, maturing from 1943 to 1963, priced to 
yield from 0.60 to 2.70 per cent.

Foreign Exchanges

In a foreign exchange market which continued quiet 
and inactive during April, some improvement was shown 
in the Canadian dollar, the unofficial discount on which 
narrowed i y 2 points to close the month at 11 11/16 per 
cent. This gain, which offset most of the previous 
month’s loss, appears to have reflected in large part 
some demand for Canadian exchange in anticipation 
of the approaching tourist season. Accompanying a small 
volume of dealings, which has been typical of trading 
in all exchanges in recent months, the free rate for the 
Venezuelan bolivar continued its advance, rising to a 
new high of around $0.2870 during the month and there
by extending the appreciation so far this year to approxi
mately eight per cent. The Cuban peso advanced to 
a premium of about y± per cent in terms of the dollar 
during the month, but later returned to about par.

With the supply limited, a renewed demand in this 
market for so-called free Swiss francs was reflected in a 
rise of nearly two cents to $0.2700 in the rate for this 
exchange. This rate compares with $0.2331, the equiva
lent of the rate at which Swiss commercial banks will 
supply Swiss francs against dollars for certain specified 
purposes.

Production and Trade

Further progress toward the attainment of maximum 
production of war goods was made during April. As a 
result of the rapid acceleration of the war effort, the 
President intimated late in April that the war produc
tion goals would be raised and the Director of the Budget 
announced sharp upward revisions of projected war ex
penditures for the remainder of the present fiscal year 
and for the fiscal year ending June 30, 1943. The Chair
man of the War Production Board stated that the con
version of industry to full war production had proceeded 
much more rapidly than had been expected and that 
restrictions on the output of consumers’ durable goods 
would be broadened to include practically the entire field 
within the next two or three months.

Industrial conditions in April were similar to those 
which characterized recent months. Declining produc
tion of consumers’ durable goods was again offset by 
further gains in the output of war materials, with the 
result that the general level of productive activity re
mained high. The record rate of steel production reached 
in March appears to have been maintained in April and 
the output of bituminous coal continued in large volume. 
Electric power production was maintained at the high 
rate of the three preceding months, seasonal factors con
sidered. Incomplete figures indicate a pronounced con
traseasonal increase in the movement of bulk freight over 
the railroads; loadings of merchandise and miscellaneous 
freight, however, appear to have declined slightly. Owing 
to continued transportation difficulties, output of crude 
petroleum was further curtailed in April, when the Texas 
Railroad Commission issued a proration order shutting 
down most of the Texas oil wells for 18 days during the 
month. Additional restrictions were placed on deliveries 
of gasoline to service stations in the Eastern Seaboard 
and Pacific Northwest areas.

Owing to the present and potential difficulties in ob-
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Durable Goods (Federal Reserve Bank of New  York indexes, 
expressed as percentages of long term trends, and adjusted 

for seasonal variation)

taining adequate supplies of burlap from India, the 
W . P. B. on April 20 ordered the cotton textile industry 
to convert within two months a substantial portion of the 
looms still making civilian fabrics to the production of 
materials for bagging and other war uses. According to 
plans now being worked out, adequate supplies of essen
tial civilian fabrics will be assured and it is expected that 
total production of cotton goods for all purposes will be 
increased considerably.

Production and Trade in March 
In March the seasonally adjusted index of production 

and trade computed at this bank declined one point 
further to 111 per cent of estimated long term trend. The 
figure a year earlier was 105. The decline in the index 
in March, like that in February, resulted primarily from 
the fact that retail trade, on the whole, failed to show the 
usual seasonal increase. Productive activity in general 
continued at a record level.

1941 1942

Mar. Jan. Feb. Mar.

Indexes of Production and Trade* 
(100 =  estimated long term trend)
Index of Production and Trade................... 105 114 112 p l l l p

Production...................................................... 109 120 120 p 120p

Producers’ goods— total....................... 116 140 143p 143p
Producers’ durable goods................ 119 151 158p 161p
Producers’ nondurable goods......... 113 127 126p 123p

Consumers’ goods— to ta l..................... 101 97 93p 92p
Consumers’ durable goods.............. 99 68 56p 49 p
Consumers’ nondurable goods. . .  . 101 107 106p 106 p

Durable goods— total............................ 113 127 128p 128 p
Nondurable goods— total..................... 106 115 114p 113 p

Primary distribution................................... 98 109 IlOp 109 p
Distribution to consumer.......................... 103 103 96p 91 p
Miscellaneous services.............................. 101 111 113p 112 p

Cost of Living, Bureau of Labor Statistics
(100 =  1935-39 average).............................. 101 112 113 114

Wage Rates
(100 =  1926 average)..................................... 118 131 131p

Velocity of Demand Deposits* 
(100 =  1935-39 average)
New York C it y ................................................. 58 63 62 60
Outside New York C ity ................................. 89 89 90 90

p Preliminary. * Ad justed for seasonal variation.

The output of war goods mounted higher in March, 
and conversion of the automobile and other industries 
formerly producing consumers’ durable goods proceeded 
at a rapid rate. The component index of output of pro
ducers’ durable goods, which includes important war in
dustries such as steel, aircraft, shipbuilding, and 
machinery, again advanced, while the index of produc
tion of consumers ’ durable goods fell further. The sharp 
divergence between these two types of industrial activity 
since last summer is portrayed in the accompanying 
chart.

After seasonal adjustments, the output of nondurable 
goods in the aggregate declined slightly between Febru
ary and March, reflecting a pronounced curtailment in 
the production of crude petroleum (owing to transporta
tion difficulties), and some slackening in the rate of cotton 
consumption from the record attained in February.

C om m odity Prices

Anticipation of the early adoption of over-all price ceil
ings apparently served as a restraining influence upon 
commodity price advances during most of April, although 
the general tendency was again toward higher price 
levels. Failure of selective price fixing policies to check 
persistent increases in a broad list of wholesale com
modity prices, and the resulting impetus given to 
advances in retail prices and living costs, led to the 
formulation of a program of more inclusive price control. 
The Office of Price Administration announced on April 
28 a General Maximum Price Regulation, freezing prices 
of the major items affecting living costs. The new com
prehensive program places general ceilings at the highest 
levels prevailing in March, 1942, not only upon wholesale 
commodity prices previously uncontrolled but also upon 
retail prices, and upon certain service charges. The 
order becomes effective on prices of manufacturers and 
of wholesalers, May 11; on retail prices, May 18; and on 
service charges, July 1. Certain items, however, are 
exempted from control under the new regulations, among 
which are prices on farm products calling for parity 
treatment, and food prices subject to wide seasonal varia
tions. Supplementing the general order, ceilings were an
nounced on residential rents in many newly designated 
areas (including a large number in the Second Federal 
Reserve District).

During April the Office of Price Administration issued 
a general program of price control over all commodities 
sold for export, effective April 30, to supersede all previ
ous regulations; maximum prices for certain fuels, 
machinery, and a number of other items, to supplement 
the general price freezing order, were announced to be
come effective during May.

According to the Bureau of Labor Statistics compre
hensive weekly index, wholesale commodity prices on 
April 25 reached the highest point since 1928, showing 
an increase of 7 per cent since we entered the war last 
December and of 19 per cent from April 26, 1941. The 
largest price advances over a year earlier were concen
trated in raw materials; prices of manufactured products 
as a whole were about 5 per cent above December 6 and 
15 per cent higher than a year earlier. Important in this 
group of commodities are processed foods and textiles, 
prices for which have moved sharply upward over the
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past twelve months, accompanying advances in the prices 
of raw materials.

In order to make equitable disposition of available 
supplies of commodities which have become scarce, 
largely because of transportation difficulties, the O.P.A. 
during April announced that rationing would become 
effective in May, covering consumer purchases of sugar 
and also gasoline to be used in noncommercial passenger 
cars. Sugar rationing is to be country-wide. The gaso
line rationing order applies only in 17 Eastern States 
and the District of Columbia and, in effect, will result in 
a further curtailment of the deliveries previously allowed 
to filling stations in this area.

E m ploym ent and Payrolls

President Roosevelt, on April 18, established a War 
Manpower Commission charged with the formulation of 
plans and establishment of basic policies to assure the 
most effective mobilization and utilization of the.nation’s 
manpower in the prosecution of the war. Among its other 
functions, the commission will estimate labor require
ments of industry, review and coordinate all other esti
mates of needs for military and civilian manpower, and 
direct Government agencies (including the Selective 
Service System) as to the proper allocation of available 
manpower. The chairman of the commission, Paul V. 
McNutt, indicated that, although most of the 13,000,000 
war production workers who, it is estimated, will be 
hired in the next year will come from those employed at 
present in civilian industries, several million must be 
added to the labor force from the ranks of women, young 
people, self-employed persons, and retired workers.

During March, the number employed in civil non
agricultural occupations in the United States as a whole 
increased 370,000 to a total of 40,300,000 persons, accord
ing to estimates made by the Bureau of Labor Statistics. 
The largest gain during the month occurred among 
civilian government employees; factories and construc
tion firms also added substantially to their working 
forces. Total civil nonagricultural employment in March 
was more than 2,500,000 above the March, 1941 level, 
and over half of this gain occurred in manufacturing 
industries.

United States factory employment during March rose 
about 1 per cent above the February level, and payrolls 
increased 2 per cent. Industries producing war goods 
continued to hire additional workers, more than offsetting 
the temporary layoffs due to conversion to war produc
tion of automobile factories and other consumers ’ durable 
goods plants. In nondurable goods industries there was, 
on the whole, little change in employment during the 
month. Compared with March, 1941, factory working 
forces were 12 per cent greater and payrolls were 39 per 
cent larger.

In New York State, manufacturing employment in
creased 1%  per cent during March, and payroll disburse
ments rose 3 per cent further, according to the State De
partment of Labor. More persons were at work in most 
of the war industries, but these gains were partially offset 
by curtailed production in plants manufacturing type
writers, cans, heating apparatus, and other nondefense 
products requiring the use of metals. The apparel in
dustry increased its working forces somewhat over 
February, but woolen mills and the carpet industry 
reduced employment. As a whole, factory employment 
was 16 per cent above the March, 1941 level, and payrolls 
were 43 per cent greater.

Building

The decline in the volume of nondefense construction, 
which has been going on since the middle of last year, 
will apparently be accelerated by the order of the War 
Production Board, dated April 9, drastically curtailing 
nonessential building. Last October the Supply Priori
ties and Allocations Board announced that projects 
requiring the use of certain critical materials and not 
required for defense or for public health and safety 
would not receive priority assistance. Under the new 
order, however, while ordinary maintenance and repair 
work may continue without restriction, no new construc
tion, except on small projects or those essential to the 
war effort or to public health and safety, may be started 
without the specific permission of the W.P.B. The order 
also states that construction now under way may be 
halted if the materials used are needed for war projects.
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However severe this order may be, the W.P.B. expects 
that the total volume of new construction in 1942 will 
exceed the total for 1941, owing to the upward trend in 
the volume of awards for military projects.

The effect of the war on the relationship between 
private and public construction is indicated in the 
preceding chart which presents quarterly data on con
struction contract awards in 37 Eastern States, based on
F. W. Dodge Corporation figures. The expansion in the 
volume of awards for private construction from the 
second quarter of 1940 (at the start of the defense pro
gram) to the high point in 1941 was relatively slight, 
compared with the marked increase in public construc
tion. In the first quarter of 1942 private construction 
accounted for only about one quarter of all contracts 
awarded in the 37 States, compared with about one half 
in the corresponding period in 1941. This comparison 
is all the more striking inasmuch as a portion of private 
construction includes projects essential to the war pro
gram. The W.P.B. order referred to above indicates 
that private construction will be further curtailed during 
the remainder of 1942.

In New York State and Northern New Jersey the vol
ume of construction contracts awarded during the first 
quarter of 1942 was slightly below the corresponding 
period last year. Awards for private projects in the 
first three months of this year amounted to only half 
the volume recorded during the first quarter of 1941, 
but awards for public construction more than doubled 
between the two periods.

D epartm ent Store Trade

In April sales of the reporting department stores in 
the Second District fell off from the level of March, 
contrary to the usual seasonal tendency. The rate of 
sales ordinarily expands between March and April even 
when, as this year, Easter is early and Easter buying 
largely concentrated in March. For the four weeks 
ended April 25, total sales of the reporting department 
stores in this District are estimated to have increased 
by about 4 per cent over the corresponding 1941 period.

In March, sales of the reporting department stores in

Indexes of Sales and Stocks of Reporting Department Stores in
Second Federal Reserve District, Adjusted for Seasonal Varia

tion (1923-25 average= 1 0 0  per cent)

this District were about 22 per cent higher than in 
March, 1941, and the average daily rate of sales in
creased more than usual over February. Substantial 
year-to-year gains continued to be reported during March 
in sales of radios, women’s and misses’ coats and suits, 
and men’s and boys’ clothing. Considerable gains also 
were reported in sales of sporting goods, while sizable 
reductions were reported in the sales of mechanical 
refrigerators.

During March retail stocks of merchandise on hand 
in department stores continued to expand. At the end 
of March stocks were about 57 per cent higher than 
in March, 1941 and this bank’s seasonally adjusted index 
of department store stocks rose further to 135 per cent 
of the 1923-25 average, a new peak. The indexes of 
department store sales and stocks adjusted for seasonal 
variation are shown for the Second District in the ac
companying chart. Both sales and stocks have tended 
upward since the beginning of 1939, but during the 
past year the increase in stocks has become especially 
marked, while sales have shown wide fluctuations. The 
behavior of these indexes over the latter period reflects 
advancing prices as well as increasing physical stocks 
and fluctuating physical volumes of sales.

Returns from a limited number of department stores 
in this District indicate that at the end of March out
standing orders for merchandise purchased by the stores, 
but not yet delivered, continued to be about 2%  times 
as large as those at the end of the corresponding month 
in 1941.

Percentage changes from a, year earlier

Department Stores Net Sales

Stock on hand
March, Jan. through end of month,

1942 March, 1942 March, 1942

New York C ity ............................................ + 2 0 + 2 3 + 6 1
Northern New Jersey................................. + 2 3 + 2 7 + 5 9

+ 2 4 + 2 7 + 5 7
Westchester and Fairfield Counties . . . + 2 9 + 3 2 + 4 0

+ 3 0 + 3 5 + 4 7
Lower Hudson River Valley................... + 2 1 + 2 3 + 3 6

Poughkeepsie............................................ + 2 4 + 2 6
Upper Hudson River Valley................... + 2 5 + 2 9 + 3 8

+ 1 ? + 2 5
Central New York S ta te ......................... + 3 4 + 3 7 + 5 9

Mohawk River Valley.......................... + 5 4 + 5 7 + 7 1
+ 2 8 + 3 1 + 5 6

Northern New York State....................... + 2 4 + 2 3
Southern New York State....................... + 3 5 + 3 8 + 4 i

Binghamton............................................... + 3 5 + 3 8
+ 3 9 + 4 3

Western New York State.......................... + 2 6 + 3 2 + 4 7
+ 3 1 + 3 7 + 4 8

Niagara Falls............................................ + 5 0 + 5 1 + 4 0
+ 2 0 + 2 6 + 4 8

All department stores................... + 2 2 + 2 6 + 5 7

+ 3 4 + 2 8 + 4 3

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1941
March January

1942

February March

Sales (average daily), unadjusted. 85r 104 94 106
Sales (average daily), seasonally

98r 132 116 120

Stocks, unadjusted. ........................ 86r 100 119 137
Stocks, seasonally adjusted............ 86r 110 127 135

r Revised.
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Index of Physical Volum e of Industrial Produc
tion, Adjusted for Seasonal Variation  
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Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation  

(1 9 2 3 -1 9 2 5  a v e r a g e s  100' per cent)
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General Business and Financial Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity continued at a high rate in March and the first half of April. 
Distribution of commodities to consumers was maintained in large volume and 

commodity prices advanced further.

Production

Volume of industrial production increased seasonally in March and the Board’s 
adjusted index remained at 172 per cent of the 1935-39 average. Output of durable 
manufactured products, now mostly war materials, continued to advance, reflecting 
mainly increased activity in the iron and steel, machinery, aviation, and shipbuild
ing industries. Production of lumber and cement, which had been maintained at un
usually high levels during the winter months, increased less than seasonally in March.

In  most industries manufacturing nondurable goods activity was sustained at 
earlier high levels. In  some, however, notably wool textiles and petroleum refining, 
there were declines owing -to restrictions on production for civilian use and, in the 
case of petroleum products, to transportation difficulties. Mineral production declined 
in March and the first half of April, reflecting sharp curtailment in output of crude 
petroleum. Coal production, which usually declines at this season, was maintained in 
large volume. The Great Lakes shipping season opened in the latter part of March 
and the first boatload of iron ore reached lower Lake ports 12 days earlier than the 
record set last year. Shipments during the coming season are expected to exceed con
siderably the total of 80 million gross tons brought down the Lakes last year.

Value of construction contract awards continued to increase in March, according 
to figures of the F. W. Dodge Corporation, and the level of the first quarter of 1942 
was the highest in recent years, being some 30 per cent above that of the correspond
ing period last year. Awards for public work amounted to close to 80 per cent of the 
total and in the residential field accounted for 52 per cent of the value of all projects. 
Publicly-financed contracts for factory construction showed a sharp increase, partly 
offset in the total by a decline in private factory construction.

On April 9 the War Production Board issued an order which required explicit 
permission of the Government for in itiation of all new private construction involving 
expenditures in excess of specified small amounts and not covered by specific priority 
ratings.

Distribution

Value of retail trade in March continued at the high level of other recent months, 
making allowance for customary seasonal changes. Sales at department and variety 
stores increased by somewhat less than the usual seasonal amount while sales by mail
order houses rose more than seasonally.

On the railroads total loadings of revenue freight were maintained in large vol
ume in March and the first half of April. Shipments of coal and coke declined less 
than seasonally and ore loadings increased sharply, while grain shipments declined 
further from the peak reached in January. Loadings of miscellaneous merchandise, 
which had been unusually large in the preceding three months, increased less than 
seasonally.

Commodity Prices
The general level of wholesale commodity prices advanced l 1/^ per cent further 

from the middle of March to the middle of April. Among manufactured products, 
finished consumers’ goods, such as foods, clothing, and shoes, continued to show the 
largest price increases. Prices of most raw materials were unchanged or showed 
increases, which in a number of cases reflected the raising of Federal maximum price 
levels. There were declines in prices of wheat and of a few other commodities, 
including gasoline at Gulf ports and turpentine.

In  retail markets maximum prices were fixed in this period for a number of 
electrical products, most of which w ill no longer be produced for civilian use after 
May 31. Prices of many other commodities and services advanced further.

Bank Credit

During the four weeks ended April 15 holdings of Government securities at banks 
in leading cities increased by nearly 700 million dollars, while commercial loans 
declined somewhat, following a rise in previous weeks. Changes in member bank 
reserves and deposits reflected principally the temporary effects of Treasury opera
tions in connection with income tax collection and the sale of certificates of indebted
ness. Money in circulation continued to increase.

United States Government Security Prices

Following an advance from the mid-February low, prices of U. S. Government 
bonds remained relatively steady in the first half of April.
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MONTHLY REVIEW
of Credit and Business Conditions

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Eeserve Bank, New York June 1,1942

M on ey M arket in M a y

The rapidly rising volume of Treasury expenditures 
in prosecution of the war has become a dominant factor 
in the flow of funds through banking and commercial 
channels and in the operation of the banking system. 
War expenditures for the first 25 days of May were 
equivalent to a monthly rate of about $3,600,000,000. 
Comparable monthly totals were $1,450,000,000 for 
November, prior to our entrance into the war, and 
$860,000,000 for May a year ago. While tax receipts 
this year have also been far larger than a year ago, 
the growth in tax and other revenue receipts has fallen 
far short of matching the; pace of expenditures and the 
Treasury has been called upon to meet more and more 
of its financial requirements through borrowing opera
tions. During May the Treasury raised more than 
$3,000,000,000 through borrowings, as follows:

$1,290,000,000 2 per cent bonds of 1949-51
880.000.000 registered 2%  per cent bonds of 1962-67
630.000.000 War Savings bonds (estimated)
300.000.000 Treasury bills (net receipts)
300.000.000 tax anticipation notes (estimated net

receipts)

An unusual feature of the May financing was the 
sale of the 2y2 per cent registered bonds of 1962-67. 
This issue was of a new type, available to investors other 
than commercial banks. It has been referred to as a 
“ tap”  issue, as the subscription books were held open 
for ten days, and the bonds could be bought at any time 
during that period without limitation as to the amount 
that might be taken by eligible subscribers. The offer
ing of 2 per cent bonds of 1949-51, on the other hand, 
was of a specified amount, of the conventional “ market”  
type. Details concerning the new offerings are presented 
in a later section of this Review.

With excess reserves at reduced levels, banks made 
increased use of the “ book credit”  method of payment 
for new issues of Government securities, bought by 
them or by their depositors. This method (crediting 
Government “ War Loan”  deposit accounts on their 
books, which are subject to call on short notice, instead 
of making immediate payment in cash) was used to 
make 61 per cent of the payments for the 1949-51 
bonds and 64 per cent of the payments for the regis
tered bonds of 1962-67 sold during the month. These 
figures compare with 48 per cent on the certificates of 
indebtedness issued during April and with 47 per cent

on the 2*4 per cent Treasury bonds of 1952-55 sold in 
February. While payment by the “ book credit”  
method spreads out the impact, on bank reserve posi
tions, of Government security purchases by banks and 
their customers, Treasury expenditures are now so large 
that cash received by the Treasury in payment for new 
Government security issues is quickly disbursed and 
frequent calls must therefore be made on accumulated 
Government deposits in the banks. By the call, the 
Treasury directs that some of its deposits in commer
cial banks be transferred to the Treasury account with 
the Federal Reserve Bank for use in making current 
disbursements. During May, calls upon “ War Loan”  
deposits reached a total of $1,385,000,000, of which 
$750,000,000 was withdrawn from New York City banks.

The particularly heavy calls made upon New York 
City banks resulted from two factors: the relatively 
greater use made in New York City of the “ book credit”  
method of payment, and the disproportionate amounts 
of some recent Government issues sold in New York—  
for example, 45 per cent of the February issue of 21/£ per 
cent bonds (1952-55) was taken in this District and 55 
per cent of the April issue of certificates of indebtedness.

Effects of Government F inancing and Expenditures 
on the Banks

Even though disproportionate amounts of some Treas
ury security issues have been taken by New York City
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batiks and their customers, experience here in recent 
months illustrates the fact that payments for new 
Treasury securities are largely offset by Government 
expenditures and do not result in corresponding reduc
tions in bank deposits or reserves. Since the first of 
April (through May 27) Second District banks—mainly 
New York City institutions— have made cash payments 
for new Treasury securities (for their own account and 
for customers) of $1,000,000,000 over and above amounts 
received through redemptions of maturing Government 
obligations. In addition the New York banks have paid 
around $1,300,000,000 to the Federal Reserve Bank as 
a result of Treasury calls for transfers from 4 4 War 
Loan”  deposits. Nevertheless, adjusted demand depos
its-—principally deposits of individuals and business 
enterprises— have been reduced only $160,000,000 and 
excess reserves are down about $440,000,000 (to 
$520,000,000). The principal offset to the Treasury’s 
drain upon bank deposits and reserve funds has been 
the deposit with the New York banks of Government 
checks to an amount of roughly $2,000,000,000 during 
this period— representing the return flow of funds to 
the banks as a result of Government expenditures. Other 
factors which have helped to support reserve positions 
of banks in New York City have been disbursements of 
funds from foreign accounts (in part from loans to 
other United Nations by the Government), and net 
purchases in New York of Government securities for 
the System Open Market Account.

For all member banks in the country reserve balances 
showed virtually no net change between April 1 and 
May 27, although excess reserves were reduced 
$460,000,000, to $2,540,000,000, under the influence of 
increasing required reserves. Required reserves rose 
because of deposit expansion, and deposits in turn 
expanded through growth in bank credit— principally 
represented by bank purchases of newly-issued Gov
ernment securities. So far as aggregate member bank 
reserve balances are concerned, Treasury operations 
resulted in some net release of reserve funds to the 
banks, as funds absorbed by the Treasury through tax 
and other revenues, cash payments by banks for new 
Government security issues, and tranfers to Reserve 
Banks of 4‘ War Loan”  deposits in response to Treasury 
calls, were somewhat more than offset by the return flow 
of funds resulting from the unprecedented volume of 
Government expenditures. Moreover, the System Open 
Market Account added $245,000,000 to its holdings of 
Government securities between April 1 and May 27. 
These factors tending to increase member bank reserves 
were counterbalanced by a $378,000,000 increase in cur
rency circulation.

■The current expansion in the aggregate volume of 
bank deposits is accounted for by bank purchases of 
neMy-issued Government securities, although, as a 
result of currency withdrawals, the increase in bank 
deposits has been smaller than the increase in Govern
ment security holdings. It is perhaps easiest to observe 
how bank purchases of Government securities increase 
deposits by taking as an example a case where a pur
chase is made by the ‘ 4book credit”  method. When a 
bank buys newly-issued Government securities and pays 
for them by the *‘ book credit”  method, its investments 
and its deposit liabilities increase at the same time and

by the same amount. The increase in deposits of the 
particular bank is only temporary, because the deposits 
will be transferred later to the Federal Reserve Bank, 
at the direction of the Treasury. But the purpose of 
transferring the funds is only to make them available 
for expenditure through the Treasury’s checking account 
with the Reserve Bank, and most of the funds are again 
deposited promptly in the banks, so that bank deposits 
tend to maintain the higher level reached when the 
‘ ‘ book credit”  was created. When banks buy Govern
ment securities and pay cash at the time of purchase, 
the result is similar, for the funds which the Govern
ment spends swell the bank deposits of the recipients.

On the other hand, as has frequently been pointed 
out, purchases of Government securities by individuals, 
insurance companies, and corporations tend to leave the 
aggregate volume of bank deposits unchanged; the 
deposits which result from Treasury expenditures rep
resent funds which previously came out of the deposits 
of the purchasers. Government expenditures directly or 
indirectly reaching any particular locality may, of 
course, be greater or less than amounts paid for Govern
ment securities in that locality, but large discrepancies 
of this kind in any particular locality are not apt to 
persist indefinitely, because if the volume of available 
funds is diminished, Government security purchases by 
banks in that locality are apt to be diminished, and vice 
versa.

The effects of Treasury operations upon the volume of 
reserve funds available to banks may be important over 
short periods but tend to cancel out over longer periods 
of time. If in one week the Treasury receives more than 
it spends, in another week it is likely to spend more 
than it receives. Fluctuations in Treasury cash and 
deposits with Federal Reserve Banks provide a measure 
of temporary flows of bank reserve funds into and out 
of the Treasury, and out of and into the banks. The 
principal effect of Treasury financing on the reserve 
position of the banks in the long run is to increase the 
required reserves of the banks as their deposits grow, 
and thus to reduce gradually the amount of their 
excess reserves.

A djustment of Reserve Positions of Banks Through 
Short Term Treasury Securities

A broadening market for short term Government 
obligations is providing a means by which banks can 
invest even temporarily idle funds and obtain cash 
when needed. This development has been facilitated 
by enlargement of the volume of available short term 
Government securities, and by the more attractive yields 
now obtainable. The weekly offerings of Treasury bills 
were raised from the prevailing $100,000,000 issues to 
$150,000,000 issues in October, 1941, and the supply was 
further increased, beginning May 13, 1942, by the rais
ing of the weekly offerings to $250,000,000. Inasmuch 
as the weekly Treasury bill maturities during May were 
in the amount of $150,000,000 each, the $250,000,000 
sales on May 13, 20, and 27 (91 day issues) added 
$300,000,000 to the market supply. Treasury bills now 
outstanding total $2,250,000,000 as compared with 
$1,600,000,000 a year ago, and the rate of return has 
advanced from 0.10 per cent or less to about 0.36 per 
cent (on the four May issues). Moreover, $1,500,000,000
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of %  per cent Treasury certificates of indebtedness 
were added to the supply of outstanding short term 
Government securities during April.

The adjustment of reserve positions of banks through 
purchases and sales of Government securities has also 
been promoted by open market operations for the 
System Open Market Account, in which all Federal 
Reserve Banks participate. On April 30, the Board 
of Governors of the Federal Reserve System announced 
that the Federal Open Market Committee had directed 
the Federal Reserve Banks to purchase for the System 
Open Market Account all Treasury bills offered to them, 
on a discount basis at the rate of %  per cent per annum. 
This arrangement gives assurance to purchasers of 
Treasury bills that, in case of a need for cash before 
the maturity of the bills, they may obtain it by selling 
Treasury bills to the Federal Reserve Bank. Purchases 
of Treasury bills for the System Open Market Account 
under this provision, as well as other purchases and 
sales of Government securities for the Account, are help
ing to promote more active and more stable markets, by 
absorbing securities which may be temporarily in supply 
and releasing to the market securities which are in 
demand.

Government Security Market in May

Despite the growing volume of Treasury borrowing 
and a gradual shrinkage in excess reserves, the market 
for Government securities during May showed a satis
factory degree of stability. In fact, prices of long and 
intermediate term Treasury bonds firmed, particularly 
in the latter half of the month. Between April 30 and 
May 25 the average yield on long term partially tax 
exempt Treasury bonds declined from 2.05 per cent to 
1.99, lowest since December 8, 1941. In similar fashion, 
the average yield on long term taxable Treasury bonds 
dropped from 2.38 per cent to 2.32, equaling the pre
vious low point for 1942.

Treasury note prices weakened temporarily during 
May. Continuing an irregular rise which started late in 
March, the average yield on three to five year taxable 
Treasury notes rose to a new 1942 high of 1.05 per cent 
on May 22, but later dropped back to the April 30 level. 
Sharing in the rise in yields on other tax exempt notes, 
the yield on the tax exempt %  per cent Treasury note 
due March 15, 1945, moved up from 0.43 per cent on 
May 12 to 0.54 (highest since the beginning of January) 
on May 26. There was no change thereafter.

The %  per cent Treasury certificates of indebted
ness, issued in April, showed little fluctuation during the 
month, the yield remaining close to 0.50 per cent.

On May 4, the United States Treasury offered 
$1,250,000,000 of taxable 2 per cent Treasury bonds of 
1949-51, dated May 15. Limitations placed on sub
scriptions to the December and February bond offer
ings of the Treasury did not apply to this issue. Sub
scriptions up to $10,000, totaling about $69,000,000, were 
allotted in full; larger subscriptions were allotted on a 
38 per cent basis and a total of $1,292,000,000 of the 
bonds was issued. The new 2 per cent bonds were 
quoted May 5 at 100 6/32 bid, on a “ when issued”  
basis and at 100 19/32 bid, toward the end of the month.

During May the Treasury also offered an unspecified

amount of registered 2y2 per cent Treasury bonds of 
1962-67, dated May 5, and available for purchase during 
the period May 5-14. This issue was designed especially 
for insurance companies, savings banks, trust funds, 
and large private investors. Commercial banks (banks 
accepting demand deposits) were not eligible to enter 
subscriptions for the new bonds for their own accounts, 
and will not be eligible to purchase them until 1952, at 
which time they will first become available in coupon 
form. Distinguishing characteristics of the issue were 
the absence of any specific limitation as to the amount 
which might be sold and the availability of the bonds 
for purchase for a number of days, and for these reasons 
it has been referred to as a “ tap”  issue. Total sales 
amounted to $882,100,000.

Continuing its program of refinancing guaranteed debt 
of the Federal agencies with direct Treasury obligations, 
the Treasury on May 25 offered 1%  per cent Treasury 
notes, dated June 5, 1942 and due December 15, 1946, 
in exchange for $875,000,000 of 2%  per cent Home 
Owners * Loan Corporation bonds (called for payment 
July 1, 1942), and $276,000,000 of 1 per cent Recon
struction Finance Corporation notes, maturing July 1,
1942. The new notes were well received and were 
quoted on May 29 at 100 14/32 bid, on a “ when issued”  
basis.

Money IRatesTin*N ew 'Y ork

M ay 31, 1941 Apr. 30, 1942 M ay 28, 1942

Stock Exchange call loans.......................... 1 1 1
Stock Exchange 90 day loans................... * 1 X *1H n u
Prime commercial paper— 4 to 6 months X ~ X X X
Bills— 90 day unindorsed....................... % % %
Yield on %  per cent Treasury note due

March 15, 1945 (tax exempt)................ 0 .4 5 0 .4 3 0 .5 4
Average yield on taxable Treasury notes

1.02 1.02(3-5 years).................................................... 0 .71
Average yield on tax exempt Treasury

2 .0 0bonds (not callable within 12 years) . . 2 .0 0 2 .0 5
Average yield on taxable Treasury bonds

2 .3 3(not callable within 12 years).............. 2 .3 8
Average rate on latest Treasury bill sale

0 .3 6 591 day issue................................................. 0 .069 0 .3 3 5
Federal Reserve Bank of New York dis-

11 1
Federal Reserve Bank of New York buy

X Xing rate for 90 day indorsed bills. . . . .

* Nominal
Member Bank Credit 

Total loans and investments of the reporting member 
banks in 101 leading cities advanced $495,000,000 to 
$31,888,000,000 during the four weeks ended May 20. 
As in the previous month, the rise was occasioned entirely 
by an increase in Government security holdings; total 
loans declined $230,000,000 further and investments 
other than in Government securities were $50,000,000 
lower. Holdings of Treasury bonds increased 
$581,000,000, the greatest part of which represented 
purchases of the 2 per cent Treasury bonds of 1949-51 
during the week ended May 20. Treasury bill holdings, 
reflecting acquisition by these banks of part of the 
$200,000,000 increase in outstanding bills over this 
period, were $133,000,000 higher, and additions to hold
ings of certificates of indebtedness amounted to 
$78,000,000. Enlarged holdings of Treasury bills were 
concentrated in banks outside New York City, but the 
major part of the aggregate increase in holdings of cer
tificates of indebtedness was accounted for by purchases 
by the New York City institutions. Commercial, indus
trial, and agricultural loans declined $261,000,000
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further, with $148,000,000 of the decline occurring in 
the week of April 29 and resulting in large part from 
the repayment of bank loans by the American Tobacco 
Company out of the proceeds of a security issue.

Adjusted demand deposits increased $251,000,000 in 
the country as a whole during the four weeks’ period, 
although in New York City, where large payments by 
insurance companies were made for the registered 2 ^  
per cent Treasury bonds of 1962-67, there was a 
$61,000,000 decline. United States Government deposits 
increased $224,000,000 in New York City banks, but 
declined $171,000,000 in all other reporting centers, 
because of relatively larger “ book credit”  payments 
for new Treasury bonds in New York than in other 
sections of the country, where withdrawals as a result 
of Government calls exceeded the establishment of new 
credits.

Use of T a p  Issues: Great Britain and the 

U nited States

The new registered 2%  per cent bonds resemble cer
tain so-called tap issues sold by the British Government, 
with the important difference that the British tap issues 
usually have been on sale for far longer periods. Sev
eral other foreign governments have also used tap 
methods of financing, but the British experience is prob
ably of most interest in this country.

In the financing of its war effort the British Govern
ment has relied extensively upon various tap issues 
which, bdng unlimited in amount and continuously open 
to subscription for extended periods, are designed to 
absorb current savings as they accrue. This device was 
also widely used during and immediately after the first 
World War. Current tap issues are of two main types 
which, for want of better terms, may be designated as 
“ large savings”  and “ small savings”  tap issues, respec
tively. The former are designed to appeal to institu
tional and other large investors, and are negotiable. 
Since the outbreak of the war there have been five of 
these issues, which have accounted for the great bulk 
of the Government’s medium and long term financing, 
and up to the end of March, 1942, had yielded almost 
£2,000,000,000. There have been three separate issues 
of 2%  per cent National War bonds, maturing in 1945-47, 
1946-48, and 1949-51, respectively, and two issues of 3 
per cent Savings bonds, maturing in 1955-65 and 1960-70, 
respectively. At the present time, only the 2 ^  per cent 
National War bonds 1949-51 and the 3 per cent Savings 
bonds 1960-70 are on tap.

The “ small savings”  tap issues— the counterpart of 
the present Series E War Savings bonds in the United 
States— have been designed for wage earners and others 
of limited incomes, and include an issue of National 
Savings certificates and an issue of 3 per cent Defence 
bonds, both of which were placed on tap in November, 
1939. These issues are not negotiable but are redeem
able at any time on short notice. From November, 
1939, to the end of March, 1942, these issues had realized 
£879,000*000.

In December, 1941, the British Government also placed 
on tap an issue of Tax Reserve certificates— similar to 
our Tax Series Treasury notes — which bear interest at

one per cent per annum if tendered in payment of taxes.
The most conspicuous example of tap financing by the 

United States Government is, of course, the United 
States Savings bonds, which first went on sale March 1, 
1935. Sales of these bonds have aggregated nearly 
$10,000,000,000, of which $6,000,000,000 have been sold 
since May 1, 1941, when the present National Defense 
Series were inaugurated. Provisions relating to the eli
gibility of particular types of purchasers, terms of re
demption, maximum limits for individual purchasers, 
and other features have been changed from time to time, 
but, subject to these changes, Savings bonds have been 
available “ on tap”  continuously for more than seven 
years.

Other United States Treasury issues “ on tap”  are 2 
per cent Depositary bonds, issued only to banks for use 
in securing certain deposits of the Federal Government, 
and the Tax Series Treasury notes, designed to aid tax
payers in making provision for future tax payments. 
Of the Depositary bonds $77,000,000 have been sold 
since they were first made available a year ago. More 
than $3,500,000,000 of the tax notes have been purchased 
since they went on sale August 1, 1941. (Of these, 
$620,000,000 have been turned in for payment of taxes.)

W a r Savings Bonds

Sales of War Savings bonds during May, the first 
month of the Treasury’s intensified campaign, evidently 
surpassed the quota of $600,000,000 announced earlier. 
The Daily Statement of the Treasury for May 25, show
ing receipts of $519,000,000 to that date, indicates sales 
for the full month of about $630,000,000. This amount 
would be approximately a fifth greater than last month’s 
figure and the third largest monthly total so far recorded. 
The National quotas for June and July have been set at 
$800,000,000 and $1,000,000,000, respectively.

Plans for the Treasury’s War Bond Pledge Campaign 
are rapidly taking shape. In the near future (beginning 
June 14 in Greater New York) thousands of volunteer 
workers will be engaged in visiting every home in the 
country in an effort to secure a voluntary signed pledge 
of 10 per cent of each person’s income toward the system
atic purchase of War Savings bonds.

In addition to the efforts described, which will be 
directed chiefly toward stimulating sales of Series E 
bonds and War Savings stamps, more attention is to be 
given to increasing the sales of Series F and G bonds 
to the larger investors and to corporations. The War 
Savings bonds of these series differ from Series E bonds 
in that yields are lower (2.53 and 2.50 per cent, respec
tively, as compared with 2.90 per cent on Series E ), their 
term is twelve years instead of ten, and maximum pur
chase limits are much higher. Series F and G bonds in 
turn differ through the fact that the former are of the 
“ appreciation”  or interest accumulation type, whereas 
the latter provide a current interest income. Heretofore, 
purchasers of Series F and G bonds have been limited to 
a total of $50,000 in any one calendar year, of either 
series, or both series combined. On May 25, Secretary 
of the Treasury Morgenthau announced that the limita
tion on Series F and G bonds would be raised to $100,000 
on July 1 as a result of numerous requests by purchasers 
who asked the opportunity to put more of their money

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

June 1, 1942



FEDERAL RESERVE BANK OF NEW YORK 45

into the war effort through the medium of War Savings 
bonds. During the period May, 1941, through April,
1942, Series E bonds accounted for 53 per cent of total 
sales of Savings bonds; Series F, 8 per cent; and Series
G, 39 per cent. For New York State corresponding per
centages (partly estimated) are 44, 7, and 49, respectively.

Consumer Credit Regulation

As part of the President’s program for preventing an 
undue rise in the cost of living, the Board of Governors 
of the Federal Reserve System announced on May 6 the 
adoption of an amendment to Regulation W  relating 
to consumer credit. The purpose of the amendment is 
to contract further the outstanding volume of consumer 
credit in line with the Government’s purpose of prevent
ing the rapid bidding up of prices. The principal 
changes made in the Regulation are:

1. The list of articles to which the Regulation applies 
has been broadened, to cover the bulk of consumers’ 
durable and semidurable goods, including such items as 
wearing apparel, bedding and blankets, and almost all 
types of household equipment.

2. The maximum permissible maturity of instalment 
sales of listed articles has in general been reduced to 
12 months, and the required down payment for most 
articles has been increased to 33 1/3 per cent. Excep
tions to this rule are furniture and pianos, for which 
the required down payment is increased from 10 per 
cent to 20 per cent; and automobiles, for which the 
maximum maturity of 15 months is retained.

3. The scope of the Regulation has been broadened 
to include charge accounts. Unless charge accounts due 
either for listed or unlisted articles are paid by the tenth 
day of the second calendar month following the purchase, 
no further credit may be extended to purchase any listed 
article until the items in default have been paid for in 
full or have been placed on an instalment basis for pay
ment within 6 months. No down payments are required 
on charge account purchases.

4. Single payment loans of $1,500 or less (not pre
viously covered by the Regulation) are limited to a 
maturity of 90 days. Where the proceeds of such a 
loan are used to purchase a listed article costing $15 
or more, a down payment is also required. If not paid 
in 90 days, the loan must be placed on an instalment 
basis.

5. Other revisions provide that instalment payments 
shall not be less than $5.00 a month or $1.25 a week; 
also, instalment sales maturing within three months will 
no longer be exempt from down payment requirements.

Copies of Regulation W , as amended, may be obtained 
upon application to this bank or to its Buffalo Branch.

Security M arkets

The stock market was subjected to varying influences 
during May but, in the end, showed a fairly sharp net 
advance for the month. In their most pronounced 
upward reaction since January, share prices advanced

sharply between April 28 and May 11, reflecting, at 
least to some degree, favorable war news from Mada
gascar and from the Australian area. Standard’s 90 
stock price index during this period advanced 7 per 
cent from the lowest level reached in nine years and 
thereby canceled about one third of this year’s decline. 
During the following ten days, when a number of reduc
tions in dividends were announced, the stock market 
tended to weaken slightly. Subsequently, stocks resumed 
their upward move, and, on May 28, the Standard index 
was at the highest point in seven weeks. For the month 
as a whole the index was up 6 per cent. The principal 
gains during May were shown by public utility and 
industrial shares. Trading activity was light; shares 
traded on the New York Stock Exchange fell to the 
lowest level since August, 1918.

As in recent months, domestic corporate bond prices 
pursued a steady course, apparently being little affected 
by either domestic or foreign news. Prime municipal 
bond prices moved up fractionally, and Standard’s aver
age yield on these issues was 2.43 per cent on May 27, 
about halfway between the year’s high and low.

N ew  Financing

During May a total of $140,000,000 corporate and 
municipal new security issues was publicly offered or 
privately sold. Of the May total, corporate financing 
accounted for $109,000,000, an amount 8 per cent below 
the monthly rate during the first four months of 1942. 
New capital raised by corporations amounted to 
$64,000,000, an 18 per cent decline from the January- 
April average. The volume of State and municipal 
issues, at $31,000,000, was the lowest since September, 
1939, the first month of the war.

Temporary financing, not included in the $140,000,000 
total, amounted to $100,000,000, nearly all of which was 
accounted for by two issues: $50,000,000 State of New 
York 0.375 per cent tax anticipation notes maturing in 
October, 1942, and $41,000,000 Federal Intermediate 
Credit Bank 0.75 and 0.85 per cent consolidated deben
tures maturing in January and April, 1943.

Foreign Exchanges

During May the widest fluctuations in New York rates 
for foreign exchange occurred in the quotation for Swiss 
francs for noncommercial purposes. This movement, 
however, was of little long-run significance and reflected 
merely the thinness of the market for this type of 
exchange in the present circumstances. Accompanying 
some demand in the face of the virtual absence of any 
supply, the rate for the so-called free Swiss francs, which 
had turned upward in the latter part of April, continued 
to advance sharply, reaching a peak of $0.3620 on May 
12; this quotation was more than 50 per cent above the 
equivalent of the rate at which Swiss exchange is sup
plied by Swiss banks for certain specified purposes. 
Subsequently some supply of “ free”  Swiss francs 
reached the market, and, although these offerings would 
not be considered large in normal conditions, they appar
ently were sufficient to satisfy the existing demand. 
The “ free”  rate consequently reacted abruptly and by
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May 19 had declined to $0.2725, thereby canceling all 
but 2%  cents of the previous advance. At the end of 
May, “ free”  Swiss francs were quoted at $0.2900 in an 
extremely thin market.

With respect to the Western Hemisphere currencies, 
the free market rate for the Venezuelan bolivar continued 
the advance which had persisted since the beginning of 
the year, and by the latter part of the month had reached 
a point about 13 per cent above that prevailing at the 
end of 1941. The current quotation, $0.2985 bid-$0.3015 
offered, is about the level at which the bolivar reportedly 
is now being pegged through official Venezuelan interven
tion in the free market. The Cuban peso reacted slightly 
on May 8, accompanying reports that a 10 million peso 
currency issue— half the authorized amount— would soon 
be introduced in Cuba, but the peso has since recovered 
and at the end of May was quoted at a premium of %  
per cent in terms of the dollar. The Canadian dollar 
appreciated further in the unofficial market during May, 
closing the month at a discount of 9%  per cent, as 
compared with lS 1/̂  per cent early in April, when the 
current recovery began.

Production and Trade

Intensification of the war effort was again manifest 
during May. Preliminary data for the month indicate 
that industrial activity held or exceeded the record level 
attained during the first four months of this year. The 
steel mills again operated at virtually full rated capacity, 
electric power production during the first three weeks 
of the month averaged somewhat higher than in April, 
and mining of bituminous coal continued in heavy vol
ume. The movement of bulk freight over the railroads 
increased further, although loadings of merchandise and 
miscellaneous freight averaged somewhat lower than in 
April.

1941 1942

April Feb. March April

Indexes of Production and Trade* 
(100 =  estimated long term trend)
Index of Production and Trade t ............... 106 I l l IlOp IlOp

Production....................................................... 109 120 120p 121p

Producers’ goods— total........................ 114 143 144p 146p
Producers’ durable goods................ 120 158 162p 164p
Producers’ nondurable goods......... 108 126 124p 126p

Consumers’ goods— total...................... 102 92 90p 89p
Consumers’ durable goods.............. 100 56 49p 48p
Consumers’ nondurable goods. . . . 103 105 104p 103p

Durable goods— total............................. 114 128 129p 130p
Nondurable goods— total..................... 105 113 112p 112p

Primary distribution!................................. 98 104 104p 107p
Distribution to consumer.......................... 105 96 93p 89p
Miscellaneous services................................ 101 115 114p 114p

Cost of Living, Bureau of Labor Statistics
(100 =  1935-39 average)............................... 102 113 114 115

Wage Rates
(100 —  1926 average)..................................... 118 131 132p

Velocity of Demand Deposits* 
(100 =  1935-39 average)

56 62 60 60
Outside New York C ity ................................. 87 90 90 87

p Preliminary. * Adjusted for seasonal variation.
t  For January, 1942, the index of production and trade has been revised to 

113, and the index of primary distribution to 101.
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In a further move to conserve strategic materials for 
war needs, the War Production Board on May 5 issued 
an order limiting the use of iron and steel in the pro
duction of over 400 articles of ordinary civilian use for 
a period of three months from that date and prohibit
ing use for those purposes thereafter. Adopting for 
the first time the principle of “ concentration of produc
tion,”  the W.P.B. issued an order (applying to the stove 
industry) designed to release the facilities of the larger 
firms of an industry for war production, while per
mitting the smaller concerns to continue to meet essen
tial civilian needs.

Transportation and storage problems engaged increas
ing attention during May. In order to assure more ade
quate cargo space for iron ore, the Office of Defense 
Transportation banned all grain shipments on the Great 
Lakes after May 14, except by permit, and placed sharp 
restrictions on the use of vessels for certain coal move
ments beginning June 1. To prevent port congestion and 
delays, such as those which handicapped overseas ship
ments during the first World War, the O.D.T. issued 
instructions to carriers designed to prohibit the ship
ment of export goods into port areas until shipping space 
is available. The Association of American Railroads 
announced that beginning May 20 the shipment of all 
grains intended for storage would be restricted owing 
to congestion of storage facilities.

Production and Trade in A pril 
In April, this bank’s index of production and trade, 

seasonally adjusted, was unchanged from the March 
level of 110 per cent of estimated long term trend. This 
figure compares with 106 in April, 1941. Productive 
activity was at a new record level in April, but retail 
trade again failed to come up to seasonal expectations.

In response to war demands, the group index of 
producers’ durable goods production rose further in 
April. Largely responsible for the continued rise in 
this index are the machinery and transportation equip
ment industries in which the production of war goods 
is highly concentrated. The accompanying chart por
trays the rapid strides which these industrial groups
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have made since the beginning of the National defense 
program in the summer of 1940. In April the produc
tion of consumers ’ durable goods, which had dropped 
sharply between July and March, showed only a minor 
additional decline. The output of nondurable goods in 
the aggregate was about unchanged between March and 
April, seasonal factors considered. The daily rate of 
cotton consumption rose to a new peak, following a 
temporary decline in March, and bituminous coal mining 
was at an unusually high level. The output of crude 
petroleum was curtailed further, but the reduction was 
less marked than in March.

In respect to retail trade, the volume of department 
store sales was lower than in March, contrary to seasonal 
tendencies, and mail order house sales failed to increase 
as much as usual at this time of the year. Sales by 
chain store systems, on the other hand, showed a some
what greater than seasonal increase. The movement of 
bulk freight over the railroads (represented in the index 
of primary distribution) registered a marked contra- 
seasonal increase in April, but loadings of merchandise 
and miscellaneous freight declined slightly.

Com m odity Prices

Price movements throughout May were relatively 
slight, following the announcement at the end of April 
of the General Maximum Price Regulation. The order, 
which placed general ceilings at the highest levels reached 
in March, became effective on May 11 for most whole
sale prices previously uncontrolled and on May 18 for 
retail prices of the items covered under the regulation. 
Ceilings on certain service charges will become effective 
July 1. The Office of Price Administration issued sup
plemental formulae during May for determining retail 
price maxima on certain seasonal goods.

Wholesale prices of the major crops, and of about 40 
per cent (by value) of the food products included in the 
Bureau of Labor Statistics comprehensive wholesale 
price index, have not been subjected to ceiling regula
tions, but these were apparently influenced indirectly by 
the general order, showing little net change during May. 
The Senate’s passage of a bill permitting limited sales 
of Government-owned holdings of grain at less than 
parity levels was no doubt an additional factor restrain
ing agricultural price advances during May. Previously, 
advances in farm and food prices had been prominent in 
the general price rise. From August, 1939 to April, 
1942 wholesale prices of farm products increased over 
70 per cent and of foods (including many processed 
items) nearly 50 per cent, according to the Bureau of 
Labor Statistics indexes; the general index of whole
sale commodity prices in April of this year was 32 per 
cent higher than in August, 1939.

According to the Bureau of Labor Statistics index, 
the cost of living for wage earners and lower salaried 
workers in the United States rose slightly further during 
April to the highest level since late in 1930, as the ac
companying chart shows. At its April level the index 
was 17 per cent above the prewar June, 1939 level; the 
increase has amounted to 4y2 per cent since November
15, 1941, immediately prior to our entry into the war.
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Index of the Cost of Living in the United States (Bureau of Labor 
Statistics data; m onthly figures prior to September,

1940, obtained by interpolation)

The sharpest gains in living costs have occurred in retail 
prices of food, clothing, and housefurnishings, expendi
tures for which make up approximately one half of the 
family budget in lower income brackets. Rents and fuel 
items have shown relatively slight increases during the 
war period. Retail prices of about 60 per cent of the 
foods and of 75 per cent of other goods and services are 
reported to be covered under the new ceiling regulations.

In addition to its direct controls of prices, the O.P.A. 
has extended its rationing controls as a further measure 
to assure consumers of a fair distribution of the items 
that have become scarce, either because of curtailed pro
duction or because of insufficient transportation facili
ties. During May country-wide rationing of sugar was 
instituted and gasoline was rationed for noncommercial 
consumers in 17 Eastern States and the District of 
Columbia. Sales of automobiles, tires, bicycles, and 
typewriters had been made subject to restrictions before 
May 1.

E m ploym ent and Payrolls

Between March and April there was little net change 
in the total number of New York State factory employees, 
although payrolls increased somewhat. A  continued 
expansion in employment at plants producing war goods 
was canceled out by reductions in working forces in con
sumers ’ goods industries. Shipyards and manufacturers 
of aircraft, railroad equipment, and other war material 
continued to report substantial employment gains, but 
firms engaged in the production of clothing and mil
linery, carpets, confectionery, and nonessential metal 
goods curtailed their working forces. Total manufac
turing employment in April was 1 4 ^  per cent greater 
than in the corresponding month of last year and pay
rolls were 42 per cent larger.

In the United States as a whole, there was a slight gain 
in the number employed in manufacturing establish
ments during April, and payrolls rose 2 per cent further. 
Compared with the April, 1941 level, employment was 
11 per cent greater and payrolls were 38 per cent larger.
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During the past month there has been discussion of 
the need for reviewing the program of plant expan
sion in light of the growing shortage of raw mate
rials resulting from the rapid increase in the rate of 
war production. A  point may soon be reached where 
it may become necessary to choose between military 
equipment for immediate use and new facilities for the 
production of a much greater output some time in the 
future. Something of the magnitude of the plant expan
sion program which has already been planned may be 
indicated by the increase in United States Government 
commitments for industrial facilities from around 
$2,000,000,000 at the end of March, 1941 to nearly 
$6,000,000,000 by the end of last December. Our 
entrance into the war in December tended to accelerate 
the process of converting existing plants to war produc
tion, and meanwhile the program for the construction 
of new facilities continued to be pushed ahead. By 
March 30 commitments had reached $10,700,000,000, and 
by the end of April the total volume of funds authorized 
for such plants amounted to $16,300,000,000. The pro
gram for Government-financed plant expansion visual
ized at that time was about equal to all expenditures, 
both public and private, for manufacturing plant and 
equipment from 1929 through 1939. During the 1916-18 
period public and private expenditures for such pur
poses have been estimated at a little over $5,000,000,000.

On the basis of the reports of the F. W . Dodge Cor
poration, which cover construction in 37 Eastern States, 
the volume of contracts awarded for manufacturing 
building during the first four months of this year was 
almost 50 per cent above the corresponding period of 
1941. All other types of construction contracts com
bined showed a rise of about 20 per cent. In the case 
of residential building, the volume of contracts awarded 
for private dwellings during the first four months of 
1942 was about 17 per cent below the corresponding 
period of 1941, while contracts for public residential 
projects, including barracks as well as homes for workers 
in war industries, were three times as great as in the 
year earlier period.

In New York State and Northern New Jersey the 
volume of contracts awarded during the first four 
months of 1942 was about one-quarter above the total 
for the corresponding months in 1941. The most import
ant factor contributing to this increase was awards for 
manufacturing building, which more than doubled be
tween the two periods. Of all such contracts awarded 
in the 37 States from January through April of this 
year, about one eighth was for industrial facilities in 
this region. Other types of construction awards in New 
York and Northern New Jersey rose only 10 per cent in 
the first four months of 1942 over the year earlier figure. 
In this District the year-to-year decline in the volume of 
awards for private projects has been especially marked, 
and in the case of private residential building the de
crease amounted to almost 50 per cent. However, the 
increase in the volume of public awards over this period 
has been relatively greater than in the 37 States as a 
whole.

B u ild in g

Average daily sales of the reporting department stores 
in the Second District apparently decreased during 
May somewhat more than usual, although, judging by 
figures for the three weeks ended May 23, sales ran 
slightly ahead of the corresponding period of 1941.

In April sales of the reporting department stores in 
this District were about 5 per cent higher than' in the 
corresponding month last year, and the average daily 
rate of sales fell off from the level of March, contrary 
to the usual seasonal tendency. The largest gains over 
April, 1941 were reported in the sales of radios, house
hold appliances, and piece goods.

During April retail stocks of merchandise on hand 
in department stores in this District expanded further. 
As the stores continued to accumulate fall merchandise, 
stocks on hand at the end of April were about 70 per 
cent higher than a year earlier. Although this rise 
doubtless is predominantly a reflection of larger phy
sical inventories, some part of it is accounted for by 
price increases over the past year.

Returns from a limited number of department stores 
in this District indicate that at the end of April out
standing orders for merchandise purchased by the stores 
but not yet delivered were declining but were still about 
twice as large as those at the end of April, 1941.

D e p a r tm e n t  S to re  T r a d e

Percentage changes from a year earlier

Department stores
Net 1

April,
1942

Sales

Jan. through 
April, 1942

Stock on hand 
end of month 

April, 
1942

New York C ity .............................................. +  4 + 1 8 + 7 7
Northern New Jersey................................... +  4 + 2 0 + 6 8

Newark.......................................................... +  4 + 2 0 + 6 7
Westchester and Fairfield Counties. . . . + 1 5 + 2 7 + 5 5

+ 1 5 + 2 9 + 5 9
Lower Hudson River Valley..................... +  1 + 1 6 + 3 7

Poughkeepsie............................................... +  8 + 2 0
Upper Hudson River Valley..................... —  5 + 1 7 + 4 4

—  9 + 1 2
Central New York State............................ +  5 + 2 6 + 6 8

Mohawk River Valley............................ + 1 4 + 4 1 + 7 2
+  1 + 2 1 + 6 7

Northern New York State......................... — 15 +  6
Southern New York State......................... +  2 + 2 5 + 5 2

Binghamton................................................. —  2 + 2 3
+  9 + 3 0

Western New York State........................... + 1 2 + 2 6 + 5 5
+ 1 5 + 3 0 + 5 5

Niagara Falls.............................................. + 3 3 + 4 5 + 3 7
+  7 + 2 0 + 6 1

All department stores.................... +  5 + 2 0 + 7 0

Apparel stores................................... +  7 + 2 1 + 5 6

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1941
1942

Apr.
Feb. Mar. Apr.

Sales (average daily), unadjusted................... lOOr 94 106r 106
Sales (average daily), seasonally adjusted.. 102r 116 120r 110

Stocks, unadjusted................................................ 89 119 137r 152
Stocks, seasonally adjusted............................... 87 127 135r 149

r Revised
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MONTHLY REVIEW, JUNE 1, 1942

General Business and Financial Conditions in the United States
(Summarized by the Board of Governors of the Federal Eeserve System)

I NDUSTRIAL activity increased in A pril and the first half of May reflecting con
tinued advances in armament production. Following an increase in buying during 

the first quarter, retail trade declined somewhat. Wholesale commodity prices advanced 
further.

Production
Expansion of industrial production in  A p ril was reflected in an advance in the 

Board’s seasonally adjusted index from 172 to 174 per cent of the 1935-39 average. 
This increase followed upon a period of relative stability during the first quarter of 
the year, when growing war production was offset by decreased civilian output.

Since the beginning of the year total volume of industrial output has shown little  
change but there have been marked differences among individual industries. In  general 
output of machinery, chemicals, and armament of all kinds has continued to expand 
at a rapid rate. There have also been substantial increases in output of electric 
steel, nonferrous metals, glass containers, wood pulp, and coal. On the other hand, 
output of many products for civilian use such as automobiles, tires and tubes, wool 
textiles, electrical appliances, alcoholic beverages, petroleum, and petroleum products 
has been sharply reduced either by direct order or by shortages of material or trans
portation facilities. In  the month of A pril crude petroleum and petroleum products 
were the principal commodities showing a decline in output. Output of furniture, 
cotton and rayon textiles, manufactured foods, paper products, and tobacco products 
has been maintained in large volume.

Value of construction contracts awarded in April, as reported by the F. W. Dodge 
Corporation, was almost one-fifth below the high March total, reflecting a decline in 
publicly financed construction. Residential contracts decreased by one fourth and for 
the month were at about the same level as last year. Awards for nonresidential building 
increased slightly, mainly because of a 40 per cent increase in awards for factory 
construction, practically all publicly financed.

In  the first four months of 1942, total awards were about one-fourth greater than 
in the corresponding period last year; public awards more than doubled, while those 
for private projects were down by about two fifths. Public awards in this period 
made up over 70 per cent of the total, compared with about 40 per cent last year.

Distribution
Retail sales declined somewhat in April, following a considerable amount of 

anticipatory buying during the first quarter of this year. A t department stores, dollar 
sales in April were about 10 per cent below the first quarter average, making allow
ance for usual seasonal variations, but were 5 per cent above the level prevailing 
during the latter part of 1941. During the first half of May sales showed a further 
decrease and were around 6 per cent larger than a year ago in contrast to price 
increases amounting on the average to about 20 per cent over the year period.

Total freight car loadings increased sharply in A pril owing chiefly to larger 
shipments of coal and forest products, and to a sharp rise in iron ore loadings as the 
Great Lakes shipping season got under way. Shipments of merchandise in less than 
carload lots, which had begun to decline in March, were reduced sharply further in 
April, reflecting Government action to increase the average load per car in order to 
effect fuller utilization of railroad equipment.

Commodity Prices
Beginning on May 11, wholesale prices of most commodities were limited to the 

highest levels reached during March, according to the general maximum price regula
tion issued A pril 28. Effective May 18, retail prices of most commodities were like
wise limited. Retail prices of related services w ill be limited beginning July 1.

About 30 new maximum price schedules for industrial products were issued from 
the middle of A pril to the middle of May. Most of these covered wholesale prices of 
items previously subject to informal or temporary controls. Upward adjustments in 
maximum prices were allowed for coal, ferromanganese, tires, petroleum products, and 
a few other items.

Wholesale prices of most farm products and basic foods, which are exempt from 
direct control, showed little  change in this period, following sharp increases earlier 
in the year.

Bank  Credit
During the five weeks ended May 20 Federal Reserve Bank holdings of Govern

ment securities increased by about 200 million dollars, while currency in circulation 
rose by 260 million. Member bank deposits increased during the period and required 
reserves showed a corresponding growth. The net result was a decline of 300 million 
in excess reserves. Holdings of United States securities at banks in leading cities 
increased further, while commercial loans declined. Liquidation of loans was con
centrated at banks in  New York City and in the Kansas City district.

United States Government Security Prices
Prices of U. S. Government bonds declined in the last half of April, but steadied 

in the first half of May. Rates on current Treasury b ill issues rose from about 0.20 
per cent in March to 0.36 per cent in May. The Federal Open Market Committee 
announced on A pril 30 that Federal Reserve Banks stood ready to purchase all 
Treasury bills offered at 0.375 per cent.

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

June 1, 1942



MONTHLY REVIEW
of Credit and Business Conditions

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Reserve Bank, New York July 1,1942

M on ey M arket in June

As in March, the quarterly tax period in June passed 
without material disturbance to the money market or to 
bank reserve positions, despite the lower general level of 
excess reserves prevailing. Government security prices 
held steady and trading activity was light throughout 
the month. Income tax collections by the Federal Gov
ernment during June, which came to $2,100,000,000 in 
the United States as a whole, and to about $570,000,000 
in the Second Federal Reserve District, were, with the 
exception of March, the largest on record. Nevertheless, 
at no time during the period of heaviest collections did 
excess reserves of member banks fall below $2,700,000,000 
in the country as a whole, or below $500,000,000 in New 
York City, thus maintaining approximately the same 
levels as had prevailed since early May. On the last 
“ statement date”  of the month, Wednesday, June 24, 
excess reserves fell slightly below those levels, to 
$2,650,000,000 for all member banks, and to $485,000,000 
for Central Reserve New York City banks, principally 
as a result of payments for the $300,000,000 Treasury 
bills sold on that date. The next day, June 25, payments 
were due on the new issue of certificates of indebtedness, 
and excess reserves temporarily declined somewhat 
further, but funds transferred from member bank re
serve accounts to Treasury balances with the Federal 
Reserve Banks— in payment for those securities— were 
largely returned to the banks within a relatively short 
period, through Government expenditures.

At the beginning of the year some concern was felt 
over the prospective impact of quarterly income tax 
collections during 1942, because of the joint effect on 
income tax revenues of a larger “ tax base” , and the 
increases in tax rates contained in the Revenue Act of
1941. Special arrangements were made for a concen
tration of Treasury bill maturities during the March 
tax period. By acquiring Treasury bills which would 
fall due during the period when heavy tax collections 
are made, banks could be assured of receiving funds 
with which to pay income tax checks drawn on them. 
Similar preparations were made for the June tax period; 
Treasury bill maturities, of $150,000,000 each, were 
arranged for June 16, 17, 18, and 19. But the first two 
of these maturities were offset by the sale of $300,000,000 
of new bills on June 17, and the third and fourth maturi
ties were followed by the sale of a like amount on June 
24. The mounting volume of Government expenditures 
made net redemptions of Treasury bills during the June

tax period unnecessary. When Government receipts, 
even though temporarily swollen by collections of income 
tax instalments, fail to exceed expenditures, those ex
penditures automatically provide the offset to the income 
tax payments.

In June the collection of checks drawn by individuals 
and corporations, in payment of second quarter income 
tax instalments, extended over a number of days, and 
the funds thus transferred from member bank reserve 
balances to Treasury balances with the Reserve Banks, 
were returned to the banks with unusual rapidity. Data 
published in the Daily Statement of the United States 
Treasury indicated that war expenditures reached about 
$3,800,000,000 during June, and total Government ex
penditures attained a level which required frequent 
withdrawals of funds from “ war loan”  accounts in 
depositary banks to supplement tax receipts. These 
withdrawals during June totaled $1,200,000,000 for the 
country as a whole, and $780,000,000 in this District.

Treasury deposits with the Reserve Banks remained 
at relatively low levels through the days when income 
tax collections were heaviest. In fact, on several occa
sions during the period June 16-23, the Federal Reserve 
Banks purchased, direct from the Treasury, special one 
day issues of certificates of indebtedness to adjust the 
Treasury’s cash position. The authority of the Reserve 
Banks to purchase securities direct from the Treasury, 
which was revived by an amendment of the Federal 
Reserve Act, contained in the Second War Powers Act,
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1942, was thus put to practical use. Temporary trans
actions of this type were employed extensively in the first 
World War financing and over tax periods during the
1920’s.

The use of previously acquired tax anticipation notes 
by taxpayers to meet, in part, the June instalments on 
their income taxes also contributed to the close balance 
between Treasury receipts and payments during the tax 
period. Of the total income tax collections during June, 
tax anticipation notes were used to make 24 per cent of 
the payments, a considerably larger proportion than in 
March when the figure was 17 per cent. Consequently, 
out of the total collections of $2,100,000,000, cash pay
ments came to $1,600,000,000.

Federal Reserve open market operations in Govern
ment securities continued to contribute to the volume of 
member bank reserves and to the maintenance of stable 
money market conditions during June, although, in 
view of the rather firm security market that prevailed 
during most of the month, net purchases were somewhat 
smaller than in May. These operations took the form 
largely of purchases of Treasury bills, partly under the 
%  per cent buying rate established by the Federal Open 
Market Committee on April 30. During the four weeks 
ended June 24, purchases of bills, in excess of maturities, 
amounted to $63,000,000. Over this period the holdings 
of the System Open Market Account as a whole showed 
an increase of $94,000,000. Purchases and sales of par
ticular issues of Government securities continued to be 
made during the month when ready markets for certain 
issues were unavailable or when other issues were in 
particular demand.

Adjustments in the reserve position of individual 
banks have been facilitated recently by an enlargement 
of the supply of short term securities, which the banks 
can acquire for temporary investment of available funds, 
and which they can readily sell to obtain additional re
serves when necessary. The weekly offerings of Treas
ury bills were increased to $300,000,000 for the first 
time on June 10, as a means of further enlarging the 
supply of short term Government securities, as well as 
supplying the Treasury with additional funds. For the 
month as a whole, the outstanding volume of Treasury 
bills increased $250,000,000.

The market supply of short term Government obli
gations was enlarged further by the one major piece 
of Treasury financing in June, which consisted of the 
offering of another $1,500,000,000 issue of certificates 
of indebtedness. Dated June 25, this issue will mature 
in about 7 months, as compared with 6 ^  months on the 
April issue of certificates of indebtedness, and carries a 
rate of %  per cent as compared with y2 per cent on the 
earlier issue. Two thirds of the payments for the new 
certificates of indebtedness were made by the so-called 
“ book-credit”  method, and thus had the effect of replen
ishing Government deposits with commercial banks on 
“ war loan account” . These deposits had been drawn 
down by $1,000,000,000, to $640,000,000, as a result of 
heavy calls for repayment during the first twelve days 
of June.

In the Second Federal Reserve District, where excess 
reserves have been running at relatively lower levels 
than elsewhere in the country, banks used the “ book

credit”  method to the extent of 80 per cent in making 
payments for certificates of indebtedness taken in this 
District. While purchases in this District of the new 
certificates of indebtedness were again relatively large, 
the issue was more widely distributed than the April 
issue of certificates of indebtedness, as reflected in the fact 
that 54 per cent of the June issue was taken in other 
Federal Reserve Districts, as compared with 45 per cent 
of the April issue.

Government Security Market in June
Stability and light trading activity were the predomi

nant characteristics of the Government security market 
during June. The announcement on June 22 that the 
Treasury would borrow in the open market between 
$3,750,000,000 and $4,500,000,000 in July and August 
had only a slight effect on price quotations. Between 
May 29 and June 29 the average yield on long term 
partially tax exempt Treasury bonds fluctuated around 
1.99 per cent, the 1942 low. The average yield on 
long term taxable Treasury bonds during the greater 
part of the month was 2.32 per cent, equaling the low 
for the year. A  somewhat higher level was reached 
late in June. Intermediate term Treasury bonds were 
steady.

While yields on Government bonds were at or near 
the year's lows, yields on Treasury notes generally moved 
to somewhat higher levels, at or near the year's peaks. 
Thus, the average yield on three to five year taxable 
Treasury notes, moving within a narrow range, rose 
slightly between May 29 and June 5 to equal the 1942 
high point, at which level the average remained during 
much of the remainder of the month. Yields on tax 
exempt Treasury notes also rose.

On June 18, the Treasury offered another $1,500,000,000 
issue of Treasury certificates of indebtedness, designated 
Series A-1943, which were dated June 25 and mature 
February 1, 1943. Subscription books remained open 
two days, compared with one day for the earlier issue. 
This and several other changes in subscription rules, to
gether with the slightly higher interest rate, had the de
sired effect of obtaining a wider primary distribution for 
the issue. The new certificates were well received, subscrip
tions totaling $3,113,000,000, compared with total sub
scriptions of $3,062,000,000 on the April offering, despite 
a much smaller volume of insurance company subscrip
tions. Subscriptions of $25,000 or less, which totaled about 
$61,000,000, were allotted in full; 50 per cent allotments 
were made on the larger subscriptions (such allotments 
on the April issue were on a 48 per cent basis). Total 
allotments on the new issue aggregated $1,589,000,000. 
Market quotations on the new certificates remained close 
to par, the yield at the ejid of the month being 0.62 per 
cent bid; trading has been inactive. The yield on the 
earlier issue of certificates of indebtedness declined from 
0.49 per cent bid on May 29 to 0.46 on June 29.

The weekly offerings of Treasury bills were again 
raised during June. While the June 3 issue, like the 
three previous offerings, was in the amount of 
$250,000,000, the June 10 and the two subsequent offer
ings were raised to $300,000,000. Since Treasury bill 
maturities during June totaled $900,000,000, the Treas
ury through its weekly bill transactions obtained 
$250,000,000 of “ new money” during the month. Short
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The increased availability of Treasury bills, arising out of the 
larger offerings now being made, and the assurance of a market 
at a fixed rate at the Federal Reserve Banks have consider
ably broadened the Treasury b ill market. Tenders for new 
issues of Treasury bills have been received in increasing num
bers from outside of the principal money centers, where these 
bills have previously found their principal market, and many 
inquiries have been received, from banks and others, as to the 
correct procedure to follow in bidding for Treasury bills. In 
view of these inquiries and in the interest of a further broaden
ing of the market, the procedure used in submitting tenders for 
new issues of Treasury bills and other pertinent data are out
lined in a circular addressed by this bank to all incorporated 
banks and trust companies in the Second Federal Reserve Dis
trict and to others concerned. Copies of this circular (No. 
2453) may be obtained upon application to this bank or its 
Buffalo Branch.

term Government securities (maturities of less than one 
year) now outstanding total $5,600,000,000, of which 
$3,100,000,000 are certificates of indebtedness and 
$2,500,000,000 Treasury bills.

The Treasury bill rate during June continued stable, 
slightly under the %  per cent rate at which the Federal 
Reserve Banks stand ready to purchase all Treasury 
bills offered them. The first three weekly bill offerings 
in June were of 91 day term; the June 24 issue was of 
85 day term and will consequently mature during the 
next quarterly income tax collection period in September.

Money Rates in New York

June 30, 1941 M ay 29, 1942 June 29, 1942

Stock Exchange call loans.......................... 1 1 1
Stock Exchange 90 day loans................... *1M * i y
Prime commercial paper— 4 to 6 months t t % -%
Bills— 90 day unindorsed............................ % A %
Yield on %  per cent Treasury note due 

March 15, 1945 (tax exempt)................. 0 .4 2 0 .5 4 0 .59
Average yield on taxable Treasury notes

(3-5 years)................................................... 0 .66 1.02 1.17
Average yield on tax exempt Treasury

bonds (not callable !within 12 years). . 1 .96 1.99 2 .0 0
Average yield on taxable Treasury bonds

(not callable within 12 years).............. 2 .18 2 .33 2 .3 4
Average rate on latest Treasury bill sale

91 day issue................................................. 0 .066 0 .365 0 .362f
Federal Reserve Bank of New York dis

count rate...................................................... 1 1 1
Federal Reserve Bank of New York buy

t ting rate for 90 day indorsed bills......... t t t t

* Nominal f  85 day issue

Member Bank Credit

During the four weeks ended June 24 there was a 
contraction of $244,000,000 in the total loans and invest
ments of the weekly reporting member banks in New 
York City. Weekly reporting banks in 100 cities out
side of New York, however, added $105,000,000 in the 
aggregate to their loans and investments. Loans declined 
both for the New York City and the outside institutions, 
while total investments showed divergent movements— a 
reduction of $136,000,000 in New York City and an 
increase of $241,000,000 elsewhere.

Of the decline in total investments shown by New York 
City banks, a considerable part was accounted for by 
a reduction in holdings of “ other securities” , owing 
principally to the maturity of an issue of New York 
State notes and of short term notes of the Common
wealth of Pennsylvania. Holdings by all reporting 
member banks of Government guaranteed obligations

dropped sharply and holdings of Treasury notes in
creased, as a result of the exchange offering of new 1 y2 
per cent Treasury notes, dated June 5, for outstanding 
Home Owners’ Loan Corporation 2%  per cent bonds 
and Reconstruction Finance Corporation 1 per cent 
notes. Treasury bills held by the reporting institutions 
were enlarged to the extent of $158,000,000 over the 
four weeks ’ period, the bulk of the increase, as during the 
previous month, being concentrated in banks outside New 
York City. Commercial, industrial, and agricultural 
loans showed a small increase in New York City but 
declined $58,000,000 further in other reporting centers. 
The total for all weekly reporting member banks, at 
$6,505,000,000, on June 24, was $530,000,000 below the 
high point reached March 18. New York City banks’ 
loans to brokers and dealers in securities dropped 
$78,000,000.

Adjusted demand deposits increased $437,000,000 in 
the 101 cities during the four weeks and $164,000,000 
in New York City, most of the increases occurring during 
the week ended June 10. Reflecting a series of calls by 
the Treasury on depositary banks, Government deposits 
declined $869,000,000 in the 101 cities and $579,000,000 
in the New York City banks. As of June 17, U. S. 
Government deposits were the lowest since last October 
for the banks in the 101 cities and since last November 
for the banks in New York City.

W a r Savings Bonds

Despite the fact that sales of War Savings bonds dur
ing June, estimated at about $650,000,000, were approxi
mately double those of the corresponding month a year 
ago, the goal of $800,000,000 was not reached. On the 
basis of reports through June 26, sales of Savings bonds 
in the Second Federal Reserve District by agencies other 
than post offices will probably show about the same total 
as in May. The payment of second quarter income tax 
instalments and continuing uncertainties with respect 
to new tax legislation may have been partly responsible 
for the failure of War Savings bond sales to increase in 
June. On the other hand, encouraging reports of the 
progress of the Treasury Pledge Campaign, and of in
creasing numbers of persons enrolled in company pay
roll deduction plans, point to an ever widening public 
participation in the program.

As shown in the following diagram, the percentage 
of National income devoted to the purchase of War 
Savings bonds has averaged substantially higher than 
was the case with the old type Savings bonds sold prior 
to May 1, 1941. The peaks shown for May, 1941 and 
January, 1942 were accentuated by numerous purchases, 
especially of Series F and G bonds of amounts equal to 
the calendar year limitations for individual subscribers 
established by the Treasury Department, and included 
substantial purchases with previously accumulated funds. 
During the period January, 1939— April, 1941, sales of 
Savings bonds averaged slightly under i y 2 per cent of 
income payments to individuals while from May, 1941 
to date sales have averaged about 5%  per cent. In May 
and June sales amounted to somewhat above 7 per cent 
of the National income. The Treasury Department’s 
announced objective is 10 per cent.
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P€B CENT

Cash Receipts from the Sale of U . S. Savings Bonds Expressed as a
Percentage of National Income Paym ents (June, 1942 , sales of  

U . S. savings bonds estim ated on basis of Daily Statem ent of the 
Treasury for first 22  days of the m onth; National income 

paym ents estim ated for M ay and June)

Indications are that Series E bonds are accounting for 
a considerably enlarged proportion of the sales of all 
series, and that, of the Series E bonds, the greatest sales 
increases are occurring in the smaller denominations. 
Latest figures available show the Series E bonds as mak
ing up about 65 per cent of the sales of Series E, F, and 
G combined. Sales of $25 and $50 denomination bonds, 
indicative of purchases by small savers out of current 
income, in March, 1942 accounted for 30 per cent of 
total Series E bond sales, as compared with about 12 per 
cent in May, 1941.

Security M arkets

Influenced by news of heavy bombing raids over 
Germany and of naval successes in the Pacific, stock 
prices continued to move up strongly early in June. 
On the 17th Standard’s 90 stock price index reached its 
high point for the month, culminating a seven week 
advance during which the index rose 14 per cent. This 
was the most considerable upward movement in about

PER CENT

Movement of Stock Prices (Standard and Poor’s
90 stock index; 1926=100 per cent)

a year, as the accompanying chart indicates. The Libyan 
defeat was a factor lending a heavy tone to the market 
in the latter part of June, and, as a consequence of 
declining tendencies that then developed, share prices 
ended the month at levels close to those prevailing on 
May 29. Even so, the index at its June 30 level was 11 
per cent above the year’s low point reached in April. 
Stock trading on the New York Stock Exchange again 
was light, rising above 400,000 shares on only two days.

Medium and lower grade railroad bonds weakened 
further during June, reportedly as a result of appraisals 
of postwar prospects for many of the roads. Largely 
reflecting this decline in railroad bonds, Moody’s index 
of Baa grade bonds was off %  of a point to a level within 
half a point of the year’s low. High grade corporate 
bond prices continued to show little fluctuation during 
June.

Prime municipal bonds, on the other hand, extended 
the irregular price recovery which they have shown 
since February. Between May 27 and June 24 the 
average yield on Standard’s prime municipal bonds 
declined 0.08 per cent, to 2.35 per cent, the lowest since 
January of this year.

N ew  Financing

A total of $162,000,000 corporate and municipal new 
security issues was publicly offered or privately sold 
during June. The volume of corporate financing, at 
$124,000,000, was slightly in excess of the average for 
the first five months of 1942, but municipal flotations 
were only about two thirds of the January-May average. 
Almost half of the corporate total represented private 
sales; about $76,000,000 was for new capital purposes.

The principal public offerings of corporations during 
the month were $36,500,000 Virginia Public Service 
Corporation bonds and debentures and $15,000,000 
Public Service Electric and Gas Company bonds. In 
addition, the following were sold privately: $30,000,000 
Aluminum Company of America debentures, $12,000,000 
El Paso Natural Gas Company bonds, and $15,000,000 
Standard Oil Company of Ohio debentures (of which 
$5,000,000 were issued in exchange for outstanding 
securities). The largest municipal award was that of 
$7,100,000 Buffalo Municipal Housing Authority bonds.

Temporary financing, not included in the $162,000,000 
total, amounted to $99,000,000 and included $32,000,000 
New York City revenue bills, $31,000,000 Federal Inter
mediate Credit Bank consolidated debentures, and 
$20,000,000 Pittsburgh Housing Authority short term 
notes.

The volume of corporate new security issues floated 
during the second quarter of 1942 is compared with that 
for earlier periods in the accompanying chart. During 
the three months ended June 30, 1942, corporate financ
ing averaged approximately $114,000,000 a month, the 
lowest since the first quarter of 1939. Of this amount, 
however, new capital flotations accounted for $90,000,000, 
a somewhat higher figure than in either of the preceding 
two quarterly periods. For the entire first half of 1942 
corporate issues for new capital purposes ran more than 
a quarter larger than in the corresponding period a year 
earlier; as this was accompanied by a substantial decline 
in corporate refundings, the proportion of new capital
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M onthly Average Volum e of Dom estic Corporate Security Issues 
for Refunding and for New Capital (Second quarter 

of 1942 data preliminary)

to total corporate flotations rose from 27 per cent during 
the first half of 1941 to 70 per cent during the six months 
ended June 30, 1942. Issues of $10,000,000 or over 
accounted for nearly two thirds of the new capital raised 
by corporations during the first half of 1942.

Of the $491,000,000 of new capital raised by corpora
tions through new security issues during the first half 
of 1942, a sizable amount was accounted for by two 
tobacco companies, the American Tobacco Company and 
Philip Morris and Company which together raised 
$98,000,000, nearly all of which was to be used for retir
ing bank loans previously incurred for the purpose of 
enabling the corporations to enlarge their inventories. 
In addition, Schenley Distillers Corporation, National 
Distillers Products Corporation, and R. H. Macy and 
Company raised $42,000,000, all of which was to be 
employed in retiring bank loans and increasing working 
capital. In the category of concerns engaged in activities 
related to war production, five companies in the oil 
industry obtained $68,000,000 to finance new construc
tion and purchase existing plant, and four public utility 
companies borrowed $60,000,000, most of which was 
scheduled to be used for additions to plant and equip
ment. Proceeds from the sale of the $30,000,000 Alumi
num Company of America debentures will be used in 
the expansion of producing facilities; the United Air
craft Corporation floated $26,600,000 of new securities 
to obtain funds for research and development and later 
repurchase of emergency plant facilities.

Foreign Exchanges

Foreign exchange trading in New York remained in
active during June. The only appreciable fluctuation 
in rates occurred in the so-called free Swiss franc, the 
quotation for which declined rather abruptly during the 
early part of the month to reach $0.2750 on June 11. 
Some demand soon developed, however, and by June 15 
the rate had returned to $0.2950. At the end of the 
month, the 4‘ free”  franc was quoted at $0.2910 to show 
little net change from the end of May.

Contrary to the rising tendency of the two preceding 
months, the unofficial discount of the Canadian dollar,

after having narrowed to 9%  per cent on May 29, 
widened to 10 per cent on June 2 and held at about 
this point for the remainder of the month. Among the 
other Western Hemisphere currencies, the free market 
rate for the Venezuelan bolivar was quoted at $0.3005 
during most of June. This was approximately the level 
at which the bolivar reportedly was stabilized toward the 
end of May, following a steady appreciation which had 
occurred since the end of 1941. Other leading Latin 
American exchanges were steady vis-a-vis the dollar 
during the past month.

Production and Trade

Judging from preliminary data now at hand, indus
trial conditions which characterized recent months con
tinued to prevail during June— increased output of war 
goods was again partially counterbalanced by a smaller 
production of goods for civilian consumption. Weekly 
estimates of the tonnage of steel produced during June 
indicate a continuation of mill operations at approxi
mately full rated capacity. Seasonal factors considered, 
electric power production was maintained at the high 
rate attained in the earlier months of this year and the 
output of crude petroleum was somewhat higher in June 
than in May. Figures for the first three weeks of June 
show a slight tapering off in the daily rate of bituminous 
coal mining and in loadings of railway freight.

The nation’s war production program will call for 
the expenditure of $140,000,000,000 for war goods dur
ing 1942 and 1943, according to Chairman Nelson of 
the War Production Board. Mr. Nelson has stated that, 
although the conversion of industry to war production 
is still in progress, “ the spotlight has shifted from 
manufacturing facilities to raw materials” . Measures 
which are being taken to fill raw material needs include 
the development of new natural resources and the pro
duction of substitute materials, increased imports, resort 
to accumulated inventories, stimulation of scrap flow,

1941 1942

M ay March April M ay

Indexes of Production and Trade* 
(100 =  estimated long term trend)
Index of Production and T r a d e ................. 110 111 IlOp 109p

Production...................................................... 113 120 120p 121p

Producers’ goods—total........................ 121 145 146p 149p
Producers’ durable goods................. 123 162 164p 168p
Producers’ nondurable goods......... 118 125 126p 126 p

Consumers’ goods— total..................... 105 90 89p 87 p
Consumers’ durable goods.............. 105 49 47 p 45 p
Consumers’ nondurable goods.. . . 105 104 103p 102 p

Durable goods— total............................ 118 129 129p 132 p
Nondurable goods— total.................... 110 113 113p 112 p

Primary distribution.................................. 106 104 109p 106 p
Distribution to consumer......................... 107 93 89 p 84 p
Miscellaneous services............................... 102 114 115p 116p

Cost of Living, Bureau of Labor Statistics
(100 =  1935-39 average)................................. 103 114 115 116

Wage Rates
(100 =  1926 average)...................................... 121 132 133p

Velocity of Demand Deposits* 
(100 =  1935-39 average)
New York C ity .................................................. 59 60 57 r 66
Outside New York C ity ................................. 87 90 857- 88

p  Preliminary. r Revised. * Adjusted for seasonal variation.

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

July 1, 1942



54 MONTHLY REVIEW, JULY 1, 1942

PER CENT

Index of Distribution to Consumer (Federal Reserve Bank of New  
York index, expressed as a percentage of estimated long term  

trend, and adjusted for seasonal variation)

and the precise scheduling of the movement of materials 
to and between production units.

Much stricter controls over the use of metals and other 
scarce materials than the present priorities system has 
provided are to be set up by the War Production Board. 
The emphasis in the new “ Production Requirements 
Plan” , which it is expected will eventually supersede 
the priorities system, will be on tailoring the volume 
of available materials to the consumers ’ needs with due 
regard to the “ end use”  of those materials. The dis
tribution and use of metals will receive first attention—  
presumably during the third quarter. Priority instru
ments covering other materials will continue in effect for 
the time being.

Production and Trade in May
For May the monthly index of production and trade 

computed by this bank is placed at 109 per cent of esti
mated long term trend, as compared with 110 in April, 
1942 and in May, 1941. Production moved into new 
high ground in May, but there was a further slackening 
in the volume of retail trade. The decline in retail 
trade has been attributed to a number of factors, among 
them, the effect of plant conversions and the unavail
ability of certain war materials in creating shortages of 
particular types of commodities, the influence of higher 
income tax obligations and war bond purchases, the 
consumer credit regulations, and a subsidence of the 
anticipatory buying which had particularly characterized 
the months preceding our entrance into the war.

Sales of department stores, mail order houses, and 
grocery chain systems were all lower in May than in 
April, although variety chain stores reported a slightly 
larger volume of business. Railroad loadings of mer
chandise and miscellaneous freight declined further in 
May, while loadings of bulk freight increased less than 
in other recent years. Although the total number of 
cars loaded in May was slightly lower than in the cor
responding month last year, the volume of freight car
ried, as measured in ton-miles, was considerably above 
the May, 1941 level, owing to more efficient use of roll
ing stock and longer hauls.

Under the continuing stimulus of war demands the

output of producers’ durable goods mounted higher in 
May, while the production of consumers’ goods— non
durable as well as durable— declined somewhat further. 
On June 26 the President disclosed that in May nearly 
4000 planes and over 1500 tanks were produced, as 
well as large quantities of other materiel. (In May, 
1941 plane production approximated 1300.) The value 
of new machine tools, presses, and other metal-working 
machinery shipped during May again increased and 
showed a gain of 80 per cent over the figure for the 
corresponding month last year. The March peak in 
steel production was practically equaled in May, while 
the daily rates of cotton consumption and bituminous 
coal mining, although slightly lower than in April, 
remained at high levels.

C om m odity Prices

Throughout June— the first full month in which the 
General Maximum Price Regulation was effective—  
wholesale prices of most industrial commodities held 
steady. Prices of farm and food products, which are 
largely uncontrolled, fluctuated irregularly during the 
month, reflecting among other influences war develop
ments. Cotton prices on June 8 touched the lowest levels 
since early in January, but afterwards developed con
siderable strength, as the prospective duration of the 
conflict seemed to be lengthened by unfavorable war 
news; quotations for hogs moved in a somewhat similar 
pattern, reaching on June 26, the highest level since 
1920. Wheat prices also moved over a wide range, 
reflecting uncertainties as to the position of Congress 
with regard to pending agricultural legislation, but 
showed small net changes for the month as a whole. 
Based on conditions as of June 1, the Department of 
Agriculture estimated this year’s total wheat crop at
868,000,000 bushels, 8 per cent less than last year’s. 
It is indicated, however, that 1942 will be a record year 
for crop production generally.

The accompanying table shows the Bureau of Labor 
Statistics weekly indexes of wholesale prices by major 
groups for June 20, compared with selected previous 
dates. As the table indicates, the current price indexes 
are only slightly above the March peaks and in general 
are fractionally below the levels on May 9— immediately 
prior to the effective date of the General Maximum 
Price Regulation for wholesale prices.

During June the Office of Price Administration clari
fied numerous features of the General Maximum Price 
Regulation and added supplemental rulings. New ceil
ing regulations were announced to become effective July
1 on charges for many types of consumer services, the 
number of areas to be affected by rental ceilings was 
further increased, and new wholesale price ceilings were 
imposed on seasonal woolen fabrics for civilian use. In 
a decision of apparently broad implications, the O.P.A. 
denied the petition of a manufacturer to raise above 
ceiling levels prices of certain items selling at losses, on 
the grounds that profits on the company’s operations as 
a whole were satisfactory. Large soap concerns agreed 
during June to “ roll back”  factory prices to February 
levels to enable retailers to sell at March ceilings. E f
fective June 29, the O.P.A. permitted increases in the 
prices charged for gasoline and fuel oil on the East Coast.
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According to a special survey by the Bureau of Labor 
Statistics showing immediate effects of the imposition of 
the General Maximum Price Regulation, the cost of living 
for wage earners and lower salaried workers in 21 urban 
centers of the United States was estimated to have de
clined fractionally between May 15 and June 2. For 
the preceding year and a half the Bureau of Labor 
Statistics data had shown a virtually uninterrupted rise 
in the cost of living. While many retail prices have 
tended to show slight downward reactions since May 15, 
food prices in general again advanced, especially in 
New York City, where the food index was about 1%  
per cent higher on June 2 than on May 15. In the past 
three years— since June, 1939— the all items cost of 
living index for the country as a whole has risen 17%  
per cent and retail food prices alone about 30 per cent.

United States Bureau of Labor Statistics Weekly Indexes 
of Wholesale Commodity Prices

Index

Percentage change June 20, 1942 
compared with

June 20, 
1942 

(1926=100)
Aug. 26, 

1939
Dec. 6, 

1941
Mar. 28, 

1942
M ay 9, 

1942

All commodities........................... 98. lp + 3 1 .1 +  6 .4 +  0 .7 —  0 .5

Raw materials.............................. 98 .7 + 4 9 .1 +  9 .7 +  0 .4 —  0 .8
Manufactured products............ 9 8 .8  p + 2 4 .6 +  5 .2 +  0 .9 —  0 .5

Farm products.............................. 104.5 + 7 1 .0 +  15.1 +  1.1 +  0 .5
Foods................................................. 9 8 .4 + 4 7 .5 + 1 0 .9 +  2 .6 —  0 .9
All commodities other than 

farm products and foods.. .  . 95 .9  p +  19.3 +  2 .3 +  0 .6 +  0 .1

p Preliminary

Building

On June 15 the War Production Board indicated that 
nonessential building had been virtually halted since 
April 9, when it was announced that all nonessential 
civilian construction, except a limited number of small 
projects, must receive specific authorization from the 
Board. For the year as a whole the W.P.B. estimated 
that only $650,000,000 would be spent on such building 
compared with $4,000,000,000 in 1941. The volume of 
essential construction, on the other hand, was expected 
to amount to $13,500,000,000 in 1942, 20 per cent above 
the total volume of construction in 1941.

Owing to the rapidly expanding rate of war produc
tion, demands on the existing supply of critical mate
rials have become so great that some modifications have 
recently been made in the program of war construction. 
In the field of plant expansion, the W.P.B. announced 
on May 30 that no new war plants would be built unless 
they were deemed absolutely essential to the war effort. 
In the future, emphasis will be placed as far as possible 
on the use of existing facilities, and, in the event that 
new plants are considered necessary, on structures of 
the simplest type which require a minimum of scarce 
materials.

During May the volume of construction contract 
awards in the 37 Eastern States included in the F. W . 
Dodge Corporation survey rose to the second highest 
level on record, the previous high being reached in Au
gust, 1941. Three fourths of the total contracts awarded 
in the month were for defense construction financed by 
the Federal Government, 9 per cent was for other pub
lic projects, including State and municipal construction,

1935 1936 1937 1936 1939 1940 1941 1942

Daily Average Value of Private Residential Building Contracts 
Awarded in 37  States, Adjusted for Seasonal Variation  

(Based on F . W . Dodge Corporation data)

and the remaining 16 per cent was for private construc
tion. Compared with the corresponding month of last 
year, when only one quarter*of all contracts was for 
Government financed defense work, the daily rate of 
awards in May was up almost one quarter. All major 
types of private construction were off more than 50 per 
cent, while public projects were more than double the 
rate prevailing in May, 1941.

The accompanying chart indicates the extent to which 
the rate of awards for private residential building has 
already been curtailed as a result of the demands of 
the war construction program. From August, 1941 to 
May, 1942 the daily rate, adjusted for seasonal varia
tion, declined about 60 per cent, and in May was at a 
level corresponding to the low point reached during the 
recession of 1937-38.

In New York State and Northern New Jersey the 
daily rate of construction contract awards declined about 
one fifth from April to May, owing primarily to a 
decrease in the volume of awards for heavy engineering 
projects. Compared with May, 1941, however, the rate 
of awards in this region was up about 10 per cent. As 
in the case of the 37 States as a whole, awards for private 
construction were off more than 50 per cent, while awards 
for public projects more than doubled between May, 
1941 and May, 1942.

E m ploym ent and Payrolls

The War Manpower Commission has recently esti
mated that 10 million new workers will be needed for 
war work during 1942, as well as 2y2 million who 
will probably be required for the Army and Navy. At 
the end of 1941 about 7 million persons were working in 
war industry and by April 1,1942 this number had grown 
to approximately 9 million. The Commission believes 
that the 12y2 million added to war industry and the 
armed forces during 1942 will be raised as follows: 7 
to 8 million from peacetime industries, about y2 million 
from farms and a like number from the ranks of the 
self-employed, i y 2 million from the unemployed, and
2 million from housewives, students, and others not regu
larly in the labor force.

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

July 1, 1942



56 MONTHLY REVIEW, JULY 1, 1942

On June 24, the War Manpower Commission issued 
eight directives to Federal agencies covering plans to 
coordinate information regarding the manpower supply 
and to mobilize available manpower where it is needed 
in war industry and in agriculture. Under this program, 
the United States Employment Service is directed to 
analyze and classify workers ’ skills, to establish priorities 
for the placement of workers with critical skills in essen
tial industries, and to recruit and allocate workers in 
essential activities.

According to the New York State Department of 
Labor, employment in New York State factories declined 
somewhat during May from the level of the two preced
ing months, but owing to a large number of wage rate 
increases, payrolls continued to rise. Although factory 
employment as a whole was only slightly smaller, there 
were sizable changes in the working forces of individual 
industries. Producers of transportation equipment, ord
nance, electrical machinery, and other war goods con
tinued to hire more workers, while shortage of materials 
for civilian production caused layoffs at plants making 
carpets, woolen fabrics, radios, cans, and heating appa
ratus. In addition, there were large seasonal reductions 
in employment by clothing manufacturers. Compared 
with May, 1941, factory working forces were 12y2 per 
cent greater, and wage payments were 36 per cent larger.

In New York City, both employment and payrolls 
declined during May, largely as a result of seasonal 
layoffs in the garment industry. In Upstate New York, 
however, larger working forces and increased payrolls 
were reported, as employment gains in war industries 
more than offset declines at plants manufacturing con
sumers’ goods and nonessential metal products.

In the United States as a whole, manufacturing em
ployment rose about 1 per cent during May, and pay
rolls were 3 per cent greater, according to the Bureau 
of Labor Statistics. Manufacturers of war goods, as 
represented by the transportation equipment and ma
chinery industries, continued to hire more workers; 
automobile factories increased employment for the first 
time since November, indicating progress in the conver
sion of the industry to war production. However, all 
major industrial groups in the nondurable goods cate
gory, except food products, reported reduced working 
forces, although in many cases the declines were seasonal 
in character. Total factory employment in May was 10 
per cent greater than in the corresponding month last 
year, and payrolls were 34 per cent larger.

During May, the number employed in civil nonagricul
tural pursuits in the United States as a whole increased
330,000 to a total of 41,200,000 persons, according to esti
mates made by the Bureau of Labor Statistics. The 
largest gains during the month occurred among those 
engaged in construction work, civil government em
ployees, and factory workers. Total civil nonagricul
tural employment in May was 2,300,000 above the May,
1941 level and nearly half of this gain occurred in 
manufacturing industries.

D epartm ent Store Trade

For the four weeks ended June 27, total sales of the 
reporting department stores in the Second District were

about 7 per cent lower than in the corresponding 1941 
period, and were also below the May average, whereas 
little change usually occurs between these two months. 
Inasmuch as these figures are in dollar terms, and inas
much as retail prices average considerably higher than 
a year ago, indications are that the physical volume of 
Second District department store trade— as opposed to 
the dollar volume— was quite substantially below the 
level of June, 1941.

Total sales during May of the reporting department 
stores in this District were 5 per cent below May, 1941, 
owing in part to the fact that there was one less shopping 
day and one less Saturday this year than last. On an 
average daily basis, sales were somewhat higher than in 
the corresponding month last year, but fell below the 
April, 1942 level. Large gains between May, 1941 and 
May, 1942 were reported in sales of yard goods, carpets, 
and radios, while substantial decreases were shown in 
linens, sheetings, millinery, furs, men’s clothing, furni
ture, sporting goods, and wines and liquors.

A further gain was reported during May in retail 
stocks of merchandise on hand in the reporting depart
ment stores in this District, and at the end of the month 
stocks were 79 per cent higher than a year earlier.

Returns from a limited number of department stores 
in this District indicate that at the end of May outstand
ing orders for merchandise purchased by the stores, but 
not yet delivered, were still declining, but were about 
one-half larger than those at the end of May, 1941.

Percentage changes from a year earlier

Department stores
Net

M ay,
1942

sales

Jan.through 
M ay, 1942

Stock on hand 
end of month, 

M ay, 
1942

New York C ity .............................................. —  4 + 1 3 + 8 6
Northern New Jersey.................................. — 10 +  13 + 7 5

Newark.......................................................... —  8 + 1 4 + 7 4
Westchester and Fairfield Counties.. . . +  2 + 2 1 + 5 4

+  5 + 2 4 + 6 1
Lower Hudson River Valley..................... — 11 +  8 + 4 3

Poughkeepsie............................................ — 10 + 1 2
Upper Hudson River Valley..................... — 17 +  8 + 5 9

Albany........................................................... — 23 +  2
Central New York State............................ —  5 + 1 8 + 7 5

Mohawk River Valley............................ +  5 + 3 1 + 7 5
—  8 + 1 4 + 7 5

Northern New York S tate ........................ — 21 —  3
Southern New York State......................... —  9 + 1 7 + 6 7

Bingham ton............................................... — 12 + 1 4
—  4 + 2 2

Western New York State.......................... —  1 +  19 + 6 4
0 + 2 2 + 6 5

Niagara Falls . . ........................................ + 2 6 + 4 0 + 3 4
—  2 +  15 + 6 8

All department stores................... —  5 + 1 4 + 7 9

Apparel stores................................................. —  3 + 1 6 + 6 1

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1941
M ay

• 1942

Mar. Apr. M ay

Sales (average daily), unadjusted.................. 95 106 106 99
Sales (average daily), seasonally adjusted . 99 120 110 103

Stocks, unadjusted............................................... 89 r 137 152 160
Stocks, seasonally adjusted.............................. 86 r 135 149 156

r Revised
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Index of Physical Volum e of Industrial Produc
tion, Adjusted for Seasonal Variation (1 9 3 5 -3 9  

a v e ra g e = 1 0 0  per cent)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation  

(1 9 2 3 -2 5  average = 1 0 0  per cent)

M em ber Bank R eserves and Related Item s 
(L atest figures are for June 10)

Wednesday Figures for Reporting Member
Banks in 101 Leading Cities (Latest

figures are for June 10)

General Business and Financial Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity continued to advance in May and the first half of June. 
Commodity prices showed little  change after the middle of May when the general 

maximum price regulation went into effect. Retail trade declined further in  May 
but increased somewhat in the first ha lf of June.

Production

Volume of industrial production increased in  May and the Board’s seasonally 
adjusted index advanced to 176 per cent of the 1935-39 average, as compared with 
173 in A p ril and 171 during the first quarter of this year. Output of manufactured 
products continued to increase, reflecting chiefly further growth in production of 
war materials, while mineral production showed a seasonal rise.

The largest increases in May, as in other recent months were in the machinery 
and transportation equipment industries which are now making products chiefly for 
m ilitary purposes. The amount of copper smelted rose sharply and output of chem
icals continued to advance. Activ ity  in the automobile industry, which since January 
had been retarded during the conversion of plants fo r armament production, showed 
an increase in May.

Steel production was maintained at about 98 per cent of capacity in May and 
the first ha lf of June. Lumber production increased seasonally and activity at fu rn i
ture factories, which usually declines at this time of year, was sustained at a high 
rate. In  industries manufacturing textiles and food products, output continued large 
in May. Gasoline production declined further, however, reflecting the effects of 
transportation difficulties. There was a further marked decrease in paperboard pro
duction which, according to trade reports, reflected a slackening in demand.

Coal production was sustained at a high rate in May and output of crude petro
leum increased somewhat, following considerable declines in March and April. Copper 
production and iron ore shipments rose sharply to new record levels.

^Value of construction contract awards increased sharply in  May, following a 
decline in  the previous month, and was close to the record high level reached last 
August, according to figures of the F. W. Dodge Corporation. Awards fo r publicly 
financed work increased in May and, as in other recent months, constituted around 
three quarters of the total. Awards for residential building continued to decline.

D i s t r i b u t i o n

Retail trade declined further in May. Department store sales were about 7 per 
cent smaller than in A p ril and sales by mail-order houses showed a similar decrease. 
In  the first half of June department store sales increased somewhat.

Car loadings of revenue freight increased in May by about the usual seasonal 
amount. There was a further substantial decline in the number of cars loaded with 
merchandise in less than carload lots, reflecting the effect of Federal orders raising 
the minimum weights fo r such loadings. Increases were reported in shipments of 
most other classes of freight, particularly coal, ore, and miscellaneous freight.

C o m m o d i t y  P r ic e s

Prices of most commodities both at wholesale and retail showed little  change 
after the general maximum price regulation went into effect around the middle of 
May. Declines occurred in prices of cotton and some other agricultural commodities, 
and prices of some industrial commodities were reduced to conform with the general 
order that prices should not exceed the highest levels reached in March. Action was 
taken to exempt most m ilitary products from the general regulation and to allow 
fo r special treatment of women’s coats and dresses and a few other nonmilitary items.

B a n k  C r e d it

During May and the first ha lf of June, the Federal Reserve Banks purchased 
about 200 million dollars of United States Government securities. Additions to 
member banks * reserves from this source, however, were offset by continued with
drawals of currency by the public. Excess reserves fluctuated around 2,700 million 
dollars during the six week period.

Reporting member bank holdings of United States Government securities increased 
by nearly a billion dollars during the period. Two thirds of the increase came in the 
week ended May 20 with delivery of new Treasury 2 per cent 1949-51 bonds, and the 
balance represented mainly increased b ill holdings. Loans declined somewhat in the 
period. Adjusted demand deposits continued to increase, while United States Gov
ernment deposits were reduced.

U n it e d  S t a t e s  G o v e r n m e n t  S e c u r i t y  P r ic e s

Prices of taxable United States Government bonds, which declined by about 
% point at the time of the early May financing, subsequently regained that loss and 
during the first ha lf o f June remained steady.
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MONTHLY REVIEW
of Credit and Business Conditions

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Eeserve Bank , New York

M on ey M arket in July

The declining tendency of member bank excess 
reserves, which had been interrupted during June, 
was resumed in July. At $2,070,000,000 on July 15, 
excess reserves of all member banks were about 
$700,000,000 below the level prevailing during most of 
June. The drop was relatively much more pronounced 
in New York City than in other parts of the country. 
From a level in excess of $500,000,000 during the first 
three weeks of June, excess reserves of the Central 
Reserve New York City banks fell as low as $190,000,000 
at the middle of July. As a result of a subsequent partial 
recovery, excess reserves on July 29 amounted to 
$2,200,000,000 for all member banks and to $255,000,000 
for the New York City banks.

The dominant factor in the reduction in member bank 
excess reserves during the latter part of June and the 
first half of July was a rapid building up 
of Treasury deposits with the Federal 
Reserve Banks— to nearly $950,000,000.
By way of contrast, Treasury deposits with 
Federal Reserve Banks had reached so low 
a level on several days just after the middle 
of June as to require ‘ ‘ overdrafts9 9 (cov
ered by borrowing on special one-day cer
tificates of indebtedness) at the Reserve 
Banks. One of the largest factors in the 
rise in Treasury deposits with the Federal 
Reserve Banks was that of cash payments 
for the $2,097,000,000 of 2 per cent bonds 
of 1949-51 sold on July 15. Not only was 
the issue of unusual size— representing 
the largest single “ new money’ 9 offering 
by the Treasury in twenty-three years—  
but the percentage of cash payments, as 
opposed to “ book credit”  payments, 
was greater than on other recent Treas
ury offerings. On the June issue of 
$1,588,000,000 certificates of indebtedness, 
for example, cash payments came to 34 
per cent of the total, whereas on the July 
issue of 2 per cent bonds the corresponding 
figure was 43 per cent. The breadth of
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distribution of the new bonds, and general participation 
in the issue in sections of the country where excess 
reserves have been relatively largest, may have accounted 
for the higher proportion of cash payments. The New 
York City banks absorbed only an eighth, and weekly 
reporting member banks throughout the country a third, 
of the new bonds; in comparison, the New York City 
banks took a fifth of the June certificates of indebtedness 
and all weekly reporting member banks one half. Of total 
allotments of $834,000,000 of the bonds to Second District 
banks and their customers, only $219,000,000, or a quarter, 
were paid for in cash— about the same proportion as on 
other recent issues.

Also contributing to the building up of Treasury 
deposits with the Reserve Banks were an enlarged volume 
of Savings bond sales and the issuance of calls for 
repayment of Government funds accumulated in com
mercial bank depositaries on “ war loan account” . The 

calls for repayment, during the period 
June 29-July 10, reached a total of 
$850,000,000. Moreover, $300,000,000 
Treasury bills were sold on July 1, and 
again on July 8, dates when there were 
no maturing bills. Weekly Treasury bill 
offerings were further stepped up to 
$350,000,000 on July 15, but the “ book 
credit”  method of payment was permitted 
on the issues of July 15 and 22, and, since 
there were $150,000,000 bill maturities 
each week, these two bill offerings had 
relatively little net effect on bank reserve 
balances. Government expenditures, rep
resented by Government checks drawn 
upon Treasury deposits with the Reserve 
Banks, were of record-breaking propor
tions, but even so fell well short of the 
cash receipts during the period from June 
24 to July 15.

Between July 15 and July 22 Treasury 
balances with the Federal Reserve Banks 
were drawn down to $300,000,000, and 
there was a partial recovery in member 
bank excess reserves. The Treasury 
did not find it necessary, until July 24,

F O R  V I C T O R Y  ★  B u y  U n i t e d  S t a t e s  W a r  S a v i n g s  B o n d s  a n d  S t a m p s
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B IL L IO N S

Reserve Balances o f  M em ber Banks in the Second Federal Reserve  
D istrict, and in A ll Other D istricts

to call for further repayments of Government funds 
in commercial bank depositaries, which were raised to a 
total of over $2,500,000,000 as a result of book credit 
payments for the 2 per cent bonds and Treasury 
bills. On July 24, 27, 30, and 31, however, calls 
were made for repayment of more than $600,000,000 
from the “ war loan”  accounts, and these funds, together 
with $200,000,000 realized from Treasury bills on July 
29, and month-end enlargement of sales of Savings bonds 
and tax anticipation notes, served to hold Treasury 
deposits with the Eeserve Banks at a fair working level.

Rising reserve requirements and further expansion in 
currency circulation, which for some time have been the 
major factors in the downward trend in excess reserves, 
played important parts in cutting into excess reserves 
in July. Between June 24 and July 29, reserve require
ments, through expansion in deposits associated with 
additions to bank investment portfolios, increased by 
$470,000,000, and over the same period net withdrawals 
of currency from the Reserve Banks to meet payroll and 
other requirements came to more than $400,000,000.

The principal offset to these factors tending to reduce 
member bank excess reserves was provided by Federal 
Reserve Bank purchases of Government securities for the 
System Open Market Account. The net increase in 
System Account holdings of Government obligations 
amounted to about $525,000,000 during the five weeks 
ended July 29. Purchases, largely concentrated between 
June 24 and July 15 when excess reserves were rapidly 
falling, were predominantly of certificates of indebted
ness and Treasury bills, which were being offered by 
banks, particularly in New York City, in the adjustment 
of their reserve positions. With the improvement in 
member bank positions after the 15th, the scale of open 
market purchases for System Account was much reduced. 
Treasury bond prices remained steady throughout July, 
despite the shrinkage in excess reserves, and there was 
little occasion for System Account operations in main
taining stable markets for such obligations.

Between the first week in November, 1941, when legal 
reserve requirement percentages were raised to their 
statutory maxima, and July 29 of this year, System 
Account holdings of Government obligations increased

by $925,000,000. This increase, of which half occurred 
during the three weeks ended July 15, has had the effect 
of moderating the decline in excess reserves. Despite 
the effect of these purchases in replenishing bank reserves, 
however, excess reserves of all member banks dropped 
by about $1,200,000,000 over this nine months’ period. 
Between November 5 and July 29, member bank excess 
reserves were cut into to the extent of more than 
$2,200,000,000 through expansion in currency circulation, 
and almost $1,200,000,000 through rising reserve require
ments resulting from deposit expansion.

During the nine months’ period, a major part of the 
reduction in excess reserves has occurred at New York 
City banks (although Central Reserve City banks in 
Chicago also have had a similar loss of excess reserves). 
Federal Reserve open market operations, mainly con
ducted in New York, prevented a much more extensive 
change in bank reserve positions in this District. In 
addition to net currency withdrawals of $420,000,000, 
and a rise in reserve requirements of $380,000,000, excess 
reserves of Second District banks tended to be drawn 
down by an outflow of funds from this area to other 
parts of the country. As indicated in the accompanying 
chart, reserve balances of the banks in the Second Federal 
Reserve District have been showing a declining tendency 
for more than a year, while reserve balances in other 
Districts have been maintaining a general level somewhat 
in excess of $7,000,000,000 since last September.

As excess reserves of the New York City member banks 
dropped off during the first half of July, losses of reserve 
funds were unevenly distributed among various institu
tions and in consequence there was increased activity 
in the market for ‘ ‘ Federal funds ’ ’ . That is to say, banks 
which might otherwise have been deficient in reserves 
borrowed, on a day-to-day basis, reserve funds from banks 
whose reserve balances were well in excess of their reserve 
requirements. While such transactions were frequent 
around the middle of July, the rate paid was unchanged 
from its previous level of one-quarter per cent. Most 
borrowings of Federal funds were repaid during the 
third week of the month as aggregate excess reserves of 
the New York City banks recovered and as the distribution 
of excess reserves, among the individual banks, became 
more balanced.

Member Bank Credit

From June 24 to July 22 total loans and investments 
of weekly reporting member banks in 101 cities increased 
$1,809,000,000, reflecting primarily participation in mar
ket offerings of new Government securities. Total Gov
ernment security holdings of reporting New York City 
banks expanded by $596,000,000 and for the banks in 
the 100 cities outside New York the increase amounted to 
$1,261,000,000. Over the four weeks’ period, holdings 
of certificates of indebtedness rose $264,000,000 for New 
York City banks and $520,000,000 for banks in the 
other reporting centers, while holdings of Treasury 
bonds rose $219,000,000 and $509,000,000, respectively. 
Accompanying a $950,000,000 increase in the outstanding 
supply of Treasury bills between June 24 and July 22, 
reporting banks in New York City added to their holdings 
of bills to the extent of $145,000,000, and banks in the 
other centers enlarged their holdings by $222,000,000.
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During the four weeks ended July 22 total loans of 
weekly reporting member banks in 101 cities increased 
$46,000,000, a rise resulting from an expansion of 
$175,000,000 in loans to brokers and dealers in securities 
(practically all in New York City), offset to a large extent 
by contraction in almost all the other loan items. Com
mercial, industrial, and agricultural loans declined 
$14,000,000 further in New York City and $61,000,000 
in the out-of-town centers. Most of this decline in New 
York City occurred in the week ended July 1 when pay
ments on a long term loan were made by a large oil 
company. Since the peak of March 18 such loans have 
fallen off $231,000,000 in New York City and $374,000,000 
in the 100 other cities.

As a result of extensive use of the book credit method 
of payment for new Government securities sold during 
the period, Government deposits held by reporting mem
ber banks showed a net increase of $1,401,000,000 to 
$2,053,000,000. About half of the increase was accounted 
for by the New York City banks. Adjusted 
demand deposits rose $45,000,000 in New York City and 
$320,000,000 in the 100 other centers.

Government Security Market in July

Only minor fluctuations disturbed the even tenor of 
the Government security market during July, as trading 
continued light. Thus, the average yield on long term 
partially tax exempt Treasury bonds was 2.00 per cent 
at the end of the month as at the beginning, while the 
average yield on long term taxable Treasury bonds held 
close to 2.34 per cent. The “ tap”  issue, the 2%  per 
cent taxable Treasury bonds of 1962-67 sold in May, 
became negotiable (except that commercial banks are 
not eligible to purchase this issue until 1952) for the 
first time on July 6 and has been recently quoted at about 
a Ys point premium, equivalent to a yield of 2.48 per cent.

Yields on intermediate term Treasury bonds generally 
showed little change during July, although the Treasury 
offering on July 8 of $2,000,000,000 of taxable 2 per cent 
Treasury bonds of December 15, 1949-51 was reflected 
in a slight rise in the yields of outstanding taxable Treas
ury bonds of comparable maturity. Subscription books 
on the new bonds, which were dated July 15, were kept 
open for two days and primary distribution of this 
new issue was wider than on several previous issues. 
Subscriptions totaled $3,849,000,000 and were allot
ted on a 52 per cent basis for amounts over $25,000. 
Subscriptions in amounts up to and including $25,000, 
totaling $196,000,000, were allotted in full. Allotments 
totaled $2,097,000,000. The new 2 per cent bonds were 
quoted slightly above par during the entire month 
(100 3/32 bid on July 30).

The average yield on three to five year taxable Treas
ury notes during the latter part of July rose to 1.23 
per cent, a new 1942 high. Yields on most tax exempt 
Treasury notes also rose somewhat.

For the third time in as many months, weekly offerings 
of Treasury bills were increased during July. The 
issues of July 1, 8, and 15 were in the amount of 
$300,000,000; the two subsequent offerings were raised 
to $350,000,000. Treasury bill maturities during the 
month came to $450,000,000. Consequently, the Treas-

BILLIONS

1 9 4 2

Outstanding Volum e of Treasury B ills, Classified as to Ownership

ury obtained $1,150,000,000 in “ new money”  through 
its weekly bill transactions during July.

The Treasury bill rate in July continued stable and 
close to the %  per cent buying rate of the Federal 
Reserve Banks. All five Treasury bill offerings during 
July were of 91 day term.

As indicated in the accompanying chart, the substan
tial enlargement of the outstanding supply of Treasury 
bills, together with the more attractive rates prevailing 
on them, has had the effect of inducing a substantially 
broader interest in and market for these securities. 
Between April 15 and July 22 the outstanding volume 
of Treasury bills expanded from $1,950,000,000 to 
$3,460,000,000, or $1,510,000,000. Of this increase, only 
15 per cent ($219,000,000) was accounted for by enlarged 
holdings of New York and Chicago banks; weekly report
ing member banks outside these cities took $419,000,000 
or 28 per cent of the increase, and banks not included in 
the weekly reporting group, together with other investors, 
took $398,000,000 or 26 per cent. Net purchases of Treas
ury bills by the Federal Reserve Banks came to 
$474,000,000 over this period, equivalent to 31 per cent 
of the expansion in the outstanding supply.

Money Rates in New York

July 31, 1941 June 30, 1942 July 30, 1942

Stock Exchange call loans........................ 1 I 1
Stock Exchange 90 dav loans................... * I M * 1 %
Prime commercial paper—4 to 6 months X V s -u H -H
Bills— 90 day unindorsed.......................... % %
Yield on %  per cent Treasury note due

March 15, 1945 (tax exempt).............. 0 .3 4 0 .5 6 0 .5 6
Average yield on taxable Treasury notes

(3-5 years)................................................... 0 .6 3 1.17 1 .2 2
Average yield on tax exempt Treasury

bonds (not callable within 12 years). 1 .96 2 .0 0 2 .0 0
Average yield on taxable Treasury bonds

(not callable within 12 yea rs)............ 2 .09 2 .3 5 2 .3 4
Average rate on latest Treasury bill sale

91 day issue................................................. 0 .094 0 .3 6 2 f 0 .369
Federal Reserve Bank of New York dis-

1 1 1
Federal Reserve Bank of New York buy

ing rate for 90 day indorsed bills----- X X X

* Nominal t 85 day issue
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Security M arkets

As a result of some further advance during July, 
added to that of the two preceding months, the major 
portion of the decline in stock prices earlier in the year 
has been erased. During the first half of July, Stand
ard’s price index of 90 stocks rose 6 per cent to a point 
only 3 per cent below the 1942 high set on January 5. 
Little movement was shown by stock quotations subse
quently until July 23 when the Treasury’s request for 
more severe tax legislation had a depressing effect on 
stock prices. For the month as a whole, the stock 
price index recorded a net advance of 3 per cent, as 
the volume of trading on the New York Stock Exchange 
picked up somewhat.

Medium grade domestic corporate bonds moved 
slightly higher during July to close the month at a 
level about %  of a point below the year’s high, measured 
by Moody’s Baa index. The extreme range for the year 
has been only 1%  points for these bonds. High grade 
corporate bonds continued inactive at or near the year’s 
high; interests which usually dominate this market have 
turned increasingly to Treasury securities.

By July 29, according to Standard’s index, prices of 
prime municipal bonds had canceled the sharp decline 
which followed the Treasury’s recommendation to Con
gress last January that income from outstanding, as 
well as future, issues of municipal bonds be made sub
ject to Federal taxation. The average yield on prime 
municipal bonds computed by Standard and Poor’s 
Corporation stood at 2.29 per cent on July 29, as 
compared with 2.35 per cent on June 24.

Foreign Exchanges

Fluctuations in the rate for the “ free”  Swiss franc 
marked an otherwise quiet New York foreign exchange 
market during June. Quotations for the “ free”  franc 
turned upward on July 2 and advanced gradually until 
July 15 when a rather abrupt rise occurred in an 
extremely thin market. By July 16, a high of $0.3160 
had been reached. Following the appearance of some 
offerings of this type of exchange, the rate reacted 
quickly and at the end of July was quoted at $0.3035, as 
compared with $0.2910 a month earlier. Except for 
some appreciation in the free rate for the Argentine peso 
in the latter part of the month, other foreign exchanges 
held steady vis-a-vis the dollar. On July 30 the Argentine 
peso was quoted in the free market at $0.2379, or 16 
points above the end of June quotation.

As to the Cuban peso, which continued to be quoted 
at par with the United States dollar, an agreement de
signed to assist the Cuban Government’s operations to 
stabilize the peso vis-a-vis the dollar was signed on 
July 6. Under the terms of the agreement, gold may 
be purchased from the United States by the Republic 
of Cuba with payment to be made within 120 days 
after delivery, provided the unpaid amount shall not 
exceed $5,000,000 at any time.

On July 10 the Chinese Stabilization Board lowered 
the rates for the Chinese yuan to 5 1/16 cents in terms 
of the United States dollar and 3 1/64 pence in terms of 
the pound sterling. This was the first change since 
September, 1941, when the quotations of 5 11/32 cents 
and 3 3/16 pence were established by the Board.

W a r Savings Bonds

Owing to intensified sales efforts, in combination with 
the raising of the limitation on purchases of Series F 
and G bonds (from $50,000 to $100,000 effective July 
1), total sales of War Savings bonds were sharply higher 
in July. On the basis of reports through July 27, it is 
estimated that total sales came to more than $900,000,000, 
which would be within $100,000,000 of the amount set 
by the Treasury early in May as the National quota for 
July. This figure, which compares with $640,000,000 
in June, and $342,000,000 in July, 1941, was exceeded 
only in January, 1942, when numerous purchases of all 
series of War Savings bonds were made in the full 
amounts then permitted individual subscribers under 
Treasury Department regulations. Secretary Morgenthau 
recently announced that present plans of the Treasury 
call for a continuance of the voluntary Savings bond 
sales program coupled with a National quota of 
$1,000,000,000 every month.

Sales of Savings bonds in the Second Federal Reserve 
District by agencies other than post offices were, with 
the exception of January, 1942, the highest on record. 
For the period July 1 to 30, sales by or reported to this 
bank amounted to $186,000,000, as compared with 
$117,000,000 for the full month of June. From May 1, 
1941, to date such sales have accounted for about one 
fifth of the total (including post office sales) for the 
entire country.

In addition to the pledge campaign conducted by the 
Treasury Department during July, moves were initiated 
to expand the number of outlets for the sale of Savings 
bonds to the general public. Whereas post offices, banks, 
and certain other financial institutions and corporations 
were heretofore permitted to issue Savings bonds of Series 
E to the public, hundreds of retail stores and radio sta
tions have recently been invited by the Treasury Depart
ment to become issuing agents, and regulations have been 
liberalized to allow many organizations to obtain bond 
supplies for sale without the necessity of posting collateral 
or paying in advance for the bonds. On J uly 18, qualified 
issuing agents for the sale of War Savings bonds num
bered 23,800 (exclusive of post offices) for the entire 
country; about 2,500 of these were located in the 
Second Federal Eeserve District.

N ew  Financing

Reflecting a sharp decline in corporate flotations, the 
volume of corporate and municipal new financing fell 
off from $170,000,000 in June to $97,000,000 in July, 
the lowest level for any month in more than four years. 
Corporate security issues during the month totaled only 
$45,000,000, or about one third of the average monthly 
volume during the first half of the year. Of this 
corporate total, only $20,000,000 represented funds to 
be used for new capital purposes.

The principal corporate offering during the month was 
that of $35,000,000 Celanese Corporation of America 
3%  per cent debentures due in 1962, priced at 99% to 
yield 3.54 per cent. The largest municipal award was 
that of $17,100,000 City of Detroit, Michigan, refunding 
bonds maturing from 1943 to 1962, priced to yield from 

0.60 to 2.60 per cent.
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Temporary financing, not included in the above totals, 
amounted to $166,100,000, nearly all of which was 
accounted for by the following issues: $45,000,000 City of 
New York revenue bills, $35,000,000 Federal Inter
mediate Credit Bank consolidated debentures, and 
$83,100,000 short term notes of several local housing 
authorities.

Production and Trade

During the first half of 1942 production of munitions 
was one and one-half times as great as in the entire year
1941, according to a report issued by Chairman Nelson 
of the War Production Board. In June, the output of 
war material, including planes, ships, tanks, guns, 
ammunition, and equipment, was nearly three times as 
large as in November, 1941, the last month before our 
entry into the war. According to present indications, a 
further gain presumably occurred in July.

The War Production Board has approved the prin
ciple of concentrating the production of essential civilian 
goods in certain plants and regions to utilize the nation’s 
industrial facilities more effectively. The W.P.B. will 
select “ nucleus plants”  to produce essential consumer 
goods at or near capacity. As a general rule, small 
plants, will be kept in operation on civilian work and 
the larger ones will be devoted to war work. The 
concentration plan will involve simplification and stand
ardization of many products and consolidation of dis
tribution channels. The plan was put into operation on 
an experimental basis by the W.P.B. in the case of the 
domestic cooking and heating stove industry last May.

On the basis of data now available for July, industrial 
activity as a whole appears to have at least maintained 
the record level reached in June. The steel mills con
tinued to operate at virtually full rated capacity, and 
electric power production and loadings of railway freight 
during the first four weeks of the month averaged some-

1941 1942

June April M ay June

Indexes of Production and Trade* 
(100 =  estimated long term trend)
Index of Production and T ra d e f.............. 112 114 113p 114p

Production...................................................... 115 121 121p 123p

Producers’ goods— total.......................
Producers’ durable goods................

122 146 148p 152p
125 163 167p 175p

Producers’ nondurable goods 119 126 125p 125p

Consumers’ goods— total.....................
Consumers’ durable goods..............

108 89 87 p 88p
115 47 4 5p 45 p

Consumers’ nondurable goods___ 105 103 lOlp 103p

Durable goods— total............................ 122 129 131p 137p
Nondurable goods— to ta l................... 111 112 l l l p 112p

Primary distribution!............................... 114 131 133p 133p
Distribution to consumer........................ 104 89 85 p 82p
Miscellaneous services............................... 102 118 120 p 119p

Cost of Living, Bureau of Labor Statistics
(100 =  1935-39 average)............................... 105 115 116 116

Wage Rates
(100 =  1926 average)...................................... 123 133 134p

Velocity of Demand Deposits* 
(100 =  1935-39 average)
New York C ity ................................................. 63 57 66 61
Outside New York C ity ................................ 93 85 88 85

p Preliminary. * Adjusted for seasonal variation.
t  These indexes have been revised Jan., 1940 to date. The revised indexes 

are available upon request.

PER CENT

Total Car Loadings and Revenue Ton-M iles of Freight Hauled 
by the Railroads, Adjusted for Seasonal Variation  

(1 9 3 9  a v e r a g e s  100 per cent)

what higher than in June. The mining of bituminous 
coal and the output of crude petroleum, however, appear 
to have declined somewhat.

Production and Trade in June

The monthly index of production and trade computed 
at this bank rose from 113 per cent of estimated long 
term trend for May (revised) to 114 for June. The 
indexes for recent months have been revised to take 
account of the substantial increase that has occurred in 
ton-miles of railway freight carried in comparison with 
the number of cars loaded.

The increase in the total index between May and June 
was due to a rise in productive activity to a new peak. 
Most of the gain in production during June was 
associated with a further substantial increase in the 
“ producers’ durable goods”  group (which includes 
much of the war production), as newly constructed or 
converted plants swung into active operation on war 
contracts.

There was a further slackening in the volume of retail 
trade in June, seasonal factors considered, but the decline 
was less pronounced than in the four preceding months. 
Sales by department stores and mail order houses 
declined more than usual in June, while sales by chain 
store systems were relatively well maintained.

Revision of Index

For many years ton-miles of freight per car loaded 
(i.e., the ratio between ton-miles of freight moved and 
car loadings) increased gradually through such factors 
as an increase in the proportion of long-haul freight 
traffic and employment of larger cars. As the accom
panying chart indicates, however, divergent tendencies 
between the two series have increased rapidly during 
the past year or two. The very rapid expansion in ton- 
miles per car loaded that has recently taken place reflects 
a much more intensive use of railway equipment under 
the pressure of the war emergency.

As long as ton-miles per car loaded increased gradually, 
car loadings provided a satisfactory measure of railway 
freight traffic for the purposes of this bank’s production
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and trade indexes, since ton-miles expressed in terms of 
per cent of their estimated long term trend showed a 
fairly close resemblance to car loadings, similarly 
expressed. But the disparity between the two series has 
recently become so marked that the use of car loadings 
figures has led to substantial understatement of the vol
ume of freight being handled by the railroads. For this 
reason the index of production and trade and the index 
of primary distribution have been revised back to Janu
ary, 1940, a series of data on revenue ton-miles of railway 
freight carried being substituted for two series on railway 
freight car loadings.

E m ploym ent and Payrolls

The total number of persons employed in the United 
States during June, 1942 was 53,300,000 (exclusive of 
members of the armed forces), the highest level on record, 
according to estimates of the Work Projects Administra
tion. This represents an increase of 1,700,000 persons 
over May, largely owing to the seasonal upswing in 
agricultural employment, and a rise of 3,000,000 since 
June, 1941. Unemployment in June was estimated at
2,800,000 persons (including public emergency workers), 
only half the number unemployed a year previous and 
only one-third the number out of work in June, 1940.

In recent months, manufacturing employment in the 
United States has gradually risen, as is shown in the 
accompanying diagram, and more persons have been 
engaged in factory work than ever before. The large 
additions to working forces at war plants have more 
than offset layoffs due to normal seasonal movements or 
to material shortages and curtailed employment during 
plant conversion to war work. The average number of 
hours worked per week has also been increasing, and, as 
a result, the total number of man-hours worked in 
United States factories, which measures labor “ input”  
in manufacturing and hence represents a kind of over
all measure of production, rose above the already high

PERCENT

HOURS) 1
I I I

AVERAGE HOURS 
WORKED PER WEE?K

\
1 9 3 9  1 9 4 0  1941 1 9 4 2

Indexes (1 9 3 5 -3 9  =  100) of M an-H ours of Em ploym ent and Num ber 
Employed in M anufacturing, and Average Hours W orked  

Per W eek  (Based on Bureau of Labor Statistics 
data, plotted on equivalent ratio scales)

level prevailing prior to the entrance of the United States 
into the war. The increase in man-hours employed in 
war production, of course, has been much greater, owing 
to the shift from civilian to war work in many lines. 
During the period of the National defense program, the 
greater part of the rise in man-hours was due to increased 
working forces, which showed a gain of 30 per cent 
between June, 1940 and December, 1941; average work
ing hours rose 10 per cent during the same period. 
Since December, however, the percentage increase in 
working hours has tended to be greater than the rise in 
employment.

During June, employment in New York State factories 
decreased 3 per cent from the May level and payrolls 
were 3%  per cent smaller, according to the New York 
State Department of Labor. Large layoffs in civilian 
goods plants, especially those manufacturing apparel, 
more than offset the continued hiring of new employees 
by most war goods plants. The apparel industry laid off 
one sixth of its previous working force during June; 
the decline was largely seasonal in character, although 
material shortages and uncertainty regarding Govern
ment style and price control regulations were also 
reported to have been factors. Other employment 
declines during the month occurred at textile mills, shoe 
factories, and plants producing nonessential metal goods. 
Compared with June, 1941, however, factory employment 
was 8 per cent higher and payrolls were 27% per cent 
greater.

In New York City factory employment dropped 9 
per cent between May and June mainly in reflection of 
large decreases in the apparel lines. Substantial curtail
ment in employment was also reported by New York City 
manufacturers of food products, textiles, and metals and 
machinery. In Upstate New York as a whole there was 
a slight increase in employment over May. Compared 
with June, 1941, working forces in New York City were 
only 2 per cent greater, while in the rest of New York 
State employment gained 12 per cent during the year.

Building

During the first half of 1942 the total volume of con
struction contract awards reported by the F. W . Dodge 
Corporation for New York State and Northern New 
Jersey was about 20 per cent larger than in the corre
sponding period of 1941. Compared with the first half 
of 1940, at the start of the defense program, awards 
in this region have increased about 55 per cent.

As the accompanying chart indicates, this latter 
increase has not been evenly distributed throughout the 
district. In Upstate New York the volume of awards 
more than tripled between the first halves of 1940 and
1942, and in Northern New Jersey the gain between the 
two periods amounted to 175 per cent. In contrast, the 
volume of contracts awarded during the first half of
1942 in the Metropolitan New York City area was one- 
third below the corresponding period of 1940. While 
in Upstate New York and Northern New Jersey the 
increase in contracts awarded for public construction 
connected with the war program has much more than 
offset a falling off in private construction, in New York 
City the influence of the war program has been relatively 
slight.
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MILLIONSOF DOLLARS

1 9 3 7  1 9 3 8  1 93 9  1 9 4 0  1941 1 9 4 2

Value of Construction Contract Awards in Metropolitan New  York, 
Upstate New York, and Northern New Jersey 

(F . W . Dodge Corporation data)

For the 37 States included in the F. W . Dodge Corpo
ration report, the total volume of contracts awarded in 
the first half of 1942 was the largest half-year total on 
record, nearly 50 per cent above the volume awarded in 
the corresponding period of 1941, and more than double 
the total for the first six months of 1940. During the 
first half of the current year, restrictions on nonessential 
building, together with growing shortages of certain 
critical materials, have resulted in a marked contraction 
in private construction. On the other hand, as a result 
of our entry into the war, the size of the war construction 
programs for such projects as manufacturing buildings, 
utilities, airports, and public housing has been sharply 
stepped up, and has more than offset declines in other 
types of construction activity.

Com m odity Prices

Continued steadiness in the general level of wholesale 
commodity prices during July reflected not only the 
ceilings widely affecting industria l prices bu t also off
setting movements within the agricultural commodity 
group. Stimulated by Lend-Lease and other Govern
ment buying, hog prices advanced to new highs since 
the fall of 1920 but spot cotton declined, accompanying 
a delay in Senate action upon the parity loan bill. A  
rise in cash wheat quotations during the first part of 
the month was subsequently canceled. The Government 
crop report, based on conditions as of July 1, indicated 
a 1942-43 wheat supply equal to more than two years’ 
domestic requirements. But the report indicated a 
smaller corn crop than the trade had expected, and corn 
prices were somewhat firmer.

During July, the Office of Price Administration estab
lished several new practices and, in other instances, 
modified certain price regulations to meet changing cir
cumstances. The first important “ punctures”  of civilian 
price ceilings since the General Maximum Price Regula
tion went into effect occurred during the month. Price 
advances were permitted for fruit and vegetables pro
cessed from the 1942 crop, for certain pigments, and for 
gasoline and fuel oil sold in the East at retail. A  Federal

subsidy, effective August 1, however, will absorb part of 
the increased cost of transporting petroleum products. 
The added expense of moving refined sugar from the 
West Coast is also to be met from Federal funds. The 
O.P.A. issued on July 17 the first Commodity Practices 
Regulation, which directs that the size and quality of 
soaps be maintained. Beginning July 31, the buying 
public can sue retailers for charging more than is allowed 
by the O.P.A. New price ceilings were issued during 
the month for men’s and boys’ tailored clothing and 
women’s fur garments. A  formula was announced by 
O.P.A. for determining the manufacturer’s ceiling price 
on new lines of specified building materials and con
sumers’ goods (other than apparel) which were intro
duced after April 1, and are not covered under other 
price regulations. The order becomes effective August
1 for sales to civilians.

Consumer Credit

It is now almost a year since the President on August 
9,1941 announced that consumer instalment credit would 
be subject to regulation by the Board of Governors of 
the Federal Reserve System. On September 1, restric
tions placed by the Board of Governors on the further 
granting of consumer credit took their place alongside 
other Governmental measures designed to combat infla
tion. As a result of the application of the Board’s 
Regulation W  (covering consumer credit) and diminish
ing supplies of consumers’ durable goods, the volume of 
outstanding consumer instalment credit is estimated to 
have declined by more than one quarter— or from some
what under $7,000,000,000 to about $5,000,000,000— be
tween August 31,1941 and May 31,1942. The President ’s 
seven-point “ anti-inflation”  program announced this 
spring pointed out the desirability of further liquidating 
consumer debt, since “ this promotes savings, retards 
excessive buying and adds to the amount available to the 
creditors for the purchase of War bonds” . Accordingly, 
Regulation W  was amended by broadening its coverage 
and by tightening restrictions.

The extent to which the volume of outstanding credit 
has declined among the various types of agencies engaged 
in advancing consumer credit has shown marked varia
tion. In general, outstanding credits of agencies making 
personal cash loans have fallen off more moderately—  
about 10 per cent on the average since the peak of last 
August— than those of agencies advancing credit for the 
purchase of consumers’ goods. By far the largest 
decline has occurred in the field of automobile financing, 
owing primarily to drastic restrictions upon the produc
tion and sale of automobiles. In the nine months follow
ing August, 1941, the volume of retail automotive paper 
held by sales finance companies fell almost 50 per cent. 
Credits extended by household appliance stores declined 
about one third during the same period, while furniture, 
jewelry, and department stores showed considerably 
smaller decreases in outstanding credits.

Sales and credit data collected by this bank from repre
sentative groups of department and furniture stores in 
the Second Federal Reserve District indicate that increas
ing proportions of cash sales are a common experience 
among these stores, that collections against outstanding 
accounts are running definitely higher, and that
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Department and Furniture Stores in the Second Federal Reserve District

Percentage Breakdown, Cash and Credit Sales

June,
1941

June,
1942

Department stores
Net sales—total.......................................................................... 100 100

Cash sale s ................................................................................ 63 69
Open book credit sales........................................................ 30 26
Instalment credit sales........................................................ 7 5

Furniture stores
Net sales—total........................................................................... 100 100

Cash sales................................................................................. 11 18
Credit sales*............................................................................ 89 82

Percentage of M ay 31 Accounts Receivable Collected during June

1941 1942

Department stores
Open accounts................................................................................. 42 48
Instalment accounts...................................................................... 18 20

Furniture stores
Total accounts*................... .......................................................... 11 14

Percentage Change in Outstanding Accounts Receivable 
June 30, 1941 to June 30, 1942

Open book 
credit

Instalment
credit

Total
accounts

receivable

Department stores....................................... — 12 — 11 — 11
Furniture stores............................................. * * — 15*

* Separate data not generally available; predominantly instalment credit.

aggregate accounts receivable are falling off. These 
tendencies are brought out in the accompanying tables.

One of the amendments to Regulation W  adopted May
6, 1942, provided for the “ freezing”  of unpaid charge 
accounts after the tenth day of the second calendar 
month following the purchase. Under this provision, 
unless payment is made within the time limit, no further 
purchases of listed items may be charged until the 
original account is settled or placed on an instalment 
basis for payment within six months. As a result, about 
one fourth of all charge accounts of a representative 
group of stores in this District were frozen on July 10. 
In the case of women’s apparel and accessories stores, the 
proportion frozen amounted to about one third, for 
department and jewelry stores one fourth, and for men’s 
clothing and furnishings stores one fifth.

D epartm ent Store Trade

For the four weeks ended July 25, total sales of the 
reporting department stores in the Second District ran 
slightly ahead of the corresponding 1941 period. Sales 
comparisons with last year have tended to be improved 
by the practice of keeping stores open one evening a 
week, to facilitate shopping by employed persons; 
moreover, in the week ended July 4 almost all of the 
stores had one more shopping day this year than last. 
The July, 1942 sales, on the basis of the four weeks’ 
figures, fell below the June average, but the decline was 
substantially less than in other recent years.

In June, total sales of the reporting department stores 
in this District were 3 per cent below June, 1941, and 
after allowing for one more shopping day this year than 
last, the decline (in average daily sales) amounted to 
about 7 per cent.

The effective date of the Office of Price Administra
tion’s general price ceiling regulation at the retail level, 
May 18, coincided with a sharp reversal of the previously 
favorable year-to-year comparisons of department store 
sales in the Second District. As shown in the accom
panying table, large year-to-year gains for the first four 
months of this year were reported in total store sales 
and in the major departmental classifications. However, 
during May and June, when fear of rising prices for 
many types of department store merchandise was dissi
pated or at least lessened, substantially less favorable 
year-to-year comparisons were shown.

Percentage changes from
a year earlier

January through M ay and June,
April, 1942 1942

Grand total— entire store........................................ + 1 8 — 3
W omen’s and misses’ wear................................. + 1 6 0
M en’s and boys’ wear........................................... + 2 6 — 9
Homefurnishings..................................................... 4-20 — 7

Retail stocks of merchandise on hand in the reporting 
department stores in this District at the end of June—  
little changed from May— were 80 per cent higher than 
a year earlier. Returns from a limited number of 
department stores in this District indicate that at the 
end of June outstanding orders for merchandise pur
chased by the stores, but not yet delivered, were still 
declining, and were only slightly higher than those at 
the end of June, 1941.

Department stores

Percentage changes from a year earlier

Net

June,
1942

sales

Jan.through 
June, 1942

Stock on hand 
end of month, 

June, 
1942

New York C ity.............................................. —  4 + 1 0 +- 85
Northern New Jersey.................................. —  7 +  9 +  87

—  5 +  10 +  87
Westchester and Fairfield Counties___ +  3 + 1 8 +  49

+  5 + 2 0 +  63
Lower Hudson River Valley.................... —  1 +  7 +  34

Poughkeepsie........................................... +  3 + 1 0
Upper Hudson River Valley.................. — 12 +  4 +  '42

— 19 —  2
Central New York State............................ +  2 + 1 5 +  ‘ 84

Mohawk River Valley............................ + 1 4 + 2 8 +  103
—  2 + 11 +  78

Northern New York State........................ —  7 —  4
Southern New York State........................ 4* 2 + 1 4 +  53

Binghamton................................................. —  1 + 11
+ 1 0 + 1 9

Western New York State.......................... +  2 +  16 +  ’ 64
+  4 + 1 9 +  62

Niagara Falls............................................. + 2 4 + 3 7 +  36
—  2 + 1 2 +  74

All department stores................... —  3 + 11 +  80

Apparel stores................................................. —  1 + 1 3 +  58

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1941
June

Apr.

1942

M ay June

Sales (average daily), unadjusted.................. 97r 106 99 92
Sales (average daily), seasonally adjusted. lOlr 110 103 96

Stocks, unadjusted.............................................. 85 152 160 158
Stocks, seasonally adjusted............................... 90 149 156 167

r Revised
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Index of Physical Volum e of Industrial Produc
tion, Adjusted for Seasonal Variation  

(1 9 3 5 -3 9  a v e r a g e s  100 per cent)

ioo
9 0 -

U . S. Bureau of Labor Statistics Indexes of the  
Cost of Living (1 9 3 5 -3 9  a v e r a g e s  100 per cent)

1936 1937 1938 1939 1940 1941 1942

W ednesday Figures for Reporting M ember Banks 
in 101 Leading Cities (L atest figures 

are for July 15)

Wednesday Figures of Estimated Excess Reserves
of All Member Banks (Latest figures

are for July 15)

General Business and Financial Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

Industrial activity continued to advance during June and the first half of July. 
Volume of goods distributed to consumers continued substantially below a year ago 
and commodity prices generally showed little  change.

Production
Industrial output increased further in June and the Board’s seasonally adjusted 

index rose from 174 to 177 per cent of the 1935-39 average. Production in the 
machinery, transportation equipment, and other armament industries continued to 
advance, reflecting further progress toward meeting the requirements of the war 
production program. Steel production declined somewhat in June but increased to 
earlier high levels in the first three weeks of July. Lumber production increased 
seasonally in June, while in the furniture industry, where activity usually rises at 
this time of year, there was a decline, reflecting in part the fact that a number of 
plants in the industry are being converted to the manufacture of war products.

In  industries manufacturing nondurable goods, output as a whole showed little  
change from May to June. Textile production declined somewhat, reflecting a reduc
tion in activity at cotton mills from earlier peak levels. Paperboard production 
decreased sharply further and there was also a decline in activity in the printing 
industry. On the other hand, output of manufactured food products increased and 
shoe production showed less than the customary seasonal decline.

Mineral production continued large in June. Coal production was maintained at 
peak levels; output of crude petroleum showed little  change, following the sharp 
decline that occurred during March and April. Lake shipments of iron ore in June 
amounted to 12,600,000 gross tons and at the month end stocks at lower Lake ports 
totaled 31,000,000 tons as compared with 26,600,000 tons a year ago.

Value of construction contracts awarded, as reported by the F. W. Dodge Corpo
ration, continued to increase in June and was 57 per cent above the previous record 
high month of August, 1941. The sharp rise in June reflected a continued increase 
in awards fo r public projects, which accounted for about 93 per cent of all contracts 
let during the month.

Distribution
Distribution of commodities to consumers declined somewhat further in June. 

Smaller sales were reported by both department stores and mail-order houses, while 
sales at variety stores were maintained at about the May rate. In  the first half of 
July department store sales showed less than the customary sharp seasonal decline.

Volume of railroad freight traffic was maintained in large volume during June 
and the first half of July. The number of cars loaded was below the level that pre
vailed a year ago, however, reflecting a sharp reduction in car loadings in less-than- 
carload lots as a result of orders by the Coordinator of Transportation which raised 
the minimum permissible weights for such loadings and thereby effected a fuller 
utilization of existing equipment.

Commodity Prices
Prices of most commodities both at wholesale and retail continued to show little  

change from the middle of June to the middle of July. Prices of cotton, wool, and 
some other agricultural commodities, which had declined in the early part of June, 
advanced in this period.

About twenty additional maximum price schedules were announced covering a 
wide variety of products and in some cases requiring price reductions. On the other 
hand, Federal approval was given for higher prices on various processed fru its and 
vegetables, textile products, petroleum products sold on the East Coast, and services 
supplied to consumers.

Retail prices of uncontrolled foods advanced sharply from May to June and 
the Bureau of Labor Statistics price index for all foods rose lMs points to 123 per 
cent of the 1935-39 average—an increase of one fourth since the beginning of the 
current advance in March, 1941.

Bank  Credit
Member banks in leading cities increased their holdings of Government securities 

sharply during the first half of July. Purchases included portions of increased 
Treasury b ill issues and of the new 2 per cent 7 to 9 year bond. This followed a 
substantial growth in the second quarter of the year when member banks absorbed 
about 3.3 billion dollars, or more than half of the increase in Treasury open market 
issues. A ll classes of banks showed large increases, the largest percentage increases 
being in  Chicago and at Reserve City banks.

Excess reserves of member banks have been at a lower level in July than in 
June, because of increased need for reserves arising out of deposit growth, the con
tinued currency drain, and a large temporary increase in Treasury deposits at Reserve 
Banks. Substantial System open market operations partially offset the loss of reserves 
from these sources. The decrease in excess reserves was concentrated in  New York 
and Chicago, reducing excess funds in those cities to low levels. Adjusted demand 
deposits continued to rise at reporting banks in leading cities except in New York.

Yields on United States Government securities and other money rates have 
shown little  change in recent weeks.
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S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Eeserve Bank> New York September 1,1942

M on ey M arket in August

Member bank excess reserves continued to decline 
during the first weeks of August. Substantial purchases 
of Government securities by the Federal Reserve Banks 
for the System Open Market Account largely offset the 
loss in member bank reserve balances occasioned by the 
persistent and heavy outflow of currency into circulation. 
But member bank holdings of Government securities 
continued to grow and the associated expansion in bank 
deposits operated to raise the level of reserve require
ments. The net result of the interplay of all these factors 
was a further reduction in the level of excess reserves.

The losses in excess reserves were not evenly dis
tributed among various classes of member banks; rather, 
as in preceding months, they were heavily concentrated 
among the Central Reserve City banks of New York 
and Chicago. While excess reserves of all member 
banks, even at the lowest point of the 
month on August 19, still amounted to 
$2,100,000,000, these excess reserves were 
predominantly held by Reserve City and 
“ country”  banks. Excess reserves of the 
Central Reserve New York City banks, 
which a year and a half ago had amounted 
to over $3,500,000,000, or more than half 
of the total for all member banks (and 
which as recently as April 15, 1942 had 
amounted to $720,000,000 which was a 
quarter of all excess reserves), were down 
to $180,000,000. This was the lowest 
amount of excess reserves at New York 
since the third quarter of 1937 and less 
than a tenth of the total excess reserves 
of all member banks. In Chicago, for the 
first time since 1937, the excess reserves 
of the Central Reserve City banks fell 
below $50,000,000. By way of contrast, 
excess reserves of the Reserve City 
and ‘ ‘ country ’ 9 banks, combined, still 
amounted to $1,900,000,000 on August 
19, or well within the general range 
($1,700,000,000 to $2,200,000,000) main
tained by the excess reserves of these

classes of banks during the preceding seven months.
The fact that the main impact of the decline 

in excess reserves has fallen upon Central Reserve 
City banks is largely explained by net flows of funds 
from those centers to other parts of the country. All 
banks, in greater or less degree, have been tending 
to lose reserve funds through net currency withdrawals, 
and to experience growth in deposits— and thus in reserve 
requirements— through the effect of bank credit expan
sion. But the Central Reserve City banks and their 
depositors have been lending to the Government, via 
participation in new security issues, at a faster rate than 
the money has returned to the areas served by them, and 
thus the banks in other sections of the country have 
tended to gain funds through the clearings. With
drawals by out-of-town banks of deposits due them from 
Central Reserve City institutions have also been a factor, 
but a smaller one, in the net flow of funds from Central 

Reserve City banks to other member banks.
To rectify partially, if only tempo

rarily, the distribution of member bank 
excess reserves, as well as to readjust 
the relative reserve requirements of 
the different groups of banks, the Board 
of Governors of the Federal Reserve 
System on August 19 announced a modi
fication in the schedule of member bank 
legal reserve requirement percentages. 
Reserve requirements were reduced from 
26 per cent to 24 per cent of net demand 
deposits for Central Reserve City banks 
in New York and Chicago, to take effect 
as of the opening of business August 20. 
This action, which was in accordance with 
the Act of July 7, 1942, giving the Board 
the power to change reserve requirements 
of member banks in Central Reserve 
cities without changing requirements for 
member banks in other localities, still left 
a considerable spread between reserve 
requirement percentages against net de
mand deposits for Central Reserve City 
and banks in other classifications.

The change in reserve requirements,

F O R  V I C T O R Y  ★  B u y  U n i t e d  S t a t e s  W a r  S a v i n g s  B o n d s  a n d  S t a m p s
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Excess Reserves Held by the Central Reserve City M em ber Banks 
of New York and Chicago, and by A ll Other M ember Banks

taken by itself, had the effect in New York City of 
transferring $345,000,000 from required reserves to 
excess reserves; in Chicago the resultant increase in 
excess reserves amounted to about $70,000,000. In con
sequence of the change in reserve requirements, excess 
reserves of New York City banks increased from 
$180,000,000 on Wednesday, August 19 to $525,000,000 
at the opening of business on August 20, and for all 
member banks excess reserves rose from $2,100,000,000 
to more than $2,500,000,000. By August 26, however, 
the excess reserves of New York City banks had been 
drawn down to $370,000,000, largely as a result of heavy 
Treasury withdrawals of Government “ war loan”  de
posits, which substantially exceeded the amount of 
Government checks deposited in these banks.

Member Bank Reserve Requirements

Classes of deposits and banks

Basic
statutory
require
ments

Apr. 16, 
1938-Oct. 
31, 1941

Nov. 1, 
1941-Aug. 

19, 1942

Effective 
Aug. 20, 

1942

On net demand deposits:
22 H 24Central Reserve C ity .................. 13 26

Reserve C ity ................................... 10 17 H 20 20
Country............................................. 7 12 14 14

On time deposits:
6 6All member banks......................... 3 5

During August both Government expenditures and bor
rowings were at exceptionally high levels. War expendi
tures, which are currently accounting for nine tenths of 
Government disbursements, reached $4,800,000,000, a 
figure which compares with $4,500,000,000 in July and 
$1,450,000,000 in November, 1941, prior to our entrance 
into the war. As was also the case in July, new money 
borrowings by the Government (exclusive of special 
issues to Government trust funds) substantially exceeded 
$4,000,000,000. Securities sold during August included 
$1,609,000,000 of %  per cent certificates of indebtedness, 
$1,236,100,000 of the “ tap”  issue of 2%  per cent Treas
ury bonds, 1962-67, reopened for a twelve day period, 
approximately $1,050,000,000 of War Savings bonds and 
tax anticipation notes, and $500,000,000 (net) of Treas
ury bills. On the certificate of indebtedness issue, the 
book credit method of payment was employed to approxi
mately the same extent as on the June offering of %

per cent certificates; in the Second Federal Reserve Dis
trict the proportion of book credit payments was again 
somewhat over 80 per cent, while for the country as a 
whole the proportion of two-thirds book credit and 
one-third cash, which obtained on the June issue, was 
repeated on the August issue. On the “ tap”  2%  per 
cent bonds of 1962-67 (excluding $135,000,000 for Gov
ernment investment accounts) cash payments were made 
to the extent of 15 per cent in this District as compared 
with somewhat over 35 per cent for the country as 
a whole.

As a result of use of the book credit method of payment 
for bonds, certificates of indebtedness, and tax notes sold 
during August, the Treasury received aggregate credits 
to war loan accounts carried with qualified depositaries 
of approximately $2,000,000,000. On the other hand, 
frequent calls were issued for repayment of funds from 
those accounts on days when the Treasury was not 
receiving considerable direct cash proceeds from new 
security issues. The repayments, in fact, exceeded new 
credits to war loan account with the effect of reducing 
somewhat the aggregate of accumulated Government bal
ances with war loan depositaries. Reflecting high per
centages of participation by Second District banks and 
investors in recent market issues of Government obliga
tions, together with greater use in this District of the 
book credit method of payment, a disproportionately high 
percentage of the repayments was made by Second 
District institutions, New York City banks in particular. 
Of the aggregate of $2,100,000,000 called for repayment 
during August, $1,200,000,000 was drawn from banks 
in New York City.

Net purchases of Government securities for the Sys
tem Open Market Account, which had amounted to 
$382,000,000 during the four statement weeks ended 
July 29, came to $338,000,000 during the three weeks 
ended August 19. In the succeeding week, following 
the reduction in legal reserve requirement percentages 
applicable to the Central Reserve City banks, there was 
a net decrease of $60,000,000 in System Account hold
ings, primarily as a result of the redemption, without 
replacement, of Treasury bills maturing August 26, 
and as a result of the resale by System Account of bills 
which had been acquired under a “ repurchase”  option. 
Provision was made earlier in the month by the Federal 
Open Market Committee for the acquisition by Federal 
Reserve Banks of Treasury bills subject to the granting 
to the sellers of such repurchase options, as announced 
by the Board of Governors of the Federal Reserve System 
on August 7. The announcement covering this action, 
which has the effect of making it possible to liquidate 
Treasury bills to meet temporary needs for cash, is 
reproduced on the following page.

M em ber B ank Credit

As a result of further large purchases of new issues 
of United States Government securities, total loans and 
investments of weekly reporting member banks in 101 
leading cities rose $1,121,000,000 during the four weeks’ 
period ended August 19. The increase in holdings of 
Government securities amounted to $1,207,000,000, of 
which $373,000,000 was in the New York City banks. 
Reflecting purchases of the new %  per cent issue, cer
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tificates of indebtedness held by reporting banks in 101 
cities rose $797,000,000, of which slightly over one third 
was accounted for by the New York City banks. There 
was also a considerable increase in holdings of Treasury 
bills, $356,000,000, about equally divided between the 
New York City banks and those in the other reporting 
centers. During the four weeks’ period the group of 
reporting banks taken as a whole enlarged their Govern
ment bond portfolios to the extent of $124,000,000 while 
reducing holdings of Treasury notes by $81,000,000.

In contrast to the substantially increased holdings of 
Government securities, total loans of reporting member 
banks declined $130,000,000 between July 22 and August 
19. Loans of New York City banks declined $25,000,000, 
reflecting primarily a decreased volume of loans to 
brokers and dealers. Commercial, industrial, and agricul
tural loans of the New York City banks, however, were 
up $18,000,000, as the gain during the week ended July 
29, when commodity loans aggregating about $40,000,000 
were made, more than offset declines during the three 
following weeks. In the rest of the country, commercial, 
industrial, and agricultural loans of reporting banks 
declined $58,000,000 further.

Adjusted demand deposits for the reporting banks 
in 101 cities rose $405,000,000 during the period, but all 
of the rise was in out-of-town banks; New York City 
member banks reported a decline of $40,000,000. Through 
book credit payments on the certificates of indebted
ness and 2%  per cent bonds, U. S. Government deposits 
were built up to the extent of $56.1,000,000, and in this 
case the major share, $451,000,000, was in New York 
City banks. This increase, however, was eliminated in 
the week ended August 26 by heavy Treasury calls on 
these deposits, and further reductions were in prospect.

Based upon preliminary call report data for June 30, 
Government security holdings of all member banks rose 
$4,546,000,000 during the first half of 1942. Of this 
amount $1,285,000,000 was accounted for by New York 
City banks. On June 30, 1942, holdings of Government 
securities amounted to 61 per cent of the total loans 
and investments of New York City banks compared 
with 56 per cent at the end of 1941. For all other mem
ber banks, the ratio of Government securities to total 
loans and investments rose from 40 per cent to 47 per 
cent between December 31, 1941 and June 30, 1942. 
On the other hand, a contraction in other investments 
and in loans has been in evidence in recent months. 
Loans and investments, other than U. S. Government

Money Rates in New York

Aug. 30, 1941 July 31, 1942 Aug. 29, 1942

Stock Exchange call loans......................... 1 1 1
Stock Exchange 90 day loans.................. *1H *1 X
Prime commercial paper— 4 to 6 months y2 % - X % - x
Bills—90 days unindorsed......................... a % %
Yield on %  per cent Treasury note due

March 15, 1945 (tax exempt)............. 0 .3 4 0 .5 6 0 .5 5
Average yield on taxable Treasury notes

0 .5 9 1 .22 1.25(3-5  years')..................................................
Average yield on tax exempt Treasury

2 .0 0 2 .0 2bonds (not callable within 12 years). 1.96
Average yield on taxableTreasury bonds 

(not callable within 12 years)........... 2 .1 2 2 .3 4 2 .3 4
Average rate on latest Treasury bill sale

0.114 0.369 0.36991 day issue................................................
Federal Reserve Bank of New York dis

1 1count rate.; ..........................................> . . 1
Federal Reserve Bank of NewYork buy

Hing rate for 90 day indorsed bills.. H

* Nominal

Purchase and Resale of Treasury B ills 
by Federal Reserve Banks

On A pril 30, 1942, as an added means of assuring the liqu id ity 
of investments in Treasury bills, aside from the short maturity 
and ready marketability of the securities, the Board of Gov
ernors of the Federal Reserve System announced that the 
Federal Open Market Committee had directed the Federal 
Reserve Banks to purchase for the System Open Market Account 
all Treasury bills that might be offered to them, on a discount 
basis at the rate of % per cent per annum.

On August 7, 1942, a further announcement was made by the 
Board of Governors of the Federal Reserve System, that

“ The Federal Open Market Committee has supplemented 
its direction of A pril 30, 1942, to the Federal Reserve banks 
to purchase all Treasury bills that may be offered to 6uch 
banks on a discount basis at the rate of % per cent per annum, 
by a further direction that any such purchases shall, i f  de
sired by the seller, be upon the condition that the Federal 
Reserve bank, upon the request of the seller before the 
maturity of the bills, w ill sell to him Treasury bills of a like 
amount and maturity at the same rate of discount.”
Sellers desiring this option to repurchase Treasury bills sold 

by them to this bank, are being requested to so notify this bank 
in writing at the time of sale. This arrangement enables banks 
and others, who have bought Treasury bills and encounter a 
temporary need for cash, to sell Treasury bills to a Reserve 
Bank with assurance that they w ill be able to repurchase the 
bills later at the same rate of discount.

securities, of all member banks declined $1,263,000,000 
during the first half of the year. In New York City 
the reduction amounted to $163,000,000. Since the end 
of June, weekly reports from member banks in 101 
leading cities indicate a continuation of the increase 
in holdings of U. S. Government securities and, for 
banks outside New York, some further decrease in loans 
and investments other than Government securities.

W a r Financing

During August Government borrowing, in meeting the 
financial requirements of the war, aggregated about 
$4,400,000,000. The financing included a third issue of 
certificates of indebtedness, a renewed offering of the 
so-called “ tap”  issue of 2%  per cent bonds of 1962-67, 
and a further increase in the outstanding volume of 
Treasury bills, as well as continued sales of Savings 
bonds and tax anticipation notes. Sales of various types 
of securities during August are listed in the following 
table.

$1,609,000,000— %  per cent certificates of indebtedness
1,236,000,000— registered 2y2 per cent bonds of 1962- 

67 (reopened “ tap”  issue)
700.000.000— War Savings bonds (estimated)
500.000.000— Treasury bills (net receipts)
350.000.000— tax anticipation notes (estimated net 

receipts)

Supplementing the activities of the War Savings Staff, 
in promoting the sale of War Savings bonds and stamps 
to smaller investors, the Victory Fund Committees played 
an active role throughout the country in soliciting sub
scriptions, on the part of institutional and other large 
investors, to Government obligations, particularly the 
reopened “ tap”  issue of 2%  per cent bonds, the %  per 
cent certificates of indebtedness, and Series F and G 
War Savings bonds.
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The new issue of $1,609,000,000 certificates of indebted
ness, bearing interest at the rate of %  Per cent, dated 
August 15, 1942, and maturing August 1, 1943, was 
offered by the Treasury on August 6. The term, l l 1/^ 
months, compared with a little over 7 months for the 
June issue of %  per cent certificates and 6% months 
for the original April issue which carried a coupon rate 
of %  per cent. The books remained open two days and 
subscriptions totaled $3,273,000,000, a somewhat larger 
amount than on either of the two previous issues and 
the distribution was somewhat wider. Subscriptions of 
$25,000 or less were accepted in full ($71,000,000) and 
the larger subscriptions were allotted on a 48 per cent 
basis. Allotments to subscribers in the Second Federal 
Eeserve District ($699,000,000) amounted to 43 per cent 
of the total; this compares with 46 per cent on the June 
issue of certificates and 55 per cent on the April offering. 
The relatively larger purchases of the new certificate 
issue in other districts apparently were accounted for 
by increased familiarity with this type of security, the 
higher coupon rate, and the generally more favorable 
excess reserve positions of banks in other sections of the 
country.

On August 3, the Treasury reopened its books for sub
scriptions to its 2%  per cent registered bonds of 1962-67, 
which had first been sold as a “ tap”  issue last May. 
During the twelve days, August 3-15, that the books 
remained open, subscriptions (which were accepted in 
full) totaled $1,236,100,000, including $135,000,000 pur
chased for Treasury investment accounts. In May, sub
scriptions for these bonds were taken for ten days and 
totaled $882,100,000, of which $55,200,000 were pur
chased for Treasury investment accounts. The issue 
was especially designed for purchase by insurance com
panies, savings banks, trust funds, and large private 
investors ; commercial banks were not eligible to enter 
subscriptions for their own accounts, and will not be 
eligible to purchase them until 1952, at which time they 
will first become available in coupon form. As indicated 
in the table below, insurance companies purchased nearly 
70 per cent of the total sales to the public under the new 
offering of these bonds. The bulk of the insurance com
pany subscriptions were placed in the Second Federal 
Reserve District.

Subscriptions to Additional Issue of 2 ^  Per Cent Treasury Bonds of 1962-67

Country total*
Second Federal 
Reserve District

Insurance companies.............................................. $ 762,000,000
124.400.000 

35,600,000
179.100.000

$603,900,000
64.100.000
10.200.000 
73,800,000

Savings banks...........................................................
Individuals.................................................................
All others....................................................................

T  otal................................................. $1,101,100,000 $752,000,000

* Exclusive of subscriptions entered by or for Government agencies.

Sales of War Savings bonds, estimated at $700,000,000 
for August, were materially smaller than in July 
($901,000,000), when larger investors, taking advantage 
of the increase in the limit upon holdings of Series F 
and G bonds, purchased large volumes of those bonds. 
(Total sales of Series F and G War Savings bonds dur
ing July almost exactly equaled the peak figure for 
January, when there was a concentration of purchases 
under the previous limit.) While sales of War Savings 
bonds of all classes fell not only below the July total

but also below the $815,000,000 revised quota set by the 
Treasury for August, the aggregate was considerably 
ahead of the totals for May and June. Sales of bonds by 
agencies other than post offices in the Second Federal 
Reserve District during August were estimated at about 
$105,000,000, substantially below the July total, and 
also slightly below the February-June average, although 
nearly double the sales in August of last year.

About $500,000,000 in “ new money” was raised from 
sales of Treasury bills during the four weeks ended 
August 26. In each of these weeks a new issue of 
$350,000,000 was offered, or a total of $1,400,000,000, 
whereas bill maturities during this period came to only 
$900,000,000. In addition, the Treasury received an 
estimated $350,000,000 from the further sale of tax 
anticipation notes.

On August 24 the Secretary of the Treasury announced 
that $342,000,000 of 2 per cent Treasury notes maturing 
September 15 and $320,000,000 of %  per cent R.F.C. 
notes due October 15 would be paid off in cash and that 
part of the funds for these redemptions would be 
obtained from “ new money”  financing in September.

Security M arkets

Despite the continued heavy volume of Treasury bor
rowing, Government bond prices held relatively steady 
during August. Trading activity was relatively limited. 
Following the Treasury’s announcement that subscrip
tion books for the 2%  per cent bonds of 1962-67 would be 
reopened on August 3, market prices of long term taxable 
Treasury bonds dipped slightly on August 3 and 4, re
flecting sales of outstanding securities to obtain addi
tional funds for purchases of the “ tap”  issue. These 
losses, however, were generally soon recovered and prices 
at the end of the month were at approximately the same 
levels as at the beginning.

Prices of three to five year taxable Treasury notes, in 
continuation of a tendency apparent during the preced
ing month, declined, and the average yield rose from 1.22 
per cent on July 31, to 1.25 per cent at the end of August. 
On the other hand, yields on the three issues of certifi
cates of indebtedness now outstanding tended downwards 
as the month progressed. The average rate at which 
new Treasury bill offerings were sold continued stable 
and close to the %  per cent buying rate of the Federal 
Reserve Banks.

Municipal bond prices rose further during August, as 
evidenced by a decline in the average yield on prime 
municipal bonds computed by Standard and Poor’s Cor
poration from 2.29 on July 29 to 2.26 on August 26. 
Highest grade corporate bonds also edged upwards dur
ing August, to the highest levels attained since last De
cember. Prices of medium grade corporate bonds showed 
firming tendencies.

Following some further recession during the first few 
days of August, stock prices moved upwards through the 
24th of the month. During this period Standard’s 90 
stock price index rose 3 per cent. Although industrial 
stock prices shared in the advance, railroad stocks, which 
were in particular demand reflecting much improved 
earnings reports, showed an average gain of 6 per cent. 
As a result of declining tendencies during the final week 
of the month, however, both industrial and railway stocks
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were quoted on August 31 at levels only slightly higher 
than had prevailed a month earlier; utility stocks showed 
little net change for the month as a whole.

N ew  Security Issues

During August the volume of corporate and muni
cipal new security issues declined further to the low 
level of $71,000,000. Corporate financing amounted to 
$56,000,000, or about the same as the reduced total of 
the previous month. Practically all of the corporate 
total represented funds to be used for new capital 
purposes. Municipal security awards aggregated only 
$15,000,000, the lowest monthly total in several years.

The bulk of corporate financing was accounted for 
by two private sales; there were no public offerings in 
excess of $2,000,000 during the month. The Southern 
Bell Telephone and Telegraph Company sold to a group 
of insurance companies $35,000,000 of 2 %  per cent 
debentures due in 1972, priced at 98% to yield 2.83 per 
cent. Of the proceeds, $31,000,000 was to provide for 
repayment of advances from the parent American Tele
phone and Telegraph Company. The other large private 
sale was that of $12,000,000 Great Lakes Pipe Line Com
pany 3^4 per cent debentures due in 1957.

Foreign Exchanges

During August the discount quoted for the unofficial 
rate on the Canadian dollar widened somewhat in New 
York. After holding at about 10 per cent for some 
time, the discount increased to 11 per cent on August 27, 
the lowest quotation at which the Canadian currency 
had been traded in the unofficial market since May 25. 
A discount of about 10% per cent was quoted at the end 
of the month.

Although there was little net change shown for the 
month as a whole, the free rate for the Argentine peso 
fluctuated considerably during August. The peso ad
vanced steadily during the first few days of the month 
to a quotation of $0.2390 on August 5, the highest level 
since December 5, 1941. Subsequently, the rate receded 
23 points to $0.2367. However, the quotation again 
turned upward, recovering 8 points to reach $0.2375 
at the end of August, as compared with $0.2380 at the 
close of July. The temporary rise in the early part 
of the month reflected a corresponding decline in the 
peso rate for dollars in Argentina. The only other note
worthy fluctuation occurred in the free Swiss franc, the 
rate for which had declined 35 points to $0.2985 offered, 
by August 27. However, the exchange recovered by the 
end of the month to $0.3025 offered, which was about the 
same as a month ago. Other foreign exchanges in the New 
York market remained inactive during August.

C om m odity Prices

Wholesale commodity prices, as reflected in the Bureau 
of Labor Statistics comprehensive weekly index, rose a 
little further during August to the highest point since 
1926, owing principally to increases in farm and food 
prices not under ceiling regulations. The index of food 
prices alone advanced nearly 2 per cent between July 25

and August 22. The all-commodities price index on 
August 22 stood about one-third higher than at the 
beginning of the war in 1939, and 7 per cent above 
the level at the time of our own entry into the war, as 
the accompanying table shows. Prices of farm products 
generally have risen nearly 75 per cent in the past three 
years and 17 per cent since December 6 of last year. 
On the other hand, prices of all commodities other than 
farm products and foods have fluctuated within rela
tively narrow ranges in recent months; the index for 
this group of commodities on August 22 showed an 
advance of 19 per cent over August 26, 1939.

Quotations for livestock showed substantial advances 
during August, owing partly to heavy demand for meat 
products for Lend-Lease and other Government purposes, 
and partly to limited marketings during this time of the 
year. Around the middle of the month hogs in Chicago 
reached $14.96 a hundredweight— the highest since 1920 
— and steers in the same market averaged $15.17 a hun
dredweight; the latter quotation was equal to the 1937 
peak and otherwise was the highest since 1928. Subse
quently, some downward reactions developed in livestock 
quotations, apparently reflecting the possibility that price 
ceilings might be set for farm products.

Despite the record carryover of wheat in this country, 
wheat prices moved irregularly higher during August, 
owing in part to the limited free offerings of the new 
crop. According to the Department of Agriculture, 
prices received by farmers for wheat on August 15 were 
still about 30 per cent below computed parity. On 
August 8 the Department of Agriculture’s first estimate 
of this year’s cotton crop placed the crop at 13,085,000 
bales, which would be the largest crop since the record 
one of 1937.

Average living expenses for wage earners and lower 
salaried workers in large cities, according to the Bureau 
of Labor Statistics indexes, rose about V2 per cent further 
between June 15 and July 15 to the highest point since 
late in 1930, 19 per cent above the June, 1939 level, 
and 6 per cent higher than in November, 1941. The 
largest advances have occurred among food prices; the 
Bureau’s group index of retail food prices in July was 
one-third higher than in June, 1939, and 10 per cent 
above November, 1941. Retail price indexes for items of 
clothing and housefurnishing are 25 and 22 per cent, 
respectively, higher than before the war; prices in these 
classifications, however, have shown relatively slight 
changes since last May, when the General Maximum 
Price Regulation became effective. Apparently reflect
ing rental controls by the Office of Price Administration

United States Bureau of Labor Statistics 
Weekly Indexes of Wholesale Commodity Prices

Percentage change Aug. 22, 1942 
compared with

August 22,
• 1942 

(1 9 2 6 = 1 0 0 )
Aug. 26, 

1939
Dec. 6, 

1941
Mar. 28, 

1942
July 25, 

1942

All commodities................ 98 .9  p + 3 2 .2 +  7 .3 + 1 .5 + 0 .5

Raw materials................... 101.0 + 5 2 .6 + 1 2 .2 + 2 .7 + 1 .2
Manufactured products. 99. Ip + 2 5 .0 +  5 .5 + 1 .2 + 0 .3

Farm products................... 106.4 + 7 4 .1 + 1 7 .2 + 2 .9 + 0 .9
Foods.....................................
A ll com m odities other  

than farm products and

100.8 + 5 1 .1 + 1 3 .6 + 5 .1 + 1 .9

95 .7  p + 1 9 .0 +  2 .1 + 0 .4 — 0 .2

p  Preliminary
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in defense areas, the index of urban rents registered 
a decline between May and July, to a point only about
3 per cent above the June, 1939 level.

E m ploym ent and Payrolls

Working forces in New York State factories increased
2 per cent between June and July, and wage payments 
rose 4 per cent. Seasonal employment gains in the can
ning industry and additional hirings by war plants ac
counted for a large part of the gain. In the apparel 
industry, where a large number of workers were laid oft 
in June, employment increased slightly in July, contrary 
to the usual seasonal tendency. Compared with July, 
1941, manufacturing establishments in the State em
ployed 8̂ /2 per cent more workers, and paid out 29 per 
cent more in wages.

The increases in industrial activity for the State as a 
whole stem principally from Upstate factories where 
working forces in July were 11 per cent above the year 
earlier level, and payrolls were 36 per cent larger. In 
New York City, the year-to-year gains were considerably 
smaller, 3 per cent in employment and 16 per cent in 
payrolls. Industrial employment Upstate has been stimu
lated by numerous war contracts let in various industrial 
centers in that area, but in New York City, where the 
manufacture of apparel and other nondurable civilian 
goods predominates, the unfavorable effects of curtail
ment orders and material shortages have been more evi
dent. Furthermore, New York City industries have 
frequently been at a disadvantage in bidding for war 
contracts because of higher production costs than those 
of competing industries in other parts of the country. 
Over 400,000 persons were estimated to have been un
employed in New York City in July, and 82 per cent of 
the State’s unemployment insurance benefit payments 
during the month went to New York City residents.

In the United States as a whole, factory employment 
in July was 2 per cent higher than in June, and payrolls 
were 2%  per cent greater. Employment in war produc
tion, as represented by the machinery and transportation 
equipment industries, continued to increase, and can
neries made large seasonal additions to working forces. 
Manufacturing employment was 8^2 per cent higher in 
July than in the corresponding 1941 period, and wage 
payments were almost a third larger.

Payroll disbursements in recent months have shown a 
consistently greater gain than employment, reflecting a 
continued rise in average weekly earnings. Increased 
earnings of factory workers have resulted from longer 
working hours, higher wage rates, and overtime pay
ments. Average hourly earnings, which reflect the higher 
rate for overtime work as well as increases in basic wage 
rates, have risen steadily since the outbreak of the war in 
1939. In an attempt to set up a “ yardstick”  for wage 
stabilization, the War Labor Board, starting with the 
“ Little Steel”  decision in mid-July, has been employing 
a formula for settling wage disputes which is based on 
the 15 per cent rise in the cost of living between Janu
ary 1, 1941 and May, 1942, indicated by the Bureau of 
Labor Statistics index. Early in August the W.L.B. 
advocated Federal control over all general wage increases, 
and on August 25, President Roosevelt announced that 
forthcoming measures to curb increases in the cost of 
living would include wage stabilization.

A total of 37,100,000 persons was employed in civil 
nonagricultural occupations during July, according to 
the recently revised estimates of the Bureau of Labor 
Statistics, nearly 450,000 more than in June and
2.150.000 more than in July, 1941. (These figures ex
clude self-employed persons, casual workers, and domes
tic servants, as well as Federal emergency workers and 
members of the armed forces.) Manufacturing indus
tries accounted for the largest part of both the month-to- 
month and year-to-year gains. The number of civil 
government employees also rose substantially. Retail 
and wholesale trade establishments, however, reduced 
working forces from both the June, 1942 and the July, 
1941 levels.

Total employment in the United States rose 700,000 
between June and July to a record level of 54,000,000 
persons, according to estimates of the Work Projects 
Administration. The number of unemployed has re
mained about the same for the past four months; in July
2.800.000 persons were estimated to be out of work.

B u ild in g

The daily rate of construction contract awards in 37 
Eastern States was maintained near a record level during 
July despite a drop of about one quarter from the excep
tionally high June average. According to the F. W. 
Dodge Corporation report, with the exception of June, 
the rate for July was the highest for any month on 
record, and nearly 60 per cent above the rate for July 
of last year. Although contract awards for both non
residential building and heavy engineering construction 
declined between June and July, both were more than 
double the figures for July, 1941. By way of contrast, 
awards for private residential building were at the lowest 
level for any July since 1934.

In New York and Northern New Jersey, the daily rate 
of construction contract awards during July was almost 
50 per cent below June, but more than 40 per cent above 
the corresponding month of last year. All of the year- 
to-year increase was in Upstate New York, as the rate 
of awards in the Metropolitan New York and Northern 
New Jersey area was down sharply from the year earlier 
level.

In this region contracts for all major types of con
struction dropped sharply between June and July. Com
pared with July, 1941, however, awards for nonresi
dential construction were between two and three times 
the year earlier level. Factory building, which accounted 
for almost 40 per cent of all contracts awarded in the 
district during July, was primarily responsible for this 
gain. On the other hand, contracts for residential build
ing amounted to less than one-third the volume of such 
contracts in July, 1941. In this area defense housing 
projects have been relatively less numerous than in other 
sections of the country, and the curbs upon nonessential 
building activity have caused a marked decline in other 
residential construction. During the first seven months 
of 1942, the total volume of residential contract awards 
was 36 per cent below the corresponding period of 1941. 
In contrast, for the 37 States as a whole, total residential 
building contracts showed little change between these 
periods as the volume of public housing projects was 
large enough to offset the decline in private building.

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

September 1, 1942



FEDERAL RESERVE BANK OF NEW YORK 71

Such data as are available for August indicate the 
maintenance or further advance of the general level 
of production and trade. The problem of adequate 
scrap supplies continued to be critical in the steel in
dustry, but even so mills were able to maintain output at 
near capacity levels. According to trade comment, indus
try-wide scrap piles on July 1 averaged only two to three 
weeks’ supply at the current rate of consumption, com
pared with stocks on January 1, 1941 representing over 
six weeks’ supply at the 1940 rate of consumption. 
During the month, the W.P.B. announced its approval 
of a program providing for new iron ore routes, supple
menting the present one through the Soo locks. When 
completed, these facilities will be adequate for handling 
the shipment of 100,000,000 tons of ore annually. The 
American Iron and Steel Institute estimates that the 
steel making capacity of the country increased 628,000 
tons during the first half of 1942 to 89,200,000 tons, 
mostly in electric furnace capacity. Electric power 
production was at a record level in August, and the 
output of crude petroleum, during the first three weeks 
of the month, averaged somewhat higher than in July.

Production and Trade in July
During July the monthly index of production and 

trade computed at this bank rose three points to a record 
high of 118 per cent of estimated long term trend. (The 
previous peak, 116, occurred in August, 1941.) Each 
of the major components of the index— production, 
primary distribution, and distribution to consumer—  
shared in the advance between June and July.

The rise of 4 points in the group index of distribution 
to consumer represented a reversal of the uninterrupted 
downward movement of this index since January. Im
provement in sales volumes in July, on a seasonally 
adjusted basis, was largely restricted to department 
stores, sales of which dropped much less than in most 
other years between June and July. Sales of leading 
mail order houses are also estimated to have shown 
smaller decreases than usual in July, while declines 
in sales of variety and grocery chain store systems were 
of approximately the average seasonal magnitude. In 
comparison with July, 1941 there appears to have been

P ro d u c tio n  a n d  T r a d e

1936 1937 1938 1939 1940 1941 1942

Index of Distribution to Consumer (Federal Reserve Bank of New  
York index, expressed as a percentage of estimated long 

term trend, and adjusted for seasonal variation)

1941 1942

July M ay June July

Indexes of Production and Trade* 
(100 =  estimated long term trend)
Index of Production and Trade................. 113 114 115p 118p

Production...................................................... 116 121 123p 126p

Producers’ goods—total........................ 123 148 152p 156p
Producers’ durable goods................ 127 168 177 p 185p
Producers’ nondurable goods . . . . 120 125 124 p 124p

Consumers’ goods—total.....................
Consumers’ durable goods..............

107 87 88 p 88 p
114 45 45 p 44p

Consumers’ nondurable goods___ 105 101 102 p 103p

Durable goods—total............................ 123 132 138p 143p
Nondurable goods—total..................... 111 111 l l l p 112p

Primary distribution.................................. 116 136 137p 140p
Distribution to consumer......................... 107 85 83 p 87 p
Miscellaneous services............................... 102 124 124 p 125p

Cost of Living, Bureau of Labor Statistics
(100 =  1935-39 average)............................... 105 116 116 117

Wage Rates
(100 =  1926 average)...................................... 123 135 136p

Velocity of Demand Deposits* 
(100 =  1935-39 average)
New York C ity .................................................. 59 66 61 62
Outside New York C ity ................................. 89 88 85 86

p Preliminary. * Adjusted for seasonal variation.

a considerable reduction in the physical volume of retail 
trade. While merchants in some lines reported con
siderable increases in dollar sales between July, 1941 
and July, 1942, an adjustment for the higher prices 
prevailing this year results in substantially smaller gains, 
or actual reductions, in physical sales volumes. More
over, the business of selling new passenger cars has 
virtually disappeared, and in other fields as well mate
rial shortages and curbs upon production have resulted 
in severe curtailment of sales.

Productive activity during July was at a new high 
level. While production of nondurable goods and of 
consumers’ durable goods held at approximately their 
June levels, and in many lines showed considerable 
reductions from the levels of a year before, there was 
a continuation of the rapid rise in the output of pro
ducers’ durable goods, a classification which includes 
many types of war materials. According to the W.P.B., 
aircraft production was up 11 per cent over June, 
ordnance 26 per cent, naval ship production 22 per

THOUSANDS OF 
DEADWEIGHT TONS

Merchant Vessels Completed in Am erican Shipyards (Figures for 
1939-41  as published by Am erican Bureau of Shipping; data for 

1942 as reported by U . S. M aritim e Com m ission)
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cent, and merchant ship tonnage 6 per cent. The accom
panying chart portrays the sharp rise in the tonnage 
of merchant vessels completed at American shipyards 
during the first seven months of this year. On the basis 
of the performance of the nation’s shipyards and the 
increased need for cargo space, the W.P.B. is reported 
to have raised the schedule for the remainder of the 
year, which, if realized, would bring the total for 1942 
ten per cent above the 8,000,000 ton goal originally set 
by the President.

In his second war production report, issued on August 
22, Chairman Nelson of the W.P.B. indicated that while 
the output of munitions as a whole had increased 16 per 
cent between June and July, progress was uneven, and 
production fell somewhat short of forecasts made at the 
beginning of July. He stated that the war production 
effort had now entered a phase involving a careful 
balancing of requirements calling for effective direction 
of the flow of materials and a comprehensive system 
of production control.

D epartm ent Store Trade

As was also the case in other sections of the country, 
department stores in the Second Federal Reserve District, 
in a reversal of the tendency of recent months, reported 
relative sales improvement during July. While there was 
a decrease in the actual dollar volume of sales between 
June and July, the decline was considerably smaller than 
usually occurs. (In August, on the basis of figures made 
available by a group of department stores for the three 
weeks ended August 22, sales appear to have advanced 
more than usual over the July level.)

Second District department store sales on a seasonally 
adjusted basis declined sharply between March and June. 
One influence doubtless was the extension of consumer 
credit restrictions, effective May 6. Another was the 
imposition of retail price ceilings, effective May 18, which 
provided an assurance to consumers that March price 
levels would continue to prevail for many classes of com
modities. There appeared to be some disposition on the 
part of individuals to draw upon stocks which they had 
previously accumulated, and at the same time enlarged
PER CENT PER CENT

Outstanding Charge Account Balances (19 3 9  a v e ra g e = 1 0 0  per cen t), 
and Percentage of Collections Made During the M onth to 

Accounts Receivable at Beginning of the M onth, as Reported 
by a Representative Group of Department Stores in the 

Second Federal Reserve D istrict

income tax payments and War bond purchases drew upon 
consumer spending power. In July and August, on the 
other hand, department store trade appears to have bene
fited from tendencies to spend vacations at or near home 
and, in many areas, by an absence of seasonal reductions 
in employment and consumer incomes.

Reflecting the application of consumer credit restric
tions to charge accounts, as announced by the Board of 
Governors of the Federal Reserve System on May 6, there 
has been a marked increase in recent months in the rate of 
collections against such accounts on the part of depart
ment stores in the Second Federal Reserve District. As 
indicated on the accompanying chart, of charge account 
balances outstanding at the beginning of July, 1942, 51 
per cent were collected during the month; in July a year 
ago, the corresponding figure was 42 per cent. Largely 
as a result of the more prompt payment of bills, together 
with a reduced proportion of credit sales, aggregate 
charge account balances, which frequently have shown 
some rise in May and June, declined during these months 
this year, and in July there was a further drop of greater 
than usual proportions. Outstanding charge account bal
ances on July 31 were 22 per cent smaller than on the 
same date of 1941.

Retail stocks of merchandise on hand in the reporting 
department stores in this District at the end of July were 
82 per cent higher than a year earlier. Returns from a 
limited number of department stores in this District indi
cate that at the end of July outstanding orders for mer- 
chandise purchased by the stores, but not yet delivered, 
were little changed from June, but were approximately 
18 per cent lower than those at the end of July, 1941.

Percentage changes from a year earlier

Department stores
Net sales

Stock on hand 
end of month, 

July, 1942July, 1942
Jan.through 

July, 1942

New York C ity.............................................. +  1 +  9 +  87
Northern New Jersey................................. +  1 +  8 +  90

+  6 + 1 0 +  93
Westchester and Fairfield Counties.. . . —  2 + 1 4 +  52

Bridgeport................................................... —  1 + 1 7 +  72
Lower Hudson River Valley..................... —  6 +  5 +  32

Poughkeepsie.............................................. +  2 +  9
Upper Hudson River Valley.................... — 12 +  2 +  ‘ 44

— 21 —  4
Central New York State............................ +  2 +  13 +  *80

Mohawk River Valley............................ +  9 + 2 5 + 1 1 5
—  1 +  9 +  70

Northern New York State......................... — 17 —  6
Southern New York State......................... —  6 + 1 1 +  '54

Binghamton................................................ — 13 +  8
+  6 + 1 7

Western New York State........................... +  9 + 1 5 +  ‘ 65
+ 1 0 + 1 8 +  63

Niagara Falls.............................................. + 3 4 + 3 6 +  34
+  8 + 1 1 +  74

All department stores.................... +  1 + 1 0 +  82

Apparel stores................................................. —  2 + 1 1 +  60

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1941
July

M ay

1942

June July

Sales (average daily), unadjusted.................. 81 99 92 81
Sales (average daily), seasonally adjusted . 114 103 96 114

Stocks, unadjusted............................................... 84r 160 158 157
Stocks, seasonally adjusted.............................. 967- 156 167 180

r Revised
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Index of Physical Volum e of Industrial Pro
duction, Adjusted for Seasonal Variation  

(1 9 3 5 -3 9  a ve ra g e ~  100 per cent; sub
groups shown are expressed in terms 

of points in the total index)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation  

(1 9 2 3 -2 5  a v e ra g e = 1 0 0  per cent)

Indexes of W holesale Prices Compiled by United  
States Bureau of Labor Statistics  

(1 9 2 6  a v e r a g e s  100 per cent)

Reserve Balances at Federal Reserve 
Banks, with Estim ates of Required 

and Excess Reserves (Latest fig
ures are for A u gust 12)

General Business and Financial Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity increased further in July and the first half of August, reflect
ing continued growth in output of m ilitary products. Retail sales increased during 

this period, following a decline, on a seasonally adjusted basis, during the first half 
of the year.

Production
Industrial output rose further in July and the Board’s seasonally adjusted index 

advanced from 176 to 180 per cent of the 1935-39 average.
Activity continued to increase in the machinery and transportation equipment 

industries and in other lines producing war products. Shipbuilding expanded further 
and 71 merchant vessels were delivered in July. These had an aggregate deadweight 
tonnage of 790,300 tons—an all-time record for a single month’s deliveries. In  the 
automobile industry armament production increased in July to an annual rate of 
about $5 billion as compared with a peak year ’s civilian output of $4 billion. Iron ore 
shipments down the Great Lakes reached a new record of 13.4 million gross tons in 
July and plans were announced for improving ra il and harbor facilities so that ship
ments next season could exceed considerably prospective shipments of 90 million tons 
or more this year. Last season 80 million tons were shipped.

In  most other lines of manufacturing and mining, activity in July was maintained 
at about the levels prevailing in June. There were reports that some plants were forced 
to curtail operations owing to lack of certain materials, and further investigations 
were undertaken to determine present and prospective availability of material supplies.

Value of construction contracts awarded in July showed a reduction of about 
20 per cent from the record level reached in June, according to figures of the F. W. 
Dodge Corporation. Declines were reported for most types of construction; awards 
for manufacturing buildings, however, increased further and constituted about one 
third of total contracts let. As in June, publicly financed work amounted to over 
90 per cent of the total. In  the first seven months of this year, awards were about 
50 per cent larger than in the corresponding period last year.

Distribution
Distribution of commodities to consumers declined less than seasonally in July. 

The Board’s adjusted index of department store sales, which had dropped from a 
peak of 138 per cent of the 1923-25 average in January to 104 in June, rose to 117 
and sales by variety stores and mail-order houses also advanced, after allowance for 
usual seasonal changes. In  the first half of August department store sales increased 
by more than the usual seasonal amount.

Railroad freight car loadings increased more than seasonally in July and rose 
somewhat further in the first half of August. Shipments of miscellaneous merchan
dise, which include most manufactured products, and of forest products continued to 
rise. Grain shipments also increased but the rise was less than is usual at this time of 
year. Loadings of coal declined somewhat from the high level of other recent months.

Commodity Prices
Wholesale and retail food prices advanced further in July and the early part of 

August, while prices of petroleum products on the East Coast were reduced, and those 
for most other consumer goods continued to show little  change. In  raw material 
markets price declines occurred for cotton, inedible fats and oils, and some scrap 
items, particularly nonferrous metals and paper. Demand for materials used more 
exclusively for war products continued strong and prices of these materials were 
sustained at ceiling levels.

Federal subsidies were arranged for additional commodities and Government war 
risk rates on shipments of imported commodities were reduced. These actions were 
taken to bring about price reductions, as in the case of petroleum products on the 
East Coast, and to prevent further price increases, particularly for imported com
modities. About 30 new maximum price schedules were announced, chiefly for 
miscellaneous civilian products, and in some instances these schedules permitted 
substantial increases over ceilings set by the General Maximum Price Regulation.

Bank Credit
Excess reserves of member banks declined by about 200 million dollars in the 

four weeks ended August 19. An increase of about 400 million dollars of currency 
in circulation during this period was paralleled by a corresponding amount of 
Reserve Bank purchases of Government securities. There was an increase of 300 
million dollars in required reserves resulting from a growth in deposits at member 
banks. Excess reserves in New York and Chicago reached the lowest levels since the 
third quarter of 1937. Effective August 20 reserve requirements on demand deposits 
at Central Reserve City banks were reduced from 26 per cent to 24 per cent by action 
of the Board of Governors of the Federal Reserve System. This had the effect of 
converting over 400 million dollars from required to excess reserves.

Member banks in leading cities continued to increase their holdings of United 
States Government securities, particularly in the week ended August 19, in which 
delivery of the new 11% months’ % per cent certificates of indebtedness wTas made. 
Loans, which had declined during the second quarter of the year, have recently 
shown little  change.

Adjusted demand deposits continued to increase at reporting banks, although 
purchases of Government securities, particularly the 2% per cent Treasury bonds of 
1962-67, by investors other than banks temporarily reduced demand deposits of indi
viduals and added to United States Government deposits.
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S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

Federal Eeserve Bank, New York October 1,1942

M on ey  M arket in September

September was marked by a further substantial rise 
in the volume of war expenditures and the consequent 
necessity of large scale borrowing by the Treasury, 
despite the receipt by the Treasury of third quarter 
income tax instalments, and by a continued outflow of 
funds from New York which led to a further modification 
in the schedule of reserve requirements for Central 
Reserve City member banks. While member bank excess 
reserves fluctuated widely during September, trading in 
Government securities was relatively limited and prices 
of outstanding Government obligations moved within 
generally narrow ranges throughout the month.

On the basis of the Daily Statement of the Treasury 
for September 25, Government war expenditures dur
ing September may be estimated at approximately 
$5,400,000,000, equivalent to an annual rate approach
ing $65,000,000,000, or within striking dis
tance of the rate ($67,000,000,000) fore
cast for the fiscal year ending June 30,
1943 in the revised budget estimates pre
sented in April. The monthly totals for 
July and August were $4,500,000,000 and 
$4,900,000,000, respectively.

The cash requirements of the Govern
ment during September were somewhat 
enlarged by the necessity of paying off 
$342,000,000 of 2 per cent Treasury notes 
which matured on the 15th. On the other 
hand, the amount to be raised through 
additional borrowings was reduced by 
quarterly income tax collections. Of the 
total income tax collections of approxi
mately $2,100,000,000, somewhat less than 
$1,600,000,000 were in cash, the remainder 
in tax anticipation notes. The proportion 
of income tax payments made by the use 
of the tax notes was moderately larger 
than in March and June.

In addition to the cash received through 
income tax collections, the Treasury ob
tained funds through withdrawals from 
war loan deposit accounts, through weekly

Treasury bill offerings in excess of maturing issues, 
through cash payments for new issues of $1,500,000,000 
each of Treasury certificates of indebtedness and Treas
ury notes sold during the month, and through sales of 
War Savings bonds and tax anticipation notes. “ Calls”  
upon authorized depositaries for the repayment of war 
loan account balances, made almost daily during the 
period September 1-12, aggregated $1,500,000,000 over 
this period, drawing down the war loan balances from 
$1,880,000,000 on August 31 to $460,000,000 on Septem
ber 12. The remainder was substantially exhausted by 
“ calls”  issued for payments on September 17-18. Of the 
total of $1,960,000,000 of “ calls”  September 1-18, 57 per 
cent represented withdrawals from New York City insti
tutions, and since the volume of Government checks 
deposited by customers of these banks was substantially 
smaller than the amount of the war loan account with
drawals, deposits and reserve balances of the New York 

banks were substantially reduced.
Weekly Treasury bill offerings, which 

had been increased from $150,000,000 to 
$250,000,000 in May, and further advanced 
to $300,000,000 in June and $350,000,000 
in July, were stepped up to $400,000,000 
beginning with the issue dated September
16. The Treasury obtained an aggregate 
of $1,900,000,000 from the five issues of 
Treasury bills during September, as com
pared with the $1,450,000,000 needed to 
pay off five maturing issues. There was 
only one “ special”  bill maturity during 
the tax period; the maturity of the issue 
which ordinarily would have come due 
September 23 had been shortened so as to 
come due September 17. No special Treas
ury bill maturities have been arranged for 
the December period. With the high rate 
of Government war expenditures in rela
tion to income tax collections, the need for 
“ bunching”  of Treasury bill maturities 
just after the quarterly income tax dates, 
to counteract the effect of tax collections 
on bank reserves, has been reduced this 
year, from one tax period to the next.

F O R  V I C T O R Y  ★  B u y  U n i t e d  S t a t e s  W a r  S a v i n g s  B o n d s  a n d  S t a m p s
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B IL L IO N S

1 9 4 1  1 9 4 2
Excess Reserves Held by the Central Reserve City M em ber Banks of 

N ew  York and Chicago, and by A ll Other M em ber Banks

Payments were not due on the new market offerings 
of certificates and notes until September 21 and Septem
ber 25, respectively, and meanwhile cash income tax 
receipts did not provide sufficient funds for war expendi
tures, quarterly interest payments, and redemptions of 
the $342,000,000 of maturing Treasury notes on Septem
ber 15 and the $300,000,000 special maturity of Treasury 
bills on September 17. As in June, therefore, the Treas
ury found it necessary, not only to draw heavily upon 
war loan account balances with commercial banks, but 
also, for a number of days beginning September 15, to 
borrow from the Federal Eeserve Banks on special 
one-day certificates of indebtedness. The largest of 
these temporary borrowings, $324,000,000, occurred on 
September 15, when the Treasury notes matured and 
large payments of interest on outstanding Government 
securities were also due. Cash receipts of $420,000,000 
from the sale of the certificates of indebtedness on Sep
tember 21, and $530,000,000 from the sale of Treasury 
notes on September 25, together with the proceeds from 
the sale of $400,000,000 Treasury bills on September 23 
(when there were no maturing bills), enabled the Treas
ury to pay off the temporary borrowings from the Eeserve 
Banks and provided a substantial remainder of working 
balances on deposit in the Eeserve Banks.

Member Bank E xcess Eeserves

Excess reserves of the Central Eeserve New York City 
banks have continued to show the persistently declining 
tendency that has prevailed since January, 1941 when 
they exceeded $3,500,000,000. While the New York City

Member Bank Excess Reserves 
(In millions of dollars)

Central Reserve Reserve
City banks City and

country All member
banks banks*

New York Chicago combined*

Jan. 15, 1941......................................... 3,545 375 2,980 6,900
Apr. 15, 1942........................................ 720 250 1,920 2,890
Aug. 1 9 .................................................... 180 15 1,905 2,100
Aug. 20 (opening of business). . . . 525 85 1,910 2,520
Sept. 12 ................................................... 175 65 2,300 2,540
Sept. 14 (opening of business). . . . 505 135 2,310 2,950
Sept. 16 ................................................... 625 70 2,345 3,040
Sept. 2 3 .................................................... 210 25 1,795 2,030

* Estimated.

banks were disproportionately affected, the decline in 
excess reserves which set in at that time was, for a time, 
shared in to lesser extent by other member banks through
out the country, and, by April 15 of this year, excess 
reserves of all member banks were down to $2,890,000,000 
from $6,900,000,000 fifteen months before. The Central 
Eeserve New York City banks lost four fifths of their 
excess reserves over this period, while excess reserves of 
the Central Eeserve City banks of Chicago, and those 
of Eeserve City and country banks combined, showed 
declines of approximately one third in each case over 
this period.

A  minor part of these reductions in excess reserves 
was attributable to the lifting of member bank reserve 
requirement percentages to their statutory maxima, 
effective November 1, 1941, but the major part resulted 
basically from a decided slackening in the rate of gold 
inflow, an accelerated movement of currency into circu
lation, and continuously increasing deposits and reserve 
requirements. The gold inflow came to a halt altogether 
late in the summer of 1941, and money in circulation, 
which had been increasing at an average rate of some
what less than $100,000,000 a month during 1940, rose 
at an average monthly rate of $200,000,000 during 1941. 
Bank deposits, which form the basis for reserve require
ments, had been rising steadily since 1938.

Since last April the drain upon the excess reserves of 
member banks has been intensified by two principal 
factors: a further acceleration in the flow of currency 
into circulation, to 300-400 million dollars a month; a 
more rapid increase in bank deposits, and hence in reserve 
requirements, resulting from enlarged purchases of 
Government securities by banks. Although the Federal 
Eeserve Banks, beginning April 15, have been adding an 
average of approximately $250,000,000 a month to their 
portfolio of Government securities, total excess reserves 
of all member banks have declined further. Practically 
all of the shrinkage in excess reserves in this period has 
occurred at Central Eeserve City banks in New York 
and Chicago. Despite the heavy demand for currency 
and the accelerated rise in deposits and required reserves, 
total excess reserves of Eeserve City and country banks, 
taken together, have been maintained at an average 
level of $1,900-2,000,000,000, as their reserves have 
been replenished, largely through Government expendi
tures, at the expense of Central Eeserve City banks.

The concentrated impact of declining excess reserves 
upon the Central Eeserve City banks has been the result, 
by and large, of purchases of Government securities by 
these banks and their customers at a rate disproportionate 
to the volume of Government checks deposited with them. 
Temporarily to correct, in some degree, the unequal dis
tribution of member bank excess reserves, the Board of 
Governors of the Federal Eeserve System on August 20 
lowered the reserve requirement percentage against net 
demand deposits for Central Eeserve City banks (i.e., 
the principal New York and Chicago banks) from 26 per 
cent to 24 per cent. This step had the effect of tempo
rarily lifting the level of excess reserves in New York 
from $180,000,000 to $525,000,000. During the follow
ing three weeks, excess reserves in New York again 
dropped rapidly, a consequence of the exceptionally 
large subscriptions entered in this District to the Treas
ury certificates of indebtedness and 2y2 per cent “ tap”
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bonds sold during August. The book credit method was 
used to a predominant extent initially in making pay
ments for these securities, and of the total war loan 
account deposits of $3,360,000,000 on August 15, more 
than half were held by the Central Reserve New York 
City banks. Thereafter the excess reserves of the New 
York banks were drawn against heavily through the 
Treasury “ calls”  upon the war loan accounts.

Within three weeks excess reserves of the New York 
banks were again below $200,000,000, and the Board of 
Governors, effective at the opening of business Septem
ber 14, further lowered the reserve requirement per
centage against net demand deposits for Central Reserve 
City banks from 24 per cent to 22 per cent. This action 
again had the effect of replenishing temporarily the excess 
reserves of the New York City banks to the extent of 
$330,000,000, and those of the Chicago banks to the ex
tent of $70,000,000. As a result of an exceptional volume 
of Government disbursements at the middle of the month, 
excess reserves were even higher on Wednesday, Sep
tember 16. But additional Treasury calls upon war 
loan deposit accounts, and cash payments for the pur
chase of new Government security issues, resulted in a 
rapid shrinkage in member bank excess reserves during 
the latter part of the month. To these factors was added, 
in the case of New York City banks, the effect of sizable 
withdrawals of funds by out-of-town banks from their 
New York balances. Between September 16 and 23, 
excess reserves of the Central Reserve New York City 
banks fell from $625,000,000 to $210,000,000; those of all 
member banks from $3,040,000,000 to $2,030,000,000.

M em ber B ank Credit

During the five weeks ended September 23, total loans 
and investments of weekly reporting member banks rose 
$127,000,000 further in New York City and $705,000,000 
in 100 other leading cities. These increases were largely 
accounted for by the participation by these banks in the 
September 21 issue of 0.65 per cent certificates of in
debtedness. Of this $1,500,000,000 issue, the reporting 
member banks in New York City purchased for their own 
accounts somewhat more than 20 per cent, and reporting 
banks outside New York City purchased about 35 per 
cent. The increase in holdings of certificates of indebted

BILLIONS 
OF DOLLARS

in New York City

ness of the reporting New York banks amounted to 
$327,000,000 over the five weeks and these banks also 
increased their holdings of Treasury bills and Govern
ment guaranteed obligations, but total holdings of Govern
ment securities expanded to the extent of only $214,000,000 
through the effect of the maturity of 2 per cent Treasury 
notes on September 15 and net sales in the market of 
Treasury notes and bonds. Reflecting short term borrow
ings by New York City and New York State, the New 
York banks added $64,000,000 to their holdings of other 
securities.

For the reporting banks in the 100 other centers, total 
investments increased $862,000,000 over the five weeks’ 
period. Certificate of indebtedness holdings expanded 
$504,000,000; Treasury bills were acquired to the extent 
of $283,000,000, and Treasury bonds to the extent of 
$104,000,000. Treasury bill holdings of the report
ing member banks outside New York City reached 
$1,673,000,000 on September 23. Since the end of April, 
accompanying a $2,550,000,000 increase in the outstand
ing supply, Treasury bill holdings of the reporting banks 
outside New York City have risen nearly $1,000,000,000.

Reductions were general among the loan classifications 
for reporting member banks both in New York City and 
outside. Commercial, industrial, and agricultural loans 
decreased $109,000,000 for the weekly reporting banks 
as a whole, despite the consummation of a number of 
loans for the provision of funds required to carry out 
war contracts. In New York, where the contraction in 
commercial, industrial, and agricultural loans was rela
tively small, a $67,000,000 decline in loans to brokers 
and dealers in securities was the largest single factor in 
the reduction in total loans over the five weeks’ period.

Since the beginning of 1941 total loans and investments 
of the weekly reporting member banks have increased 
almost $10,000,000,000, or by 38 per cent. As the accom
panying charts show, the dominating factor in the rise 
has been the expansion in bank holdings of U. S. Govern
ment securities, in turn associated with the large increase 
which has taken place over this period in the Federal 
debt. As was also true of 1940, the weekly reporting 
member banks in New York City added more than 
$1,000,000,000 to their holdings of Government securities 
in 1941; up to September 23 of this year the Govern
ment portfolios of these banks had been enlarged about
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$1,800,000,000 more. Government security holdings of 
the other weekly reporting banks, which were not sub
stantially changed during 1940, expanded to the extent 
of $1,500,000,000 during 1941 and $4,600,000,000 up to 
September 23 of this year. Of the $6,300,000,000 increase 
in the outstanding volume of market issues of U. S. 
Government obligations during 1941, the New York banks 
accounted for 18 per cent and the weekly reporting mem
ber banks elsewhere for 23 per cent. Between J anuary 1 
and September 23 of this year, the supply of market 
issues available for bank investment grew to the extent 
of $15,400,000,000, and of this amount purchases of the 
reporting banks in New York accounted for 12 per cent 
while reporting banks elsewhere accounted for 30 per 
cent. Despite the fact that the reporting banks outside 
New York have been purchasing Government obligations 
in increasing volumes, the ratio of Government securities 
to total loans and investments in the 100 cities, at 59 per 
cent on September 23, was still below the corresponding 
figure of 64 per cent for New York City banks.

The weekly reporting member banks as a whole added 
$3,000,000,000 to the volume of loans and investments, 
exclusive of U. S. Government securities, during 1940 
and 1941, but so far this year there has been a net con
traction of more than $1,000,000,000 in earning assets 
other than Government securities. From a peak in 
March, 1942, the volume of commercial, industrial, and 
agricultural loans has declined $240,000,000 for the 
New York City banks and $510,000,000 for the banks 
in the 100 cities.

Money Rates in New York

Sept, 30, 1941 Aug. 31, 1942 Sept. 29, 1942

Stock Exchange call loans.......................... 1 1 1
Stock Exchange 90 day loans................... *1M *1M * 1 H
Prime commercial paper— 4 to 6 months 5A -H V s -U
Bills— 90 days unindorsed......................... 7A 7A 7A
Yield on %  per cent Treasury note due

March 15, 1945 (tax exempt).............. 0 .37 0 .55 0 .57
Average yield on taxable Treasury notes

(3-5 years).................................................... 0 .6 5 1 .25 1 .28
Average yield on tax exempt Treasury

bonds (not callable within 12 years). . 1 .97 2 .02 2 .0 5
Average yield on taxable Treasury bonds

(not callable within 12 years).............. 2.11 2 .34 2 .34
Average rate on latest Treasury bill sale

91 day issue................................................. 0 .037 0 .369 0., 373
Federal Reserve Bank of New York dis

count rate..................................................... 1 1 1
Federal Reserve Bank of New York buy

ing rate for 90 day indorsed bills.......... 'A K
* Nominal.

W a r Financing

In spite of the quarterly income tax collections in 
September, the Treasury borrowed a total of about 
$4,300,000,000 during the month. In addition to pro
viding funds to meet the ever increasing volume of war 
expenditures, it was necessary to obtain funds for the 
redemption on September 15 of $342,000,000 maturing 
Treasury notes. The distribution of this borrowing was 
as follows:

$1,606,000,000— 1*4 per cent Treasury notes
1,506,000,000— 0.65 per cent certificates of 

indebtedness
750.000.000— War Savings bonds (estimated)
450.000.000— Treasury bills (net receipts)

The new issues of Treasury notes and certificates of 
indebtedness were offered by the Treasury on September 
10. As in the case of other recent offerings, subscription

books for these issues remained open for two days. The 
Treasury notes, bearing interest at the rate of l 1/̂  per cent, 
were dated September 25, 1942 and will mature March
15, 1945. Subscriptions to this issue, the first Treasury 
note issue sold for cash since January, 1941, totaled 
$3,637,000,000. Subscriptions of $25,000 or less (amount
ing to $134,000,000) were accepted in full, while the 
larger subscriptions were allotted on a 42 per cent basis. 
Allotments to subscribers in the Second Federal Eeserve 
District ($592,000,000) amounted to 37 per cent of the 
total.

The 0.65 per cent certificates of indebtedness were dated 
September 21, 1942 to mature May 1, 1943. The term of 
slightly more than 7 months was almost the same as that 
on the %  per cent June issue of certificates, but about
4 months shorter than the term on the %  Per cent 
August issue. Subscriptions to the new certificates 
totaled $1,992,000,000, compared with somewhat over 
$3,000,000,000 on each of the two previous issues, reflect
ing the effects on subscriptions of the simultaneous offer
ing of the Treasury note issue. Subscriptions of $25,000 
or less ($44,000,000) were accepted in full and those 
above $25,000 were allotted on a 75 per cent basis. Allot
ments to subscribers in this District ($599,000,000) 
amounted to 40 per cent of the total compared with 43 
per cent on the August certificates and 46 per cent on the 
June issue.

Probably owing in part to the sales campaign led by 
the radio stations and moving picture theatres during 
September, and in part to the progressive increase in 
sales under payroll savings plans, total sales of War Sav
ings bonds were the third highest of any month on record. 
While the $775,000,000 National quota does not appear 
to have been quite met, it is estimated that sales may 
have reached $750,000,000, which would compare with 
$697,000,000 in August, 1942, and $232,000,000 in Sep
tember, 1941. Sales of War Savings bonds by agencies 
other than post offices in the Second Federal Reserve 
District during September were estimated tat $125,000,000, 
10 per cent above the August level and more than double 
the sales in September, 1941.

According to statistics recently released by the Treas
ury Department, 18,500,000 workers were participating 
in payroll savings plans for the purchase of War Savings 
bonds at the end of August. During that month, 
$225,000,000 or 7 per cent of the total wages paid these 
workers was deducted under these plans. As a further 
evidence of widespread participation in purchases of War 
Savings bonds, the number of $25 denomination bonds 
issued has shown marked increases from month to month.

About $450,000,000 in “ new money” was raised from 
sales of Treasury bills during September. On September
16, the weekly bill issue was increased from $350,000,000 
to $400,000,000; weekly maturities during September 
amounted to $250,000,000 on September 2 and $300,000,000 
on each issue thereafter. Sales of tax anticipation notes, 
stimulated by the changes in terms of the notes described 
below, are estimated at well over $500,000,000 for the 
month as compared with an average of $400,000,000 dur
ing the May-August period. More than $500,000,000 
of tax notes were presented in payment of taxes during 
September, however, so that the volume of these securities 
outstanding was not substantially changed.

Changes in the terms of the tax savings notes which 
have been on sale since August 1, 1941 were announced
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on September 14 by the Treasury. Two new series of tax 
notes, designated as Series A-1945 and Series C-1945, 
were offered for sale beginning September 14. The new 
Series C notes are designed to provide a security well 
adapted for the temporary investment of idle funds by 
corporations and other investors, as well as for the ac
cumulation of tax reserves. These notes have been made 
more attractive by an increased yield and by a provision 
for cash redemption with interest. (The notes are not de
signed as an investment medium for banks which accept 
demand deposits; such banks may earn an interest return 
from the notes only when they are redeemed in meeting 
tax liabilities.) The Series C notes will be dated as of the 
first day of the month in which purchased, will mature 
three years thereafter, and will be issued at par. Interest 
accrues each month on a graduated scale so as to yield 
from 0.60 per cent, if held for six months, up to approxi
mately 1.07 per cent, if held to maturity. The former 
Series B notes, which these replace, yielded 0.48 per cent 
and then only when used in paying taxes. The new Series 
A-1945 notes are substantially the same as the former 
Series A except that the maturity has been increased 
from two to three years, and the limitation, for both 
old and new series, on principal amount that may be 
presented on account of any one taxpayer’s liability for 
each class of taxes (income, estate, or gift) for each 
taxable period has been raised from $1,200 to $5,000. 
These notes, which are designed primarily for smaller 
taxpayers, are redeemable in cash only at the purchase 
price, but yield 1.92 per cent when used in the payment 
of taxes.

Security M arkets

General price stability and light trading activity 
characterized the Government security market during 
September. The announcement on September 2 that the 
Treasury would offer $3,000,000,000 of new securities dur
ing the month had little effect upon the market, nor did 
the actual offering, on the tenth, of the new issue of 
$1,500,000,000 certificates of indebtedness and a like 
amount of new notes. Both issues were well received, 
but the volume of subscriptions indicated that the note 
issue was considered the more attractive of the two.

As in recent months, prices of long term fully taxable 
Treasury bonds remained within an extremely narrow 
range in September, while quotations for the long term 
partially tax exempt bonds drifted slightly lower through
out the month. In continuation of the tendency pre
vailing in July and August, prices of the three to five 
year taxable Treasury notes declined, and the average 
yield on these securities rose from 1.25 per cent on August
31 to 1.28 per cent at the end of September. The price 
of the %  per cent tax exempt Treasury notes maturing 
March 15, 1945 declined somewhat during the early part 
of September, but subsequently recovered most of this 
loss. Prices of the various issues of certificates of in
debtedness held generally steady throughout the month 
and the average rate at which new Treasury bill offerings 
were sold continued close to the %  per cent buying rate 
of the Federal Eeserve Banks.

Continuing the movement in evidence since February, 
municipal bond prices rose further during September, 
as indicated by a decline in the average yield on prime 
municipal bonds computed by Standard and Poor’s Cor

poration from 2.26 on August 26 to 2.24 per cent on Sep
tember 23. The current average yield is at the lowest 
point since early last December. Prices of domestic 
corporation bonds held steady throughout September, 
following a slight firming tendency in August.

Stock prices, after remaining relatively steady in a 
quiet market during the first three weeks of September, 
moved into higher ground toward the end of the month 
as trading activity became more brisk. On September
24, 850,000 shares were traded on the New York Stock 
Exchange, the largest volume for any day this year. 
Although industrial stock prices participated in the 
advance, the principal strength was shown among the 
railroad and utilities equities.

N ew  Security Issues

Corporate and municipal new security financing during 
September continued at the low level of recent months, 
with a total of about $68,000,000 of issues publicly offered 
or privately sold. Corporate financing amounted to 
$43,000,000, of which slightly more than one third repre
sented funds to be used for new capital purposes. Muni
cipal awards during the month aggregated $25,000,000.

The principal corporate financing during the month 
was the offering of $32,925,000 Southwestern Public 
Service Company securities. This offering consisted of 
$20,000,000 first mortgage 4 per cent bonds due in 1972, 
$6,000,000 of 2y2 and 3 per cent serial notes maturing 
from 1943-1954, 60,000 shares ($6,000,000) of 6y2 per 
cent preferred stock, and 185,000 shares ($925,000) of 
common stock. Proceeds from this financing are to be 
used in connection with a plan of integration involving 
retirement of subsidiary obligations and purchase of 
the securities of three additional companies. The only 
municipal award of appreciable size was that of $8,286,000 
Boston Metropolitan District 1%  per cent refunding 
bonds maturing from 1943 to 1967.

As shown in the accompanying chart, the volume of 
corporate new security issues in the third quarter of 1942 
averaged only $56,000,000 monthly, the lowest for any 
quarter in several years. Issues for new capital purposes, 
which had been maintained at a relatively high level dur
ing the first half of the year, fell off substantially in the 
third quarter. The volume of corporate refunding, which
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had already been reduced sharply in the first six months 
of this year, continued at a low level in comparison 
with the large amount of refundings during the period 
1936-1941.

Foreign Exchanges

Aside from irregular fluctuations in the unofficial rate 
for the Canadian dollar and the so-called free rate for 
the Swiss franc, New York foreign exchange quotations 
were stable in a continued quiet market during the past 
month. Accompanying a seasonal slackening in the 
tourist demand for Canadian exchange, the discount in 
the unofficial market continued to widen steadily during 
the first part of September to reach 13 1/16 per cent on 
September 10, the largest discount since the middle of 
April. Subsequently, however, some demand developed 
and the discount narrowed gradually to 11 5/16 per cent 
on September 24; at the end of the month it was quoted 
at 1 2 per cent, as compared with 10 15/16 per cent at 
the end of August. As a result of the appearance of some 
demand in its usually thin market, the ‘ ‘ free ’ ’ Swiss franc 
appreciated substantially vis-a-vis the dollar during the 
early part of the month and by September 12 the “ free”  
rate had advanced to $0.3050 bid. Some supply subse
quently appeared in this market, however, and the quo
tation receded gradually to close September at $0.3000 
bid, unchanged for the month as a whole.

Production and Trade

Business activity in September held close to the ad
vanced level reached in August, according to early indi
cations. Weekly estimates of steel production reveal the 
continuation of the high rate of output maintained in 
earlier months of this year. Production during the first 
nine months of 1942 ran at a rate more than one- 
third above the average level of 1929 and more than 70 
per cent above that of 1917, the peak year for steel pro
duction during the first World War. Although actual or 
threatened shortages of steel scrap have been a matter of 
concern throughout the past year, the vigorous collection 
drives conducted by numerous municipalities, news
papers, and other organizations are said to be bringing 
encouraging results. According to the W.P.B., more 
than three fourths of the output of finished steel is now 
going into direct war use.

For the first three weeks of September the daily 
average rate of electric power production was at a new 
high point and the daily output of bituminous coal 
increased somewhat over the level maintained in August, 
but the production of crude petroleum was off slightly 
from the average of the preceding month. Loadings of 
railway freight in the week ended September 19 exceeded
900,000 cars, the highest weekly volume since the peak 
of last October.

Early in September the special committee appointed 
by the President to investigate the rubber situation re
ported that the country’s stockpile of crude rubber would 
be exhausted within a year by military and export needs 
alone unless new supplies could be obtained. In con
sonance with recommendations contained in this report 
to conserve rubber tires, preparations were made to insti
tute nation-wide gasoline rationing, effective by November 
22, on the same basis as the program now in effect in

1941 1942

August June July August

Indexes of Production and Trade*
(100 —  estimated long term trend)
Index of Production and Trade t ................ 116 114 118p 120p

Production....................................................... 116 123 126p 128 p

Producers’ goods— total........................ 124 152 156p 160p
Producers’ durable goods................ 131 177 184p 191p
Producers’ nondurable goods......... 118 124 124p 125 p

Consumers’ goods— total...................... 105 88 89 p 88 p
Consumers’ durable goods.............. 108 45 44 p 38 p
Consumers’ nondurable goods. . . . 105 102 103p 104p

Durable goods— total............................. 124 138 143p 146p
Nondurable goods— total..................... 110 111 112p 113p

Primary distribution"}-................................. 119 130 134p 133p
Distribution to consumer.......................... 115 84 89p 94p
Miscellaneous services................................ 105 120 124p 126p

Cost of Living, Bureau of Labor Statistics
(100 =  1935-39 average)............................... 106 116 117 117

Wage Rates
(100 =  1926 average)..................................... 124 136 138p

Velocity of Demand Deposits* 
(100 =  1935-39 average)

71New York C ity.................................................. 65 61 62
Outside New York C ity ................................. 93 85 86 87

p Preliminary. * Adjusted for seasonal variation.
t  For May, 1942, the index of production and trade has been revised to 113, 

and the index of primary distribution to 128.

seventeen Eastern States, and a country-wide speed limit 
of 35 miles per hour was ordered. Late in September, 
the O.P.A. announced plans for restricting the use of 
fuel oil in homes in thirty Eastern and Midwestern 
States during the coming winter.

Production and Trade in A ugust
During August the monthly index of production and 

trade computed at this bank rose 2 points further to 120 
per cent of estimated long term trend, a new record level. 
The figure for August last year was 116. While produc
tion of consumers’ durable goods continued the decline 
in evidence since July, 1941, there was an additional seven 
point rise in the output of producers’ durable goods, a 
group which includes many important war materials, 
and production of nondurable goods increased slightly 
further. The recovery in retail trade which got under 
way in July was continued in August, the component 
index of distribution to consumer advancing 5 points 
further to approximately the level of last March.

E m ploym ent and Payrolls

Developments during the month of September demon
strated an increasing tendency toward a unified National 
labor policy embracing more comprehensive Government 
regulation of wages, working hours, and the labor supply. 
On Labor Day, President Roosevelt indicated a deter
mination to stabilize all elements entering into the cost 
of living, including the prices of farm products and 
wages. Later in the same week, he signed an order, effec
tive October 1, prohibiting double pay for Saturday, 
Sunday, and holiday work as such, but making double 
pay compulsory for any seventh consecutive day of labor 
“ on all work relating to the prosecution of the war.”  
Under another executive order (effective September 27) 
the Chairman of the War Manpower Commission was 
given complete control over the transfer of any of the
2,300,000 Federal employees. The War Labor Board
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adopted a policy of “ equal pay for equal work”  for 
women employees in war industry. Other developments 
of the month included steps taken by the W a r Manpower 
Commission to stabilize employment in the lumber and 
nonferrous metal industries of twelve W estern States in 
order to check manpower losses due to labor “ pirating”  
and migration, and a W a r  Production Board order for 
a 48-hour work week in the Pacific Northwest lumber 
industry.

The total number of persons at work in the United  
States in August was unchanged from the record high 
July level of 54,000,000 persons, according to estimates 
of the Department of Commerce. A  gain of half a million 
in nonagricultural employment offset a seasonal decrease 
in agricultural working forces during the month. Total 
employment in August was 3,000,000 higher than in the 
corresponding month last year, and 6,300,000 above the 
August, 1940 level. Unemployment was estimated at
2,200,000 persons in August, the lowest level in recent 
years.

A  large part of the month-to-month increase in non
agricultural employment occurred in manufacturing 
establishments, where working forces in August were 2 
per cent larger than in July, and wage payments were
5 per cent greater. Not only was there an expansion of 
employment at plants producing machinery, various types 
of transportation equipment, and other war goods, but 
more workers were employed in the manufacture of 
apparel and food products, largely as a result of seasonal 
expansion in these industries. Factory employment was
9 per cent above the August, 1941 level, and payrolls 
increased 36 per cent.

In  New York State, factory employment rose 3 per 
cent during August and payrolls increased 4 %  per cent, 
largely as a result of seasonal expansion in the apparel 
industry. Most other consumers’ goods industries, how
ever, reduced working forces somewhat between July and 
August. W a r  plants, especially those producing tanks, 
ships, and aircraft, continued to add to their working 
forces. Taken as a whole, reporting factories in New  
York State employed 6 per cent more workers than in 
August, 1941, while they increased their payrolls 25 per 
cent, reflecting an increase of 18 per cent in average 
weekly earnings during the year.

Commodity Prices
The general average of wholesale commodity prices 

rose slightly further during September to a new high 
level since 1926, according to the Bureau of Labor Statis
tics comprehensive weekly index. Price advances were 
again concentrated largely in commodities no£ subject 
to ceiling regulations— chiefly farm  products and foods. 
In  the controlled markets, including the majority of 
finished industrial materials, price movements tended to 
show the steadiness that had prevailed since the General 
Maximum Price Regulation became effective in May.

Accompanying Congressional discussion during Sep
tember, of the President’s proposal to stabilize farm  
prices, quotations for a number of farm  products showed 
considerable advances. On September 24 winter wheat 
in Kansas City rose to $ 1 .2 6 %  a bushel, which was about
10 cents above the price at the end of August and the 
highest since January; quotations for other grains ialso 
moved higher. Despite some increase in receipts at the 
primary markets, prices for hogs in Chicago showed

PERCENT

Index of Physical Volume of Total Agricultural Production in the 
United States (1935-39 average=100 per cent;

1942 production estimated)

advances for the month of about 70 cents to new 22-year 
record levels, above $15.00 per hundredweight. Butter 
quotations rose to new high levels since 1929. Quotations 
for cotton and steers fluctuated irregularly, but showed 
slight net changes for the month.

The physical volume of all agricultural production, 
including livestock and products as well as crops, is 
expected to reach an all-time high this year, according 
to estimates of the Department of Agriculture. The 
indicated production in 1942 is substantially above the
1941 total— about 12 per cent— and is nearly 40 per cent 
above the low level in 1935. The Department of Agricul
ture published revised estimates of individual crops based 
on conditions as of September 1, which in most instances 
were higher than those of a month earlier. The latest 
estimate of the 1942 cotton production was placed at
14.028.000 bales, which would compare with the crop of
10.744.000 bales in 1941, and exceed that of any year 
since 1937. Forecasts of the corn and wheat crops this 
year indicate the largest volumes since the respective 
peaks in 1920 and 1915. It  was estimated that the oil seed 
crops this year would be at record levels, offsetting the 
deficiency in imported oils.

Building
The daily rate of construction contracts awarded in 

the Metropolitan New York City area showed a further 
sharp decline between July and August according to the 
F . W . Dodge Corporation report. A s the accompanying 
chart shows, since the beginning of 1939 the rate of con
tract awards in the metropolitan region (including, in 
addition to New York City, Nassau, Suffolk, and W est
chester Counties) has been more than cut in half. The 
previous peak period, at the end of 1938 and the first 
part of 1939, reflected the inclusion of several large public 
and private housing projects, including the Metropolitan 
Life Insurance Company housing development in the 
Bronx, and, in the nonresidential building field, a con
siderable volume of W o r ld ’s Fair and public projects. 
During 1940 and 1941, when the volume of awards in 
many other sections of the country was being raised to 
record levels by the defense program, the volume of 
awards in this area remained at a relatively steady level. 
Residential building began to fall off in 1941, but for a
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Daily Average Value of Construction Contract Awards in Metropoli
tan New York (F. W. Dodge Corporation data; six month 

moving average of seasonally adjusted figures)

while the increase in nonresidential building was enough 
to offset this decline. Some defense projects, more par
ticularly for the construction and expansion of manufac
turing and shipbuilding facilities, were included in the 
nonresidential building figures for that period. Begin
ning in 1942, however, the rate of awards for all con
struction has declined sharply, reflecting primarily a 
further curtailment in residential building. Awards for 
nonresidential building and for public works and utili
ties construction also have fallen off this year, but much 
more moderately.

Figures for the 37 Eastern States included in the F . W .  
Dodge Corporation report present a striking contrast to 
the New York City data. Although the rate of awards 
in the 37 States as a whole dropped during August from  
the near-record level of July, it was only slightly below 
the August, 1941 rate, which was the highest reported 
for last year. The demands of the war construction pro
gram have been large enough during recent months sub
stantially to counterbalance the enforced curtailment of 
nonessential construction. Although August awards for 
private construction, which include some volume of war 
projects, amounted to only a little over one-third those of 
the corresponding month of last year, additional steps 
were taken during September by the W a r Production 
Board to curtail even further the amount of nonessential 
building. Effective September 7, limits on the amount 
of civilian construction which could be undertaken with
out the specific authorization of the Board, were cut from  
$500 to $200 in the case of residential buildings, from  
$5,000 to $200 for such buildings as clubs, assembly halls, 
etc., and from $5,000 to $1,000 in the case of such con
struction as highways and utilities. However, in the case 
of multiple residential buildings providing accommoda
tions for more than five families the limit was raised, 
from $500 to $1,000.

Department Store Trade
Department store sales in this District continued to evi

dence a rising tendency during August, on the basis of 
reports made by a representative group of stores. W hile  
sales frequently have risen between July and August, 
the increase this year— 15 per cent on an average daily

basis— was larger than usual. Sales in August were con
siderably smaller than in the corresponding month of 
last year, when retail trade was exceptionally active as 
consumers sought to anticipate shortages and price ad
vances, but were about 1 7 %  per cent higher than in 
August of 1940. Estimates based on the first four weeks 
of September, however, indicate that sales failed to show 
all of the usual seasonal rise between August and Sep
tember.

For the first eight months of 1942, total dollar sales of 
the reporting department stores in this District were 7 
per cent higher than in the corresponding 1941 period. 
Considering the higher prices prevailing this year, how
ever, it is evident that the physical volume of sales was 
lower than a year ago. There has been a wide variation 
in relative sales volumes among the various departments. 
Sales of piece goods and women’s coats and suits showed 
pronounced gains, while there were declines in sales 
of mechanical refrigerators, furniture, millinery, and 
cameras from those of the corresponding eight months 
of 1941.

The seasonally adjusted index of department store 
inventories declined slightly in August for the first time 
this year, and the increase over 1941 narrowed from 82 
per cent in July to 59 per cent in August. Returns from  
a limited number of department stores in this District 
indicate that at the end of August outstanding orders for 
merchandise purchased by the stores, but not yet deliv
ered, were about 10 per cent lower than at the end of 
July, and 33 per cent below August, 1941, but 46 per 
cent higher than in August, 1940.

Percentage changes from a year earlier

Department stores Net Sales
Stock on 
hand,end 
of month, 

August, 1942
August,

1942
Jan. through 
August, 1942

New York City....................................... — 8 +  7 +63
Northern New Jersey............................. — 15 +  5 +61

— 11 +  7 +62
Westchester and Fairfield Counties. . . . — 9 +11 +37

— 7 +13 +49
Lower Hudson River Valley................. — 11 +  2 +26

Poughkeepsie....................................... — 6 +  7 —

Upper Hudson River Valley................. — 19 — 2 +39
—26 — 8 —

Central New York State....................... — 2 +11 +55
Mohawk River Valley....................... +12 +23 +94

— 7 +  7 +44
Northern New York State..................... — 14 — 7 —

Southern New York State..................... — 10 +  8 +44
Binghamton......................................... — 13 +  5 .—

— 10 +13 .—

Western New York State...................... — 7 +12 +51
— 7 +14 +49

Niagara Falls...................................... +18 +34 +29
— 7 +  9 +60

All department stores................. — 9 +  7 +59

Apparel stores............................. — 8 +  8 +36

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average == 100)

1941

August

1942

June July August

Sales (average daily), unadjusted................ 100 92 81 93
Sales (average daily), seasonally adjusted.. 132r 97r 114 123

Stocks, unadjusted........................................ 98 158 156r 162
Stocks, seasonally adjusted r........................ 102 163 168 165

r Revised.
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(1935-39 average—100 per cent)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation 

(1923-25 average—100 per cent)
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General Business and Financial Conditions
(S u m m a riz e d  b y  th e  B o a rd  o f  G ov ern o rs  o f  th e  F e d e r a l  R eserve  S y s tem )

I N D U S T R IA L  o u tp u t  c o n tin u e d  to  r is e  in  A u g u s t  a n d  th e  f irs t  h a l f  o f  S e p te m b e r a n d  
r e ta i l  d is tr ib u tio n  o f  com m o dities  a lso  in c re a se d . P r ic e s  o f  f a rm  p ro d u c ts  a n d  

fo o d s a d v a n c ed  f u r th e r .
P r o d u c t io n

In d u s t r ia l  o u tp u t  in c re a se d  in  A u g u s t  a n d  th e  B o a r d ’s sea so n a lly  a d ju s te d  in d e x  
rose  3 p o in ts  to  183 p e r  c e n t o f  th e  1935-1939 a v e ra g e . T h ere  w ere  f u r th e r  m a rk e d  
in c re a se s  in  a c t iv i ty  in  th e  m ac h in e ry , t r a n s p o r ta t io n  eq u ip m en t, a n d  o th e r a rm a m e n t 
in d u s tr ie s . C rude  p e tro le u m  p ro d u c tio n  in c re a se d  c o n s id e ra b ly  f ro m  th e  re d u c ed  level 
o f  re c e n t m o n th s  a n d  o u tp u t  o f  m a n u fa c tu re d  fo o d  p ro d u c ts  rose  m ore  th a n  is  u su a l a t  
th is  tim e  o f  y e a r . P ro d u c tio n  o f  m a te r ia ls , such  a s  stee l, n o n fe r ro u s  m e ta ls , coal, a n d  
lu m b er, c o n tin u e d  in  la rg e  vo lum e.

V a lu e  o f  c o n s tru c tio n  c o n tra c ts  a w a rd e d  in  A u g u s t d ec lin ed  fro m  th e  re c o rd  h ig h  
levels o f  J u n e  a n d  J u ly ,  a c c o rd in g  to  f ig u re s  o f  th e  P . W . D od ge  C o rp o ra tio n . T he  
e x te n t to  w hich  th e  c o n tin u in g  la rg e  vo lum e o f c o n s tru c tio n  re fle c ts  th e  w a r p ro g ra m  
is in d ic a te d  b y  th e  f a c t  t h a t  in  th e  f irs t e ig h t m o n th s  o f th is  y e a r  84 p e r  c en t o f to ta l  
a w a rd s  hav e  b e en  f o r  p u b lic ly  fin an ced  p ro je c ts  a n d  in  re c e n t m o n th s  th e  p e rc e n ta g e  
h a s  been  h ig h e r.

D is t r ib u t io n

D is tr ib u t io n  o f  com m o dities  to  co n su m ers  in c re a se d  c o n s id e ra b ly  in  A u g u s t, re fle c t
in g  p a r t ic u la r ly  m a rk e d  in c re a se s  in  d e p a r tm e n t  s to re  sa les  a n d  in  sa les o f  g e n e ra l  
m erc h a n d ise  in  sm all to w n s a n d  ru r a l  a re a s . D o lla r  v a lu e  o f  sa les  to  consum ers in  
A u g u s t w as som ew ha t low er th a n  th e  u n u su a lly  la rg e  sa les  a  y e a r  ago , w hen  th e re  
w as a  c o n s id e rab le  a m o u n t o f  a n t ic ip a to ry  b u y in g , w hile  a v e ra g e  p rice s  w ere  a b o u t 
12 p e r  c en t h ig h e r . O n th e  b a s is  o f  p h y s ic a l  vo lum e, th e re fo re , sa les w ere  sm a lle r  
th a n  a  y e a r  ago .

R a ilro a d  f r e ig h t  c a r  lo a d in g s  w ere  s u s ta in e d  a t  a  h ig h  level d u r in g  A u g u s t a n d  
th e  f irs t  h a l f  o f  S e p te m b e r, re f le c tin g  c o n tin u e d  la rg e  sh ip m en ts  o f  m o st c lasses o f 
f re ig h t.

Co m m o d it y  P r ic e s

D u r in g  A u g u s t a n d  th e  f i r s t  h a l f  o f  S e p te m b e r  th e  g e n e ra l  w ho lesale  p r ic e  in d e x  
ad v a n c ed  a b o u t  h a lf  a  p o in t  to  99.2 p e r  c en t o f  th e  1926 a v e rag e , re f le c tin g  ch iefly  
in c re a se s  in  p ric e s  o f  liv e s to ck  p ro d u c ts . P r ic e s  o f  w h e a t, flour, a n d  som e o th e r u n c o n 
tro lle d  com m o dities  a lso  ad v a n c ed . N ew  c ro p  to b acco  p rice s  show ed sh a rp  in c re a se s  
over l a s t  y e a r  a n d  a  te m p o ra ry  c e ilin g  a t  c u r re n t  levels w as e s ta b lish e d  fo r  flue-cu red  
ty p e s .

R e ta il  fo o d  p ric e s  c o n tin u e d  to  r ise  f ro m  th e  m id d le  o f J u l y  to  th e  m id d le  o f 
A u g u s t a n d  f u r th e r  in c re a se s  a re  in d ic a te d  in  S e p te m b e r. P r ic e s  o f  u n c o n tro lle d  foo ds 
in  A u g u s t  w ere  10 p e r  c en t h ig h e r  th a n  in  M ay.

A g r ic u l t u r e

C rop p ro sp e c ts  im p ro v e d  c o n s id e ra b ly  d u r in g  A u g u s t  a n d  a g g re g a te  p ro d u c tio n  
th is  y e a r  is  ex p e c ted  to  be a b o u t 15 p e r  c en t g re a te r  t h a n  in  1941, w hich  w as close to  a  
re co rd  y e a r  fo r  c rops. U n u su a lly  h ig h  y ie ld s  p e r  a c re  a re  in d ic a te d  fo r  m o st m a jo r  
c ro p s a n d  fo r  som e o th e rs , lik e  o ilseed  c rops, s u b s ta n t ia l ly  in c re a se d  a c re ag es  a re  
e x p ec ted  to  be  h a rv e s te d . F e e d  g ra in  su p p lie s  a re  ex p e c ted  to  b e  o f  re co rd  p ro p o r 
tio n s , b u t  ow ing  to  th e  g ro w in g  n u m b e r o f  liv e sto ck  on fa rm s  th e  su p p ly  p e r  a n im a l 
w ill p ro b a b ly  be a b o u t  th e  sam e as l a s t  season .

B a n k  Cr e d it

E xcess  re serv es  o f  m em ber b a n k s , w h ich  h a v e  g e n e ra lly  f lu c tu a te d  b e tw een  2.0 
a n d  2.5 b illio n  d o lla rs  in  re c e n t m o n th s, ro se  te m p o ra r i ly  to  ov er 3 b illio n  on S e p te m b e r
16. T h is  in c re a se  w as du e  p a r t ly  to  a  f u r th e r  re d u c tio n  in  re se rv e  re q u ire m e n ts  on 
d e m an d  d e p o s its  a t  C e n tra l  R eserve  C ity  b a n k s  f ro m  24 to  22 p e r  c e n t a n d  p a r t ly  to  
T re a s u ry  d isb u rse m e n ts  o u t o f  i ts  b a la n c e s  w ith  th e  R eserv e  B a n k s  in  c o n n e c tio n  
w ith  S e p te m b e r 15 ta x  co llec tio n s  a n d  fiscal o p e ra tio n s . F u n d s  fo r  th ese  d isb u rse m e n ts  
a ro se  in  p a r t  f ro m  th e  issu an ce  o f  sp e c ia l o n e-d ay  c e r t if ic a te s  to  th e  R eserve  B a n k s .

E xcess  re serv es  o f N ew  Y o rk  C ity  b a n k s  h a v e  b e en  d e c lin in g  fo r  a  n u m b e r o f 
m o n th s  ow ing  p r in c ip a l ly  to  th e  excess o f  fu n d s  ra is e d  in  t h a t  c i ty  b y  th e  T re a s u ry  
over a m o u n ts  e x p en d ed  th e re . T h e  e ffec t o f  th is  d ra in  h a s  been  o ffse t in  p a r t  b y  p u r 
chases o f G o v ern m en t se c u ritie s  b y  th e  F e d e r a l  R eserv e  S y s tem  a n d  b y  th e  tw o suc
cessive re d u c tio n s  in  re serv e  re q u ire m e n ts .

A t  b a n k s  o u ts id e  N ew  Y o rk  C ity  excess re se rv es  h a v e  show n l i t t l e  c h an g e  in  re c e n t 
m o n th s . T hese  b a n k s  h av e  lo s t  re se rv es  th ro u g h  c u rre n c y  d ra in  a n d  th e i r  re q u ire d  
re se rv es  h a v e  in c re a se d  ow ing  to  g ro w th  o f  th e i r  d e p o s i ts ; b o th  th e se  fa c to rs , how ever, 
have  been  la rg e ly  o ffse t b y  t r a n s f e r s  o f  fu n d s  f ro m  N ew  Y ork .

H o ld in g s  o f  G o v ern m en t s e c u ritie s  a t  N ew  Y o rk  C ity  b a n k s , w hich  in c re a se d  su b 
s ta n t ia l ly  in  J u ly  a n d  A u g u s t, d e c lin ed  so m ew h a t in  th e  f irs t  h a l f  o f  S e p te m b e r. A t  
b a n k s  o u ts id e  N ew  Y o rk  C ity  h o ld in g s  h a v e  c o n tin u e d  to  in c re a se .

U n it e d  S t a t e s  G o v e r n m e n t  S e c u r it y  P r ic e s

T h e  re c e n t  3 b ill io n  d o lla r  T re a s u ry  cash  fin an c in g  o p e ra tio n  h a d  l i t t l e  e ffec t on 
th e  G o v ern m en t se c u ritie s  m a rk e t, a n d  p ric e s  c o n tin u e d  s te a d y .
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MONTHLY REVIEW
of Credit and Business Conditions

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

F ed era l R ese rv e  B a n k , N ew  Y o rk  N o v em b er  1 ,1 9 4 2

Money Market in October

During October further upward revisions were made 
in the estimates of Government expenditures and of the 
necessary amount of Federal borrowing during the fiscal 
year ending June 30, 1943. W hile the new tax legisla
tion, approved by the President on October 21, is expected 
to yield $6,900,000,000 to $8,000,000,000 for a fu ll year, 
the added amount of revenue which it is anticipated will 
be collected during the fiscal year ending June 30 ,1 9 4 3 —  
about $4,000,000,000— falls short of earlier calculations. 
On the other hand, war expenditures, estimated at 
$56,000,000,000 in the budget message of last January, 
and raised to $70,000,000,000 in April, are now calculated 
at $78,000,000,000, or an average of $ 6 %  billion monthly 
for the current fiscal year. These figures include not 
only war expenditures within the regular budget, but 
also $4,000,000,000 to be spent by Government corpo
rations, principally the Reconstruction 
Finance Corporation and its subsidiaries.

The amount which the Government will 
be called upon to borrow from the public 
during the current fiscal year has been 
successively raised from $34,000,000,000  
in January to $47,000,000,000 in April 
and now to $60,000,000,000. The Federal 
debt, direct and guaranteed, is expected 
to reach $140,000,000,000 on June 30 next.

“ Raising the sights”  of the objective 
war effort thus involves a significant rais
ing of our financial sights. Attention is 
focused not only upon the question of 
additional tax measures, but also, and 
more particularly for the immediate pres
ent, upon the necessity for an ever-widen
ing public distribution and ever-increasing 
individual participation in the Govern
ment security offerings which must be 
made to meet the financial requirements 
of a maximum war effort. Banks and 
other financial institutions, under the 
leadership of the Victory Fund Commit
tees and the W a r Savings Staff, can play 
a vital role in this undertaking.

Inasmuch as the production capacity of the country 
will be even more severely drawn upon for war pur
poses than had been earlier anticipated, there is a clear 
implication that estimates of the supplies of civilian 
goods must be revised downward. A n d  it becomes of 
increased importance that the “ disposable incomes”  of 
consumers —  those amounts remaining after meeting 
essential needs and tax payments— be invested in Gov
ernment securities and thus help to finance the war 
effort. I f  such income remains idle, or tries to compete 
for a reduced supply of civilian goods, unnecessarily 
large purchases of Government securities will be forced 
upon the commercial banks of the country.

W ar expenditures under the regular budget reached a 
new peak during October, at approximately $5,500,000,000, 
and ‘ ‘ new m oney’ 9 borrowings by the Government simul
taneously rose to the highest level so far recorded. Sales 

of new issues of V /2 per cent Treasury 
notes and 2 per cent Treasury bonds, 
offered jointly October 8, aggregated 
$4,100,000,000. In addition, weekly offer
ings of Treasury bills, $400,000,000 on 
October 7 and 14, were further raised to 
$500,000,000 on October 21 and 28, and, as 
a result, the outstanding supply of Treas
ury bills was increased by $500,000,000. 
Sales of W ar Savings bonds and tax an
ticipation notes are estimated in excess of 
$1,500,000,000 for the month.

The banks added substantially to their 
holdings of Government securities during 
October. W a r Savings bonds, of course, 
went to nonbanking investors exclusively, 

 ̂ and tax anticipation notes in large part. 
On the other hand, it was announced that 
investors other than commercial banks 
purchased only one quarter of the 
$4,100,000,000 of Treasury notes and 
Treasury bonds sold during the month. 
The New York banks are estimated to have 
added approximately $800,000,000 to their 
holdings of Government securities during 
October, as compared with an average of

F O R  V I C T O R Y  ★  B u y  U n i t e d  S t a t e s  W a r  S a v i n g s  B o n d s  a n d  S t a m p s

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

November 1, 1942



82 MONTHLY REVIEW, NOVEMBER 1, 1942

(In billions of dollars)

Fiscal years ended June 30

1943
1942

Actual
October 3 
estimates

Total war expenditures................................................. 28 78
Other expenditures..................... .................................. 7 6

Total expenditures................................................. 35 84

Budget receipts.............................................................. 13 21
Borrowing from trust accounts ................................... 2 3
Borrowing from the public (net)................................. 20 60

Total financing'....................................................... 35 84

Public debt, end of year (direct and guaranteed)----- 77 140

Note: Offsetting receipts and expenditures of trust accounts are omitted.

somewhat over $300,000,000 monthly during the preced
ing six months.

Member bank excess reserves were drawn against at an 
accelerated rate during October by expanding currency 
circulation which reduced reserve balances and by mount
ing deposits which enlarged reserve requirements. The 
m onth’s increase in currency circulation apparently ex
ceeded the September figure of $500,000,000. The expan
sion in deposits, resulting from increased bank purchases 
of Government securities, was larger than in recent 
months. Y et in spite of these large demands on their 
reserves, and their heavy purchases of new Treasury se
curities, member banks in the aggregate had more excess 
reserves at the end of the month than at the beginning.

The drafts upon excess reserves through the outflow of 
currency circulation and the growth of deposits were 
compensated for by action of the Federal Eeserve System. 
Federal Eeserve Bank purchases of Government securi
ties were very large and the reserve requirement percent
age against net demand deposits for the central reserve 
city banks was reduced from 22 per cent to 20 per cent, 
the third such reduction since August 15, 1942. A s a 
matter of fact, excess reserves of all member banks rose 
temporarily from  a low of $1,690,000,000 on September 
30 to $2,710,000,000 on October 14, and amounted to 
$2,160,000,000 on the 28th. Excess reserves in New York  
City, which had fallen to $90,000,000 on September 30, 
were maintained at an average level above $500,000,000  
during most of October, and excess reserves of all other

U. S. Government Obligations, Direct and Fully Guaranteed, Held by 
Weekly Reporting Banks in Leading Cities

member banks held generally between $1,800,000,000  
and $2,200,000,000— about the same range as for some 
months past.

The change in the reserve requirement percentage, 
which was effective October 3, placed the reserve require
ments of the central reserve city banks on the same basis 
as those of the reserve city banks. This move had the 
effect of transferring $335,000,000 from required reserves 
to excess reserves in New York and $75,000,000 in 
Chicago. H ad it not been for the reduction in the reserve 
requirement percentage against their net demand de
posits, reserve requirements of the central reserve New  
York City banks would have increased approximately 
$270,000,000 between September 23 and October 21. A s  
it was, giving effect to the further adjustment in the 
requirement percentage against their net demand deposits, 
the reserve requirements of these banks showed a net 
decline of $85,000,000 over the four weeks’ period. For  
all member banks reserve requirements increased about 
$100,000,000 net over the four weeks.

Purchases of Government securities by the Federal 
Eeserve Banks reached a total of $830,000,000 between 
September 23 and October 21, much more than counter
balancing the loss of reserve funds to member banks 
through increased currency circulation. Treasury bill 
holdings of the Eeserve Banks declined $93,000,000 over 
the four weeks, as banks enjoying improved reserve posi
tions reacquired bills which had been sold to Eeserve 
Banks under repurchase agreement, but substantial pur
chases were made by the Eeserve Banks of Treasury 
bonds, notes, and certificates of indebtedness as the 
System Open Market Account undertook to absorb securi
ties from individual banks adjusting their reserve posi
tions and other offerings of securities which did not find 
ready markets elsewhere.

D isc o u n t  E a t e  C h a n g e s

Between October 15 and 30, all of the Federal Eeserve 
Banks established discount rates of y 2 per cent for 
advances to member banks secured by Government obliga
tions callable or maturing within one year. The change 
in the discount rate schedule of this bank was made effec
tive October 30. Until these changes were initiated, the 
discount rates charged member banks on advances (except 
those under Section 10b of the Federal Eeserve A ct) had 
been 1 per cent for all the Eeserve Banks.

One objective of the low rate on advances secured by 
short term Government obligations, is to promote wider 
distribution of such securities among all groups of banks 
throughout the country. Like the buying rate and repur
chase facilities that have been arranged by the Eeserve 
System for Treasury bills, it creates a means whereby 
individual banks can participate more freely in new 
offerings of short term Government obligations and 
utilize more fu lly  their available reserve funds, with 
assurance that if, subsequently, additional reserves are 
needed, the banks can obtain them at low cost. A  mem
ber bank can purchase short term Government securities 
and continue to hold them through any period of tempo
rary strain upon its reserve position, borrowing the 
amount of reserves needed from the Eeserve Bank at 
y 2 per cent.

Establishment of the differential rate has the effect of 
placing the discount rate schedules in closer harmony 
with the current interest rate structure. A t  the present
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time yields on short term Government securities range 
between %  per cent on Treasury bills and %  per cent on 
one-year certificates of indebtedness. Yields on Treasury 
notes or bonds nearing maturity are correspondingly 
low. On the other hand, taxable Government bonds and 
notes callable or maturing in more than a year, and avail
able for investment by commercial banks, range for  
the most part between 1 and 2 per cent.

Money Rates in New York

Oct. 31,1941 Sept. 30,1942 Oct. 30,1942

Stock Exchange call loans..................... 1 1 1
Stock Exchange 90 day loans................

n s
*1X

Prime commercial paper—4 to 6 months H -H BA - H
Bills—90 days unindorsed..................... % % %
Average yield on taxable Treasury notes 

(3-5 years)........................................... 0.77 1.28 1.28
Average yield on tax exempt Treasury 

bonds (not callable within 12 years).
F^m
1.88 205 2.05

Average yield on taxable Treasury bonds 
(not callable within 12 years)............ 2.21 2.35 2.33

Average rate on latest Treasury bill sale 
91 day issue......................................... 0.067 0.373 0.373

Reserve Bank discount rates 
On advances to member banks secured 
by Government obligations callable 
or maturing in one year or less............ X

On other advances to member banks 
secured by Government obligations, 
and on rediscounts.................... ......... 1 1 1

Reserve Bank buying rate for 90 day 
indorsed bills....................................... X X X

* Nominal

Member Bank Credit
O f the $5,800,000,000 of new money raised by the Treas

ury between September 23 and October 21 through the 
sale of public marketable issues, weekly reporting mem
ber banks in New York City absorbed $1,065,000,000, 
while reporting banks in 100 other leading cities took 
$1,380,000,000. Holdings of Government securities by 
New York City banks increased during these four weeks 
$794,000,000 for Treasury notes, $234,000,000 for Treas
ury bonds, and $213,000,000 for Treasury bills. On the 
other hand, these banks made net sales of $47,000,000 of 
certificates of indebtedness, and their holdings of guaran
teed obligations decreased by $129,000,000. The latter 
decline represents primarily the redemption of %  Per 
cent R .F .C . notes on October 15. In  addition, reporting 
New York banks reduced their holdings of other securi
ties by $79,000,000.

In the 100 cities outside New York the reporting mem
ber banks added to their Government securities portfolios 
$1,071,000,000 of Treasury notes, $308,000,000 of Treas
ury bonds, and $68,000,000 of Treasury bills. Outside 
New York the reporting banks sold only $4,000,000 o f  
certificates of indebtedness, and holdings of guaranteed 
issues were reduced by $65,000,000. The decline in other 
securities was relatively small, $14,000,000.

During the four weeks between September 23 and Octo
ber 21 total loans of reporting New York City banks rose 
$69,000,000, while in the 100 other cities there was a 
decline of $54,000,000. In  New York the most important 
factors in the expansion of loans were a $57,000,000  
increase in commercial, industrial, and agricultural loans 
and a net rise of $23,000,000 in loans to brokers and 
dealers in securities. Outside New Y ork City commercial, 
industrial, and agricultural loans showed a small increase 
amounting to $9,000,000, but there were declines of 
$31,000,000 in the “ all other”  loan classification and 
$19,000,000 in holdings of open market paper.

Accompanying the marked expansion in total loans 
and investments, total deposits of the weekly reporting 
banks in 101 cities rose $2,627,000,000 over the four 
weeks’ period. Most of this increase was accounted for 
by a rise of $1,979,000,000 in U. S. Government deposits, 
reflecting extensive use of the book credit method of pay
ment for new Government security issues. In New York, 
Government deposits of the reporting member banks rose 
$1,116,000,000 and in 100 other cities the increase 
amounted to $863,000,000. Adjusted demand deposits 
rose $129,000,000 in the New York City banks and 
$495,000,000 in other reporting banks.

War Financing

During October, net borrowings of the Federal Govern
ment from the public (including banks and non
governmental corporations and institutions) came to 
approximately $6,000,000,000 as compared with an aver
age of around $4,500,000,000 in each of the three preced
ing months. The main feature of the October financing 
was the offering of about $4,000,000,000 of 2 per cent 
bonds of 1950-52 and 1 %  per cent notes maturing Decem
ber 15, 1946. Additional amounts were obtained from a 
further increase in the outstanding volume of Treasury 
bills, as well as from continued sales of W ar Savings 
bonds and tax anticipation notes. The distribution of 
this borrowing was as follow s:

$2,140,000,000— i y 2 per cent Treasury notes 
1,961,000,000— 2 per cent Treasury bonds

850.000.000— W ar Savings bonds (estimated)
700.000.000— tax anticipation notes (estimated net 

receipts)
500.000.000— Treasury bills (net receipts)

The Treasury note and bond issues were offered for 
cash subscription on October 8 with subscription books 
remaining open for two days. In  contrast with the previ
ous simultaneous offering of two issues in September, the 
amount to be raised from each issue was not fixed in 
advance. Instead, the proportion was determined by the 
relative amount of subscriptions received for the two 
issues. Another new feature of this financing was the 
provision that allotments in fu ll would be made to sub
scribers other than banks which accept demand deposits, 
so as to insure the placing of a maximum amount of these 
securities outside the commercial banks. According to 
an announcement by Secretary Morgenthau on October 
12, about 25 per cent of the $4,100,000,000 total subscrip
tions received for the two issues came from sources other 
than banks which accept demand deposits.

The 1 y 2 per cent Treasury notes due December 15 ,1946  
constituted an additional offering of the notes originally 
issued on June 5, 1942 in exchange for $1,119,000,000 of
H .O .L .C . and R .F .C . obligations. Subscriptions, which 
were allotted in full, totaled $2,140,000,000. Allotments 
to subscribers in the Second Federal Reserve District 
($863,000,000) amounted to 40 per cent of the total, com
pared with 37 per cent on the September note issue.

The new 2 per cent Treasury bonds were dated October 
19, 1942 and mature March 15, 1952, but are callable on 
and after March 15, 1950. Subscriptions to the bond 
issue, which were also allotted in full, totaled 
$1,961,000,000. Allotments to subscribers in this District 
($876,000,000) amounted to 45 per cent of the total, com
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pared with 40 per cent on the July issue of 2 per cent 
bonds of 1949-51.

On the basis of the Treasury Daily Statement for Octo
ber 26, it would appear that receipts by the Treasury from  
sales of W ar Savings bonds approximated $850,000,000  
in October, as compared with $755,000,000 in September. 
Included in the total for this month, however, are receipts 
from the large volume of sales made on the last days of 
September. Actual sales during October, therefore, were 
somewhat below the $838,000,000 sales reported in Sep
tember, but apparently approximated the $775,000,000  
quota for the month. Sales of W ar Savings bonds by 
agencies other than post offices in the Second Federal 
Eeserve District during October were estimated at 
$130,000,000, as compared with $140,000,000 in Septem
ber and $115,000,000 in August. The decline from  
September was accounted for by some falling off in sales 
of Series F  and O Bonds; sales of Series E bonds were 
maintained near the September level which was the 
highest, with the exception of January, 1942, so far 
recorded.

About $500,000,000 in “ new m oney”  was raised from  
the sale of Treasury bills during October. On October
21 and 28 the weekly bill issues amounted to $500,000,000, 
as contrasted with weekly maturities of $350,000,000. In  
each of the two previous weeks, $400,000,000 Treasury 
bills were offered and $300,000,000 matured. Sales of tax 
anticipation notes, which are estimated at $700,000,000 to 
$800,000,000 for the month, provided net receipts of a 
somewhat smaller amount after deducting notes presented 
in payment of taxes. In  September, when two new series 
of tax notes were offered in place of the earlier ones, sales 
totaled $929,000,000, second only to the figure of 
$1,037,000,000 in August, 1941 when the original tax 
notes were first placed on sale. During M ay-August, 1942 
sales of tax notes averaged about $400,000,000 monthly.

On October 26 the Treasury announced the offering of 
$2,000,000,000, or thereabouts, of %  per cent certificates 
of indebtedness to be dated November 2, 1942 and to 
mature November 1, 1943. About $500,000,000 of “ new 
m oney”  will be raised from this financing after provid
ing for the redemption of $1,500,000,000 certificates 
maturing November 1. A s in the case of the Treasury 
bond and note issues offered on October 8, subscriptions 
from all subscribers other than banks which accept de
mand deposits will be allotted in full.

Security Markets
The Government security market continued generally 

steady during October despite the offering of an addi
tional $4,000,000,000 of Treasury securities. The easing 
of reserve requirements through a further reduction on 
October 3 from 22 to 20 per cent in the percentage to be 
maintained against net demand deposits of the central 
reserve city member banks, together with purchases of 
Government securities by the Federal Eeserve Banks, con
tributed to price stability. The new bonds were quoted 
around par on initial trading and the price has subse
quently held steady. The bid quotations on the previ
ously outstanding i y 2 per cent notes due December 15, 
1946, which had ranged slightly above par before the 
announcement of the additional offering, dropped to par 
thereafter and remained at that level during the rest of 
the month.

Prices of the fu lly taxable long term Treasury bonds

advanced somewhat during October and the average yield 
on these securities declined from 2.35 per cent to 2.32 per 
cent on October 20, the lowest since June. Little change 
occurred in the prices of either the partially tax exempt 
long term bonds, the intermediate issues, or the three to 
five year taxable notes. Am ong the certificates of in
debtedness, the yields for the %  per cent issue due August 
1, 1943 declined 0.06 per cent to 0.73 per cent bid, while 
the %  per cent issue due February 1, 1943 declined 0.09 
per cent to 0.43 per cent bid. The Treasury bill rate con
tinued close to the %  per cent buying rate of the Federal 
Eeserve Banks.

Municipal bond prices have continued into new high 
ground since the country entered the war. The average 
yield on prime municipal bonds computed by Standard 
and P oor’s Corporation declined to 2.20 per cent on 
October 28. Prices of domestic corporate bonds continued 
the firming tendency apparent in recent months, the rise 
during the month being largely concentrated among the 
medium and lower grade railroad obligations.

Accompanied by the highest rate of activity this year, 
stock prices advanced for the sixth consecutive month to 
new high levels since last November. The gain through 
October 26, amounting to 7 per cent according to Stand
ard and P oor’s 90 stock index, reflected in part relief 
from uncertainty with regard to the tax bill. In  the next 
three days, however, prices declined 2 per cent accom
panying news of the developing battle in the Solomon 
Islands. The sharpest gains for the month as a whole 
occurred in utility shares which were influenced by the 
provision in the tax law allowing preferred dividends to 
be deducted before computing the surtax.

New Security Issues
The volume of corporate and municipal new security 

financing during October remained at the low level of 
recent months, with a total of about $76,000,000 publicly 
offered or privately sold. This preliminary total may be 
increased somewhat by additional private sales of cor
porate security issues announced after the close of the 
month. Corporate financing amounted to $44,000,000, 
practically all of which was for refunding purposes. 
Municipal awards during the month aggregated about 
$32,000,000.

The principal corporate offerings included in the 
monthly total were $30,200,000 Long Island Lighting  
Company first mortgage 3 %  per cent bonds due in 1972, 
sold privately to a group of insurance companies, and 
$9,500,000 Alabam a Great Southern Eailroad Company 
first mortgage 3 %  per cent bonds due in 1967, offered 
publicly at 9 9 %  to yield 3.26 per cent. Proceeds from  
the sale of these issues were to be used to refund out
standing bonds. Municipal financing during the month 
included $21,100,000 serial bonds of twelve local housing 
authorities.

Employment and Payrolls
The total number of persons at work in the United  

States during September was 52,400,000, according to 
estimates of the Bureau of the Census. Unemployment, 
estimated at 1,700,000, was at the lowest level since 1929. 
Compared with September, 1941, agricultural employ
ment was about unchanged while there was an increase 
of 2,000,000 in nonagricultural pursuits. Practically all
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PER CENT

Employment, Payrolls, and Average Weekly Earnings in New York 
State Factories, Without Adjustment for Seasonal Variation 

(1935-1939 average=100 per cent)

of this gain was among women workers, since, owing to 
withdrawals for military service, the number of men 
employed was at about last September’s level.

Employment in New York State factories increased 
2y 2 per cent between August and September, and payroll 
disbursements rose 4 y 2 per cent in the same period, 
according to the New York State Department of Labor. 
Continued expansion of forces at war plants, and large 
seasonal increases at canneries were the major factors 
contributing to the month’s gains. Compared with Sep
tember, 1941, manufacturing establishments in the State 
employed 5 per cent more workers, and paid out 23 per 
cent more in wages. Average weekly earnings increased 
17y 2 per cent over the September, 1941 level.

During September employment and payrolls in New 
York City increased somewhat more sharply than in the 
State as a whole, reflecting increased activity in the city ’s 
shipbuilding, instrument, and machinery plants, as well as 
sizable seasonal increases in the women’s dress trade. In 
the Upstate area contraction in employment at plants 
producing civilian metal and textile products partially 
offset gains at canneries and factories manufacturing fire
arms and other war goods. The Albany-Sehenectady- 
Troy area was the only Upstate district in which net gains 
in employment exceeded the State-wide average.

On October 3, President Roosevelt by Executive Order 
established an Office of Economic Stabilization, and 
appointed James F . Byrnes as director, charged with 
formulating and developing a comprehensive National 
economic policy designed to prevent avoidable increases 
in the cost of living and to help minimize labor migration. 
Under the terms of this order, all wage increases must be 
approved by the W ar Labor Board. The Board will 
attempt to stabilize wage rates at the level prevailing 
September 15, 1942, except in cases requiring the correc
tion of gross inequities and the elimination of “ substand
ards of living.”  The W a r  Labor Board has tentatively 
approved all wage increases effective on or before Octo
ber 3, has exempted individual promotions and wage 
increases due to merit or length of service, and has 
relieved firms with not more than eight employees from  
complying with the wage provisions of the order. On 
October 27, Director Byrnes issued regulations designed 
to hold salaries to an individual limit of $25,000 in 1943 
after payment of Federal income taxes.

In his Columbus Day speech, President Roosevelt called 
for efficient mobilization of the nation’s manpower—  
through legislation if necessary— by eliminating labor 
“ pirating” , by utilizing older workers, handicapped 
persons, and women, and by stopping workers from mov
ing from one job to another as a matter of personal prefer
ence. The need for some such manpower mobilization is 
indicated by the increasingly acute labor shortages which 
have developed in many localities. In  an effort to direct 
war contracts into areas in which there are labor sur
pluses and to withhold them from areas in which short
ages exist, the W a r Manpower Commission classified 
industrial areas of the nation into three categories : (1 )  
areas already experiencing a shortage of labor (including 
Buffalo, Bridgeport, and Massena in the Second Federal 
Reserve D istrict), (2) areas anticipating a labor short
age (such as Binghamton, Syracuse, and northeastern 
New Jersey), and (3) areas with a labor surplus (New  
York City and Yonkers).

Production and Trade
Preliminary information now at hand indicates that 

the high level of industrial activity reached in September 
was maintained or further increased during October. 
Helped by the success of the nation-wide drive for the 
collection of household and industrial steel scrap, the 
steel mills stepped up operations to 101 per cent of rated 
capacity in the last half of the month. Production for 
the month as a whole was undoubtedly the greatest on 
record. The accompanying chart indicates how steel pro
duction during the present war has far exceeded the 
earlier peak years of 1917 and 1929.

The W a r Production Board, in a further effort to re
duce nonmilitary production to a minimum, ordered a 
sharp reduction in the manufacture of farm machinery 
and revoked priority assistance for certain classes of 
nonmilitary construction. A  survey of metal-working 
industries by the W .P .B . indicated that manufacture of 
consumers’ durable goods by these plants had virtually  
ceased by the end of the summer; the small amount of 
production for civilian use was chiefly repair and replace
ment parts. In  many plants fu ll conversion had been 
achieved, and on the whole employment in factories 
formerly producing consumers’ durable goods was above 
the 1941 level.

THOUSANDS OP

Daily Average Production of Steel (October, 1942 estimated)
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1941 1942

Sept. July August Sept.

Indexes of Production and Trade* 
(100 = estimated long term trend)
Index of Production and Trade.............. 110 118 120p 120p

Production............................................. 115 126 128p 130p

Producers’ goods—total................... 126 156 160p 164p
Producers’ durable goods.............. 135 184 191p 197p
Producers’ nondurable goods....... 118 124 126p 127p

Consumers’ goods—total.................. 101 88 8 8p 87 p
Consumers’ durable goods............ 96 44 38p 35p
Consumers’ nondurable goods. . . . 103 103 104 p 104 p

Durable goods—total....................... 123 143 UQp 149p
Nondurable goods—total................. 109 112 113 p 113p

Primary distribution............................. 113 134 133p 133p
Distribution to consumer...................... 100 89 93 p 88 p
Miscellaneous services......................... 102 124 125p 124p

Cost of Living, Bureau of Labor Statistics
(100 =  1935-39 average)......................... 108 117 118r 118

Wage Rates
(100 =* 1926 average)............................... 125 138 140p

Velocity of Demand Deposits* 
(100 =  1935-39 average)
New York City......................................... 62 62 71 69
Outside New York City........................... 89 86 87 85

p Preliminary. * Adjusted for seasonal variation. r Revised.

P ro duction  a n d  T rade in  Se p t e m b e r

In September, the seasonally adjusted index of produc
tion and trade computed at the Federal Reserve Bank of 
New York was 120 per cent of estimated long term trend, 
unchanged from the previous month’s record level, but 
ten points higher than in September, 1941. Industrial 
production continued to increase during September, but 
retail trade in general did not expand as much as usual 
over August.

The index of producers’ durable goods output, includ
ing many types of war goods rose six points more during 
September, while consumers’ durable goods production 
was still further curtailed.

Retail trade, on a seasonally adjusted basis, fell off 
again in September after a two-month recovery from the 
decline that occurred during the first half of 1942. Sales 
of department stores and variety and grocery chain store 
systems did not increase as much as expected at this time 
of year, although mail order house sales showed approxi
mately the usual seasonal increase.

Building
During the first nine months of 1942 the total volume 

of construction contract awards in New York State and 
Northern New Jersey was 14 per cent greater than in the 
corresponding period of 1941, according to the F . W .  
Dodge Corporation. Although the effect of the war 
program has not resulted in a marked increase in the 
total volume of construction contracts awarded in this 
region, in the case of manufacturing building the amount 
of contracts awarded for such projects during the first 
nine months of 1942 was more than two and one-half 
times the volume of the corresponding period of 1941. 
In addition, there has been a substantial increase in con
tract awards for utilities projects. Most of the expansion 
of industrial facilities and utilities in this region has 
been concentrated in Upstate New York, rather than in 
the Metropolitan New York City area.

In  order to provide the materials needed for plant

expansion, most other types of building have been sharply 
curtailed. In  the New York State— Northern New Jersey 
region, a contraction in the volume of awards for resi
dential building has offset to a large extent the increase 
in awards for manufacturing building. During the first 
nine months of the year awards for residential building 
were almost 50 per cent below the corresponding period 
in 1941. Awards for commercial building, public purpose 
building, and public works construction were also sub
stantially below the first nine months of last year.

For the entire 37 States covered in the F . W . Dodge 
Corporation survey, the volume of construction contract 
awards during the first three quarters of 1942 was more 
than one-third greater than in the same period in 1941. 
Although the volume of awards for private construction 
during the first nine months this year was less than half 
as large as in the same period of 1941, awards for pub
lic projects about doubled between these two periods. 
Because of the need for housing workers in war indus
tries, awards for publicly financed residential building 
in the 37 States had increased nearly 80 per cent, whereas 
awards for private residential building were only about 
half as large as in the first three quarters of 1941.

Commodity Prices
Following enactment on October 2 of the Brown- 

W agner bill to amend the Emergency Price Control A ct 
of 1942, and the President’s Executive Order of October
3 designed to stabilize the cost of living, wholesale com
modity prices in general fluctuated within relatively nar
row ranges. Quotations for a number of farm products 
showed downward reactions during the month.

Several factors operated during October to influence 
declines in grain prices, including an order from  the 
Office of Economic Stabilization limiting loans on wheat 
and corn to the previous rate of 85 per cent of parity and 
the announced program for selling the Commodity Credit 
Corporation holdings of wheat. The declines were ac
celerated by the Department of A griculture’s upward 
revisions in the estimates of this year’s principal cereal 
crops; the corn crop for 1942 was placed at 3,132,000,000  
bushels— a record level. H og prices, after reaching new 
22-year highs on October 8, turned downward and showed 
sizable net declines for the month. On the other hand, an 
average of quotations for steers in Chicago rose $1.00  
between September 30 and October 28 to $15.46 a hun
dredweight— the highest level since 1928. Cotton prices 
were relatively stable in October.

Under the Brow n-W agner A ct a number of supple
mental regulations affecting commodities and services 
were issued during October. The Office of Price Adm inis
tration placed a nation-wide ceiling on residential rents 
and price ceilings were established for the most important 
foods not previously regulated. To relieve the hardships 
which had developed for certain retailers and wholesalers 
operating under ceiling regulations at March levels, 
alternative pricing formulae were announced for 11 
groups of food products and percentage mark-ups for 14 
seasonal foods were announced. The O .P .A . increased 
the maximum prices that may be charged by the Rubber 
Reserve Company for scrap rubber. A n y proposed 
changes in rates or charges of common carriers or other 
public utilities were made subject to the intervention of 
the Director of Economic Stabilization. Coffee was added 
to the list of rationed items, effective November 29.
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The amendment to the Emergency Price Control A ct of 
1942 authorized the President to issue a general order 
stabilizing prices, wages, and salaries affecting living 
costs. This legislation and the Executive Order under it, 
followed a series of steps taken in this country to arrest 
the rising price tendencies growing out of war conditions.

P rice  C on tr ol  in  C a n a d a  a n d  G reat  B r it a in

A  brief comparison of direct methods of curbing price 
advances in the United States with those which have been 
adopted in Canada and Great Britain reveals consider
able variation between the three countries. In Canada 
the W artim e Prices and Trade Board was established in 
September, 1939, with wide powers to control prices, but 
measures of direct price control were at first used only 
sparingly. On December 1, 1941, a rigid over-all price 
ceiling policy, covering virtually all goods sold at retail, 
as well as rents and essential services, went into effect. 
W ages and salaries were stabilized, with provision for 
partial adjustments to increases in living costs. In Great 
Britain direct price control has been selective in 
character, and its execution has been somewhat hampered 
by the country’s dependence on outside sources of supply, 
the sharp external depreciation of the pound sterling 
which occurred at the beginning of the war, and increased 
shipping freight and insurance rates. The Ministry of 
Food has exercised its authority to set maximum prices 
for a wide range of foods, but has permitted a number of 
upward revisions of such maxima. The Prices of Goods 
A ct of 1939, giving the Board of Trade power to limit 
non-food prices, became effective January 1, 1940 on 
many lower priced articles of clothing and household 
necessities ; the list of items was broadened in June, 1940. 
This law was supplemented in June, 1941 by the more 
general Goods and Services A ct, which limited profit 
margins for manufacturers, wholesalers, and retailers. 
No general wage ceiling has been imposed, but wages in 
many industries are tied by agreement to the cost of liv
ing index. A s in the case of these direct price control 
measures, there have been substantial differences between 
the indirect methods of price regulation practiced in the 
United States, Canada, and Great Britain.

The rise in living costs in the three countries during 
the present war reflects in some measure differences in the 
timing and character of their price control legislation, but 
is also partly due to the depreciation of the British and 
Canadian exchange rates vis-a-vis the United States 
dollar at the outbreak of war. Since August, 1939 the 
Ministry of Labour index of the cost of living in Great 
Britain has risen nearly 30 per cent. A s the accompany
ing table shows, the official indexes of living costs in 
Canada and the United States have increased during the 
same interval by 17 and 19 per cent, respectively. H ow 
ever, the cost of living in Great Britain has been relatively 
stable since June, 1941, and in Canada has shown little 
further rise since last November. In the United States, 
on the other hand, the cost of living has advanced con

Indexes of

Percentage change August, 1942 
compared with

Living Costs 
August, 1942 
(1935-39 = 100)

Aug.,
1939

June,
1940

June,
1941

Nov.,
1941

May,
1942

United States (Bureau of 
Labor Statistics)........ 117.5 +19.2 +16.9 +12.3 +  6.6 +  1.3

Canada (Dominion Bu
reau of Statistics). . . . 117.7 +16.8 +12.2 +  6.5 +  1.2 +  1.4

Great Britain (Ministry 
of Labour).................. 132.2 +29.6 +11.0 +  0.5 +  0.5 +  0.5

tinuously for the past year and a half, and the current 
level is about 7 per cent above November, 1941.

Consumer Credit
During the year ended August 31, 1942 the total 

volume of consumer instalment credit outstanding is 
estimated to have declined approximately 40 per cent. 
Part of this decline may be attributed to the effect of 
Regulation W  of the Board of Governors of the Federal 
Reserve System, which first went into operation on Sep
tember 1, 1941. Under this regulation limits were set 
on the amount of instalment credit which might be 
extended for the purchase of listed articles and rules 
governing the length of maturity for consumer instal
ment credits were established. However, probably a 
greater part of the decline in the volume of such credit 
outstanding was due to the curtailment of the production 
of many consumers ’ durable goods which are usually sold 
on the instalment basis. For example, retail automotive 
paper held by sales finance companies fell off about 60 
per cent between August 31, 1941 and the end of August, 
1942, and outstanding instalment credit of household 
appliance stores was roughly cut in half. On the other 
hand, personal cash loans of commercial banks declined 
about one fifth, and outstanding instalment credit of 
personal finance companies by about one eighth.

Last M ay Regulation W  was broadened to include open 
book credit as well as instalment credit. These regulations 
stipulated that unless payment was made for charged 
purchases by the tenth day of the second calendar month 
following the purchase, no further purchases of listed 
items might be charged until the original account was 
settled or placed on an instalment basis for payment 
within six months.

Although regional figures are not available covering 
all types of consumer credit, for certain types of business 
it is possible to indicate the extent of the decline in con
sumer credit in this District on the basis of data collected 
by this bank from leading department and furniture 
stores and commercial banks in the area.

D e p a r t m e n t  a n d  F u r n it u r e  S tores in  t h e  
S econ d  D istrict

Reports received at this bank from representative 
groups of department and furniture stores in this D is
trict indicate that the ratio of credit sales to total sales
PER CENT

Cash, Open Book Credit, and Instalment Credit Sales of a Representa
tive Group of Department Stores in the Second Federal Reserve 

District (The monthly average of total sales in 1941=100)
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Department and Furniture Stores in the Second Federal Reserve District

Percentage Breakdown, Cash and Credit Sales

Sept. 1941 Sept. 1942

Department stores
Net sales—total.............................................................. 100 100

Cash sales................................................................... 58 67
Open book credit sales............................... .............. 32 26
Instalment credit sales.............................................. 10 7

Furniture stores
Net sales—total.............................................................. 100 100

Cash sales................................................................... 14 19
Credit sales*............................................................... 86 81

Percentage of August 31 Accounts Collected during September

1941 1942

Department stores
Open accounts.................................................................... 40 49
Instalment accounts.......................................................... 20 24

Furniture stores
Total accounts*................................................................. 12 16

Percentage Change in Outstanding Accounts Receivable 
September 30, 1941 to September 30, 1942

Total
Open book Instalment accounts

credit credit receivable

Department stores................................. —31 —30 —30
Furniture stores..................................... * * —28*

* Separate data not generally available; predominantly instalment credit.

has fallen off considerably during the past year. In  the 
case of department stores, as the accompanying chart 
shows, while cash and “ C .O .D .”  sales have been running 
substantially above the year earlier levels, since A pril 
and M ay the volumes of charge account and instalment 
sales have dropped considerably below the corresponding 
months in 1941. For both department and furniture 
stores the per cent of accounts outstanding at the end of 
August that were collected during September showed an 
increase between 1941 and 1942. A s a result of the decline 
in the volume of credit sales and the faster rate of pay
ment for such sales the total amount of accounts receiv
able declined 30 per cent in the case of department stores 
and 28 per cent for furniture stores during the year 
ended September 30, 1942.

C om m ercia l B a n k s  in  t h e  Secon d D is t r ic t  
For the Second District available data on consumer 

instalment credit extended by commercial banks indicate 
that the volume of such credit outstanding declined by 
about one third between the end of 1941 and September
30, 1942. In  this District retail automotive credit and 
other retail instalment credit extended by banks show 
the largest declines, about two fifths in each case. Loans 
for repair and modernization and personal cash loans 
showed somewhat smaller, though still substantial, de-

Consumer Instalment Credit Outstanding 
39 Member Banks in the Second District

(In thousands of dollars)

Percentage
changeDecember 31, 1941 September 30,1942

Retail automotive.............. 40,178 23,956 —40
Other retail.......................... 72,198 41,688 —42
Repair and modernization. 39,428 28,034 —29
Personal cash loan.............. 68,847 51,960 —25

Total........................ 220,651 145,638 —34

clines. The accompanying table compares the volume 
of consumer credit outstanding for a group of member 
banks in this District on December 31, 1941 and Sep
tember 30, 1942.

Department Store Trade

During September, department store sales in this D is
trict, while advancing considerably over August, failed to 
show all of their usual seasonal rise. Estimates based on 
the first three weeks of October, however, indicate an in
crease in sales of about the usual magnitude between 
September and October.

Sales during September were about 5 per cent lower 
than in September, 1941, when retail trade was running 
at an unusually high level in anticipation of the Federal 
excise taxes effective on October 1 ,1 9 4 1 . Compared with 
September, 1940 sales this year were about 14 per cent 
higher.

The increase over a year ago in department store stocks 
continued to narrow during September, when stocks on 
hand at the end of the month were 39 per cent higher than 
on September 30, 1941, compared with a year-to-year 
increase of 59 per cent at the end of August, and 82 per 
cent at the end of July. This bank’s seasonally adjusted 
index of department store stocks in this District declined 
9 points between August and September. Returns from  
a limited number of department stores in this District 
indicate that at the end of September outstanding orders 
for merchandise purchased by the stores, but not yet 
delivered, were about 29 per cent below September, 1941, 
but about 47 per cent higher than in September, 1940.

Percentage changes from a year earlier

Department stores
Net Sales

Stock on 
hand, 

Sept. 30, 
1942

September,
1942

Jan.through 
Sept., 1942

New York City....................................... — 8 +  4 +44
Northern New Jersey............................. — 7 +  3 +38__ 5 +  5 +40
Westchester and Fairfield Counties... . +  9 + 1 1 +18

+13 +13 + 2 1
Lower Hudson River Valley................. 0 +  2 +  16

Poughkeepsie....................................... +  1 +  6
Upper Hudson River Valley................. — 9 — 3 + 10

— 16 — 9 —
Central New York State....................... +  7 +  10 +27

Mohawk River Valley....................... +19 +23 +69
+  4 +  6 +17

Northern New York State..................... — 2 — 6
Southern New York State..................... +  7 +  8 +29

Binghamton........................................ +  4 +  5 —
+  8 + 12 —

Western New York State...................... +  6 +  1 1 +30
+  3 + 12 +27

Niagara Falls....................................... +38 +34 + 2 1
+  7 +  8 +35

All department stores................. — 5 +  5 +39

Apparel stores............................. — 13 +  5 +17

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average=100)

1941 1942

Sept.
July August Sept.

Sales (average daily), unadjusted............... 125 81 93 120
Sales (average daily), seasonally adjusted . 116r 114 123 112

Stocks, unadjusted........................................ 113 156 162 161
Stocks, seasonally adjusted r ....................... 108 168 165 156

r Revised.
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(1935-39 averages 100 per cent)

Index of Total Loadings of Revenue Freight, 
Adjusted for Seasonal Variation (1935-39 aver
age =  100 per cent; miscellaneous, coal, and all 
other loadings expressed in terms of points 

in total index)

80 80
1936 1937 1938 1939 1940 1941 1942

U. S. Bureau of Labor Statistics Indexes of the 
Cost of Living (1935-39 average=100 per cent)

totalZ '

/
X 1J RESERVES .

j

S'
REQUIRED

~W U --"

fEXCESS
fV
RESERVES v■*-V"-i

V r - J 1 1
1936 1937 1938 1939 1940 1941 1942

Wednesday Figures of Total Member Bank 
Reserve Balances at Federal Reserve Banks, 
with Estimates of Required and Excess Reserves 

(Latest figures are for October 14)

General Business and Financial Conditions
(S u m m a riz e d  b y  th e  B o a rd  o f  G o v ern o rs  o f th e  F e d e r a l  R eserv e  S y s te m )

I N D U S T R IA L  a c t iv i ty  e x p a n d e d  f u r th e r  in  S e p te m b e r a n d  th e  f ir s t  h a l f  o f O ctob er. 
P r ic e s  o f u n c o n tro lle d  co m m o d ities  c o n tin u e d  to  a d v a n c e  in  S e p te m b e r. E a r ly  in  

O c to b er a n  Office o f  E con om ic  S ta b i l iz a t io n  w as e s ta b lish e d  w ith  a  v iew  to  m o re  e ffec
t iv e  c o n tro l o f  p r ic e s  a n d  w a g es  a f fe c tin g  th e  cost o f l iv in g .

P r o d u c t io n
In d u s t r ia l  p ro d u c tio n  in c re a se d  m ore  th a n  se a so n a lly  in  S e p te m b e r a n d  th e  

B o a r d 's  a d ju s te d  in d e x  rose  2 p o in ts  to  185 p e r  c e n t o f  th e  1935-1939 a v e ra g e . 
A rm a m e n t p ro d u c tio n  c o n tin u e d  to  a d v an ce . S tee l p ro d u c tio n  w as m a in ta in e d  a t  a  
h ig h  leve l d u r in g  S e p te m b e r  a n d  th e n  in c re a se d  d u r in g  O c to b er, re a c h in g  101 p e r  
c e n t o f  r a te d  c a p a c i ty  in  th e  th i r d  w eek  o f  th e  m o n th . C o tto n  c o n su m p tio n  c o n tin u e d  
a t  a  h ig h  r a te  a n d  o u tp u t  o f  m a n u fa c tu re d  fo o d  p ro d u c ts  ro se  m o re  th a n  sea so n a lly  
o w ing  ch iefly  to  in c re a se d  a c t iv i ty  in  th e  m e a t  p a c k in g  a n d  c a n n in g  in d u s tr ie s . C oal 
p ro d u c tio n , w h ich  h a d  b e en  m a in ta in e d  in  la rg e  vo lum e d u r in g  th e  sum m er m o n th s , 
d id  n o t show  th e  u su a l sh a rp  sea so n a l r ise  in  S e p te m b e r a n d  th e  f ir s t  h a l f  o f  O c to b er. 
O u tp u t  o f  c ru d e  p e tro le u m  show ed l i t t l e  c h an g e  fo llo w in g  a  c o n s id e rab le  in c re a se  in  
A u g u s t.

V a lu e  o f c o n s tru c tio n  c o n tra c ts  a w a rd e d  in  S e p te m b e r  w as a b o u t  th e  sam e a s  in  
A u g u s t, a c c o rd in g  to  re p o r ts  o f  th e  F .  W . D o d g e  C o rp o ra tio n . A s in  o th e r  re c e n t 
m o n th s , a w a rd s  w ere  m a in ly  fo r  p u b lic ly -f in a n c ed  w o rk  w hich , in  S e p te m b e r, a m o u n te d  
to  over 90 p e r  c e n t o f  th e  to ta l .

C o n tra c ts  f o r  m a n u fa c tu r in g  b u ild in g s  re a c h e d  th e  h ig h e s t  t o ta l  y e t  re p o r te d , a n d  
in c re a se d  a w a rd s  fo r  d e fe n se  h o u s in g  ra is e d  th e  to ta l  fo r  re s id e n t ia l  b u ild in g  b y  a b o u t  
one f o u r th  d e sp ite  a  declin e  in  p riv a te ly -f in a n c e d  w ork . A w a rd s  f o r  p u b lic  w orks  a n d  
u t i l i t ie s  a n d  f o r  com m erc ia l b u ild in g s  d ro p p e d  s u b s ta n tia l ly .

D is t r ib u t io n
D e p a r tm e n t  s to re  sa les, w h ich  h a d  b e en  u n u su a lly  la rg e  in  A u g u s t, show ed som e

w h a t  less th a n  th e  u su a l sh a rp  sea so n a l r ise  d u r in g  S e p te m b e r. I n  th e  f irs t  h a l f  o f 
O c to b e r sa les  w ere  s u s ta in e d  n e a r  th e  h ig h  leve l p re v a il in g  a t  th e  b e g in n in g  o f  th e  
m o n th . V a r ie ty  s to re  sa les  in c re a se d  sea so n a lly  f ro m  A u g u s t  to  S e p te m b e r, w hile  
sa les  in  sm all to w n s a n d  r u r a l  a re a s  rose  b y  m ore  th a n  th e  u su a l sea so n a l a m o u n t.

R a ilro a d  f r e ig h t  c a r  lo a d in g s  in c re a se d  f u r th e r  in  S e p te m b e r a n d  th e  f irs t  h a lf  
o f  O c to b er. T he  rise  w as sm all fo r  th is  t im e  o f y e a r , how ever, ow ing  m a in ly  to  th e  
f a c t  t h a t  sh ip m e n ts  o f m a n y  com m o dities , p a r t i c u la r ly  coal, h a d  b e e n  m a in ta in e d  a t  
u n u su a lly  h ig h  leve ls  d u r in g  th e  su m m er m o n th s .

C o m m o d it y  P r ic e s
P ric e s  o f u n c o n tro lle d  com m o dities  a d v a n c e d  f u r th e r  in  S e p te m b e r. D u r in g  th e  

f ir s t  h a l f  o f  O c to b er, a f t e r  p a s sa g e  o f  a n  a m e n d m e n t to  th e  P r ic e  C o n tro l A c t o f 
1942, m ore  w id e sp re a d  c o n tro ls  w ere  an n o u n c ed . M ax im u m  p ric e s  a t  th e  h ig h e s t  levels 
re a c h e d  a ro u n d  th e  e n d  o f S e p te m b e r w ere  e s ta b lish e d  fo r  b u t te r ,  cheese, e g g s, a n d  
v a rio u s  o th e r  fo o d s. T hese  ite m s c o n s t i tu te  n e a r ly  one th i r d  o f th e  fo o d  b u d g e t  a n d  
now  th e  p ro p o r tio n  o f  th e  to ta l  u n d e r  c o n tro l  is  a b o u t  90 p e r  cen t. A n o th e r  a c tio n  
d ire c te d  re s id e n t ia l  r e n ts  th ro u g h o u t  th e  c o u n try  to  be  l im ite d  to  th e  leve ls  o f  M a rc h  1, 
1942, w h e re v er r e n t  c o n tro l p ro c e d u re s  w ere  n o t  a lre a d y  in  e ffec t.

A g r ic u l t u r e
T he O c to b er 1 official c rop  re p o r t  confirm ed  e a r l ie r  p ro sp e c ts  t h a t  u n u su a lly  h eav y  

c ro p  y ie ld s  w ere  in  s ig h t. T he  D e p a r tm e n t  o f  A g r ic u ltu re  p o in te d  ou t, how ever, t h a t ,  
a s  th e  h a rv e s t  p ro g re sse s  u n d e r  d ifficu lties, p a r t i c u la r ly  a s  to  la b o r  su p p ly , fa rm e rs  
a re  sh o w ing  less a ssu ra n c e  t h a t  i t  c an  be co m p le ted  in  season . R e co rd  c ro p s o f g ra in ,  
h a y , o ilseeds, su g a r , v e g e ta b le s , a n d  p ro b a b ly  f r u i t s  a re  s t i l l  like ly .

B a n k  C r e d it
F o llo w in g  a  te m p o ra ry  p e a k  o f 3 b ill io n  d o lla rs  in  m id -S ep te m b er, excess re serv es  

o f  m em b er b a n k s  d ec lin ed  to  1.7 b ill io n  d o lla rs  in  th e  l a t t e r  h a lf  o f  S e p te m b e r b u t  
in c re a se d  c o n s id e ra b ly  in  th e  f irs t th re e  w eeks o f  O c to b er. T h is  in c re a se  re s u lte d  in  
p a r t  f ro m  th e  a c tio n  o f  th e  B o a rd  o f  G ov ern o rs  o f  th e  F e d e ra l  R eserve  S y s tem  in  
re d u c in g  re serv e  re q u ire m e n ts  on  d e m an d  d e p o s its  a t  c e n tra l  re se rv e  c ity  b a n k s  f ro m  
22 to  20 p e r  c en t, w h ich  a d d e d  a b o u t 400 m illio n  d o lla rs  to  excess re serv es . I n  a d d i
t io n  m em b er b a n k  re se rv es  w ere  in c re a se d  th ro u g h  p u rc h a se s  o f  G o v ern m en t s e c u ritie s  
b y  th e  F e d e ra l  R eserve  B a n k s . A s a  re s u lt  o f  th e se  d ev e lo p m en ts  excess re serv es  o f  a ll  
m em b er b a n k s  on  O c to b er 21 a m o u n te d  to  2.4 b ill io n  d o lla rs , o f  w h ich  a b o u t  500 
m illio n  d o lla rs  w ere  in  N ew  Y o rk  C ity .

A t  re p o r t in g  b a n k s  in  le a d in g  c itie s  h e av y  p u rc h a se s  o f new  T re a s u ry  c e rtif ic a te s  
o f  in d e b te d n e ss  a n d  T re a s u ry  n o te s  w ere  re fle c te d  in  a n  in c re a se  o f  1.6 b ill io n  d o lla rs  
in  G o v ern m en t s e c u r i ty  h o ld in g s  d u r in g  th e  fo u r  w eeks e n d e d  O c to b er 14. F u r th e r  
la rg e  in c re a se s  o c c u rre d  in  th e  fo llo w in g  w eek  a s  b a n k s  re ce iv ed  th e i r  a llo tm e n ts  o f  
th e  new  1 %  p e r  c e n t n o te s  a n d  2 p e r  c e n t b o n d s. C o m m erc ia l lo an s , a f t e r  d e c lin in g  
in  A u g u s t  a n d  S e p te m b e r, in c re a se d  in  th e  f irs t  tw o  w eeks o f  O c tob er, m a in ly  in  N ew  
Y o rk  C ity , w h ile  o th e r  lo an s  dec lin ed  f u r th e r .

U n it e d  S t a t e s  G o v e r n m e n t  S e c u r it y  P r ic e s
P r ic e s  o f U n i te d  S ta te s  G o v ern m en t se c u ritie s  c o n tin u e d  s te a d y  l a s t  m o n th . L o n g  

te rm  ta x a b le  b o n d s  a re  y ie ld in g  2.33 p e r  c e n t on  th e  a v e ra g e  a n d  lo n g  te rm  p a r t ia l ly  
t a x  ex em p t b o n d s  a re  y ie ld in g  2.05 p e r  c en t.
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MONTHLY REVIEW
of Credit and Business Conditions

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

F ed era l R ese rv e  B a n k , N ew  Y o rk  D ecem b er  1 ,1 9 4 2

Money Market in November

W a r finance and banking were keyed to the expanded 
war effort in November, with the announcement by the 
Secretary of the Treasury of a drive for the sale of 
$9,000,000,000 of Government war obligations, during 
December. This amount, together with tax revenues 
and receipts during January from the sale of Tax  
Savings notes, W a r  Savings bonds, and Treasury bills, 
will serve to cover Government expenditures for both 
December and January. Consequently, no further 
large-scale Treasury financing will be necessary until 
February.

Three issues of new securities are being offered under 
the December program: 2y 2 per cent bonds maturing 
in 1968 and callable on and after December 15, 1963 (not 
available to commercial banks for ten 
years) ; 1 %  per cent bonds due in 1948 ; 
and %  per cent one-year certificates of 
indebtedness. A s in the case of the two 
previous limited “ tap ”  offerings of 2y 2 
per cent bonds, in M ay and August, sub
scription books will be open on these 
issues for extended periods so far as non
banking investors are concerned. The 
Victory Fund Committees, with their 
large groups of volunteer workers drawn 
largely from the securities and banking 
fields, will carry on an intensive sales 
campaign on all three offerings, as well 
as Savings bonds of Series F  and G, and 
Tax Savings notes of Series A  and C.
Thus they will be able to offer a well diver
sified assortment of Government securi
ties, to meet various needs of various types 
of investors.

Primary emphasis is placed upon the 
sale of war obligations to investors other

than commercial banks— individuals, trust funds, cor
porations, insurance companies, savings institutions, pub
lic bodies, etc.—  to the maximum possible extent. There 
are no restrictions upon the amounts of the new securities 
which may be purchased by these classes of investors dur
ing the periods for which the subscription books are kept 
open. The widest possible participation by individuals and 
organizations of all kinds is sought. It is by maximum  
purchases of Government securities out of current income 
and accumulated funds that the necessity for bank 
financing of war expenditures can be held at a minimum  
and the attendant danger of an excessive expansion in 
bank deposits and in the aggregate money supply can 
be avoided. It  is in the common interest of all to see 
that funds spent by the Government in the prosecution 
of the war represent funds previously drawn out of the 

pool of consumer spending power and do 
not involve net additions to it, especially 
in view of the diminishing supplies of 
goods available to consumers because of 
the diversion of productive facilities and 
supplies to war purposes. B y  increasing 
their savings and investing them in Gov
ernment securities, consumers can not 
only make a personal contribution to 
the war effort, and reduce the danger of 
inflationary pressure on prices, but at the 
same time make financial provision for 
themselves and their dependents against 
the day of readjustment to peace-time con
ditions. Reduced spending now will pro
vide money to spend when the war is over 
and a larger volume of consumer goods is 
again available.

W hile the sales campaign will be aimed 
primarily at obtaining subscriptions from  
investors other than commercial banks, 
the banks also are being called upon to

F O R  V I C T O R Y  ★  B u y  U n i t e d  S t a t e s  W a r  S a v i n g s  B o n d s  a n d  S t a m p s
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play their part. The Secretary of the Treasury has an
nounced that offerings of the 1 %  per cent bonds and the 
%  per cent certificates of indebtedness, in the amount of 
$2,000,000,000 each, will be made to commercial banks as 
a part of the December program. In  the case of bank 
subscriptions, the books will be kept open only for a brief 
period, and subscriptions in excess of $100,000 will be 
allotted on a pro rata basis. In  addition to making pay
ments for their own subscriptions, the banks will also 
have to be prepared to meet the payments drawn on 
them for subscriptions by their customers. W hile the 
payments will be spread out to some extent during the 
month of December, and the banks will not be called upon 
to meet payments for the entire $9,000,000,000 or more of 
securities on a single date, the operation is of such magni
tude that it will be necessary for the banks to consider 
carefully the methods by which they are to make the pay
ments. On November 20 this bank issued a circular to 
all banks in the District calling their attention to the 
advantages of qualifying as special depositaries of the 
Government, so that they will be able to make payments 
for their own subscriptions and for those of their cus
tomers by crediting a “ W a r Loan Deposit Account’ ’ on 
their books to whatever extent seems necessary or desir
able, instead of making cash payments in full.

U se of W ar  L o a n  D eposit  A cc o u n t s

Use of the book credit method of payment for new 
issues of Government securities provides an effective 
mechanism for smoothing the impact of Government 
financial operations upon the banks. To the extent that 
the book credit method of payment is utilized— in con
nection either with customers’ subscriptions or subscrip
tions for banks’ own portfolio— bank reserves are not 
immediately affected by payments for new Government 
security issues. A s the calls for repayment of the W a r  
Loan deposits are issued, banks tend to lose reserve 
funds, but, inasmuch as the calls are made to provide 
the Government with money to meet expenses, there is 
a compensating volume of Government checks being 
deposited with banks. It  is true that W a r Loan account 
withdrawals and receipts of Government checks may not 
balance up closely in the case of particular banking insti
tutions, but for the banks taken as a whole, except when 
Treasury deposits with the Federal Reserve Banks are 
temporarily increasing or decreasing, the return flow of 
funds to the banks from the Treasury is equal to the 
flow of funds to the Treasury.

B y making adequate use of this procedure, the banks 
can prevent the concentration of two months’ Treasury 
financing in one from causing any unusual disturbances 
to their reserve positions. Immediate cash payments for

the securities issued in December can be limited to the 
amounts the banks are readily prepared to make, and 
these funds, together with Treasury receipts from quar
terly income tax collections, undoubtedly will be paid 
out rapidly by the Government. Treasury withdrawals 
of deposits credited to W a r  Loan accounts in payment 
for securities sold in December will be made only as the 
funds are needed to meet Government disbursements. 
Moreover, means are available through the Federal 
Reserve System for meeting any temporary periods of 
strain upon bank reserves that may occur during the 
course of the month. Aside from the fact that many 
banks have excess reserves which may be drawn against, 
the System has been contributing heavily to the mainte
nance of bank reserves through open market operations, 
and in addition the Reserve Banks stand ready to assist 
member banks in meeting any needs for reserves which 
may arise, by purchasing Treasury bills at a fixed rate 
and by making advances to them at low rates of interest.

F in a n c in g  of  W ar  E x p e n d it u r e s  in  N o vem ber

During November there was an absence of major new 
security offerings by the Government. Beyond funds 
made available through revenue receipts, the Treasury’s 
heavy cash requirements were largely met by withdrawals 
from W a r Loan deposit accounts, by receipts from cur
rent sales of W a r Savings bonds and Tax Savings notes, 
by net receipts from weekly Treasury bill offerings, and 
by the net proceeds of the Treasury certificate sale on 
November 2.

The Government’s W a r Loan deposits in the banks, 
which had been built up to a level in excess of 
$3,800,000,000 during the third week of October, as a 
result of book credit payments on the Treasury note and 
bond issues sold during October, amounted to approxi
mately $3,400,000,000 at the beginning of November. The 
%  per cent one-year certificates of indebtedness, which 
had been offered late in October, yielded the Treasury, 
on November 2, $530,000,000 in excess of the amount 
needed to pay off the maturing issue of %  per cent certifi
cates. Thus, the necessity for issuing calls against the 
W a r Loan account deposits was obviated during the first 
few days of the month. Between November 5 and Novem
ber 23, however, withdrawals from W a r Loan deposit 
accounts provided the m ajor part of the Treasury’s cash 
requirements; calls for repayment reached an aggregate 
of $2,125,000,000. The four weekly offerings of Treasury 
bills, in the amount of $500,000,000 each, provided an 
aggregate of $600,000,000 above the amounts needed to 
pay off maturing issues. Sales of Savings bonds and Tax  
notes supplemented these sources of Treasury receipts, 
especially toward the end of the month.
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Between October 21 and November 25, excess reserves 
of all member banks showed a net increase, and in central 
reserve New York City banks were maintained in sub
stantial volume. The outflow of funds from New York  
to other parts of the country, in considerably diminished 
volume as compared with the previous month, was more 
than counterbalanced by further heavy Reserve Bank 
purchases of Government securities, and excess reserves 
at these banks amounted to $550,000,000 on November 
25 as compared with $520,000,000 on October 21. For  
all member banks, excess reserves advanced from  
$2,350,000,000 on October 21 to $2,520,000,000 on No
vember 25. The increase in currency circulation through
out the country amounted to $650,000,000 over the five 
weeks, drawing down member bank reserve balances 
correspondingly, and reserve requirements for all mem
ber banks advanced $270,000,000. These factors tending 
to reduce excess reserves were, however, more than com
pensated for by a reduction in Treasury deposits with 
the Federal Reserve Banks and by Reserve Bank pur
chases of Government securities. Government security 
holdings of the twelve Federal Reserve Banks showed a 
net increase of $618,000,000 over the five weeks, through 
enlarged holdings of Treasury notes, bonds, and certifi
cates of indebtedness. On the other hand, Treasury bill 
holdings were reduced by $104,000,000, principally as a 
result of resales to banks of bills which had been pur
chased from them by the Reserve Banks under resale 
agreements.

Member Bank Credit

Compared with other recent periods, the $191,000,000  
increase in total loans and investments of the weekly 
reporting member banks in 101 cities during the four 
weeks ended November 18 was relatively small. This 
was due primarily to the fact that during the period the 
Treasury raised only $1,100,000,000 of new money 
through the sale of public marketable issues and, as a 
result, member banks added relatively fewer Government 
securities to their investment portfolios than had been 
the case in most recent months. In  the 100 cities outside 
New York total loans and investments of the reporting 
member banks rose $212,000,000, while in New York City 
they declined $21,000,000.

In New York City holdings of Government securities 
of the weekly reporting member banks rose $181,000,000. 
This was accounted for by an increase of $166,000,000 in 
certificates of indebtedness, comprising primarily pur
chases of the November 2 issue, and a $346,000,000 in
crease in Treasury bills, which amounted to over half

M e m b e r  B a n k  E x c e s s  R e s e r v e s Money Rates in New York

Nov. 29, 1941 Oct. 31, 1942 Nov. 28, 1942
Stock Exchange call loans.................... 1 1 1
Stock Exchange 90 day loans.............. *1H *1K
Prime commercial paper— 4 to 6 months X H-%
Bills—90 day unindorsed.....................
Average yield on taxable Treasury notes

Vfe T/6
(3-5 years)..........................................

Average yield on tax exempt Treasury 
bonds (not callable within 12 years). 

Average yield on taxable Treasury bonds

0.94 1.28 1.28

1.92 2.05 2.09

(not callable within 12 years)..........
Average rate on latest Treasury bill sale

2.24 2.33 2.36

91 day issue.......................................
Reserve Bank discount rates:

On advances to member banks se
cured by Government obligations 
callable or maturing in one year

0.267 0.373 0.370

On other advances to member banks 
secured by Government obliga

X X

tions, and on rediscounts..............
Reserve Bank bujdng rate for 90 day

1 1 1

indorsed bills...................................... X X X
* Nominal.

the $600,000,000 increase in total bills outstanding. Off
setting these increases, New York City banks reduced 
their holdings of Treasury notes by $245,000,000, and 
over the same period sold $83,000,000 of Treasury bonds. 
In addition, there was a sharp decline of $101,000,000 in 
their holdings of other securities, chiefly municipal and 
local housing authority obligations. Outside New York, 
reporting member banks added $311,000,000 to their 
holdings of Government securities; their portfolios of 
certificates of indebtedness rose by $218,000,000 and 
Treasury bills by $151,000,000. On the other hand, hold
ings of Treasury notes and bonds declined $28,000,000  
and $33,000,000, respectively. Other securities declined 
$31,000,000.

During the four weeks, October 21 to November 18, 
total loans of the New York City banks were reduced by 
$101,000,000. There was a net contraction of $39,000,000  
in the volume of commercial, industrial, and agricultural 
loans and of $47,000,000 in loans to security brokers and 
dealers. In  the 100 cities outside New York the reduction 
in loans amounted to $68,000,000. The largest declines 
were $19,000,000 in commercial, industrial, and agricul
tural loans and $25,000,000 in the “ all other”  loan classi
fication which includes consumer credit.

U . S. Government deposits at the reporting member 
banks, which had been built up $1,979,000,000 to 
$3,103,000,000 during the preceding four weeks’ period, 
were sharply reduced during the four weeks ended No
vember 18. In  New York City such deposits declined 
$714,000,000, and in the 100 other cities $689,000,000. 
During the same period adjusted demand deposits rose 
$485,000,000 in New York City and $782,000,000 in the 
100 other cities.

War Financing
In  contrast to the four to six billion dollar totals of 

other recent months, net public borrowings of the Treas
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ury in November amounted to only about $2,600,000,000. 
Government expenditures were met to a large extent by  
drawing down balances accumulated from securities sold 
during October. The distribution of November borrow
ing was as follow s:

$700,000,000— W a r Savings bonds (estimated)
800.000.000— Tax Savings notes (estimated net 

receipts)
600.000.000— Treasury bills (net receipts)
530.000.000— %  per cent certificates of indebted

ness (net)

It was estimated, on the basis of the D aily Treasury 
Statement for November 27, that the Treasury received 
somewhat more than $700,000,000 from the sale of W ar  
Savings bonds during November; this compared with a 
quota for the month of $800,000,000 and with sales for 
October reported at $814,000,000. In  the Second Federal 
Reserve District, an estimated $110,000,000 of W a r  Sav
ings bonds were sold during November by agencies other 
than post offices; during the previous month these sales 
totaled $125,000,000. Decreased sales, other than under 
the payroll deduction plan, of the Series E  bonds appar
ently accounted for the major part of this month-to- 
month decline in the District total.

Irregular fluctuations from one month to another in 
sales of W a r Savings bonds principally reflect changes 
in the volume of sales on single subscriptions. These 
fluctuations conceal a remarkably steady rise in the 
amounts sold under the payroll deduction plan. A s  
shown in the accompanying diagram, the monthly total 
of deductions from salaries and wages for the purchase 
of W a r Savings bonds had increased from $5,000,000 last 
December to $287,000,000 in October. The October figure 
represented nearly 8 per cent of the pay of the more

MILLIONSOF OOLLARS

194-1 1942

Aggregate Dollar Amount Deducted for Purchases of War SaTixvgs 
Bonds Under Payroll Savings Plans, as Reported by U. S. Treasury

than 21,000,000 workers participating in these payroll 
allotment plans. A s a part of the December financing 
program, discussed earlier in this Review, the W a r Sav
ings staff will intensify its drive during the coming month 
to add more workers to those already covered.

About $600,000,000 in “ new m oney”  was raised from  
the sale of Treasury bills during November as new 
issues of $500,000,000 weekly replaced maturities of 
$350,000,000. Sales of Tax Savings notes are estimated 
at about $800,000,000 for the month, as compared with 
slightly over $920,000,000 in each of the two preceding 
months and about $400,000,000 monthly during M ay- 
August. Except during the quarterly tax months, these 
sales have usually been offset to only a relatively small 
degree by redemptions in payment of taxes or for cash.

The 7/g Per cent certificates of indebtedness due No
vember 1, 1943 were offered in the amount of approxi
mately $2,000,000,000 on October 26, but payment was 
not made until the date of issue on November 2. O f 
the $2,035,000,000 raised from  this financing, about 
$1,500,000,000 provided for the redemption on Novem
ber 2 of maturing y 2 per cent certificates. Subscrip
tions to the new issue totaled $3,105,000,000, of which 
$1,616,000,000 were entered in the Second Federal Re
serve District. A s in the case of the Treasury bond and 
note issues offered on October 8, subscriptions from  all 
subscribers other than banks which accept demand de
posits (totaling $667,000,000) were allotted in full. Sub
scriptions of $25,000 or less from  commercial banks 
(amounting to $64,000,000) were also allotted in full, 
while the remaining bank subscriptions were allotted on 
a 55 per cent basis. Allotments in the Second Federal Re
serve District ($1,096,000,000) amounted to 54 per cent 
of the total for the country as compared with 40 per 
cent on the September certificate issue.

Security Markets

During most of November, as in other recent months, 
the Government security market on the whole was 
characterized by general price steadiness and light trad
ing activity. Substantial purchases of Government se
curities by the Federal Reserve Banks again contributed 
to the stability of prices. Up to the time of the an
nouncement on November 20 of the Treasury’s December 
financing program, prices of Treasury bonds showed 
practically no movement. Thereafter some decline oc
curred in the premiums on the longer term Treasury 
bonds (callable in 1952 or later), affected by the forth
coming issue of 2y 2 per cent bonds of 1963-68. The 
shorter term Treasury bonds and Treasury notes re
mained fairly steady throughout the month. Yields on
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the four issues of certificates of indebtedness now out
standing tended downwards as the month progressed; 
the average rate at which new Treasury bill offerings 
were sold continued slightly below the %  per cent buy
ing rate of the Federal Reserve Banks.

Municipal bond prices, which had been rising steadily 
since early this year, leveled off in November. The aver
age yield on prime municipal bonds computed by Stand
ard and Poor’s Corporation held steady at 2.20 per cent 
between October 21 and November 25. Prices of high 
grade domestic corporation bonds were generally little 
changed in November, following a slight firming tend
ency in October.

The rise in stock prices which started last M ay con
tinued on through November 9, when prices, as meas
ured by the Standard and Poor’s index of 90 stocks, 
reached the highest point since October, 1941. This high 
point in prices was accompanied by the heaviest turn
over for any day this year. From  this high level stock 
prices drifted gradually lower during the rest of Novem
ber and, at the end of the month, their general level 
was slightly lower than that at the end of October.

New Security Issues
Corporate and municipal new security financing de

clined still further during November to about $34,000,000, 
a new low level for recent years. Corporate issues 
amounted to only $12,000,000, as compared with the low 
previous average of $58,000,000 for July-October. A s  in 
the preceding month, only a negligible amount of funds 
was raised for new capital purposes during November. 
Municipal awards aggregated about $22,000,000.

The bulk of the corporate total was accounted for by 
the private sale to institutional investors of $11,000,000 
Champion Paper and Fibre Company first mortgage 
3 %  per cent bonds due in 1957. The largest municipal 
offering was that of $4,258,000 City of Detroit refunding  
bonds, maturing serially from 1944 to 1956, priced to 
yield from 0.75 to 2.10 per cent.

Temporary financing, not included in the above totals, 
amounted to $62,000,000. The $55,500,000 Federal Inter
mediate Credit Bank 0.70 and 0.80 per cent consolidated 
debentures, maturing in June and September, 1943, 
comprised the bulk of this total.

Production and Trade
Judging from preliminary data, industrial activity in 

November appears to have at least maintained the record 
level reached in October. W eekly estimates of steel pro
duction indicate that there was some reduction from the 
record tonnage produced in the preceding month, pre
sumably owing to the closing down of some furnaces for

Index of Production and Trade in the United States (Federal
Reserve Bank of New York index expressed as a percentage of 

estimated Ion? term trend and adjusted for seasonal variation)

repairs; nevertheless, the mills operated at nearly full 
rated capacity. Electric power production appears to 
have reached a new record level in November, the daily 
output of crude petroleum during the first three weeks of 
the month averaged about the same as in October, while 
the mining of bituminous coal appears to have fallen off 
slightly. A fter reaching their fall peak in October, load
ings of railway freight declined somewhat in the early 
weeks of November.

Early in November the W ar Production Board an
nounced a new plan— known as the Controlled Materials 
Plan— designed to control the flow of critical materials 
into war production. The present priority system, includ
ing the Production Requirements Plan, will be gradually 
replaced. The first materials to be allotted under the 
new plan are steel, copper, and aluminum.

PER CENT

Indexes of Production of Transportation Equipment and Machinery,
Adjusted for Seasonal Variation (Board of Governors of the Federal

Reserve System data; 1935-39 average =100 per cent)
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During October the monthly index of production and 
trade computed at this bank rose one point to a record 
high of 121 per cent of estimated long term trend, as is 
indicated on an accompanying chart. The index stood 
eleven points above the level a year earlier. Industrial 
production moved into new high ground in October, and 
retail trade in general was slightly above the September 
level, when seasonal factors are considered.

Evidencing the mounting production of war goods, the 
component index of output of producers’ durable goods 
advanced seven points further in October. The continued 
rise in this index has been due very largely to the increas
ing activity of the machinery and transportation equip
ment industries in which the production of war goods is 
so highly centered. The rapid advances which these 
industrial grouj)s have made since the inauguration of

P r o d u c t i o n  a n d  T r a d e  i n  O c t o b e r

1941 1942

October August Sept. October

Indexes of Production and Trade* 
(100 = estimated long term trend)
Index of Production and Trade............... 110 120 120p 121p

Production............................................. 116 128 128p 130p

Producers' goods—total.................... 128 160 162p 166p
Producers’ durable goods.............. 138 191 194p 201p
Producers’ nondurable goods........ 118 126 126p 126p

Consumers’ goods—total.................. 103 88 87 p 86p
Consumers’ durable goods............ 95 39 36p 37 p
Consumers’ nondurable goods. . . . 105 104 103p 102p

Durable goods—total........................ 125 146 148p 153p
Nondurable goods—total.................. 111 113 113p 112p

Primary distribution............................. 116 135 137p 139p
Distribution to consumer..................... 94 91 89p 90p
Miscellaneous services.......................... 103 129 128p 129p

Cost of Living, Bureau of Labor Statistics
(100 —1935-39 average)............................ 109 118 118 119

Wage Rates
(100 = 1926 average)................................. 126 140 142p

Velocity of Demand Deposits* 
(100 = 1935-39 average)

71New York City......................................... 69 69 60
Outside New York City........................... 90 87 85 81

p Preliminary. * Adjusted for seasonal variation.

the National defense program in the summer of 1940 are 
shown on an accompanying chart. During October the 
output of producers’ nondurable goods, and of con
sumers’ goods— both durable and nondurable— was 
maintained at approximately the September level.

In  retail trade, sales by department stores, mail order 
houses, and variety chain store systems, after allowance 
for seasonal factors, were somewhat higher in October 
than in September, whereas grocery chain store sales 
declined slightly.

Employment and Payrolls
During October continued increases in employment 

at New York State factories producing war goods more 
than offset seasonal layoffs by canneries and other food

processing plants. On the whole, manufacturing work
ing forces were 1 %  per cent larger than in September. 
Factory payrolls in the State rose 3y 2 per cent in the 
same period. Large numbers of workers were hired 
during the month by shipyards and plants manufactur
ing aircraft, tanks, and electrical goods, but employment 
in most consumers’ goods plants was unchanged or some
what lower than in September. Compared with October,
1941, factory employment was 6y 2 per cent higher, while 
payrolls were 31 per cent greater, reflecting a rise of
22y 2 per cent in average weekly earnings during the 
year.

A s the accompanying diagram shows, Upstate New  
York has benefited much more from the defense pro
gram and war production than has New York City. 
Although the employment gains in the Upstate region 
have tended to taper off in the past year, during October 
working forces there were 8 per cent larger than a year 
previous, while in New York City the year-to-year gain 
was only 3y 2 per cent. The various Upstate industrial 
areas are for the most part well fitted to do war work, 
but New York City is handicapped by the predominance 
of consumers’ nondurable goods production, by high 
costs, and by the relatively small size of most plants in 
the city. Out of 27,200 New York City factories listed 
by the 1939 Census of Manufactures, 26,400 or 97 per 
cent employed fewer than 100 persons, and 46 per cent 
employed not more than five workers. A s a result of 
these factors, New York City received only about 2 per 
cent of the total volume of war orders awarded up to 
August, 1942, although in 1939 it produced over 7 per 
cent of the nation’s manufactures. A t the present time 
material shortages and restrictions on production of 
civilian goods are seriously affecting the city ’s industries. 
According to the United States Employment Service,

PER CENT

Factory Employment in New York City and Upstate New York,
Without Adjustment for Seasonal Variation (1935-39

aver age=100 per cent)
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New York City now has approximately 200,000 unem
ployed— a decided contrast to most other industrial areas 
where labor shortages either are imminent or already 
exist.

In the United States as a whole, the number of persons 
at work in October was estimated by the Bureau of the 
Census at 52,400,000, the same as in September, but a 
gain of 2,200,000 from October, 1941. The year-to-year 
increase was about evenly divided between agricultural 
and nonagricultural pursuits. Unemployment declined 
further to an estimated 1,600,000 persons, the lowest 
level in recent years. Despite large withdrawals for the 
armed forces, the total labor force has remained at ap
proximately the year earlier level through the entrance 
into the labor force of many housewives, students, and 
others not normally or formerly employed. It  is interest
ing to note that although the number of men in the total 
labor force was 1,400,000 less than in October, 1941, this 
decrease was almost entirely offset by the increasing 
number of women workers.

Commodity Prices

Wholesale commodity prices were relatively stable 
during November, although the Bureau of Labor Sta
tistics comprehensive weekly index of prices went up 
slightly. This increase reflected advances in the prices of 
some agricultural products, particularly corn, certain 
permitted upward adjustments in price ceilings, and 
higher prices on tobacco products and alcohol, due to the 
addition to prevailing quotations of new Federal excise 
taxes. Prices for wool and hogs tended to show declines 
for the month. In response to the heavy seasonal market
ings of this year’s record pig crop, hog quotations reached 
the lowest levels since March.

Based on conditions as of November 1, the Department 
of Agriculture confirmed its earlier estimates of a record 
output this year for agriculture as a whole. It  was indi
cated that the 1942 production of corn, hay, fruits, com
mercial vegetables, oilseed, sugar crops, livestock, poultry, 
milk, and eggs would be unprecedented. The 1942 cotton 
crop was placed at 13,329,000 bales, based on conditions 
as of November 1. This estimate, while 2,585,000 bales 
larger than last year’s harvest, is about 700,000 less than 
the forecast of two months earlier, owing among other 
factors to excessive rainfall and labor shortage.

The accompanying table shows the Federal Crop 
Reporting B oard ’s estimates of the 1942 output of ten 
major crops which in 1940 were the source of about 60 
per cent of the cash agricultural income from all crops. 
The production of five of the ten crops is expected to be 
at record levels this year, wThile increases over the 1941 
levels are indicated for all of the items. The estimate of

1942 
Production 

of major 
crops*

Year of 
record 
output 

(through 
1941)

Percentage change 1942 
production compared with

1941
Production

Production
in

record year

Cotton (1,000 bales of 500 lbs.)
Tobacco (1,000,000 lbs.).........
Potatoes (1,000,000 bu.)..........
Oats (1,000,000 bu.)................
Wheat (1,000,000 bu.)............
Corn (1,000,000 bu.)................
Sugar beets (1,000 tons)..........
Hay, tame (1,000,000 tons). . .
Peanuts (1,000,000 lbs.)..........
Soybeans (1,000,000 bu.)........

13,329
1,436

380
1,370

984
3,185

12,784
92

2,811
210

1937
1939 
1928 
1920 
1915 
1920
1940 
1940
1940
1941

+24.1  
+13.9  
+  6.1 
+16.5 
+  4.0 
+19.2  
+24.0  
+12.2  
+90.3  
+96.3

-2 9 .6
-2 3 .4
-  9.5
-  5.1
-  2.5 
+  3.7 
+  4.0 
+  8.2 
+60.6  
+96.3

♦Preliminary estimates based on conditions as of November 1; U. S. De
partment of Agriculture.

this year’s crop of soybeans and peanuts, the production 
of which has been stimulated sharply as sources of vege
table oils, is nearly twice as large as in 1941.

The average living costs of wage earners and lower 
salaried workers in urban centers rose 1 per cent further 
between September 15 and October 15, according to the 
Bureau of Labor Statistics index. This increase was due 
largely to advances in retail food prices which occurred 
late in September and early in October, prior to the action 
of the Office of Price Administration bringing under 
control an additional 30 per cent of fam ily food ex
penditures. Retail prices of foods under control before 
September 1 advanced only fractionally between mid- 
September and mid-October, while those placed under 
control on October 5, as well as the remaining items not 
under regulation, increased nearly 6 per cent in this 
period.

Building
In  New York and Northern New Jersey the volume of 

contracts awarded for factory construction during the 
first ten months of the year was almost one-fifth greater 
than for the whole of 1941, according to the reports of

MILLIONS OF OOLLARS

Annual Value of Construction Contract Awards in New York State
and Northern New Jersey (F. W. Dodge Corporation data)

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

December 1, 1942



96 MONTHLY REVIEW, DECEMBER 1, 1942

the F . W . Dodge Corporation. During the last two 
years the volume of contracts awarded for such purposes 
has reached record levels as a direct result of the war 
construction program. A s the accompanying chart shows, 
the increase during these years represents the major 
plant expansion undertaken in this area during the 
period from 1925 to 1942. In fact, the 1941 total and 
the estimated total for 1942 are about equal to the total 
volume of factory building contracts awarded during the 
fourteen year period from 1927 through 1940. Roughly 
three quarters of such contracts awarded during 1941 
and the first ten months of 1942 were Government con
tracts for war plant construction.

The movement of contract awards for residential build
ing in this area presents a strikingly different picture. 
Although the volume of such contracts increased some
what after 1934, it never approached the record level of 
the twenties and since 1939 it has fallen off almost 50 
per cent. During 1942 the volume of awards for private 
residential building has declined sharply owing pri
marily to restrictions on nonessential building and the 
shortage of certain building materials. The volume of 
awards for public residential building, though consider
ably higher than in 1941, has not been large enough to 
offset the fall in private building. A ll of the decline in 
residential building during 1942 has occurred in the 
Metropolitan New York and Northern New Jersey area. 
In contrast, the volume of contracts for such projects 
awarded in Upstate New York during the first ten months 
of 1942 was two-thirds greater than in the corresponding 
period of 1941.

Department Store Trade
Total department store sales in this District during 

October showed more than the usual advance over the
P E R C E N T

Indexes of Sales and Stocks of Reporting Department Stores in the
Second Federal Reserve District, Adjusted for Seasonal Variation

(1923-25 average=100 per cent)

September level to reach 115 per cent of the 1923-25 
average, and were only slightly below the relatively high 
level of September, 1941. Estimates based on the first 
three weeks of November, indicate that sales in this 
month rose by about the usual seasonal amount over the 
October average. This bank’s seasonally adjusted indexes 
of department store sales and stocks are shown on the 
accompanying chart from 1939 through October, 1942. 
Stocks on hand, which evidenced a fairly steady gain 
from 1939 through May, 1941, rose rapidly to a record 
high level in July, 1942, but in each month since they 
have shown a decline. The index for October, 1942, 
however, is still 67 per cent above M ay, 1941.

Large year-to-year gains in sales during October were 
made in practically all localities in this District, and for 
the first ten months of this year, total sales of the report
ing department stores in the Second Federal Reserve 
District were 7 per cent higher than in the correspond
ing ten months of 1941.

Figures received from a limited number of depart
ment stores in this District indicate that at the end of 
October outstanding orders for merchandise purchased 
by the stores, to be delivered to them at a later date, were 
about 8 per cent below October, 1941, but were slightly 
higher than in either August or September, 1942.

Percentage changes from a year earlier

Department stores Net Sales
Stock on

hand,
October, Jan.through October 31,

1942 October, 1942 1942

New York City..................................... +18 +  6 +26
Northern New Jersey........................... +  8 +  4 +19

+12 +  6 +21
Westchester and Fairfield Counties. . . +20 +12 +10

Bridgeport......................................... +21 +14 +  11
Lower Hudson River Valley................ +15 +  4 +  1

Poughkeepsie..................................... +17 +  7
Upper Hudson River Valley................ +  8 - 1 -  3

-  1 - 8 —
Central New York State...................... +22 +12 +11

Mohawk River Valley...................... +38 +25 +36
+17 +  8 +  4

Northern New York State................... +13 - 4
Southern New York State.................... +17 +  9 +15

Binghamton....................................... +15 +  6
+10 H12 —

Western New York State..................... +18 -12 +17
+21 -13 +18

Niagara Falls..................................... +48 1-36 +11
+13 +  9 +16

All department stores................ +16 +  7 +22

Apparel stores............................ +16 +  6 +  8

Indexes of Department Store Sales and Stocks, Second Federal Reserve Distriot 
(1923-25 average = 100)

1941 1942

October August Sept. October

Sales (average daily), unadjusted............... 112 93 120 130
Sales (average daily), seasonally adjusted.. 99r 123 112 115
Stocks, unadjusted........................................ 128 162 161 158
Stocks, seasonally adjusted r . .................... 116 165 156 145

r Revised.
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation (1935- 

39 average=100 per cent)

Stocks, Adjusted for Seasonal Variation 
(1923-25 average =100 per cent)

U. S. Bureau of Labor Statistics Indexes of the 
Cost of Living (1935-39 average=

100 per cent)

Wednesday Figures of Estimated Excess Re
serves of All Member Banks (Latest

figures are for November 11)

General Business and Financial Conditions in the United States
(S u m m a riz e d  b y  th e  B o a rd  o f G o v ern o rs  o f  th e  F e d e ra l  R eserv e  S y s te m )

I N D U S T R IA L  o u tp u t  e x p a n d e d  f u r th e r  in  O c to b er a n d  th e  f ir s t  h a lf  o f  N ov em ber. 
R e ta il  fo o d  p ric e s  c o n tin u e d  to  a d v a n c e  w hile  p r ic e s  o f  o th e r  co m m o d ities  g e n e ra lly  

show ed l i t t l e  c h an g e . D is tr ib u t io n  o f  co m m o d ities  to  consu m ers  w as m a in ta in e d  in  
la rg e  vo lum e.

P r o d u c t io n

I n d u s t r ia l  p ro d u c tio n  c o n tin u e d  to  a d v a n c e  in  O c to b er a n d  th e  B o a r d ’s seaso n a lly  
a d ju s te d  in d e x  rose  3 p o in ts  to  188 p e r  c e n t o f th e  1935-1939 a v e ra g e . G a in s  in  a rm a m e n t 
p ro d u c tio n  a c c o u n te d  fo r  m o st o f  th e  in c re a se , a n d  i t  is  e s t im a te d  t h a t  c u r re n tly  well 
ov er 50 p e r  c en t o f  to ta l  in d u s t r ia l  o u tp u t  is  fo r  w a r  p u rp o se s . I n  lin e s  p ro d u c in g  d u ra b le  
m a n u fa c tu re s ,  a p p ro x im a te ly  80 p e r  c e n t o f o u tp u t  now  co n s is ts  o f p ro d u c ts  e s se n tia l  to  
th e  w a r  e ffo r t.

S tee l o u tp u t  re a c h e d  a  new  h ig h  level in  O c to b er a s  p ro d u c tio n  e x p a n d e d  to  100 p e r  
c en t o f  r a te d  c a p a c ity . I n  th e  f irs t  h a l f  o f  N o v em b e r o u tp u t  d ec lin ed  s lig h tly  to  a ro u n d  
99 p e r  cen t, re f le c tin g  som e sh u td o w n s  f o r  fu rn a c e  re p a irs ,  a cc o rd in g  to  t r a d e  re p o rts . 
A c tiv ity  in  in d u s tr ie s  p ro d u c in g  n o n d u ra b le  go ods d e c lin ed  less th a n  sea so n a lly  in  
O cto b er. P ro d u c tio n  o f  fo o d s, e sp ec ia lly  c a n n in g , w as u n u su a lly  la rg e  fo r  th is  tim e  o f  
y e a r  a n d  o u tp u t  o f  te x tile s  c o n tin u e d  a t  a  h ig h  level. M in e ra l  p ro d u c tio n , w hich  u su a lly  
in c re a se s  in  O c to b er, d ec lin ed  s l ig h tly  th is  y e a r  ow ing  ch iefly  to  a  d e crease  in  coal p ro d u c 
t io n  w h ich  h a d  b e en  m a in ta in e d  in  la rg e  vo lum e th ro u g h o u t  th e  sum m er.

V a lu e  o f c o n s tru c tio n  c o n tra c ts  a w a rd e d  in  O c to b er in c re a se d  so m ew h a t ov er t h a t  
o f  S e p te m b e r, a c c o rd in g  to  re p o r ts  o f  th e  F . W . D od ge  C o rp o ra tio n . P u b lic ly  finan ced  
p ro je c ts  c o n tin u e d  to  a c c o u n t f o r  ov er 90 p e r  c e n t o f  to ta l  a w ard s .

T h e  D e p a r tm e n t  o f  C om m erce e s tim a te s  th a t ,  in  th e  th i r d  q u a r te r  o f 1942, e x p e n d i
tu re s  f o r  new  c o n s tru c tio n  a m o u n te d  to  4.2 b ill io n  d o lla rs , o f w h ich  3.5 b illio n  cam e 
fro m  p u b lic  fu n d s . F o r  th e  f irs t  n in e  m o n th s  o f  th is  y e a r  th e  c o rre sp o n d in g  figu res 
w ere  10.2 a n d  7.7 b ill io n  d o lla rs . C o n s tru c tio n  o f  m il i t a ry  a n d  n a v a l fa c i l i t ie s  a n d  o f  
in d u s t r ia l  b u ild in g s  a cc o u n te d  f o r  th e  b u lk  o f  th e  e x p e n d itu re s .

D is t r ib u t io n

D e p a r tm e n t  s to re  sa les  in c re a se d  in  O c to b e r a n d  th e  B o a r d ’s sea so n a lly  a d ju s te d  
in d e x  ro se  to  129 p e r  c e n t o f  th e  1923-1925 a v e ra g e  a s  c o m p a re d  w ith  123 in  S e p te m b e r 
a n d  130 in  A u g u s t. I n  th e  f irs t  h a l f  o f  N o v em b e r sa les  in c re a se d  f u r th e r  a n d  w ere  17 p e r  
c en t l a rg e r  t h a n  in  th e  c o rre sp o n d in g  p e r io d  l a s t  y e a r , re f le c tin g  in  p a r t  p r ic e  a d v a n c es  
o f a b o u t  10 p e r  cen t.

R a ilro a d  sh ip m e n ts  o f  f r e ig h t  w ere  m a in ta in e d  in  la rg e  vo lum e d u r in g  O c to b er a n d  
d ec lin ed  sea so n a lly  in  th e  f irs t  h a l f  o f  N ov em b er.

Co m m o d it y  P r ic e s

R e ta il  fo o d  p r ic e s  c o n tin u e d  to  a d v a n c e ' s h a rp ly  f ro m  th e  m id d le  o f  S e p te m b e r  to  
th e  m id d le  o f  O c to b e r a n d  f u r th e r  in c re a se s  a re  in d ic a te d  in  N o v em b er. P r ic e s  o f m o st 
o th e r  go ods a n d  se rv ices in c re a se d  s lig h tly  in  th is  p e r io d . I n  th e  e a r ly  p a r t  o f  O c to b er 
m ax im u m  p ric e  c o n tro ls  w ere  e s ta b lish e d  f o r  a  n u m b e r o f  a d d i tio n a l  fo o d s. M ax im u m  
p ric e  leve ls  fo r  m a n y  o th e r  fo o d  p ro d u c ts  h av e  b e e n  ra is e d , how ever, a n d  th e  Office o f  
P r ic e  A d m in is tra tio n  re p o r ts  on  th e  b a s is  o f a  re c e n t  su rv ey  t h a t  in  n u m e ro u s  in s ta n c e s  
se lle rs  a re  n o t  co m p ly in g  fu l ly  w ith  th e  r e g u la t io n s  no w  in  e ffec t.

B a n k  Cr e d it

E x cess  re se rv es  o f  m em b e r b a n k s  w ere  2.5 b ill io n  d o lla rs  in  th e  m id d le  o f  N ov em ber, 
a  so m ew h a t h ig h e r  level th a n  g e n e ra lly  p re v a ile d  in  th e  p re c e d in g  fo u r  m o n th s . A t  N ew  
Y o rk  C ity  b a n k s  excess re se rv es  a m o u n te d  to  a b o u t  500 m illio n  d o lla rs .

A d d itio n s  to  m em b er b a n k  re serv e  b a la n c e s  d u r in g  th e  fo u r  w eeks en d e d  N ov em b er 18 
w ere  th e  n e t  r e s u lt  o f  a n  in c re a se  o f  500 m illio n  d o lla rs  in  R eserve  B a n k  h o ld in g s  o f 
G o v ern m en t o b lig a tio n s , w h ich  a p p ro x im a te ly  c overed  th e  c o n tin u e d  h e av y  c u rre n c y  
d ra in , a n d  a  d ecrease  o f  200 m illio n  in  T re a s u ry  b a la n c e s  a t  th e  R eserve  B a n k s .

H o ld in g s  o f  G o v ern m en t se c u ritie s  b y  r e p o r t in g  b a n k s  in  101 c it ie s  in c re a se d  b y  1.9 
b ill io n  d o lla rs  to  24 b ill io n  d u r in g  th e  fo u r  w eeks e n d e d  N o v em b er 11. A lm o st h a lf  o f 
th e  in c re a se  o c cu rred  a t  N ew  Y o rk  C ity  b a n k s . T h e re  w ere  s u b s ta n tia l  in c re a se s  in  h o ld 
in g s  o f T re a s u ry  n o tes , b o n d s, a n d  c e rtif ic a te s , a n d  a  sm a lle r  in c re a se  in  T re a su ry  b ills , 
w h ile  h o ld in g s  o f  g u a ra n te e d  o b lig a tio n s  dec lin ed . T h ese  c h an g e s  re fle c ted  new  o ffe r
in g s  a n d  re ti r e m e n ts  b y  th e  T re a s u ry  d u r in g  th e  p e rio d .

C om m erc ia l a n d  in d u s t r ia l  lo an s  a t  re p o r t in g  m em b er b a n k s  in  le a d in g  c itie s  in c re a se d  
so m ew h a t d u r in g  th e  f ir s t  tw o  w eeks o f  N o v em b er. B ro k e rs  lo an s  in  N ew  Y o rk  C ity  
in c re a se d  a ro u n d  G o v ern m en t f in a n c in g  d a te s , b u t  su b se q u e n tly  declin ed .

U n it e d  S t a t e s  G o v e r n m e n t  S e c u r it y  P r ic e s

P r ic e s  o f  U n ite d  S ta te s  G o v ern m en t se c u ritie s  w ere  s te a d y  in  th e  fo u r  w eeks en d e d  
N ov em ber 18. L o n g  te rm  ta x a b le  b o n d s  y ie ld e d  2.32 p e r  c en t, a n d  3 m o n th  T re a s u ry  
b ills  so ld  a t  a  y ie ld  o f  0 .37 p e r  cen t.
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MONTHLY REVIEW
of Credit and Business Conditions

S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t

F ed era l R ese rv e  B a n k , N ew  Y o rk

Money Market in December

The Victory Loan Drive, which began November 30 
and was largely completed by December 23, met with a 
gratifying public response. Aided by the active 
efforts of the Victory Fund Committees in each of the 
twelve Federal Reserve Districts, the Treasury sold 
$2,600,000,000 of the 2y 2 per cent Victory bonds of 
1963-68 (exclusive of $239,000,000 sold to Government 
agencies and trust accounts), $3,100,000,000 of the 1 %  
per cent Treasury bonds of 1948, and $3,800,000,000 of 
the one year %  Per cent certificates of indebtedness 
during the 24 days that subscription books were open. 
In addition to the $9,500,000,000 realized from the public 
sale of these three offerings, the Treasury during the 
month of December raised $900,000,000 of “ new m oney”  
through weekly sales of Treasury bills in excess of cur
rent maturities, and possibly as much as $2,000,000,000  
through the sale of Tax Savings notes and W a r and 
Savings bonds. The aggregate amount raised during 
December thus exceeded $12,000,000,000, surpassing the 
minimum objective of $9,000,000,000 by $3,000,000,000. 
This result compares with the slightly less than 
$7,000,000,000 obtained under the Fourth Liberty Loan 
in October, 1918, the largest of the Liberty Loan cam
paigns, and the largest amount heretofore raised by the 
Government through borrowing in a similar period of 
time.

The original expectation had been that a sufficient 
volume of funds would be realized from  the sale of 
Government war obligations during December to carry 
the Treasury, with the benefit of continuing receipts from  
the sale of Tax Savings notes and W a r  and Savings 
bonds, through the month of January. In  actual fact, 
the campaign exceeded these minimum estimates to such 
an extent that it probably will not be necessary to make 
a sales effort of similar scope until April.

L a c k  of D ist u r b a n c e  to M e m b e r  B a n k  
R eserve  P o sitio ns

The Victory Loan Drive represented a marked achieve
ment not only from the standpoint of the volume of

J a n u a ry  1, 1943

funds raised, but also by reason of the avoidance of 
accompanying disturbance to member bank reserve posi
tions. In  this accomplishment, the liberal use made by 
banks of the “ book credit”  method of payment, through 
W ar Loan deposit accounts, played an indispensable 
part. In  addition, the Federal Reserve Banks, through 
purchases of Government securities for their own ac
count, acted to maintain an ample supply of bank 
reserve funds, offsetting losses of reserves through the 
heavy preholiday increase in currency circulation and 
the rise in member bank reserve requirements associated 
with expanded bank holdings of Government securities.

Banks made use of credits to Government deposits on 
their books— that is, W a r Loan account deposits— not 
only in connection with purchases of Government securi
ties for their own portfolios, but also in connection with 
the Government security purchases of their customers. 
Aside from Treasury bills, for which payments could be 
made in cash only, over three fourths of the Government 
securities sold in the Second Federal Reserve District 
during December were paid for by the book credit 
method. Outside this District, the book credit method 
of payment was employed to a less extent, but, even so, 
approximately half of the payments were made by that 
method. Another influence in the same direction was 
the substantial use of Tax Savings notes by corporations 
and individuals in meeting the December quarterly 
income tax instalments; of the total income tax collec
tions of approximately $2,000,000,000 during December, 
about 32 per cent was represented by Tax Series Treas
ury notes received for taxes. The corresponding per
centage was 25 per cent for September, 23 per cent for 
June, and 1 6 ^  per cent for March.

B y these means— the use of the book credit method of 
payment for new security issues and payments of taxes 
through tax notes— the unbalance between Treasury cash 
receipts and expenditures was greatly reduced and un
duly heavy drains upon bank reserve funds were avoided.

Allowing for $490,000,000 withdrawals from the W a r  
Loan account deposits over the period December 1-4, 
aggregate W ar Loan accouht deposits increased from

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

January 1, 1943



MONTHLY REVIEW, JANUARY 1, 1943

$1,695,000,000 on November 30 to about $8,200,000,000  
at the end of the month. Aggregate credits to W a r Loan 
accounts during December exceeded $7,000,000,000, of 
which $4,200,000,000 was credited to such accounts of 
qualified depositaries in the Second Federal Reserve 
District.

The use of credits to W ar Loan deposits in payment 
for new Government security issues has been promoted 
by the designation of many additional special deposita
ries, and by increases in the maximum W a r Loan deposit 
limits of several hundred banks previously qualified. On 
October 31 there were 3,253 banks throughout the coun
try qualified for the use of W a r Loan accounts as special 
depositaries, with an aggregate deposit limit of 
$6,229,000,000; on December 19, as a result of the joint 
efforts of the Treasury Department and the Federal 
Reserve Banks, 5,260 banks were qualified and the over
all limit was lifted to $9,355,000,000. In  the Second 
Federal Reserve District, where W a r  Loan accounts 
previously had been more generally employed than in 
many other sections of the country, the number of quali
fied institutions was raised from 500 to 656 over this 
period and the over-all deposit limit was increased from  
$3,243,000,000 to $4,317,000,000.

The accumulated W a r  Loan account deposits, supple
menting current tax revenues, net proceeds from the 
weekly sale of discount bills, and receipts from the sale 
of W a r and Savings bonds and Tax Savings notes, will 
provide the funds necessary for meeting war and other 
expenditures during coming weeks. A s the Government 
makes its heavy day-to-day expenditures, “ calls’ ’ will 
be issued against these W ar Loan account deposits; that 
is, the Government will withdraw these funds from the 
banks. In  this way, the flow of funds to the Government 
from  the banks will be roughly matched by Government 
expenditures which result in a return flow of funds into 
the banking system. B y  gearing calls closely with Gov
ernment expenditures, it will be possible for the large 
and growing volume of fiscal operations to proceed with
out undue disturbance to the over-all reserve position of 
the banks. Individual institutions which gain funds on 
balance may add to their investment portfolios through 
purchase of Government securities, through reacquiring 
Treasury bills previously sold to the Federal Reserve 
Bank, or through entering tenders on the new Treasury 
bill offerings. Individual institutions which lose funds 
on balance have adequate means of adjusting their posi
tions. Central reserve city banks (New York City and 
Chicago) will probably tend to lose funds, as they hold 
a large percentage of total W a r  Loan deposits. They 
are well prepared to meet such losses, as, in addition 
to available excess reserves, they now hold large amounts 
of Treasury bills which can be sold to the Reserve 
Banks at a fixed rate of discount (with a repurchase 
option if they wish) when needs for additional re
serves arise, or they can borrow on their short term  
Government securities at a differential rate. Reporting 
New York City banks have increased their holdings of 
Treasury bills by nearly $1,000,000,000 since the middle

of October, and now hold close to $1,900,000,000 of such 
bills. Banks that are not so provided with Treasury bills, 
and find themselves losing funds, can replenish their re
serves by borrowing from the Reserve Banks against 
Government securities maturing or callable in one year 
or less at the differential rate of %  of one per cent.

M e m b e r  B a n k  E x c e s s  R eserves

Excess reserves of all member banks were maintained 
at $2,500,000,000 or more during most of December. 
A s was to be expected, there was an acceleration of the 
outflow of currency into circulation prior to the holi
days— the increase in currency circulation between 
November 25 and December 23 came to $680,000,000—  
and over the same period reserve requirements of all 
member banks rose approximately $700,000,000. These 
two forces cutting into member bank excess reserves 
were largely counterbalanced by an increase in outstand
ing Federal Reserve “ float’ 9 and by Federal Reserve 
Bank purchases of Government securities. Between 
November 25 and December 23, the Federal Reserve 
Banks added to their holdings $403,000,000 in Treasury 
bonds, $220,000,000 in certificates of indebtedness, and 
$177,000,000 in Treasury bills. Holdings of Treasury 
notes showed a small decline due to maturities in this 
category. The aggregate increase in Government security 
holdings of all classes came to $784,000,000. Toward the 
end of the month, excess reserves of all member banks 
declined, owing to investments of such funds by banks, 
cash payments for Government securities purchased by 
their customers, and a post-holiday reduction in the 
“ float”  at Reserve Banks.

In  New York City, excess reserves were maintained 
within a general range of $400,000,000— $600,000,000  
during the first three weeks of December, although drop
ping to a lower level toward the year end. Here an 
outward movement of funds, associated in part with 
withdrawals resulting from purchases of Government 
securities in other sections of the country, constituted a 
principal influence tending to reduce excess reserves. 
This factor, together with the outflow of currency into 
circulation and rising reserve requirements, was com
pensated for in considerable measure by Reserve Bank  
purchases of Government securities.

Money Rates in New York

Dec. 31, 1941 Nov. 30, 1942 Dec. 29, 1942

Stock Exchange call loans..................... 1 1 1
Stock Exchange 90 dav loans................ *1H *1H
Prime commercial paper—4 to 6 months H -H Vs-H Vs-%
Bills—90 day unindorsed....................... 7A 7A 7A
Average yield on taxable Treasury notes

1.02 1.28 1.40
Average yield on tax exempt Treasury 

bonds (not callable within 12 years). 2.07 2.09 2.08
Average yield on taxable Treasury bonds 

(not callable within 12 years)............ 2.40 2.36 2.35
Average rate on latest Treasury bill sale 

91 day issue......................................... 0.310t 0.370 0.365
Reserve Bank discount rates:

On advances to member banks secured 
by Government obligations callable 
or maturing in one year or less........ M

On other advances to member banks 
secured by Government obligations, 
and on rediscounts......................... 1 1 1

Reserve Bank buying rate for 90 day 
indorsed bills.......................................

* Nominal. t 76 day issue.
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Largely through the Victory Loan Drive, a total of 
more than $12,000,000,000 of Government securities was 
sold during December to provide for the tremendous 
expenditures being required in the prosecution of the 
war. The campaign, which represented the largest 
financing effort ever undertaken by the Government, 
followed a month during which no major security offer
ings had been made. Net proceeds from Government 
borrowing in November amounted to no more than 
$2,600,000,000, the smallest total since April.

In commenting upon the success of the drive, Secre
tary of the Treasury Morgenthau stated that he was 
“ deeply gratified by the superb public response to the 
financial needs of our country in this w ar,”  and he 
gave a full measure of credit to the many thousands 
of volunteer workers drawn from the banking, securi
ties, insurance, and other fields, who acted as salesmen 
of the Victory Fund organization during the campaign.

The table at the bottom of this page summarizes the 
December war financing and the results of the Victory  
Loan Drive. O f the total volume of funds raised, more 
than 45 per cent was attributable to subscriptions ob
tained in the Second Federal Reserve District. On 
sales to nonbanking investors of each of the three new 
offerings— the 2 %  per cent Victory bonds, 1 %  per cent 
Treasury bonds, and %  Per cent certificates of indebted
ness— subscriptions entered in the Second District ac
counted for about 65 per cent of the totals for the 
country. These high percentages resulted in very con
siderable part from the heavy subscriptions placed by 
insurance companies, other large institutional investors, 
and corporations with headquarters in this District, or

W a r  F i n a n c i n g maintaining their principal bank accounts here. Life  
insurance companies alone placed subscriptions of more 
than $900,000,000 in the Second District, principally 
represented by purchases of the 2 ^  per cent Victory  
bonds of 1963-68. O f even greater significance than the 
dollar volume of securities sold, in reflecting the efforts 
of the Victory Fund organization in this District, was the 
fact that sales were made to 60,000 subscribers, a far 
larger number than in any previous Treasury financing 
operation during the current war period, with the ex
ception of the continuous W a r  Savings bond program.

Subscription books on the three new offerings were 
open to investors other than banks, without limitation 
as to the amounts that might be purchased, over the 
period November 30— December 23, and the total sales 
were $5,280,000,000. The 2 %  per cent Victory bonds 
were not available for purchase by commercial banks. 
The 1%  per cent Treasury bonds of 1948 and %  Per 
cent certificates of indebtedness were opened to sub
scription by banks for three day periods and sales to 
banks were limited to an aggregate of $4,170,000,000.

Books were open for bank subscriptions to the 1%  
per cent Treasury bonds from November 30 to Decem
ber 2 inclusive, total subscriptions amounting to 
$2,360,000,000. Subscriptions of $100,000 or less 
($346,000,000) were allotted in full, while the remain
ing subscriptions were allotted on an 85 per cent basis. 
Allotments in the Second Federal Reserve District 
($651,000,000) amounted to 32 per cent of the total. 
Payment for these bonds was made on December 11.

The books on the %  per cent certificates of indebted
ness due December 1, 1943 were open for commercial 
bank subscriptions from the 16th through the 18th of 
December and payments were made on the 28th. Sub

December War Financing—Results of the Victory Loan Drivef

Sales in the Second Federal 
Keserve District

Sales in the country as a whole

V / 2 %  Victory bonds, due December 15, 1968 and re
deemable at par on or after December 15,1963  
Sales to nonbanking investors (banks* are not eligible 

to hold these bonds for their own account until De
cember 1, 1952)...................................................................... $1,665,000,000 $2,600,000,000**

1 % %  Treasury bonds, due June 1 5 ,1 9 4 8 ..............................
Sales to banks*............................................................................
Sales to nonbanking investors...............................................

$ 6 5 0 ,0 0 0 ,0 0 0
6 4 0 ,0 0 0 ,0 0 0

1,290,000,000
$ 2 ,0 6 0 ,0 0 0 ,0 0 0

1 ,0 0 0 ,0 0 0 ,0 0 0

3,060,000,000

% %  Treasury certificates of indebtedness due December
1 ,1 9 4 3 ..............................................................................................
Sales to banks*............................................................................
Sales to nonbanking investors..............................................

7 5 0 ,0 0 0 ,0 0 0
1 ,0 6 0 ,0 0 0 ,0 0 0

1,810,000,000
2 ,1 1 0 ,0 0 0 ,0 0 0
1 ,6 8 0 ,0 0 0 ,0 0 0

3,790,000,000

Tax Savings notes, principally sold to nonbanking in
vestors ............................................................................................ 420,000,000 1,100,000,000

W ar and Savings bonds 
Sales to nonbanking investors............................................. 160,000,000 850,000,000

Treasury bills 
New offerings in excess of weekly redemptions, prin

cipally sold to banks............................................................. 520,000,000 900,000,000

T ota l................................................................................... $5,865,000,000 $12,300,000,000

tPartly estimated.
*Commercial banks, defined as banks accepting demand deposits. 

**Excluding $239,000,000 taken by Government agencies and trust accounts.
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scriptions totaled $3,496,000,000, of which $2,114,000,000  
were allotted; those up to and including $100,000, 
totaling $270,000,000, were allotted in fu ll and the 
larger subscriptions on a 57 per cent basis. Allotments 
in this District ($748,000,000) constituted 35 per cent 
of the total.

The large sales of the three new offerings during 
December were not made at the expense of sales of 
W a r bonds, Savings bonds, and Tax Savings notes. 
On the contrary, it would appear that receipts from  
W a r and Savings bonds and Tax notes during December 
ran substantially ahead of the figures for November. 
Receipts from the sale of W ar and Savings bonds may 
be estimated at approximately $850,000,000 as compared 
with $740,000,000 in November. In  the Second Federal 
Reserve District, sales by agencies other than post 
offices during December are estimated at $160,000,000, 
as compared with the November figure of $109,000,000. 
Both the National and District totals were the third 
highest reported for any month since these bonds first 
went on sale. The increase in December was in part 
accounted for by the vigorous drive conducted by the 
Victory Fund Committees to encourage the purchase 
of Series F  and G bonds by larger investors and the 
work of these committees also was reflected to some 
extent in increased sales of Series E  bonds.

Near the close of the month it appeared likely that 
the monthly sale of Tax Savings notes would exceed 
$1,000,000,000 for the first time since August, 1941 when 
these notes were first offered. In  the Second Federal 
Reserve District, sales of Tax notes were in excess of 
$400,000,000.

The Treasury raised $900,000,000 in 4‘ new money”  
during December through weekly sales of Treasury bills 
in excess of current maturities. Sales of the December 
2 and 9 issues each amounted to $500,000,000 against 
maturities of $350 ,000,000; on each of the three sub
sequent issues, dated December 16, 23, and 30, the 
amount offered was $600,000,000 compared with maturi
ties of $400,000,000.

Member Bank Credit
Changes in member bank credit during the five weeks 

ended December 23 reflected, for the most part, the 
participation of banks and their customers in the Treas
u ry ’s December financing program. The weekly re
porting member banks in 101 leading cities added 
$2,087,000,000 to their Government securities portfolios, 
of which $1,074,000,000, or slightly more than half, was 
taken by New York City banks. Over the five weeks 
there was a net increase of $850,000,000 in the out
standing volume of Treasury bills, and $2,058,000,000  
of the new 1%  per cent Treasury bonds were allotted 
to commercial banks. (A s banks were not called upon 
to pay for the %  per cent certificates of indebtedness 
allotted to them until December 28, their purchases of 
this issue were not reflected in the statements of 
December 23.)

W eekly reporting New York City banks added 
$560,000,000 to their holdings of Treasury bills and 
$434,000,000 of Treasury bonds between November 18 
and December 23. In  addition these banks purchased

$95,000,000 of certificates of indebtedness and 
$10,000,000 of guaranteed obligations, while holdings of 
Treasury notes dropped $25,000,000, reflecting the ma
turity of an issue December 15. Outside New York, 
member banks in 100 cities took $196,000,000 of Treas
ury bills, $877,000,000 of Treasury bonds, and $9,000,000  
of guaranteed issues. On the other hand, these banks 
sold $52,000,000 of certificates of indebtedness and their 
holdings of Treasury notes were reduced $17,000,000.

In  addition to purchasing new issues for their own 
account during the period, member banks in New York  
City made a substantial volume of loans to their cus
tomers for the purchase of Government securities. The 
total of loans to brokers and dealers and loans to others 
for the purpose of carrying securities rose $623,000,000  
in the case of the New York City banks. Other types 
of loans, for the most part, declined during the five 
weeks’ period. In  New York City there was a further 
contraction of $87,000,000 in commercial, industrial, and 
agricultural loans, and outside New York such loans 
of member banks in 100 cities were reduced $37,000,000.

The Treasury’s borrowing program also had a marked 
effect on the total, and on the composition, of bank de
posits. Total deposits of the reporting banks in 101 
leading cities rose $2,725,000,000. U. S. Government 
deposits alone, however, rose $3,936,000,000, reflecting 
the use of the book credit method of payment for Gov
ernment securities purchased during the month. Pur
chases for banks’ own account paid for by the book 
credit method increased Government deposits without 
affecting customers’ deposits, while customers’ pur
chases, paid for by this method, resulted in a shift of 
funds from adjusted demand deposits to U. S. Govern
ment deposits. During the period adjusted demand 
deposits were off $777,000,000 in the case of the New  
York City banks and $417,000,000 in the banks in 100 
other cities.

Security Markets
The Government security market continued to show 

only minor price fluctuations during December and 
the market was again characterized by light trading. 
The offering of two additional Treasury bond issues 
and one additional certificate of indebtedness issue, 
under the Victory Loan Drive, resulted in some port
folio readjustments on the part of investors. In some 
instances, partially tax exempt Treasury bonds were 
offered by holders shifting to taxable issues, and some 
investors reduced holdings of outstanding certificates 
of indebtedness in order to acquire larger amounts of 
the new certificate issue. Toward the close of the month, 
all of the three new issues were quoted slightly above par.

From  the year’s high in November, municipal bond 
prices showed a downward reaction during December; 
the average yield computed by Standard and P oor’s 
Corporation advanced 0.08 to 2.28 per cent between 
November 25 and December 23 to reach the highest 
point since August. Am ong the Standard and P oor’s 
indexes of domestic corporate bond prices, small gains 
were reported in the average quotations for industrials, 
rails, and utilities.

The general rise in stock prices which began last M ay  
was continued in December and by the end of the month
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about 75 per cent of the decline which occurred between 
September, 1941 and April, 1942 had been recovered, 
according to Standard and P oor’s index of 90 stocks. 
Accompanying the highest daily rate of turnover in a 
year, stock prices advanced about 5 per cent to reach a 
new high since October, 1941. The December rise was 
largely concentrated among the industrial shares. Owing 
in part to changes in this year’s tax law, tax selling 
appears to have been less of a market factor than for
merly.

Expansion in Demand Deposits, 1938-1942

Over the past five years the volume of adjusted demand 
deposits of the weekly reporting member banks in 101 
leading cities has risen by $14,100,000,000, to a total of 
$28,500,000,000 on December 23, 1942. This latter fig
ure represents a major portion of the total of bank 
deposits belonging to the public against which checks 
may be drawn in making payments. During these years 
there have been important changes in the factors caus
ing the expansion of deposits and an acceleration in the 
over-all rate of increase. W hile the inflow of gold from  
abroad was the chief factor in increasing deposits during 
1938-40, more recently the expansion in bank holdings 
of U. S. Government securities has played the dominant 
role. Over the entire period the volume of currency in 
circulation has grown from $6,600,000,000 at the end 
of 1937 to $15,300,000,000 toward the end of 1942. To 
this extent the increase in demand deposits alone failed 
to reflect the fu ll upward movement in the money 
supplies.

The geographical distribution of deposits has under
gone a significant change during these years. Although  
adjusted demand deposits of the weekly reporting mem
ber banks in New York City rose faster than in the 100 
other cities during the first three years, since 1941, as 
a result of a strong tendency for funds to flow from the 
metropolitan area, where much of the borrowing has 
taken place, to other parts of the country, where the 
bulk of war expenditures have been made, the increase 
in deposits in New York City has been relatively much 
smaller than for banks elsewhere.

During the three years 1938 through 1940, adjusted 
demand deposits in the 101 cities (including New York  
C ity), rose $7,900,000,000 —  $1,600,000,000 in 1938, 
$2,600,000,000 in 1939, and $3,700,000,000 in 1940. A n  
increase of $4,100,000,000 in loans and investments con
tributed to this increase, but the principal factor of 
gain was the tremendous inflow of gold which occurred 
during those years. A  total of $9,200,000,000 was added 
to the United States gold stock between 1938 and 1940, 
including the sum of $4,300,000,000 in the year 1940 
alone. However, the fu ll effect of these factors in in
creasing demand deposits was offset to a certain extent 
by a rise of $2,200,000,000 in the volume of money in 
circulation. During this period deposits of the reporting 
member banks in New York City rose $4,700,000,000, 
while in the 100 other cities the increase amounted to 
$3,200,000,000.

In 1941 there was a marked change in the pattern. 
Although adjusted demand deposits increased in the 
100 cities by about the same amount as in the preceding

1938 1939 1940 1941 1942
Adjusted Demand Deposits of Weekly Reporting Member Banks in 

New York City and in 100 Other Leading Cities (Monthly 
averages of weekly figures)

year, in New York there was actually a small net decline 
for the year as a whole. Adjusted demand deposits of 
member banks in the 101 cities rose only $1,400,000,000, 
or less than half as much as in the preceding year. In
1941 the principal factor contributing to the expansion 
in deposits was a $4,600,000,000 increase in total loans 
and investments, of which slightly more than half rep
resented purchases of U . S. Government securities. As  
the inflow of gold came to a virtual halt during the first 
part of 1941, and only a little over $700,000,000 was 
added to the gold stock during the entire year, this factor 
became relatively unimportant as a source of new de
posits. On the other hand, during 1941 two factors 
tending to hold down the rise in deposits of member 
banks in the 101 cities became increasingly important. 
The first of these was an increase of $2,400,000,000 in the 
volume of money in circulation, which was about double 
the increase of the previous year. The other factor was a 
sharp rise in the volume of deposits outside the 101 cities. 
A s an indication of the flow of funds from banks in the 
weekly reporting group to other banks, adjusted demand 
deposits of member banks outside the 101 cities rose 
$2,000,000,000 during 1941, compared with the $1,400,- 
000,000 increase for the member banks in the 101 cities.

The expansion in adjusted demand deposits in 1942, 
which amounted to $4,800,000,000 in the 101 cities, was 
associated primarily with increased bank holdings of 
U. S. Government securities. The weekly reporting banks 
added approximately $11,500,000,000 to their holdings 
during the year. Another factor which contributed to 
this expansion was $3,400,000,000 net purchases of Gov
ernment securities by the Federal Reserve Banks. Part 
of these gains, however, was offset by a decline of 
$1,100,000,000 in loans and investments other than Gov
ernment securities, an increase of $4,200,000,000 in 
money in circulation, and a further increase in deposits 
of banks outside the 101 cities. W ithin  the 101 cities, 
the difference between the movement of deposits in New  
York and in the 100 other cities was again pronounced. 
Adjusted demand deposits of the New York City banks 
rose only $800,000,000 during the year, while deposits 
of the reporting member banks outside New York rose 
$4,000,000,000.
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In  the past there has been a notable lack of uniformity  
in the practices followed by commercial banks with 
respect to reports of their earnings to their shareholders. 
M any banks have not published earnings reports and 
those that have published such reports have followed 
widely different practices with respect to the treatment 
of various earnings, expense, and profit and loss items.

During the past month circulars have been issued both 
by the Committee of Bank Management and Research 
of the New York State Bankers Association and by the 
Bank Management Commission of the American Bankers 
Association, which contain suggested forms for con
densed reports of bank earnings for shareholders and 
others. The forms suggested in the two publications 
are identical. The proposed reports are, of course, 
much less detailed than the earnings and dividends 
reports which are required by Federal supervisory 
agencies, and differ substantially from those reports in 
their treatment of certain items. Nevertheless, the work 
done by the State and National bankers’ organizations 
in this field constitutes an important step toward more 
uniform and more enlightening reports on bank earnings.

Circulation of Federal Reserve Bank Notes
The Board of Governors of the Federal Reserve Sys

tem, on December 12, issued the following statement for 
publication on December 13 :

A s a part of the program of the Government to 
conserve both labor and materials during the war 
period, the Board of Governors, after consultation 
with the Treasury Department, has authorized the 
Federal Reserve Banks to utilize at this time the 
existing stock of currency printed in the early Thirties 
known as “ Federal Reserve Bank notes” .

The stock of these notes, which is in $5, $10, $20, 
$50, and $100 denominations, amounts to approxi
mately $660,000,000. B y making available for use, 
as needed, this stock of unissued paper currency, 
which is identical with Federal Reserve Bank notes 
now in circulation, it is estimated that more than 
$300,000 will be saved in the cost of printing new 
currency. In  terms of labor and materials, there 
would be a saving of 225,000 man hours in printing 
alone, and of 45 tons of paper in addition to a sub
stantial saving of nylon and ink.
Some use was made of Federal Reserve Bank notes in 

1933, and the amount in circulation reached a maximum  
somewhat in excess of $200,000,000 at the end of that 
year. Subsequently, their circulation was gradually 
reduced, dropping below $100,000,000 early in 1935. A t  
that time all of the Federal Reserve Banks paid to the 
Treasury sums corresponding to the amounts of such 
notes still in circulation, and subsequently the Federal 
Reserve Bank notes outstanding have been shown in 
the public debt statements as a liability of the Federal 
Government. The outstanding volume of the notes con
tinued to contract, to less than $20,000,000 at the end 
of November, 1942 ; those outstanding were retired from  
circulation as they reached Federal Reserve Banks and 
corresponding charges were made against the Treasury’s 
account.

B a n k  E a r n i n g s  R e p o r t s The notes now being put into circulation represent 
the remaining stock of Federal Reserve Bank notes 
which has been lying idle for several years. The same 
procedure is now being followed as in 1935— the Federal 
Reserve Banks are making payments to the Treasury for 
the redemption of Federal Reserve Bank notes put into 
circulation, and the amount outstanding is included in 
published reports of “ Treasury currency”  outstanding, 
rather than as a liability of the Federal Reserve Banks. 
A s the notes now being issued become worn out and unfit 
for further circulation, they will be redeemed by the 
Treasury, and so will tend gradually to disappear from  
circulation again.

Production and Trade
The magnitude of the war production effort during 

1942 is revealed by the estimates recently released by 
the Office of W a r Information which indicated that
49.000 planes, 32,000 tanks and self-propelled artillery,
17.000 anti-aircraft guns, and 8,200,000 deadweight tons 
of merchant shipping were produced during the year. 
Expenditures for munitions and war construction for 
the year amounted to some $47,000,000,000, while the 
number of persons engaged in war work rose from
7,000,000 to 17,500,000. The major task of converting 
industry from a peace to a war basis proceeded rapidly  
and was largely completed by the autumn of the year.

More than 86,200,000 tons of steel ingots and castings 
were produced in 1942, according to the estimates of the 
American Iron and Steel Institute. This figure exceeded 
that of the previous peak year, 1941, by 3,400,000 tons, 
and, by the middle of 1943, it is expected that the steel 
industry will have facilities capable of producing at the 
rate of 96,000,000 tons annually. Shipments of iron ore 
over the Great Lakes during 1942 totaled over 92,000,000  
tons, an amount greater than in any previous season.

Business activity in December, according to early indi
cations, held close to the advanced level reached in No-

1941 1942

Nov. Sept. Oct. Nov.

Indexes of Production and Trade*
(100 =  estimated long term trend)
Index of Production and Trade............... 113 120 122p 123p

117 129 131p 133p

Producers’ goods—total........................ 130 163 168p 169p
Producers’ durable goods................. 139 195 202p 205p
Producers’ nondurable goods............ 120 126 128p 129p

Consumers’ goods—total...................... 103 87 86p 88p
Consumers’ durable goods................ 87 36 37 p 39 p
Consumers’ nondurable goods.......... 108 103 103p 105 p

Durable goods—total............................ 123 148 154p 156p
Nondurable goods—total..................... 113 113 113p 115p

Primary distribution................................. 118 137 140p 139p
Distribution to consumer......................... 101 89 91p 91p
Miscellaneous services............................... 107 128 129p 131p

Cost of Living, Bureau of Labor Statistics
(100 — 1935-39 average)......................... 110 118 119 120

Wage Rates
(100 — 1926 average)............................... 128 142 143p

Velocity of Demand Deposits* 
(100 =  1935-39 average)

70 69 60 62
Outside Now York City........................... 95 85 81 82

p Preliminary. * Adjusted for seasonal variation.
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vember. Steel mill operations averaged approximately 
9 8 per cent of capacity throughout the month, a rate 
comparable with that of the last half of November. 
Electric power production, which generally reaches its 
yearly peak in December, seems to have shown a more 
than seasonal increase over November. Production of 
crude petroleum continued at approximately the same 
rate as during the four preceding months. The daily 
output of the bituminous coal mines during the first 
three weeks of the month was somewhat below the Novem
ber average; loadings of railway freight continued to 
show a slight decline of a seasonal character.

P ro duction  a n d  T rade  in  N o vem ber

During November the seasonally adjusted index of 
production and trade computed at this bank increased 
one point further to a record level of 123 per cent of 
estimated long term trend. In  the year following our 
entry into the war, the index rose 10 points. Industrial 
production was still on the upgrade in November, while 
retail trade and primary distribution remained at ap
proximately the same levels as in October, after adjust
ment for seasonal variations.

Although productive activity was at a new high level 
in November, the increase in the output of producers' 
durable goods— the classification which includes many 
important types of war material— was not quite so pro
nounced as in recent months, owing in part to the fact 
that steel production was down slightly from the October 
peak because of the shutdown of some furnaces for re
pairs. Output of producers’ nondurable goods and of 
consumer goods was slightly higher in November than in 
October.

In  retail trade, department store sales increased more 
than seasonally between October and November, reflect
ing early Christmas shopping, while sales by variety 
chain store systems rose about as usual. M ail order 
house and grocery chain store sales, which show no 
definite seasonal tendency at that time of the year, were 
slightly lower in November than in October.

Cost of Living
Between October 15 and November 15 the cost of 

living of wage earners and lower salaried workers rose 
0.7 per cent further to the highest level since June, 1930, 
according to the Bureau of Labor Statistics index. This 
increase reflected primarily advances in prices of foods, 
especially of those not under control, and also of several 
items on which ceiling adjustments were permitted. Be
tween mid-October and mid-November retail food prices 
as a whole showed an increase of 1.2 per cent, reaching 
the highest level since January, 1930. The average price 
of foods not under direct control, chiefly fresh fruits, 
vegetables, and fish, showed an advance of 6.6 per cent 
over October.

Eetail food prices fluctuate more widely than most 
other elements in the cost of living and hence the over
all cost of living index tends to move less rapidly than the 
food index. Both indexes have been rising steadily since 
early in 1941 ; in November the cost of living was nearly 
9 per cent above the year earlier level, while food prices 
were 16 per cent higher.

PER CENT

Indexes of Cost of Living and Retail Food Prices (Based on Bureau 
of Labor Statistics data; 1935-39 averages 100 per cent)

Increases that have occurred in food prices since the 
outbreak of war are due to a number of factors. Among  
them are the exceptions made in favor of farm prices in 
the establishment of ceiling regulations, the increasing 
amounts bought for our armed forces and our Allies, 
expanding civilian purchasing power at home, as well as 
manpower and distribution difficulties. Wholesale prices 
of farm products have risen nearly 25 per cent since 
November of last year.

Secretary of Agriculture W ickard, recently appointed 
as W artim e Food Administrator with wide control over 
the production and distribution of farm and food prod
ucts, has established minimum 1943 agricultural goals 
which, for a number of foods, are substantially higher 
than even the record volumes produced this year. It is 
estimated that in 1943 our military forces and the other 
Allied nations will require about 25 per cent of our food 
output. The W a r Production Board announced that be
tween 50 and 55 per cent of our 1943 pack of canned 
fruits and vegetables must be set aside to fulfill these 
requirements.

The Office of Price Administration announced on 
December 27 that it had been directed by the Depart
ment of Agriculture to undertake the rationing of vir
tually all commercially processed vegetables and fruits—  
canned, bottled, and frozen vegetables, fruits, juices, 
dried fruits, and all soups. The list includes more than 
200 commodities and it is estimated that approximately 
three quarters of the average amount available in 1937-
1941 will be allocated to civilians in 1943. Rationing 
of these commodities will be administered through a 
new point system which is expected to be inaugurated 
some time in February.

Employment and Payrolls
Largely as the result of continued hiring by war 

plants, factory employment in New York State rose 1 
per cent further during November, and payrolls in
creased 2 per cent, according to the New York State 
Department of Labor. W orking forces in shipyards and 
in plants producing tanks, planes, and firearms con
tinued to expand. In many civilian lines, however, 
employment decreased between October and November;

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

January 1, 1943



8 MONTHLY REVIEW, JANUARY 1, 1943

in the manufacture of clothing and food products there 
were seasonal layoffs of employees, and furniture plants 
curtailed operations, partly because of Government re
strictions. Compared with November, 1941, employment 
was 9 per cent greater and payrolls were 35 per cent 
larger.

In  New York City, the seasonal layoffs in the apparel 
industry offset employment gains in other lines, and 
there was little net change in factory working forces 
during the month. In  the rest of the State, gains in war 
plants were chiefly responsible for an employment in
crease of 1 %  per cent in November. In  the year-to-year 
comparisons, New York City factory employment was 
7 per cent above the November, 1941 level, and Upstate 
the gain was 10 per cent.

The total number of civilians at work in the United  
States rose 400,000 during November to 52,800,000, ac
cording to estimates of the Bureau of the Census. The 
number of male workers in November was approximately 
the same as in November, 1941, while the number of 
women at work was 2,800,000 greater than a year pre
vious. The number of unemployed was estimated at
1,700,000, about the same as in the preceding two months.

In order to promote the most effective mobilization 
and utilization of the nation’s manpower, the President 
on December 5 issued an Executive Order transferring 
the Selective Service System to the W a r Manpower Com
mission. The order also gave Paul V . M cNutt, chair
man of the Commission, authority over all hiring and 
recruitment of workers in any designated plant, occu
pation, or area, and the power to order that no employer 
retain in his employ any worker whose services are more 
urgently needed elsewhere.

Department Store Trade
During the year 1942, the dollar volume of depart

ment store sales in the Second Federal Reserve District 
continued the expansion which began in 1940. Com
parative sales increases, 1939-42, for six of the largest 
cities within the District, are shown on the accompany
ing diagram. In  general, the most substantial gains in 
retail trade have occurred in cities where, as in Bridge
port and Buffalo, rapidly expanding war plants have
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ment Stores in Second Federal Reserve District and in Selected 
Cities, Year 1942 (estimated) Compared with Year 1939

exercised a dominating influence on local business condi
tions. In  comparison with sales increases of 50 per cent 
or more in such cities over the three years, the growth in 
department store sales in New York City amounted to 
approximately 21 per cent. Sales records have, of course, 
been strongly influenced by advancing retail price levels; 
it is estimated that prices of the types of goods handled 
by department stores have risen, on the average, 20-25  
per cent during the three years. It  appears doubtful 
that the physical volume of goods sold by department 
stores in New York City during 1942 was on the whole 
any larger than it was in 1939.

During December department store sales in this D is
trict exceeded the figures for December, 1941 and closely 
approximated December, 1929. However, as a result 
of an apparently considerable amount of Christmas 
shopping during November, the rise in department store 
sales between November and December was estimated 
to have been somewhat smaller than in many other years.

Retail stocks of merchandise on hand in the reporting 
department stores in this District at the end of Novem
ber were only 13 per cent higher than those on hand 
November 30, 1941, and this bank’s seasonally adjusted  
index of department store stocks declined further to 
134 per cent of the 1923-25 average. Returns from a 
limited number of department stores in this District 
indicate that at the end of November outstanding orders 
for merchandise purchased by the stores, but not yet 
delivered, were 10 per cent higher than in November,
1941, but were about 12 per cent lower than in October,
1942.

Percentage changes from a year earlier

Department Stores
Net

November,
1942

Sales

Jan.through 
Nov., 1942

Stock on 
hand, 

Nov. 30, 
1942

New York City....................................... +  6 +  6 +16
Northern New Jersey............................. +  2 +  4 +12

+  4 +  6 +13
Westchester and Fairfield Counties. .. . +12 +12 +  4

+11 +14 +  3Lower Hudson River Valley................. +  3 +  4 — 5
Poughkeepsie....................................... +  3 +  7

Upper Hudson River Valley................. — 2 — 1 — 2
— 10 — 8 —

Central New York State....................... +12 +12 +  8
Mohawk River Valley........................ +16 +24 +28

+10 +  8 +  2
Northern New York State..................... +  4 — 3
Southern New York State..................... +12 +  9 +13

Binghamton........................................ +11 +  7
+  8 +12 —

Western New York State...................... +19 +13 +  7
+25 +15 +  9

Niagara Falls. »................................... +36 +36 +  6
+10 +  9 +  5

All department stores................. +  7 +  7 +13
Apparel stores............................. +  8 +  7 +  7

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1941 1942

Nov. Sept. Oct. Nov.

Sales (average daily), unadjusted................ 130 120 130 144
Sales (average daily), seasonally adjusted.. 109 112 115 121

Stocks, unadjusted........................................ 132 161 158 151
Stocks, seasonally adjusted r....................... 115 156 145 134

r Revised

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

January 1, 1943



F E D E R A L  R E S E R V E  B A N K  O F  N E W  Y O R K

MONTHLY REVIEW, JANUARY 1, 1943

Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation (1935- 

39 averages 100 per cent; subgroups 
shown are expressed in terms of 

points in the total index)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation 

(1923-25 averages 100 per cent)

r / "
clothing y

RENT

FOOD

U. S. Bureau of Labor Statistics Indexes of the 
Cost of Living (1935-39 average=

100 per cent)

Member Bank Reserves and Related Items
(Latest figures are for December 9)

General Business and Financial Conditions in the United States
(S u m m a riz e d  b y  th e  B o a rd  o f G ov ern o rs  o f th e  F e d e ra l  R eserve  S y s tem )

A G G R E G A T E  in d u s t r ia l  p ro d u c tio n  in  N o v em b er w as m a in ta in e d  close to  th e  O c to b er 
level, re f le c tin g  a  c o n tin u e d  g ro w th  o f o u tp u t  in  w a r  in d u s tr ie s  a n d  a  sea so n a l declin e  

in  p ro d u c tio n  o f c iv ilia n  goods. D is tr ib u t io n  o f  co m m o d ities  to  consum ers  ro se  f u r th e r  
in  N o v em b er a n d  th e  f irs t  h a l f  o f  D ecem b er, re d u c in g  so m ew h a t th e  la rg e  vo lum e o f 
sto ck s on h a n d . R e ta il  fo o d  p r ic e s  c o n tin u e d  to  a d v an ce .

P r o d u c t io n

M a in te n a n c e  o f  in d u s t r ia l  p ro d u c tio n  in  N o v em b er w hen  th e  sea so n al te n d e n c y  is 
d o w n w a rd  w as re fle c ted  in  a  r ise  o f  th e  B o a r d ’s sea so n a lly  a d ju s te d  in d e x  f ro m  189 to  
191 p e r  c en t o f  th e  1935-1939 a v e ra g e . T h is  r ise  w as la rg e ly  a cc o u n te d  f o r  b y  a  f u r th e r  
a d v a n c e  in  o u tp u t  o f  d u ra b le  m a n u fa c tu re s .  N o n d u ra b le  m a n u fa c tu re s  d ec lin ed  sea so n 
a lly , w hile  o u tp u t  o f m in e ra ls  show ed less th a n  th e  u su a l sea so n a l decrease . I n  a ll  g ro u p s  
o f p ro d u c ts  th e  p ro p o r tio n  o f o u tp u t  f o r  w a r  p u rp o se s  w as c o n s id e ra b ly  la rg e r  th a n  a  
y e a r  ago .

T he  in c re a se  re p o r te d  fo r  d u ra b le  m a n u fa c tu re s  f ro m  O c to b er to  N o v em b er w as in  
fin ish ed  m u n itio n s  a n d  in d u s t r ia l  e q u ip m e n t fo r  new  p la n ts  w h ich  w ill be  c o m p le ted  in  
l a rg e  n u m b e r over th e  n e x t  fe w  m o n th s . S tee l p ro d u c tio n , a t  98 p e r  c e n t o f  c a p a c i ty  in  
N o v em b er a n d  th e  f ir s t  th re e  w eeks o f D ecem b er, w as dow n s lig h tly  f ro m  th e  O c to b er 
p e ak , b u t  th e  re d u c tio n  a p p e a re d  te m p o ra ry  a s  th e  sc ra p  su p p ly  s i tu a tio n  h a d  b e en  
re liev ed  a n d  as  f u r th e r  p ro g re s s  w as b e in g  m ad e  on c o n s tru c tio n  o f a d d it io n a l  i ro n  a n d  
s te e l c a p a c ity . S u p p lie s  o f  i ro n  ore  on h a n d  a re  re g a rd e d  a s  suffic ien t fo r  o p e ra tio n s  a t  
c a p a c i ty  u n t i l  m ov em en t o f  o re  dow n th e  la k e s  is  re su m ed  in  th e  sp r in g . S h ip m e n ts  f ro m  
U p p e r  L a k e  p o r ts  th is  y e a r  to ta le d  92 m illio n  to n s , a n d  w ere  15 p e r  c en t above  th e  re c o rd  
e s ta b lish e d  in  1941.

A t  c o tto n  te x t ile  m ills  a c t iv i ty  w as m a in ta in e d  a t  a  h ig h  level in  N o v em b er a n d  a t  
shoe fa c to r ie s  p ro d u c tio n  d ec lin ed  less t h a n  is  u su a l a t  th is  season . O u tp u t  o f m a n u fa c 
tu re d  fo o d s tu ffs  show ed a  sea so n a l declin e.

C o n s tru c tio n  c o n tra c t  a w a rd s  in  N o v em b e r w ere  10 p e r  c e n t below  th e  level o f th e  
th re e  p re c e d in g  m o n th s , a cc o rd in g  to  d a ta  o f th e  F . W . D o d g e  C o rp o ra tio n , b u t  w ere  
s t i l l  a b o u t  f o r ty  p e r  c e n t h ig h e r  th a n  in  N o v em b e r o f l a s t  y e a r . A s in  o th e r  re c e n t 
m o n th s , p u b lic ly -f in a n c ed  w o rk  a cc o u n te d  fo r  over n in e ty  p e r  c en t o f a ll  a w ard s .

D is t r ib u t io n

D is tr ib u t io n  o f com m o dities  to  consum ers  in c re a se d  f u r th e r  in  N o v em b er a n d  D ecem 
b e r  w ith  a c tiv e  C h ris tm a s  b u y in g . A t  d e p a r tm e n t  s to re s , v a r ie ty  s to res , a n d  m a il  o rd e r  
ho uses se rv in g  r u r a l  a re a s , sa les in  N o v em b e r e x p a n d e d  m o re  th a n  sea so n a lly . I n  th e  
f irs t  h a l f  o f  D ecem b er d e p a r tm e n t  s to re  sa les  c o n tin u e d  to  r ise  sh a rp ly  a n d  w ere  c o n 
s id e ra b ly  la rg e r  th a n  a  y e a r  ag o .

F r e ig h t  c a r  lo a d in g s  in  N o v em b er d e c lin ed  a b o u t  7 p e r  c e n t f ro m  th e i r  p e a k  levels 
in  S e p te m b e r a n d  O c to b e r b u t  on  a  sea so n a lly  a d ju s te d  b a s is  ro se  s l ig h tly  ov er th e  
O c to b er level. C oal lo a d in g s  ro se  so m ew h a t a lth o u g h  a  d eclin e  is  u su a l in  N ov em b er. 
S h ip m e n ts  o f  o th e r  com m o dities  d e c lin ed  sea so n a lly .

C o m m o d it y  P r ic e s
G ra in  p r ic e s  a d v a n c e d  f ro m  th e  m id d le  o f  N o v em b e r to  th e  m id d le  o f D ecem b er, 

w hile  m o st o th e r  w ho lesale  co m m o d ity  p r ic e s  show ed l i t t l e  ch an g e .
R e ta il  fo o d  p r ic e s  in c re a se d  f u r th e r  b y  1 p e r  c en t in  th e  five w eeks e n d e d  N o v em 

b e r  17 to  a  leve l 16 p e r  c e n t h ig h e r  th a n  in  N o v em b e r, 1941. P r ic e s  o f such  f r e s h  fo o d s  
a s  a re  u n c o n tro lle d — f r u i t s ,  v e g e ta b le s , a n d  fish— show ed th e  l a rg e s t  a d v a n c es  f ro m  
O c to b er to  N o v em b er, b u t  p r ic e  in c re a se s  in  c o n tro lle d  ite m s  c o n tr ib u te d  a b o u t  tw o  f if th s  
o f th e  to ta l  rise . B a n k  Cr e m t

D u r in g  th e  p e r io d  o f la rg e  sca le  T re a s u ry  fin a n c in g  in  D ecem b er, to ta l  excess 
re serv es  o f  m em b e r b a n k s  w ere  g e n e ra lly  above  2.5 b illio n  d o lla rs . S u b s ta n t ia l  p u r 
chases o f G o v ern m en t se c u ritie s  fo r  th e  F e d e ra l  R eserv e  S y s tem  o ffse t th e  e ffec t o f  d ra in s  
on  re se rv es  b y  th e  c o n tin u e d  h e av y  c u rre n c y  ou tflow  a n d  f u r th e r  in c re a se s  in  re q u ire d  
re serv es  re s u lt in g  f ro m  a  r a p id  g ro w th  in  b a n k  d e p o s its .

R eserve  B a n k  h o ld in g s  o f G o v ern m en t s e c u ritie s  show ed a n  in c re a se  o f  850 m illio n  
d o lla rs  in  th e  fo u r  w eeks a n d  re a c h e d  a  to ta l  o f  5.5 b ill io n  on  D ecem b er 16.

A t  re p o r t in g  m em b e r b a n k s  in  101 le a d in g  c it ie s  h o ld in g s  o f U n ite d  S ta te s  G ov ern 
m e n t se c u ritie s  in c re a se d  b y  800 m illio n  d o lla rs  in  th e  fo u r  w eeks e n d e d  D ecem b er 9. 
T re a s u ry  b ills  a c c o u n te d  f o r  p ra c tic a lly  th e  e n ti re  in c re a se , w ith  a lm o s t tw o  th ird s  o f  
th e  a m o u n t g o in g  to  N ew  Y o rk  C ity  b a n k s . I n  th e  w eek  e n d e d  D ecem b er 16, b o n d  h o ld 
in g s  rose  s h a rp ly  a s  b a n k s  re ce iv ed  th e i r  a llo tm e n ts  o f  th e  new  1 %  p e r  c e n t b o n d s  s u b 
sc r ib e d  on N o v em b er 30 -D ecem ber 2 ;  a llo tm e n ts  o f  th is  issu e  to  a ll  b a n k s  to ta le d  2 
b illio n  d o lla rs , r e p re s e n tin g  85 p e r  c e n t o f  su b sc r ip tio n s .

T o ta l  lo an s  show ed l i t t l e  ch an g e  over th e  fo u r  w eeks e n d e d  D ecem b er 9. C o m m er
c ia l lo an s  d e c lin ed  b y  200 m illio n  d o lla rs , w ith  a b o u t  h a l f  th e  declin e  a t  N ew  Y o rk  C ity  
b a n k s , w h ile  lo an s  to  b ro k e rs  a n d  d e a le rs  in c re a se d  over th e  p e rio d , re f le c tin g  la rg e ly  a d 
van ces  m ad e  to  s e c u r i ty  d e a le rs  in  N ew  Y o rk  in  c o n n e c tio n  w ith  th e  V ic to ry  F u n d  d riv e .

P a y m e n ts  b y  b a n k  d e p o s ito rs  fo r  new  G o v ern m en t s e c u rity  issu es  re s u lte d  in  a  
declin e  o f a d ju s te d  d e m a n d  d e p o s its  a n d  a  r is e  o f  U . S. G o v ern m en t d e p o s its  to  5.8 
b illio n  d o lla rs  in  m id -D ecem b er, th e  la rg e s t  to ta l  on  re co rd .

U n it e d  S t a t e s  G o v e r n m e n t  S e c u r it y  P r ic e s
P ric e s  o f U n ite d  S ta te s  G o v ern m en t se c u ritie s  have  b e en  s te a d y  in  th e  p a s t  th re e  

w eeks fo llo w in g  a n  a d ju s tm e n t  in  th e  l a t t e r  p a r t  o f  N o v em b er w h en  th e  T re a s u ry  
a n n o u n c ed  th e  d riv e  to  sell 9 b illio n  d o lla rs  o f  se c u ritie s  in  D ecem b er. L o n g  te rm  
ta x a b le  b o n d s  a re  se llin g  on a  2.36 p e r  c e n t y ie ld  b a s is  on  th e  a v e ra g e  a n d  lo n g  p a r t i a l ly  
t a x  ex em p t b o n d s  on a  2.09 p e r  c e n t b a s is .
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Money Market in January
Early in January, the President presented to Congress 

the Federal budget estimates for the fiscal year begin
ning July 1, 1943 and ending June 30, 1944, together 
with revised estimates for the current fiscal year ending 
June 30 next. Total expenditures within the regular 
budget for 1943-44 are estimated at $104,000,000,000, as 
compared with approximately $80,000,000,000 during 
the current fiscal year, and actual expenditures of 
$32,500,000,000 during the year which ended June 30, 
1942. The President also indicated that about $4,800,- 
000,000 would be required for Government corporations 
and agencies during the coming fiscal year, of which 
$1,800,000,000 would be for retirement of their obliga
tions; consequently, the amount of new money to be 
raised between the first of July, 1943 and the end of 
June, 1944 is estimated to be about $107,000,000,000.

W a r  expenditures, both within the budget proper and 
by Government corporations, are expected to aggregate 
$100,000,000,000 for the 1943-44 fiscal year. This is 
8Yz billion dollars a month, which compares with recent 
monthly expenditures of approximately $6,000,000,000. 
Rough estimates of the gross national product (that is, 
the aggregate value of the country’s production of goods 
and services, without deduction of allowances for depre
ciation and depletion) run around $190,000,000,000 for 
the coming fiscal year. I t  would thus appear that more 
than half of the aggregate national production may be 
diverted to the prosecution of the war during the 
fiscal year.

The amount to be raised by borrowing next year is not 
so great as might be expected on the basis of the indicated 
increase in expenditures. Aside from the prospect of 
a continued rise in the national income, which will swell 
tax receipts, the 1943-44 fiscal year will be the first one 
to reflect the fu ll influence of tax increases embraced in 
the Revenue A ct of 1942. It  is estimated that net re
ceipts, on the basis of present tax laws, will be $33,000,- 
000,000, which is about $10,000,000,000 greater than in
1942-43, and $20,000,000,000 greater than in 1941-42. 
I f  no new taxes are levied the indicated amount to be

raised by “ new money”  borrowing would be about 
$74,000,000,000, as compared with $61,000,000,000 dur
ing the current fiscal year, and $22,000,000,000 during 
1941-42. Proposed additional taxation, however, would 
have the effect of reducing the necessary amount for bor
rowing during the coming fiscal year. In  his message 
to Congress, the President expressed the belief that not 
less than $16,000,000,000 of additional funds, through 
taxation, savings, or both, should be sought during the
1943-44 fiscal year.

On June 30, 1943, at the end of the current fiscal year, 
the Federal debt, direct and guaranteed, will be 
approximately $138,000,000,000. This compares with 
$112,500,000,000 at the end of December, 1942. O f the in
dicated $25,500,000,000 rise in the direct and guaranteed 
debt during the first half of the current calendar year 
(the second half of the 1942-43 fiscal year), a relatively 
small part— about $1,500,000,000— presumably will take 
the form of special issues to social security trust funds, 
leaving approximately $24,000,000,000 to be borrowed 
from the public during the first half of 1943. O f this 
amount, approximately $3,200,000,000 was raised by 
borrowings in the period J anuary 1 to February 1 inclu
sive: around $1,700,000,000 from net sales during Janu
ary of W a r and Savings bonds and Tax Savings notes;

(In billions of dollars)

Fiscal years ended June 30

Actual Estimates

1940 1941 1942 1943 1944
Total war expenditures*................................ 2 7 28 77 100
Other expenditures!....................................... 7 7 6 7 7

Total expenditures................................. 9 14 34 84 107
Budget receipts (net)..................................... 5 8 13 23 33
Borrowing from trust accounts...................... 1 1 2 3 4
Borrowing from the public (net)................... 2 5 19 58 70

Total financing....................................... 8 14 34 84 107
Public debt, end of year (direct and

guaranteed)............................................. 48 55 77 138 212

* Includes war expenditures of Government corporations.
f  Includes net outlays, aside from war expenditures, of Government corporations 

and trust accounts, but excludes redemptions of Government corporation 
obligations held by the public ($1.8 billion in 1942, $1.2 billion in 1943, and 
$1.8 billion in 1944).
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$800,000,000 net from the sale of discount bills on Janu
ary 6, 13, 20, and 2 7 ; and approximately $620,000,000  
net from certificate of indebtedness financing February 1, 
involving the sale of $2,211,000,000 one-year %  per 
cent certificates and the redemption of a $1,588,000,000  
maturing issue.

Substantial funds accumulated from the Victory Loan 
Drive in December were, of course, available for helping 
to meet Government expenditures during January. 
Treasury deposits with the Federal Reserve Banks were 
at an unusually high level at the close of December and 
W ar Loan account deposits at commercial banks—  
accumulated credits from “ book credit’ ’ payments for 
Government securities sold— were up to $8,166,000,000. 
Additional credits to W a r Loan accounts during the first 
few days of January raised the total to $8,206,000,000  
on the 6th. Beginning January 7, and continuing 
through January 23, the Government availed itself of 
these deposits by calls for repayment aggregating 
$2,198,000,000. Over the January 7-23 period, calls 
were issued for each business day of the week with the 
exception of Wednesdays, when receipts from the sale 
of Treasury bills took care of the net excess of disburse
ments over receipts. In  this manner, wide fluctuations 
in Treasury deposits with the Reserve Banks were 
avoided and aggregate cash receipts were maintained 
in relatively close balance, from day to day, with aggre
gate cash expenditures. Toward the end of the month, 
Treasury deposits with the Reserve Banks were drawn 
down in anticipation of net cash receipts from certificate 
of indebtedness financing on February 1.

M e m b e r  B a n k  R eserve  P o sitio ns

Excess reserves of all member banks, which had tem
porarily dropped to $1,660,000,000 on December 30, 
rose to $2,330,000,000 on January 6, and thereafter 
tended to decline. On January 27 they amounted to 
$2,090,000,000. The recovery in excess reserves during 
the statement week ended January 6 resulted principally  
from a drawing down of Treasury deposits with the 
Federal Reserve Banks from the unusually high level 
of $811,000,000 on December 30. The decline between 
January 6 and 27 was in considerable measure the result 
of banks “ putting their excess reserves to work,”  by  
actively bidding for the weekly issues of Treasury bills 
or reacquiring bills previously sold to the Reserve Banks 
under repurchase option. Aggregate tenders for Treas
ury bills ran between $1,000,000,000 and $1,300,000,000  
each week during January.

W eekly offerings of bills were stepped up from  
$600,000,000 to $700,000,000 beginning January 20, re
sulting in an increase in the outstanding supply of 
$800,000,000 for the month. Nevertheless, Federal 
Reserve Bank holdings were reduced from $854,000,000  
on January 6 to $611,000,000 on January 27, indicating 
an aggregate market absorption of Treasury bills of 
over $1,000,000,000.

Demand for Government securities during January  
was not restricted to bills, nor was the source of de
mand limited to banks. Despite the sale of nearly 
$13,000,000,000 of Government obligations in the D e
cember Victory Loan Drive, including more than 
$10,000,000,000 of the types which are traded in the 
open market, there was a persistent and strong demand 
for Treasury bonds, notes, and certificates of indebted
ness, by banks and other investors alike. Certificates

of indebtedness and bonds which had been acquired by  
dealers during the December campaign for later sale 
were rapidly absorbed. The shrinkage in the “ floating 
supply”  of Government securities may be measured, in 
a very rough way, by the reduction in outstanding 
loans to brokers and dealers in securities of the weekly 
reporting member banks in New York City. Such 
loans, which ran up from  $333,000,000 on November 25 
to $952,000,000 on December 23, dropped to $461,000,000  
January 13.

Inasmuch as there will not be another m ajor war 
financing drive until A pril, keen interest was displayed 
in the $2,000,000,000 certificate of indebtedness offering, 
formally made January 21. W ith  the heavy over-sub
scription to this issue, and the allotment basis of only
14 per cent on the larger bank subscriptions, there was 
an added stimulus to the demand for outstanding Gov
ernment securities. To help meet the demand, the 
Federal Reserve Banks, between January 6 and Janu
ary 27 reduced their holdings of Government bonds by 
$75,000,000 and Treasury notes by $24,000,000 ; certifi
cates of indebtedness holdings, however, were enlarged 
to the extent of $38,000,000 over the three weeks’ period. 
Taking account of the drop in their Treasury bill hold
ings, discussed in a foregoing paragraph, the total of 
Government securities in Federal Reserve Bank port
folios declined $303,000,000 between January 6 and 27.

In  New York City, excess reserves of the central re
serve New York City banks rose from $235,000,000 on 
December 30 to $500,000,000 on January 6, and during 
the following three weeks dropped back to $210,000,000. 
The weekly reporting member banks in New York City  
enlarged their holdings of Treasury bills by $179,000,000, 
to an aggregate of $2,079,000,000, over the three weeks 
ended January 27. New York banks lost reserve funds, 
on balance, through Treasury transactions, in continua
tion of the general tendency which prevailed last year. 
Reflecting the high proportion of W a r Loan account 
deposits held here, repayments of such deposits by New  
York institutions during January, in response to Treas
ury calls, reached an aggregate of $1,115,000,000. These 
and other cash receipts by the Treasury from the New  
York market were greater than the offsetting flow o f  
Government checks deposited in New York. On the 
other hand, there was a substantial inflow of commercial 
and financial funds into New York from other parts of 
the country during the month.

Money Rates in New York

Jan. 31, 1942 Dec. 31, 1942 Jan. 30, 1943
Stock Exchange call loans..................... 1 1 1
Stock Exchange 90 day loans................ *1X *1HPrime commercial paper—4 to 6 months Vs 5A -U Vs-HBills—90 day unindorsed.......................
Average yield on taxable Treasury notes

7A 7A 7A

Average yield on tax exempt Treasury
0.94 1.39 1.26

bonds (not callable within 12 years). . 
Average yield on taxable Treasury bonds

2.10 2.08 2.06
(not callable within 12 years)............

Average rate on latest Treasury, bill
2.37 2.34 2.32

sale 91 day issue......................... .
Reserve Bank discount rates:

On advances to member banks se
cured by Government obligations 
callable or maturing in one year

0.231 0.365 0.370

or less...............................................
On other advances to member banks 

secured by Government obliga
K H

tions, and on rediscounts...............
Reserve Bank buying rate for 90 day

1 1 1

indorsed bills....................................... K H H
* Nominal
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In view of the large volume of funds accumulated from  
the Victory Loan Drive in December, no major financing 
was undertaken by the Treasury during January. Net 
public borrowing totaled only about $2,500,000,000 repre
senting the sale of W a r  and Savings bonds, Tax Savings 
notes, and net Treasury bill issues. In addition the 
Treasury sold for delivery on February 1, $2,211,000,000  
of %  Per cent certificates of indebtedness, providing 
$623,000,000 of “ new money”  as well as funds for the 
redemption of $1,588,000,000 maturing certificates.

Sales of W a r and Savings bonds reached a record peak 
estimated at abou+ $1,300,000,000 for the month, surpass
ing the previous high marks of $1,061,000,000 in January,
1942 and $1,014,000,000 in December, 1942. In part, the 
new high was accounted for by purchases of Series F  and 
G bonds up to the $100,000 limit for any one calendar 
year. (The limit on such purchases in January, 1942 
was $50,000.) Sales of Series E  bonds, however, may 
also have exceeded the previous records of $667,000,000  
in January, 1942 and $726,000,000 in December, 1942. 
Total sales during the calendar year 1942 amounted to 
$5,990,000,000 Series E  bonds and $3,168,000,000 Series 
F  and G bonds.

In the Second Federal Reserve District, sales of 
W ar and Savings bonds during January by agencies 
other than post offices were $200,000,000, an amount 
second only to the $254,000,000 sold in January a year 
ago and a substantial increase over the sales of $161,000,- 
000 in December. Sales of Series E  bonds, amounting to 
$112,000,000, exceeded the $94,000,000 sold in December, 
but fell short of the record $135,000,000 in January,
1942. Second District sales during the year 1942 by  
agencies other than post offices totaled $880,000,000 for 
Series E  bonds and $806,000,000 for Series F  and G 
bonds combined.

Sales of Tax Savings notes, which had reached a record 
high of $1,312,000,000 in the December Victory Loan 
Drive, are estimated at about $500,000,000 for the month 
of January. Redemptions approximated $100,000,000. 
During the four months starting in September, when the 
new series tax notes were first placed on sale, a total of 
$3,944,000,000 was sold. A t  the end of December, tax 
notes outstanding aggregated $6,384,000,000.

About $800,000,000 in “ new m oney”  was raised from  
the sale of Treasury bills during January, $200,000,000  
from each of the four weekly offerings. W eekly bill offer
ings were increased from $600,000,000 to $700,000,000 on 
January 20, when maturities increased from $400,000,000  
to $500,000,000.

On January 21, the Treasury announced the offering 
of approximately $2,000,000,000 of %  per cent one year 
certificates of indebtedness dated February 1, 1943 to 
provide funds for the redemption of $1,588,000,000  
certificates maturing on that date. Subscriptions to 
the new issue totaled $6,402,000,000 as compared with 
$3,105,000,000 on a, similar certificate refunding operation 
in November. Allotments in full, totaling $1,163,000,000, 
were made to all subscribers other than banks which 
accept demand deposits. Allotments in full, totaling 
$309,000,000, were also made on bank subscriptions of 
$100,000 or less. The remaining commercial bank sub
scriptions were allotted on a 14 per cent basis. O f the 
total allotments, 49 per cent were taken in the Second 
Federal Reserve District.

W a r  F i n a n c i n g Member Bank Credit

Between December 23, 1942 and January 20, 1943 
total loans and investments of the weekly reporting 
member banks in New York City declined $69,000,000. 
In contrast, in the 100 cities outside New York, report
ing member banks added $973,000,000 to their earning 
assets. In New York City there was a contraction of 
$545,000,000 in the volume of loans to brokers, dealers, 
and others for the purpose of carrying securities; most 
of this fall was due to repayment of funds borrowed 
during December to finance purchases of Government 
securities in the Treasury’s Victory Loan Drive of that 
month. There was also a further decline of $109,000,000  
in commercial, industrial, afid agricultural loans out
standing; in all, loans were off $701,000,000. In  addi
tion, these banks lightened their holdings of Treasury 
bonds by $100,000,000 over the four weeks’ period, and 
sold $74,000,000 net of Treasury notes. However, hold
ings of certificates of indebtedness were enlarged by 
$698,000,000, primarily reflecting purchases of the D e
cember issue for which the banks made payment on 
December 28. Treasury bill holdings of the New York  
banks were reduced $62,000,000 during the week ended 
December 30 but were increased $159,000,000 during 
the three following weeks.

Outside New York City, where bank loans were em
ployed to a much smaller extent to finance purchases of 
Government securities in December, security loans of 
the weekly reporting member banks in 100 cities were 
off only $44,000,000. Commercial, industrial, and agri
cultural loans declined by $100,000,000, and total loans 
fell by $260,000,000. On the other hand, the reporting 
banks outside New York made substantial purchases of 
Government securities. Their holdings of Treasury 
bonds rose $127,000,000, of Treasury bills $238,000,000, 
and of certificates of indebtedness $866,000,000.

During the first three weeks of January, as the Treas
ury spent funds it had received from the sale of new 
issues of Government securities in December, more than 
half of the drop in adjusted demand deposits that had 
occurred during that month was recovered. For the 
member banks in 100 cities outside New York City, all 
of the loss was made up, and adjusted demand deposits 
reached a new peak of $18,311,000,000 on January 20, 
some $72,000,000 above November 25, 1942. In New  
York, however, adjusted demand deposits recovered only 
part of the December loss; by January 20 they were 
still $824,000,000 short of the November 25 level. Gov
ernment deposits with the reporting member banks as 
a whole were drawn down, through calls on the W a r  
Loan deposits, fiom  $6,756,000,000 on December 30 to 
$5,360,000,000 on January 20.

Ration Banking

The widening system of wartime rationing is now 
placing upon the commercial banks a new task, albeit 
in principle one logically related to their role in our 
normal distributive mechanism. Since late October an 
experimental test in “ ration banking”  has been in 
operation in the Albany-Troy-Schenectady area of New  
York State. The results of this test, designed as a 
laboratory model, indicated that the plan would be
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feasible for nation-wide use. On January 6 explanatory 
letters went out from the Office of Price Administration  
to all banks in the United States, to prepare them to 
institute, January 27, a plan to clear ration coupons 
through banking channels on a country-wide basis.

The transfer of hundreds of millions or billions of 
ration coupons (or stamps) from stage to stage through 
the channels of distribution is necessarily a complicated 
process. For this task, the banking system, with its 
experience and facilities for handling and clearing cur
rency and checks, appeared uniquely adapted. Under 
the ration banking plan, individual consumers will not 
have their own ration coupon bank accounts; for that 
matter, neither will individual gasoline stations nor 
many small food retailers. Coupons will continue to 
be distributed to consumers, as in the past, by the local 
W a r Rationing Boards. Consumers will continue to 
turn over their coupons to retail merchants, in the usual 
way, in making purchases of rationed commodities. 
Ration banking comes into play in distribution and 
processing channels, as a machinery for gearing the 
wholesale trade in rationed commodities to the retail 
trade.

A t  the start, on January 27, only sugar, coffee, and 
gasoline are being included in the program. A s ration 
coupons are received by larger retailers or wholesalers 
the latter will deposit them in special ration coupon 
bank accounts. A  merchant will open his special coupon 
account or accounts in the bank which carries his regu
lar checking account. A  dealer in food, for example, 
will have a ration coupon account for sugar, stated in 
pounds, and another in coffee, again stated in pounds. 
Special deposit slips and check books will be provided 
so that a dealer, in replenishing his stock of a rationed 
item, can transfer to his supplier, simply by drawing a 
check, the amount of ration coupons which he has received 
from his customers. Claims against the ration coupons 
deposited in the first instance at a bank may thus be 
transferred from stage to stage through the distribution 
and processing channels without subsequent physical 
rehandling of the coupons.

Amalgamation of Sterling Accounts
On January 26 the British Treasury announced that 

arrangements had been completed to sim plify the man
agement of sterling accounts held by residents of the 
United States. It  will be recalled that since July, 1940 
there have been three principal types of such sterling 
accounts, namely, United States registered, United  
States sterling area, and “ o ld ”  ( “ free” ) accounts. 
A s of February 2, the latter two will be converted into 
United States registered accounts. This will have the 
effect of extending to sterling area and “ old”  ( “ free” ) 
accounts the guarantee of convertibility into dollars 
at the rate of $ 4 .02% , which has heretofore applied 
only to registered accounts. B y  virtue of this amalga
mation, holders of the former accounts are enabled, after 
February 2, to use their sterling funds for the payment 
of sterling area exports which heretofore required 
registered sterling. In  connection with this conversion 
and amalgamation, which it is expected will result in 
the elimination of New York quotations for “ free”  
sterling, registered accounts may be opened in the 
names of individuals, as well as banks and corporations 
to which they had been limited in the past.

New Security Issues
During January, domestic corporate and municipal 

new security financing amounted to about $61,000,000 as 
compared with $93,000,000 in the previous month. In  
addition, the Dominion of Canada provided the first 
market offering of foreign Government obligations in 
recent years with the sale of $90,000,000 refunding bonds. 
Corporate issues amounted to only $9,000,000, the lowest 
for any month in recent years. Municipal awards, which 
aggregated about $52,000,000, included an issue of 
$37,013,000 New York City Housing Authority 2 to 
4 %  per cent refunding bonds maturing from 1944 to 
1981, awarded at a net interest cost of 2.13 per cent and 
reoffered to yield from 0.70 to 2.14 per cent.

The Dominion of Canada financing consisted of three 
$30,000,000 issues: 2 %  per cent bonds due in 1948, 
priced at p ar; 3 per cent bonds due in 1953, priced at 
1 0 0 %  to yield 2.94 per cent; and 3 per cent bonds due 
in 1958, priced at 9 8 %  to yield 3.13 per cent. A t  the 
close of the month, market quotations on the three issues 
had advanced to a point where the yields were 2.23, 2.81, 
and 2.95 per cent, respectively, at the bid prices.

Security Markets
The Government security market displayed consider

able strength during January. This strength was due to 
a variety of factors including the release of uninvested 
funds which had been held as cash over the year end for  
statement purposes, and the success of the December 
Victory Loan Drive. Interest in intermediate and long 
term Treasury bonds was most apparent during the first 
week of January and near the end of the month, while 
notes of longer maturities, certificates of indebtedness, 
and discount bills were in active demand throughout the 
month. The average yield on the taxable 3 to 5 year 
Treasury notes declined 0.13 to 1.26 per cent between 
December 31 and January 30. On January 30 the 1%  
and -2 %  per cent Treasury bonds issued in December 
were selling at premiums of about %  point. The new 
%  per cent certificates of indebtedness to be issued on 
February 1 were quoted on a yield basis of 0.77 at the 
close of the month.

1938 1939 1940 1941 1942 1943

Movement of Stock Prices (Standard and Poor’s 90 stock index;
1926=100 per cent)
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Prices of municipal bonds held steady from the middle 
of December to the middle of January, following the 
downward reaction of early December. During the 
second half of January a slight recovery took place, as 
is indicated by a decline of 0.02 to 2.26 per cent between 
January 13 and 27 in the average yield on prime munici
pal bonds computed by Standard and P oor’s Corpora
tion. Accompanying a considerable increase in market 
activity, domestic corporation bond prices continued to 
rise in January. The principal strength was shown 
among the medium and lower grade railroad issues, which 
gained approximately 4 points on the average, accord
ing to M oody’s Investors Service index of Baa railroad 
bonds.

Stock prices again moved up in January, extending the 
general advance which got under way last M ay. In  this 
nine month period, the general level of stock prices rose 
nearly 40 per cent, according to Standard and Poor’s 
index of 90 stocks. A t the end of January the index 
was about 7 per cent higher than a month earlier and at 
the highest point since September, 1941.

Wartime Increases in Currency Circulation—  
Four Major Countries

The adjoining chart compares the increases since early 
in 1939 of currency in circulation in the United States, 
Great Britain, Canada, and Germany. A  semi-logarith
mic scale is used to facilitate comparison of the ra tes  of 
increase.

Currency in circulation has risen sharply in all four 
countries since the beginning of the war— in general, 
more sharply than bank deposits. These increases stem 
directly from the higher levels of business activity and 
national income arising out of the war. The expansion 
in currency circulation frequently has been more rapid 
than the rise in the national income. This tendency is 
explainable in large measure by the fact that income 
payments to wage earners, who predominantly use 
cash rather than cheeks, have risen at a considerably 
faster rate than the total o f income payments. Beyond  
that, there appears to have been in a number of countries 
an increased preference since the beginning of the war 
for currency as compared with bank deposits. A  number 
of reasons have been cited for this shift. In  many coun
tries, numerous individuals apparently have been in
duced to hold a larger proportion of their incomes in 
the form of cash because of such factors as the fear of 
unforeseeable emergencies arising out of wartime condi
tions, migration from one area to another, disruption 
of the normal channels of trade, reduction in banking 
facilities in some areas, and lowered interest rates on 
deposits. Other factors leading to an increased propor
tion of cash to deposits may have been “ black market”  
transactions, and efforts by some persons to conceal 
income and thus to evade taxation. In  the case of 
Germany a minor factor has been the extension of the 
use of German currency to annexed territories, such as 
the Sudetenland, Danzig, Memel, Luxembourg, and 
Alsace-Lorraine.

The chart reveals a rather striking parallelism in the 
rates of change of monetary circulation in the four

MILLIONS MILLIONS

Currency in Circulation in Four Countries (Plotted on ratio scale 
to show proportionate rates of increase)

countries, particularly after the end of 1940, indicating 
the basic underlying similarity of forces at work. The 
greater proportionate rise in the case of Canada, par
ticularly from the beginning of the war to the end of
1940, corresponds to the somewhat more rapid rate of 
expansion of national income during this period in 
Canada than in the other three countries.

The sharp rise in British currency circulation from  
M ay to August, 1940, apparently reflected note hoard
ing induced by the collapse of France. This was also 
the period of the sharpest rise in Canadian currency 
circulation. It  is of interest to note that the rate of 
expansion of German circulation was considerably less 
in 1940 than in 1939, 1941, and 1942. This may have 
been due in part to the belief which is said to have pre
vailed among sections of the German population, after 
the fall of France, that an early peace was in prospect; 
such a belief would have tended to encourage bank 
deposits and reduce note hoarding. In  the main, how
ever, the smallness of the 1940 increase in German 
currency circulation was probably due to the fact that 
the German invasion armies, which had been paid in 
reichsmarks while on German soil, were paid in a special 
currency (Reichskreditkassenscheine) in the occupied 
territories; this special currency is not included in the 
statistics of German currency circulation. The curve 
for the United States reveals a remarkably smooth up
ward trend throughout the entire period, although the 
rate of growth increased somewhat in 1942 as a result 
of the greatly accelerated mobilization of the American 
economy after Pearl Harbor.

Building

During the year 1942 the total volume of construction 
contracts awarded in 37 Eastern States was the largest 
on the records of the F . W . Dodge Corporation. The 
year’s total exceeded 1941 by roughly one third and 
topped the previous peak of 1928 by a substantial 
margin. The tremendous demands of the war con
struction program much more than offset the sharp 
curtailment of private construction which became neces-
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Value of Construction Contract Awards in New York and Northern 
New Jersey and in All of the 37 States Covered in 

the Reports of F. W. Dodge Corporation

sary during 1942 in order to conserve critical materials. 
During the current year the volume of war plant con
struction is expected to drop sharply, releasing a large 
supply of materials and labor which can be used effec
tively in putting new plants into operation.

A s the accompanying chart indicates, construction 
contract awards in New York and Northern New Jersey 
during 1942 ran at about the same level as in 1941, and 
accounted for slightly less than one tenth of total con
tract awards in the 37 Eastern States. The same ratio 
also applies to the distribution of public construction 
awards during 1942. It  is clear that the reduced pro
portion of construction work in this area is but another 
aspect of the fact that war production centers have been 
developed in other sections of the country to a relatively 
greater extent than in the New York area. In  the 
1930 ’s, the total volume of construction contract awards 
in New York and Northern New Jersey accounted for a 
little over one fifth of the total for the 37 States. During  
the 1920 ’s, when building was exceptionally active in 
this region, the proportion was about one fourth of the 
37 State total.

Employment and Payrolls

Factory employment in New York State increased 10 
per cent during the course of 1942, and factory payrolls 
increased 34 per cent over the year. According to the 
State Department of Labor, average weekly earnings in 
factories were $41.52 in December, 1942, as compared 
with $34.07 in December, 1941, and $26.23 in August, 
1939. From  mid-November to mid-December, 1942, 
employment in manufacturing industry in New York  
State expanded 1 %  per cent, and payrolls 3 %  per cent. 
Employment in war plants increased generally through
out the State, more than compensating for a slight reduc
tion in the working forces engaged in the manufacture 
of food products, chemicals, apparel, and petroleum  
products. Payrolls increased in all major industrial 
groups except apparel and petroleum.

The impact of the war on manufacturing employment 
and payrolls has varied considerably among certain of
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the industrial areas in the State, as may be seen from the 
accompanying chart. In  the Buffalo and Albany dis
tricts, factory employment has roughly doubled and pay
rolls quadrupled since August, 1939. In  Utica, where 
employment increased 59 per cent in the same period, 
payrolls were almost three and one-half times as great 
as in August, 1939. In  general, manufacturing employ
ment and payrolls have expanded most rapidly in the 
“ heavy”  manufacturing centers, where industrial capac
ity could be easily converted to making war equipment. 
On the other hand, in centers where production of non
durable or semidurable consumer goods is of predomi
nant importance— New York City and Binghamton are 
examples— expansion in employment has been compara
tively moderate, though increases in payrolls have fre
quently been very substantial. In  Binghamton, where 
employment has increased only 20 per cent over the war 
period, payrolls have more than doubled. Employment 
and payrolls in New York City, showing their usual wide 
seasonal fluctuations, were 29 and 84 per cent larger, 
respectively, in December, 1942 than when war broke 
out in Europe.

Production and Trade

The 1943 war production program, while providing for 
a lean but sound and healthy civilian economy, antici
pates munitions production double that of 1942, accord
ing to a joint statement by the W a r Production Board  
and the W a r and N avy Departments. The program calls 
for about twice the number and four times the weight of 
planes produced last year, more than twice the merchant 
ship tonnage, a considerable increase in the naval escort 
program, and more combat vessels..

Preliminary information now at hand indicates that 
the high level of industrial activity reached late in 1942 
was at least maintained during January. Although steel 
production was temporarily reduced somewhat during the 
early days of the month, owing to interruptions caused 
by flood conditions in some producing areas, the operat
ing rate subsequently recovered to the highest point since
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the end of October, and for the month as a whole pro
duction was probably about the same as in December. 
Electric power production appears to have continued 
near the record level reached in December, whereas some 
decline usually occurs between December and January. 
The daily output of the bituminous coal mines during 
the first half of January ran at a somewhat higher rate 
than in December, but the production of anthracite was 
curtailed owing to the strike affecting mines in the Penn
sylvania fields. Production of crude petroleum in Janu
ary continued at about the same rate as in recent months.

P ro duction  a n d  T rade in  D e c e m b e r

In  December the seasonally adjusted index of produc
tion and trade computed at this bank declined to 123 per 
cent of estimated long term trend, 2 points below the 
record figure for November, but 10 points above that for  
December, 1941. The decline in December was largely  
attributable to the failure of retail trade to increase as 
much as in most other years from  the level reached last 
November, when sales were enlarged by a considerable 
amount of early Christmas shopping. A fter  adjustments 
for seasonal variations, sales by department stores, chain 
store systems, and mail order houses were all lower in  
December than in November.

Productive activity advanced slightly further in Dec
ember, although the various component groups of the 
production index showed relatively minor changes from  
the preceding month. Although the production of war 
goods continued to mount, the index of output of pro
ducers’ durable goods was little changed between Novem
ber and December largely owing to an offsetting decline 
in nonresidential construction and a slight reduction in 
steel mill operations. Electric power production, which 
generally reaches its yearly peak in December, showed 
more than the usual increase over November. The daily 
rate of cotton consumption dropped a little below the 
high level maintained during the earlier months of 
the year.

1941 1942

Dec. Oct. Nov. Dec.
Indexes of Production and Trade*

(100 == estimated long term trend)
Index of Production and Trade............... 113 122 125p 123p

Production.............................................. 118 131 134p 135p
Producers’ goods—total.................... 133 168 171p 171p

Producers’ durable goods.............. 146 202 206p 206p
Producers’ nondurable goods........ 119 128 131p 131p

Consumers’ goods—total.................. 101 86 88p 90p
Consumers’ durable goods............ 74 37 38p 39 p
Consumers’ nondurable goods. . . . no 103 105p 107p

Durable goods—total........................ 124 154 157p 157p
Nondurable goods—total.................. 114 113 116p 117p

Primary distribution............................. 121 139 138p 136p
Distribution to consumer..................... 98 91 93p 84 p
Miscellaneous services........................... 111 135 138p 139p

Cost of Living, Bureau of Labor Statistics 
(100 =  1935-39 average).......................... 111 119 120 120

Wage Rates
(100 =  1926 average)............................... 131 143 144

Velocity of Demand Deposits* 
(100 =  1935-39 average)
New York City......................................... U 60 62 69
Outside New York City........................... 93 81 82 82

Department Store Trade
For the three weeks ended January 23, sales of the 

reporting department stores in this District were about
6 per cent below the corresponding period last year. 
In  January, 1942, however, sales were unusually active, 
as actual or threatened shortages of certain articles, 
together with the prospect of higher prices, resulted in 
a heavy buying wave that affected many lines of goods. 
On the basis of the three weeks’ figures for January,
1943, it appears that the decline in sales from December 
to January was somewhat less than is usual between 
these two months.

During December department store sales in this Dis
trict were 7 per cent higher than in December, 1941, 
and 4 per cent above December, 1929. The rise in sales 
between November and December, 1942, however, was 
somewhat smaller than in many other years. For the 
year 1942, sales were 7 per cent higher than for the year
1941, compared with an increase of 13 per cent between 
1940 and 1941.

Stocks on hand of the reporting department stores 
in this District, which started falling off in August, 1942 
after a prolonged rise beginning in June, 1941, contin
ued to decline rapidly through December 31, 1942. 
The index for December was only 12 per cent higher 
than in December, 1941. Figures received from a limited 
number of department stores in this District indicate 
that at the end of December outstanding orders for 
merchandise purchased by the stores, to be delivered to 
them at a later date, were 11 per cent below November,
1942, but were still 31 per cent higher than in December,
1941.

Percentage changes from a year earlier

Department stores
Net Sales

Stock on 
hand, 

December 31, 
1942

December,
1942

Jan.through 
Dec., 1942

New York City....................................... +  7 +  6 +14
Northern New Jersey............................. +  2 +  3 +13

+  3 +  5 +13
Westchester and Fairfield Counties. .. . +11 +12 +  9

Bridgeport........................................... +10 +13 +  7Lower Hudson River Valley................. +  3 +  4 — 5
Poughkeepsie....................................... +  4 +  7

Upper Hudson River Valley.................. — 1 — 1 +  5
— 6 — 8

Central New York State....................... +10 +11 +  6
Mohawk River Valley....................... +19 +23 +24

+  6 +  8 0
Northern New York State..................... +  2 — 3 —
Southern New York State..................... +12 +10 +21

Binghamton......................................... +10 +  7
+  5 +11 —

Western New York State....................... +10 +12 +  5
+10 +14 +  7

Niagara Falls...................................... +26 +35 0
+10 +  9 +  2

All department stores................. +  7 +  7 +12

Apparel stores............................. +12 +  7 +  6

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1941 1942

Dec. Oct. Nov. Dec.

Sales (average daily), unadjusted................ 194 130 144 215
Sales (average daily), seasonally adjusted.. 107 115 121 119

Stocks, unadjusted........................................ 105 158 151 118
Stocks, seasonally adjusted.......................... 108 145 134 121

p Preliminary. * Adjusted for seasonal variation.
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In  an effort to promote more deliberate consideration 
of local labor resources in the allocation of war contracts, 
in early January the W a r Manpower Commission again 
classified the industrial areas of the United States accord
ing to the adequacy of their labor supplies. Although  
the Commission acknowledged that factors other than 
the immediate availability of labor might well be para
mount in procurement policy, it advised, where possible, 
against renewal of old or allocation of new contracts to 
areas of acute labor shortage, those classified in Group I. 
In  the Group I I  areas, where the labor market is currently 
in balance but unable to meet further demands upon it, 
the Commission recommended the renewal of contracts 
not in excess of current volumes. In  general, to ease the 
pressure on manpower resources in the various localities, 
the W a r  Manpower Commission asked that “ all possible 
effort should be made to renew contracts, place new con
tracts and locate new production facilities”  in areas of 
labor surplus, that is, centers classified in Group IV .

It is apparent from the classification of Second Dis
trict industrial areas given below, that although the 
largest city in the District is still an area of labor surplus, 
most of the important industrial centers have reached 
about as high a level of employment as they can at present 
attain with the local labor supply.

Group I  Areas of aeute labor shortage:
Connecticut— Bridgeport 
New York — Buffalo

Group I I  Areas of approximate balance of labor supply and 
demand:
Connecticut— Stamford
New Jersey— Morristown, Newark, Paterson, Jersey City, 

Perth Amboy, Long Branch 
New York— Albany, Elmira, Rochester, Utica

Group I I I  Areas where current balance of labor market ia 
expected to last six months:
Connecticut— N  orwalk
New York— Auburn, Batavia, Binghamton, Dunkirk, 

Jamestown, Kingston, Newburgh, Poughkeepsie, Sid
ney, Syracuse, Watertown

Group I Y  Areas of labor surplus:
New York— New York City, Yonkers, Central Long Island

It is generally true throughout the country that those 
cities which are currently short of labor are the same 
cities which received considerable additions to their work
ing forces between 1940 and 1942. In  those years a sub
stantial migration occurred to industrial centers partici
pating heavily in the production of war materials and, 
to a lesser extent, to those communities near large mili
tary encampments. The movement originated, on the 
other hand, in communities where industry had proved 
less adaptable to war production.

Although large scale migration is not a new phenome
non in this country, considerable attention has been 
drawn to the migration which occurred after the begin
ning of the defense program. The registration for sugar 
ration books in M ay, 1942, provided a count of civilian 
population at that time, and a comparison with the census 
of A pril, 1940, yields a basis for appraising changes 
in population which occurred between the two dates. 
Although it is estimated that civilian population in the 
country as a whole was virtually unchanged in the two

L a b o r  M a r k e t s  a n d  M i g r a t i o n years, the regional figures may reflect withdraw Is to 
the armed forces, as well as migration.

For the nation as a whole, population inoreases from  
1940 to 1942 were reported in the Pacific. South Atlantic  
and East North Central States. O f the New England .and 
Middle Atlantic States, only Rhode Island, Connecticut, 
and New Jersey have shown gains. The civilian popula
tion of Connecticut increased 67,000 or 3.9 p e r  cent in 
the period, and that of New Jersey increased by 85,000  
or 2.0 per cent, while New York State lost 506,000 or 3.8 
per cent of its 1940 civilian population. The largest abso
lute population gains were recorded by California with
303,000 and Michigan with 312,000. The population of 
the Detroit area alone increased by 336,000 persons.

In  Second District metropolitan areas, listed below, 
population gains were registered only in Buffalo and  
Bridgeport. There occurred a net influx of about 31,000  
persons into Bridgeport in the two years; in the same 
period, Buffalo’s civilian population increased by 12,000  
or 1.3 per cent. Labor shortages, however, have developed 
in both localities despite the inward migration.

It would seem possible that some in-migration of 
civilian workers occurred in the Albany area, but a 
definite outward movement from the Rochester, Syracuse, 
Binghamton, and the New York City-Northeastern 
New Jersey areas is indicated. There can be no doubt 
that there was a decided movement of civilian population 
from the Utica-Rome area. Although detailed informa
tion is lacking on the New York City-Northeastern New  
Jersey figures, in view of the high level of war produc
tion in the New Jersey portion of the metropolitan area 
and the relatively less favorable condition of many of 
New York C ity ’s industries, it is probably true that most 
of the 365,000 decline in civilian population occurred 
in New York City proper.

W hile areas of labor surplus remain, it should be 
noted that the number of such areas has been steadily 
diminishing, and the amounts of unutilized labor re
sources in them have been tending to contract. Difficul
ties of finding adequate help in the centers of most 
intensive war activities operate two ways in reducing 
surplus labor resources in other areas, on the one hand 
through migration, and on the other hand through lead
ing to the allocation of additional primary contracts or 
subcontracts in the latter areas. So far as there is a 
choice between the two methods of gaining fu ll utiliza
tion of the national labor resources, the allocation of 
additional contracts to the surplus areas has clear-cut 
advantages, involving as it does, an absence of the social 
and economic problems of migration.

Estimated Changes in Civilian Population, 1940-42 
Selected Industrial Areas of the Second Federal Reserve District

Area and labor 
market classification

Civilian 
population 

April 1,1940

Change in civilian 
population 

April, 1940 to May, 1942

Persons Persons Per cent

Albany-Schenectady-Troy (II)................. 466.000
166.000
418.000
958.000 

11,117,000
438.000
295.000
263.000

— 2,000 
— 6,000 
+  31,000 
+  12,000 
—365,000
— 15,000
—  7,000
— 22,000

—0.4
—3.6
+7.4
+1.3
—3.3
—3.4
—2.4
—8.4

Binghamton (III).......................................
Bridgeport (I).............................................
Buffalo-Niagara (I)....................................
NewYorkCity (IV)-Northeastern N.J.(II) 
Rochester (II).............................................
Syracuse (III).............................................
Utica-Rome (II).........................................

Source: U. S. Bureau of the Cenaus.
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(1935-39 average=100 per cent)

Indexes of Wholesale Prices Compiled by United 
States Bureau of Labor Statistics 

(1926 averages 100 per cent)
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Business and Financial Conditions in the United States
(S u m m a riz e d  by  th e  B o a rd  o f G ov ern ors o f th e  F e d e r a l  E ese rv e  S y s tem )

I N D U S T R IA L  a c t iv i ty  c o n tin u e d  a t  a  h ig h  level in  D ecem b er a n d  th e  f ir s t  h a l f  o f  
J a n u a r y  a n d  d is tr ib u tio n  o f com m o dities  to  co n su m ers  w as su s ta in e d . P r ic e s  o f  f a rm  

p ro d u c ts  a n d  r e ta i l  fo o d s  a d v a n c ed  f u r th e r ,  w h ile  p r ic e s  o f  m o s t o th e r  co m m o d ities  
show ed l i t t le  c h an g e . P r o d u c t i o n

In d u s t r ia l  p ro d u c tio n  in  D ecem b er show ed less th a n  th e  u su a l  d ec lin e  f ro m  N o v em b er 
a n d  th e  B o a r d 's  sea so n a lly  a d ju s te d  in d e x  rose  tw o  p o in ts  f u r th e r  to  196 p e r  c e n t  o f  
th e  1935-39 a v e ra g e . M u n itio n s  o u tp u t  c o n tin u e d  to  in c re a se , r a is in g  to ta l  d u ra b le  go ods 
p ro d u c tio n  to  a  level 33 p e r  c e n t h ig h e r  th a n  in  D ecem b er a  y e a r  ag o , w h ile  fo r  th e  
sam e  p e rio d  p ro d u c tio n  o f  n o n d u ra b le  goods w as o n ly  4 p e r  c e n t la rg e r  a n d  m in e ra l  
o u tp u t  w as so m ew h a t low er.

S tee l p ro d u c tio n  in  D ecem b er a n d  th e  f i r s t  h a l f  o f  J a n u a r y  a v e ra g e d  97 p e r  c e n t  
o f  c a p a c ity , dow n s lig h tly  f ro m  th e  O c to b e r a n d  N o v em b er levels. T o ta l  s te e l p ro d u c tio n  
f o r  th e  y e a r  show ed a  4 p e r  c e n t in c re a se  ov er 1941 w hile  th e  o u tp u t  o f  s te e l  p la te ,  
im p o r ta n t  in  sh ip b u ild in g  a n d  t a n k  p ro d u c tio n , ro se  90 p e r  c en t over th e  p re v io u s  y e a r . 
T h is  in c re a se  over a  y e a r  ag o  w as la rg e ly  o b ta in e d  b y  conv ersio n  o f  e x is t in g  fa c i l i t ie s .  
O u tp u t  o f  lu m b er , a n d  s to n e , c lay , a n d  g la ss  p ro d u c tio n  in  D ecem b er sho w ed la rg e r  
d ec lin es  th a n  a re  u su a l a t  th is  tim e  o f  y e a r .

O u tp u t  o f  n o n d u ra b le  goods show ed l i t t l e  c h an g e  fro m  N o v em b er to  D ecem b er. 
T e x tile  p ro d u c tio n  c o n tin u e d  a t  th e  h ig h  level w h ich  h a d  p re v a ile d  f o r  th e  p a s t  y e a r  a n d  
a  h a lf .  M e a t p a c k in g  in c re a se d  sh a rp ly , re f le c tin g  e x c e p tio n a lly  la rg e  h o g  s la u g h te r  a n d  
o u tp u t  o f  m o s t o th e r m a n u fa c tu re d  fo o d s  w as m a in ta in e d  a t  a  h ig h  level.

M in e ra l  p ro d u c tio n  w as low er in  D ecem b er, re f le c tin g  a  d ec lin e  in  coal o u tp u t  f ro m  
th e  p e a k  re a c h e d  in  N o v em b er. B itu m in o u s  c o a l p ro d u c tio n  in  1942 w as th e  secon d  
l a r g e s t  in  th e  h is to ry  o f th e  in d u s try , a v e ra g in g  13 p e r  c e n t g re a te r  th a n  1941. C ru d e  
p e tro le u m  p ro d u c tio n  in  D ecem b er c o n tin u e d  a t  th e  level o f  e a r l ie r  m o n th s  a n d  fo r  th e  
e n ti re  y e a r  w as s lig h tly  low er th a n  1941, re f le c tin g  t r a n s p o r ta t io n  sh o rta g e s . I n  th e  
f irs t  h a l f  o f  J a n u a r y  p ro d u c tio n  o f  b itu m in o u s  c o a l a n d  p e tro le u m  w as m a in ta in e d , b u t  
a  n u m b e r o f  a n th ra c i te  m in es  w ere  closed  b y  a n  in d u s t r ia l  d isp u te .

V a lu e  o f  c o n s tru c tio n  c o n tra c ts  a w a rd e d  in  D ecem b er, a c c o rd in g  to  th e  F .  W . D o d g e  
C o rp o ra tio n , w as so m ew h a t h ig h e r  th a n  in  N o v em b er. C o n tra c ts  fo r  a p a r tm e n t- ty p e  
b u ild in g s  fo r  h o u s in g  w a r  w o rk ers  c o n tin u e d  to  r ise  a n d  p u b lic  w orks in c re a se d  sh a rp ly , 
w h ile  a w a rd s  fo r  m a n u fa c tu r in g  b u ild in g s  d e c lin ed  f u r th e r .

T h e  v a lu e  o f  c o n s tru c tio n  w as 3.2 b ill io n  d o lla rs  in  th e  f o u r th  q u a r te r  o f  1942, 
a c c o rd in g  to  p re lim in a ry  e s tim a te s  o f  th e  D e p a r tm e n t  o f  C om m erce. T h is  w as a b o u t  
25 p e r  c e n t low er th a n  th e  p e a k  o f  4.3 b ill io n  re a c h e d  in  th e  p re v io u s  q u a r te r ,  b u t  s l ig h tly  
h ig h e r  th a n  t h a t  o f th e  f o u r th  q u a r te r  o f  1941. I n s ta l la t io n s  fo r  d i re c t  m il i ta ry  u se  a n d  
in d u s t r ia l  f a c i l i t ie s  a c c o u n te d  fo r  a lm o s t th re e  q u a r te r s  o f  th e  to ta l ,  a n d  r e s id e n t ia l  
b u ild in g  c o n tr ib u te d  so m e w h a t less  th a n  h a l f  o f  th e  re m a in d e r . F o r  th e  y e a r  as a  w hole, 
c o n s tru c tio n  is  v a lu e d  a t  13.6 b ill io n  d o lla rs— o f w h ich  a lm o s t fo u r- f i f th s  w as p u b lic ly  
fin an ced — a n  in c re a se  o f  o n e -fifth  ov er 1941. T h e  in c re a se  to o k  p lac e  e n tire ly  in  m il i ta ry  
a n d  in d u s t r ia l  p ro je c ts , w hich  rose  4.4 b ill io n  d o lla rs . A ll o th e r  ty p e s  o f  c o n s tru c tio n  
d ec lin ed . D is t r ib u t io n

D is tr ib u t io n  o f  co m m o d ities  to  consu m ers  w as m a in ta in e d  a t  a  h ig h  level in  D ecem b er 
a n d  th e  f i r s t  h a l f  o f  J a n u a r y ,  a f te r  a llo w an ce  fo r  th e  s h a rp  f lu c tu a tio n s  t h a t  a re  c u s to m a ry  
a t  th is  t im e  o f  y e a r . T he  1942 C h ris tm a s  b u y in g  season  exceed ed  t h a t  o f  a n y  p re v io u s  
y e a r , v a lu e  o f  sa les  a t  d e p a r tm e n t  s to res , fo r  exam ple , b e in g  a b o u t  15 p e r  c e n t l a r g e r  
in  N o v em b e r a n d  D ecem b er th a n  in  th e  c o rre sp o n d in g  p e r io d  o f  1941. T h e  in c re a se  ov er 
th e  y e a r  p e r io d  re fle c ted  in  p a r t  p r ic e  a d v a n c es  b u t  th e re  w as a lso  a n  in c re a se  in  th e  
v o lum e o f  go ods sold.

F r e ig h t  c a r  lo a d in g s  d e c lin ed  a b o u t  th e  u su a l sea so n a l a m o u n t in  D ecem b er, a n d  th e  
B o a r d ’s a d ju s te d  in d e x  re m a in e d  a t  134 p e r  c e n t o f  th e  1935-39 a v e ra g e . G ra in , liv esto ck , 
a n d  m isce llan eo u s lo a d in g s  ro se  so m ew h a t on a  se a so n a lly  a d ju s te d  b a s is , w hile  co a l a n d  
o th e r  p ro d u c ts  d e c lin ed  s lig h tly .

Co m m o d it y  P r ic e s
P r ic e s  o f  a g r ic u l tu ra l  co m m o d ities  a d v a n c ed  s h a rp ly  f ro m  th e  e a r ly  p a r t  o f  D ecem b er 

to  th e  m id d le  o f  J a n u a r y .  M a x im u m  p ric e s  d e s ig n e d  to  r e s t r i c t  f u r th e r  in c re a se s  w ere  
issu ed  f o r  som e o f  th e se  com m o dities, in c lu d in g  c o rn  a n d  m ix ed  fe ed s. F o r  c e r ta in  o th e r  
p ro d u c ts , how ever, lik e  p o ta to e s  a n d  t ru c k  c rops, F e d e r a l  p r ic e  su p p o r ts  w ere  in c re a se d . 
W h o lesa le  p ric e s  o f  m o s t o th e r  com m o d ities  c o n tin u e d  to  show  l i t t l e  c h an g e .

F ro m  m id -N o v e m b e r to  m id -D ecem b er r e ta i l  fo o d  p ric e s  a d v a n c ed  1.6 p o in ts  to  
a b o u t  133 p e r  c e n t o f  th e  1935-39 a v e ra g e . F u r th e r  in c re a se s  in  th e se  p r ic e s  a re  in d ic a te d  
in  J a n u a r y  a s  a  re s u lt  o f  a d v a n c es  p e rm it te d  re c e n tly  in  m ax im u m  leve ls  fo r  such  ite m s 
a s  flou r, m ilk , a n d  p o u ltry .  B a n k  Cr e d it

E x ce ss  re se rv es  o f  m em b er b a n k s  d e c lin ed  s h a rp ly  in  th e  l a s t  w eek o f  D ecem b er, 
a n d  d u r in g  th e  f ir s t  h a l f  o f  J a n u a r y  th e y  a v e ra g e d  a b o u t  2.2 b ill io n  d o lla rs , a s  co m p ared  
w ith  2.5 b ill io n  fo r  m o st o f  D ecem b er. L a rg e  p a y m e n ts  to  th e  T re a s u ry  fo r  new  se c u ritie s , 
som e in c re a se  in  cu rre n cy , a n d  o th e r  e n d -o f-y e a r re q u ire m e n ts  w ere  re sp o n sib le  fo r  d ra in s  
on  re serv es  d u r in g  th e  la s t  w eek o f  D ecem b er. T h ere  w ere, how ever, s u b s ta n t ia l  sa les  o f  
T re a s u ry  b ills  to  F e d e ra l  R e serv e  B a n k s  u n d e r  o p tio n s  to  re p u rc h a se . I n  th e  e a r ly  p a r t  o f  
J a n u a r y ,  re d u c tio n  in  T re a s u ry  b a la n c e s  a t  th e  R eserve  B a n k s  a n d  a  r e tu r n  flow o f  c u r 
re n c y  su p p lie d  b a n k s  w ith  a d d i t io n a l  re serv es , a n d  som e o f  th e  b ills  so ld  to  th e  R eserv e  
B a n k s  w ere  re p u rc h a se d . D u r in g  th is  p e r io d  R eserv e  B a n k  h o ld in g s  o f  G o v ern m en t 
s e c u r itie s , w h ich  h a d  in c re a se d  to  6.2 b ill io n  d o lla rs  b y  D ecem b er 31, d ec lin ed  to  below  
6 b illio n .

R e fle c tin g  la rg e ly  p u rc h a se s  o f  th e  %  p e r  c e n t c e r tif ic a te s  o f  in d e b te d n e ss  d e liv e red  
in  th e  w eek  o f  D ecem b er 30, h o ld in g s  o f  d ire c t  a n d  g u a ra n te e d  G o v ern m en t o b lig a tio n s  
a t  r e p o r t in g  m em b e r b a n k s  in  101 c it ie s  in c re a se d  b y  1.8 b ill io n  d o lla rs  to  28 b ill io n  
over th e  fo u r  w eeks en d e d  J a n u a r y  13. N ew  Y o rk  C ity  b a n k s  to o k  640 m illio n  o f  th e  1.5 
b ill io n  d o lla rs  o f  c e r tif ic a te s  so ld  to  re p o r t in g  b a n k s . C o m m erc ia l lo an s  in  N ew  Y o rk  
C ity  d e c lin ed  b y  90 m illio n  d o lla r s ;  o u ts id e  N ew  Y o rk  th e re  w as l i t t l e  ch an g e . L o an s  to  
b ro k e rs  a n d  d e a le rs  rose  s h a rp ly  in  D ecem b er d u r in g  th e  V ic to ry  F u n d  c a m p a ig n , b u t  
d e c lin ed  c o rre sp o n d in g ly  in  th e  fo llo w in g  w eeks. O th e r  lo a n s  c o n tin u e d  to  declin e .
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MONEY MARKET IN FEBRUARY
As in January, Government securities were generally in de

mand during February although the volume of transactions 
diminished. Prices of Treasury bonds and notes in most in
stances stayed at or above the advanced levels reached toward 
the end of January, except for a gradual decline in premiums 
on the longer term taxable bonds toward the close of the 
month. The market for outstanding issues of certificates of 
indebtedness was active throughout the month. In view of the 
demand for Treasury securities in the market, the Federal 
Reserve Banks reduced their holdings of bonds, notes, and 
certificates. Federal Reserve Bank holdings of certificates of 
indebtedness, which had increased $46,000,000 during January, 
were reduced by $293,000,000 between January 27 and Feb
ruary 24; holdings of notes were reduced by an additional 
$101,000,000, and holdings of bonds by $282,000,000. On the 
other hand, the aggregate Federal Reserve bill portfolio was 
enlarged to the extent of $878,000,000, in considerable part 
through purchases from banks in need of additional reserve 
funds.

Federal Reserve Bank Holdings of Government Securities 
Direct and Guaranteed (In millions of dollars)

Bills

Certificates
of

Indebtedness Notes Bonds Total

December 30............... 823 1,033 1,344 2,789 5,989
January 27................... 611 1,079 1,321 2,718 5,729
February 24................. 1,489 786 1,220 2,436 5,931

Change, Dec. 30—
Jan. 2 7 ..................... —  212 +  46 —  23 —  71 —  260

Change, Jan. 27—  
Feb. 24 ..................... +  878 —  293 —  101 —  282 +  202

Accompanying further expansion in the outstanding supply 
of Treasury bills, at the rate of $200,000,000 a week, substan
tial additional amounts of bills were absorbed by banks, except 
in New York and Chicago, and by other investors. Banks in 
New York and Chicago, which had invested surplus funds by 
adding to their bill holdings during January, sold bills during 
February, making use of the Ys per cent bill buying rate of 
the Federal Reserve Banks, in the adjustment of their reserve 
positions.

Recourse to sales of bills to the Reserve Bank by the New  
York City banks, in the adjustment of their reserve positions,

had been anticipated since the first part of the year. At the 
end of December, 51 per cent of the War Loan account deposits 
of the country were concentrated in this city. Inasmuch as not 
nearly half of the Government checks drawn to pay Govern
ment expenditures are deposited in New York, it was to be 
expected that the amount of funds drawn out of the New York 
market by calls on W ar Loan deposit accounts would be sub
stantially greater than the amount of funds returning to these 
banks as a result of Government expenditures. In the absence 
of large excess reserves this would rather quickly create a need 
for sales of bills on the part of the New York institutions in 
order to maintain their reserve positions. As it turned out, 
Treasury operations taken by themselves drew roughly $300,- 
000,000 out of the New York money market during January, 
but there was an unanticipated inflow of business funds to 
New York of approximately $400,000,000. Thus, the need to 
lighten bill holdings did not arise during January; instead, 
freely making use of the excess reserves available to them, the 
New York banks were able substantially to enlarge their bill 
holdings during the course of that month.

J F M A M J J A S O N D J F M A M J  
1942 1943

Outstanding Treasury Bills, Classified as to Ownership
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During February the drain of funds through Treasury opera
tions was greater than it had been in January, while the gain 
of business funds diminished. W ith their excess reserves at 
much reduced levels, a number of the individual New York 
banks found it necessary to sell bills to the Reserve Bank, 
frequently under repurchase option, in order to maintain their 
reserve balances at the legally required levels. By adding to 
their bill holdings when gaining reserve funds, and by dispos
ing of bills when in need of additional reserve funds, most of 
the New York banks in recent weeks have kept their available 
funds quite fully employed, and yet experienced no difficulty 
ip. adjusting their reserve positions when required. Despite 
their sales of bills, the weekly reporting New York banks still 
retained $1,720,000,000 on February 24.

Distribution of Treasury Bills (In millions of dollars)

T otal
Held by 
Federal

Held by weekly reporting 
member banks

Holdings 
other than by 
F. R. Banks 
and weekly 
reporting 
member 
banks

out
standing

Reserve
Banks New York 

City Chicago
99 other 
centers

December 30........... 6,627 823 1,818 441 1,527 2,018
January 27 .............. 7,423 611 2,079

1,736
586 1,768

1,939
2,379

February 17............ 8,029 1,287 479 2,588

Change, Dec. 30—
Jan. 27................. +796 —212 +261 +145 +241 +361

Change, Jan. 27—  
Feb. 17................. +606 +676 —343 — 107 +171 +209

Between January 27 and February 24 excess reserves of all 
member banks declined $300,000,000, or from $2,090,000,000 
to $1,790,000,000. A  further expansion in currency circula
tion, amounting to $514,000,000, was the principal factor over 
this period tending to draw down excess reserves. As counter
acting influences, Federal Reserve Bank holdings of Govern
ment securities increased $202,000,000, net, and reserve
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requirements declined by $60,000,000. Treasury operations 
had little net effect over the four weeks on the reserve position 
of member banks taken as a whole. The bulk of the excess 
reserves of member banks was held by reserve city and 
“country” banks, about equally divided between the two 
classes.

W a r  Lo a n  D epo sit  A c c o u n t s

As in January, the Treasury employed calls on W ar Loan 
deposit accounts, together with receipts from the weekly sales 
of Treasury bills and cash receipts from the sale of Savings 
bonds and Tax notes, to cover Government expenditures and 
to maintain moderate working balances with the Federal Re
serve Banks. Calls on W ar Loan deposit accounts during 
February totaled $2,936,000,000, although the reduction in 
balances in the W ar Loan account depositaries was considerably 
less than this figure, inasmuch as there was a constant flow 
of credits to these accounts through the use by qualified de
positaries of the book credit method of payment for part 
of the purchases of Savings bonds of Series E, F, and G  and 
Tax Savings notes by their customers. O f the total sales of 
Savings bonds and Tax Savings notes during the first 25 days 
of February, approximately 36 per cent of the payments were 
made by the book credit method. While this proportion is 
low in comparison with the proportions of book credit pay
ments on the sales of certificates of indebtedness and Treasury 
bonds during the December Victory Loan Drive, and appar
ently evidences a lack of familiarity of some banks with the 
fact that qualified depositaries may employ the book credit 
method in paying for Savings bonds and Tax notes purchased 
by their customers, book credit payments for Savings bonds 
and Tax notes have been rising markedly in relation to the 
volume of sales of these securities. During the first quarter 
of 1942, for example, less than 10 per cent of the payments 
for Savings bonds and Tax notes were made by credits to W ar  
Loan account deposits.

Money Rates in New York

Feb. 28, 1942 Jan. 30, 1943 Feb. 27, 1943
Stock Exchange call loans..................... 1 1 1
Stock Exchange 90 day loans................ *1X *1H *1H
Prime commercial paper-4 to 6 months 5A 5A-H Vs~sABills—90 day unindorsed.....................
Average yield on taxable Treasury notes 7A 7A 7A

(3-5 years)..........................................
Average yield on tax exempt Treasury

0.94 1.26 1.25
bonds (not callable within 12 years). 

Average yield on taxable Treasury bonds
2.15 2.06 2.05

(not callable within 12 years)..........
Average rate on latest Treasury bill

2.39 2.32 2.32
sale 91 day issue..................................

Reserve Bank discount rates:
On advances to member banks se

cured by Government obligations 
callable or maturing in one year

0.266 0.370 0.374

On other advances to member banks 
secured by Government obliga

X X
tions, and on rediscounts 

Reserve Bank buying'rate for 90 day
1 1 1

indorsed bills...................................... X
* Nominal
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Continuous efforts are being exerted in this and other Federal 
Reserve Districts to enlarge the number of qualified War Loan 
account depositaries. In comparison with 436 at the end of 
October, 465 at the end of November, and 660 at the end of 
December, there are now about 800 qualified depositaries in 
the Second Federal Reserve District. These efforts are being 
made in preparation for the next large Victory Loan Drive 
scheduled for April. General use of the book credit method 
by banks at that time in making payments for Government 
security purchases (purchased by them or by their customers) 
will, as in December, make a large contribution to the stability 
of bank reserve positions and the money markets.

M E M B E R  B A N K  C R E D IT

Although almost no change was recorded in the total volume 
of loans and investments of the weekly reporting member 
banks in 101 leading cities between January 20 and February 
17, there were markedly divergent movements in New York 
City and in the 100 other cities.

In New York total loans and investments declined $256,- 
000,000, as reporting member banks reduced their holdings 
of Government securities $312,000,000. These banks sold 
$241,000,000 of Treasury bills, $74,000,000 of Treasury notes, 
and failed to replace their holdings of the maturing Ys per 
cent certificates of indebtedness with the new %  per cent issue 
on February 1 to the extent of roughly $90,000,000. Pur
chases of certificates during the following week, however, 
resulted in a net decline of $60,000,000 for the four weeks. 
On the other hand, $73,000,000 of Treasury bonds were added 
to their Government securities portfolios, and total loans 
increased $74,000,000 over the period owing principally to a 
$66,000,000 rise in loans to brokers and dealers.

Outside New York, the weekly reporting member banks 
in 100 cities added $260,000,000 to their loans and invest-

PER CENT
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Percentage Distribution of Marketable Public Issues of Direct and 
Guaranteed Securities of the U. S. Government Outstanding at 

End of Each Month (February, 1943 figures are preliminary)

ments between January 20 and February 17. To their Gov
ernment security holdings these banks added $392,000,000, 
$86,000,000 in Treasury bills, $45,000,000 in Treasury notes, 
and $152,000,000 in Treasury bonds. These banks also made 
net purchases of $118,000,000 of certificates of indebtedness, 
roughly $85,000,000 of which reflected an excess of purchases 
of the new issue over the maturing issue on February 1. 
Loans of the reporting banks outside New York declined 
$115,000,000 during the four weeks’ period, principally as 
the result of a $101,000,000 contraction in commercial, indus
trial, and agricultural loans.

Adjusted demand deposits of the weekly reporting member 
banks in 101 cities rose $1,148,000,000 between January 20 
and February 17. In New York such deposits rose $437,000,000, 
but were still $387,000,000 below the previous peak of Novem
ber 25. • In the 100 other centers, however, adjusted demand 
deposits rose $711,000,000 to a new peak, $783,000,000 above 
the November 25 level. Government deposits with the 
reporting member banks in 101 cities were drawn down 
$1,420,000,000 further to $3,940,000,000.

Accompanying the marked expansion in short term Gov
ernment securities relative to the total public marketable debt, 
commercial bank Government security portfolios over the past 
year have shown a substantially increased proportion of short 
term obligations in their total holdings. These developments 
are illustrated in the accompanying charts.

In the case of the public debt outstanding, the Treasury 
has stepped up sharply over the past year its outstanding issues 
of short term securities. Between February 18, 1942 and 
February 17, 1943 the weekly offerings of Treasury bills were 
raised from $150,000,000 to $700,000,000, and in April, 1942 
the Treasury revived the use of certificate of indebtedness 
financing. Together, Treasury bills, which usually run for 
91 days, and certificates, which run up to one year, accounted

PER CENT

1940 4941 1942 1943
Percentage Distribution of Direct and Guaranteed U. S. Government 

Securities Held by Weekly Reporting Member Banks in 101 
Leading Cities on Last Reporting Date in Each Month
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for over a fifth of the total public marketable debt on February 
17, 1943 compared with about 5 per cent (for bills alone) a 
year earlier.

At the same time, the proportionate distribution of Gov
ernment security holdings of commercial banks has shifted in 
a similar fashion. This shift is reflected in the condition state
ments for the weekly reporting member banks in 101 leading 
cities. From February 18, 1942 to February 17, 1943 the total 
volume of Government securities held by these banks rose 
$13,000,000,000 to reach a total of $28,400,000,000. As the 
accompanying chart shows, over the same period the portion 
of total Government security holdings accounted for by Treas
ury bills rose from 8 per cent to 15 per cent. Certificates 
of indebtedness, which were first issued in April, 1942, made 
up 18 per cent by February 17, 1943. Together then, direct 
short term obligations rose from 8 per cent of all Government 
securities held by the reporting banks on February 18, 1942 
to one third of the total a year later. On the other hand, the 
relative portions devoted to Treasury notes and bonds declined 
over the year despite large absolute increases in holdings of 
such securities. Treasury notes dropped fractionally from 
15 per cent to 14 per cent and Treasury bonds from 59 per 
cent to 47 per cent. Accompanying a retirement of guaran
teed obligations, both the absolute amounts of such securities 
in weekly reporting member bank portfolios and also the pro
portion of guaranteed obligations to total Government security 
holdings showed substantial declines.

Commercial banks characteristically have favored shorter 
term securities. On February 17, 1943 the reporting member 
banks in 101 cities alone held 52 per cent of all Treasury bills 
outstanding, and 45 per cent of the certificates of indebtedness. 
They held 45 per cent of the outstanding guaranteed issues, 
and 41 per cent of the Treasury notes, but only 27 per cent 
of the marketable Treasury bonds.

W A R  F IN A N C IN G

During February, net funds received by the Treasury from 
public borrowing amounted to about $2,600,000,000, a total 
somewhat larger than that of the previous month because of 
payments received on February 1 in connection with the cer
tificate of indebtedness refinancing. The next major Govern
ment borrowing operations will occur in April when a sec
ond intensive Victory Loan drive is scheduled. Distribution of 
the February borrowing was as follows:

$800,000,000— Treasury bills (net receipts)
623.000.000— %  per cent certificates of indebtedness (net)
800.000.000— Savings bonds (estimated net receipts)
350.000.000— Tax Savings notes (estimated net receipts)

Sales of all series of Savings bonds, which had reached a 
peak of $1,240,000,000 in the previous month, are estimated 
in excess of $850,000,000 for February with net receipts of

somewhat less after providing for redemptions. In part the 
higher total in January resulted from the inclusion in that 
month of substantial purchases of Series F and G bonds up to 
the $100,000 limit for any one calendar year. Sales of Series E 
bonds in February were lower than the record $815,000,000 
in January but compared favorably with other recent months 
in spite of approaching March income tax payments. In the 
Second Federal Reserve District, sales of all three series by 
agencies other than post offices amounted to $130,000,000 as 
compared with $200,000,000 in January. Series E sales totaled 
$79,000,000 in February as against $112,000,000 in the pre
ceding month.

Sales of Tax Savings notes are estimated to have approxi
mated the January total of $453,000,000 with an offset of nearly 
$100,000,000 through redemptions in payment of taxes. An  
additional $800,000,000 of * new money” was raised from the 
sale of Treasury bills, as each of four weekly offerings of 
$700,000,000 replaced maturities of $500,000,000. Also 
included in February receipts is the $623,000,000 net amount 
raised from the offering of certificates of indebtedness on 
January 21, payment for which was made on February 1. 
Allotments of the new %  per cent one year certificates of in
debtedness dated February 1,1943 amounted to $2,211,000,000, 
but of these funds $1,588,000,000 was needed to meet the 
maturity of certificates on that date.

N E W  SE C U R IT Y  ISSUES

New offerings of corporate and municipal securities in Feb
ruary totaled about $60,000,000, practically the same amount 
as in the preceding month. Corporate issues, which had 
dropped to a low of $10,000,000 in January, increased to about 
$25,000,000, but the volume of municipal financing was 
reduced to $35,000,000. As in the preceding four months, 
however, only a small amount of the corporate total repre
sented funds for new capital purposes. During the last five 
months, corporate issues for new capital have averaged only 
$6,000,000 monthly, as compared with $67,000,000 in the 
first nine months of 1942 and $89,000,000 during 1941.

The principal corporate offering was that of $14,000,000 
Erie Railroad Company first consolidated mortgage 3 V2 per 
cent bonds due in 1958, awarded at a price of 96 and reoffered 
at 97*/2 to yield 3.72 per cent. Proceeds from the sale of 
this issue will be used to reimburse the company for purchase 
of a like amount of notes from the Reconstruction Finance 
Corporation. In addition, an issue of $6,450,000 Pennsyl
vania Railroad Company 2Va per cent equipment trust cer
tificates maturing serially from 1944 to 1958 was awarded 
at a net interest cost of 2.13 per cent and reoffered to yield 
from 0.80 to 2.35 per cent. The largest municipal awards 
were: $12,000,000 State of New York grade crossing bonds 
due serially from 1944 to 1963, but callable as a whole after
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ten years; and $7,000,000 City of Seatde IVz  per cent light 
and power revenue bonds due 1954-1970, callable as a whole 
after January 1, 1948.

SECURITY MARKETS
Accompanying the most rapid turnover since December,

1941, stock prices advanced in February by about 5 per cent 
to the highest level since November, 1940, according to 
Standard and Poor’s index of 90 stocks. The current level is 
47 per cent above the low of last April. Railroad issues led a 
further advance in corporate bond prices. The Dow-Jones 
average of 40 corporate bond prices reached the highest level 
since November, 1937 and Moody’s Investors Service average 
of Baa bond yields established a new record low.

Municipal bond prices continued to rise during February. 
The average yield on prime municipal bonds computed by 
Standard and Poors Corporation declined from 2.26 per cent 
on January 27 to 2.20 per cent on February 24. This equals 
the level of last November, the low point since our entry 
into the war.*

RATIONING AND PRICE CONTROL
During the month of February, a number of important 

developments made the American consumer increasingly aware 
of the drastic wartime restrictions on the purchase of various 
commodities. Foremost was the establishment of a point sys
tem of rationing for the first time in this country. Previously, 
individual commodities had been rationed by means of specific 
coupons (sugar, coffee) or purchase certificates (automobiles, 
tires), but starting March 1 virtually all types of processed 
fruits and vegetables will be rationed under one system accord
ing to arbitrarily established point values for each can, jar, or 
package purchased. Retail sales of the commodities to be 
rationed were stopped between midnight February 20 and 
March 1, marking the transition to the new system of distribu
tion controls.

On February 17 sales of canned fish and canned meats were 
suddenly halted by the Office of Price Administration, and the 
ban will continue until the meat rationing program can be put 
into effect. On February 7, the O.P.A., without prior notice, 
issued a shoe rationing order limiting each ration book holder 
to one pair of shoes in the following four months. Apparently 
as a result of this order and rumors of impending ration
ing of clothing, a large scale buying rush for clothing has 
developed, despite official announcements that such rationing 
is not contemplated for some time.

To avert sharp advances in the prices of fresh vegetables 
resulting from the rationing of processed foods and the con
sequent shift in consumer demand, the Office of Price Adminis
tration on February 22 announced emergency price ceilings

* The Government security market during February is discussed in 
the M oney Market section of this issue.

over tomatoes, snap beans, carrots, cabbage, and green peas. 
Later in the week ceilings were also imposed on the prices 
of lettuce and spinach.

On February 23, in another step on the food front, the 
Secretary of Agriculture suspended marketing quotas on wheat 
for the 1942-43 and 1943-44 marketing years. Wheat in 
excess of the quota now stored on the farms may be marketed 
without penalty, and plantings of wheat in the coming year 
may be increased.

EMPLOYMENT AND PAYROLLS

In an attempt to meet the huge manpower demands of the 
war production program and the armed forces, the President 
by executive order on February 9 decreed a minimum work 
week of 48 hours for the duration of the war. The War 
Manpower Commission, charged with the administration of 
the order, immediately made it applicable in 32 labor short
age areas in the country. The Commission announced that 
similar action was imminent in 102 communities which face 
the exhaustion of their labor surplus within the next six 
months. In the Second District the order is now in effect in 
Buffalo, Bridgeport, and Somerville, New Jersey. General 
Hershey, Director of Selective Service, in a radio address four 
days later announced that more than 4,000,000 men would 
be inducted into the armed forces in the course of 1943, an 
induction schedule of about 12,000 men daily.

The civilian labor force of the country declined from 
December to January, to a wartime low of 52,400,000, accord
ing to the Department of Commerce. The withdrawal of
1,000,000 persons from the labor force in the month reflected 
primarily heavy military induction schedules and a seasonal 
decline in the agricultural labor force. Civil nonagricultural 
employment declined about 3 per cent in the month, largely 
as a result of seasonal contractions in trade and construction. 
Employment in manufacturing industries increased slightly 
in the month, with declines in nondurable goods balanced by 
increased employment in durable goods manufacture.

The New York State Department of Labor reports little 
change in factory employment in the State from December 
to January, and a 1 per cent increase in payrolls. Decreased 
employment was reported in food processing, leather, and 
chemical plants, while seasonal factors caused contractions 
in certain of the apparel lines. Expansion in war plants was 
not so marked as in previous months, and payrolls and em
ployment in the metals and machinery group as a whole 
advanced only 2 per cent. Employment in New York City 
declined almost 1 per cent in the month while in the re
mainder of the State there was a slight increase. Syracuse 
again reported the largest month-to-month increase in both 
employment and payrolls. As a result of contractions in the 
working forces in the shoe factories, both employment and 
payrolls declined slightly in Binghamton.

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

March 1, 1943



22 M O N T H L Y  R E V IE W , M A R C H  1, 1943

INCOME PAYMENTS IN THE SECOND FEDERAL RESERVE DISTRICT

Income payments to individuals in the United States, com
prising current wage, salary, dividend, and interest payments 
as well as entrepreneurial income and such items as relief 
and pension payments, increased from approximately $71 
billion in 1939 to a record high of $114 billion in 1942, 
according to data of the Department of Commerce. Although 
income payments made in the Second Federal Reserve District 
have also increased substantially— from $14 billion in 1939 
to about $21 billion in 1942, according to provisional esti
mates made at this bank— the proportion of the national 
total of payments made to individuals in this District ap
parently declined from about 20 per cent in 1939 to a little 
more than 18 per cent in 1942.

The deterioration of the relative income position of the 
Second District is attributable largely to the fact that much 
of the normal structure of the District’s economic activity is 
not readily adaptable to war output. As the table below in
dicates, in even as recent a year as 1940 employment in the 
service and distributive industries, both of which have been 
increasingly restricted under war pressures, comprised 55 per 
cent of total employment in the District as compared with 
46 per cent in the country as a whole. Furthermore, whereas 
in 1940 over 20 per cent of the working force of the United 
States was engaged in agriculture and other extractive indus
tries, in which income has greatly expanded since the wai 
began, only 4 per cent of the working force in this District 
was so occupied. Manufacturing, however, was responsible 
for 30 per cent of all employment in the District in 1940 
as compared to only 23 per cent in the nation. But the war 
program has particularly stimulated the manufacture of dur
able goods, and while there are in the District a number of 
aircraft, munitions, and other metal-working plants, as well as 
shipyards and arsenals, which are working on large war con
tracts, the important manufacturing facilities of New York 
City are predominantly of the light manufacturing type, de
voted to processing consumers’ nondurable goods. Moreover, 
the plants of the city are of small average size, and it has been 
difficult to channel to them proportionate amounts of work 
which they are qualified to handle. New York City, which in

Table I
Percentage Distribution of Employment 
by Major Industrial Categories (1940)

Employment categories
United
States

Second
District

New
York
State

New
Jersey

counties

Fairfield
County,

Connecticut

Extractive industries: 
agriculture, forestry, min
ing.................................. 20.8 4.0 4.5 *2.5 2.4

Construction...................... 4.6 4.9 4.9 '4 .8 5.6
Manufacturing................... 23.4 29.6 27.3 36.9 44.0
Distribution....................... 22.7 26.1 26.9 23.9 19.1

Trade............................... 16.7 19.1 19.8 16.9 15.3
Service................................. 23.1 29.0 29.8 26.2 24.5

1940 employed about 58 per cent of the States labor force, 
tends to have a strong influence on the figures for New York 
State as a whole and, to a large extent, also on those of the 
District as a whole.

The degree to which the Second District areas have par
ticipated in the war boom has varied mainly with the con
centration of manufacturing, especially of metal-working 
industries. In Fairfield County, where 44 per cent of the work
ing force in 1940 was engaged in manufacturing, employment 
and wage payments have increased most rapidly. Since the de
fense program was initiated, Fairfield, and the New Jersey 
counties as well, have experienced an in-migration of population 
to augment the local labor force and to expedite the further 
expansion of manufacturing activity. In both sections the 
production of war materials is of key importance. In New  
York State, on the other hand, not only is manufacturing 
normally outranked by service industries, and almost equaled 
in importance by the distributive trades, but four of the State’s 
leading industries— textiles, apparel, food processing, and 
printing and publishing— have in many instances been forced 
to curtail operations. Within the State there has been, how
ever, a marked divergence between the trends of manufac
turing employment and payrolls in New York City on the one 
hand and in the Upstate area on the other. It may be noted 
from the accompanying chart that manufacturing payrolls in 
Upstate New York have shown a rise roughly corresponding 
to that which has occurred in the country as a whole, while in 
New York City the rise has been much slower. (The irregu
larities in factory payrolls for New York City reflect seasonal 
factors, principally in the manufacture of apparel.) The 
Upstate cities in general have participated much more heavily 
in war contracts because of the character of their industries.

The estimates of income payments by Second District States, 
tabulated below, are based on Department of Commerce 
figures available for the United States through 1942, and by 
States through 1941. The projections through 1942 by States 
are based on current estimates of the national figure, on re
cent levels of war activity in the States, and on such barometers 
as the allocation of war contracts. The relative position of 
New York State, which deteriorated slightly from 1929 
through the thirties, has continued its decline since the war.

Table II
Income Payments in U. S. and in States Wholly or Partially in the Second District 

(In billions of dollars)

United States New York New Jersey Connecticut

1929 82.5 14.7 3.2 1.5
1937 72.3 11.7 2.8 1.4
1939 70.8 11.4 2.8 1.3
1940 76.5 12.1 3.1 1.5
1941 92.1 13.9 3.7 1.8
1942 113.8 16.5e 4.8e 2.4e

Source: U. S. Bureau of the Census. ePreliminary estimates by this bank. Source: U. S. Department of Commerce
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PER CENT

Factory Payrolls in the United States, New York City, and Upstate 
New York, without Adjustment for Seasonal Variation (Figures 

for United States as reported by Bureau of Labor Statistics; 
data for New York City and Upstate New York based 

on New York State Department of Labor data;
1939 average =100 per cent)

In 1929, it received 17.8 per cent of all income payments, 
in 1939, 16.1 per cent, and in 1942, 14.5 per cent. A  slight 
relative improvement for New York State may occur in 1943 
because of fuller utilization of the State’s manpower and 
machinery in the war production effort. Considerable war 
contract allocations to Connecticut and New Jersey in the 
beginning of the defense program improved the relative posi
tions of these States. Whereas in 1939 they received 5.8 per 
cent of all income payments, in 1942 their portion is estimated 
to have risen to 6.3 per cent. Many of the principal industrial 
centers of these areas have, however, almost exhausted their 
labor reserves, and it is expected that these States will in 1943 
not more than maintain their relative positions of last year.

The tentative estimates of income payments in the Second 
District, presented in Table III, are based on Table II and 
the usual relationship of employment in the Second District 
portions of New Jersey and Connecticut to total employment 
in these States in past years. Thus it is assumed that 80 per 
cent of the payments in New Jersey and 25 per cent of the 
payments in Connecticut are made to residents of the Second 
District. As there is no real evidence of any notable change 
in these ratios, they have been assumed constant from 1939 
to date. In view of the overwhelming importance of the New

TABLE III
Estimated Income Payments in the Second Federal Reserve District, 1939-42

Second District totals

Billions of 
dollars

Percentage of national 
income payments

1939 13.9 19.7
1940 15.0 19.7
1941 17.4 19.0
1942 20.9 18.4

York State figures on the District totals, it is believed that 
the estimates represent fairly close approximations of income 
payments within the District, subject to about the same margin 
of error as the original Department of Commerce estimates 
by States on which the subsequent computations are based.

For 1943 it is believed that the percentage of the national 
income received in this District will recover to about the 1941 
level. Income payments in the nation as a whole in 1943 are 
estimated at about $130 billion; payments in the District may 
amount to nearly $25 billion.

P R O D U C T IO N  A N D  T R A D E

Industrial activity increased further in February according 
to preliminary indications. Steel mill operations were sched
uled at nearly full rated capacity during the month, somewhat 
higher than the January level. Bituminous coal and crude 
petroleum production during the first part of the month 
increased slightly over January, while electric power output 
appears to have continued near the record January level. 
Admiral Vickery announced that 138 merchant ships would be 
delivered in February, compared with 106 ships in January 
and the previous record of 121 in December; he also pre
dicted that a rate of five ships per day would be achieved by 
May of this year.

During January the seasonally adjusted index of production 
and trade computed at this bank rose one point to 125 per 
cent of estimated long term trend, equal to the record high 
reached in November and ten points above the level of Janu
ary, 1942. The rise in the index between December and

1942 1943

Jan. Nov. Dec. Jan.
Indexes of Production and Trade*

(100 =  estimated long term trend)
Index of Production and Tradef............. 115 125 124p 125p

Production............................................. 121 134 136p 135p
Producers’ goods—total.................... 140 171 171p 172p

Producers’ durable goods.............. 151 206 207p 206p
Producers’ nondurable goods........ 127 131 131p 134p

Consumers’ goods—total.................. 97 88 91p 87 p
Consumers’ durable goods............ 68 38 39 p 40p
Consumers’ nondurable goods. . . . 107 105 108 p 102p

Durable goods—total........................ 127 157 157 p 157p
Nondurable goods—total.................. 115 116 117 p 115p

Primary distribution............................. 113 141 142p 144p
Distribution to consumer..................... 103 93 83p 90p
Miscellaneous servicesf......................... 111 153 153p 151p

Cost of Living, Bureau of Labor Statistics
(100 == 1935-39 average)......................... 112 120 120 121p

Wage Rates
(100 =  1926 average)............................... 132 145 146p

Velocity of Demand Deposits*
(100 =  1935-39 average).........................
New York City......................................... 63 62 69 67
Outside New York City........................... 89 82 82 78

p Preliminary. * Adjusted for seasonal variation,
t Indexes for October have been revised as follows: Production and 

trade, 123; Miscellaneous services, 143.
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MILLIONS OF MILLIONS OFKILOWATT HOURS KILOWATT HOURS

Daily Average Production of Electric Power in the United States and 
in New York and New Jersey, without Adjustment for Seasonal 

Variation (Plotted on ratio scales to show proportionate 
changes— January and February, 1943 estimated)

January reflected primarily the unusual activity in retail trade, 
as evidenced by a seven point advance in the group index 
measuring distribution to the consumer. Declines from the 
December peaks in the value of sales by department stores 
and variety chain systems were much less marked than 
normally, and sales by mail order houses were also off less 
than seasonally.

Productive activity in January held close to the record level 
reached in the preceding month. The manufacture of war 
goods expanded further and steel production was somewhat 
higher than in December. Nevertheless, the component index 
of the output of producers’ durable goods declined slightly, 
owing primarily to the effect of a further sharp contraction 
in nonresidential construction. The producers’ nondurable 
goods index, on the other hand, advanced three points between 
December and January, reflecting in part an increase in the 
daily rate of cotton consumption. But the consumers’ non
durable goods group showed a drop of six points, chiefly as 
the result of a decline in meatpacking and the failure of 
tobacco manufacturing to show the usual seasonal increase.

Electric power production in January approximated the 
record level reached in December, although some decline 
usually occurs between these months. As can be seen in the 
accompanying chart, the output of electric power in New York 
and New Jersey has a much more pronounced seasonal pattern 
than production for the entire country. It is apparent also 
that the growth in electric power output in recent years has 
not been so rapid in this area as in the country as a whole.

D E P A R T M E N T  STO R E T R A D E

During the three weeks ended February 20, sales of the 
reporting department stores in this District were at an ex

ceptionally high level as the result of a heavy buying wave, 
particularly in clothing, in anticipation of future rationing. 
Sales during this period were about 17 per cent higher than 
in the corresponding period last year, and appear to have ex
ceeded even the record level attained in August, 1941, seasonal 
factors considered.

In January department store sales in this District were 9 
per cent lower than in January, 1942, when sales were unusu
ally active after the hurried buying wave that followed this 
country’s entry into the war. The daily rate of sales in the 
first month of 1943, however, declined less than is usual be
tween December and January; this bank’s seasonally adjusted 
index of department store sales rose four points to 123 per 
cent of the 1923-25 average.

Stocks on hand of the reporting department stores in this 
District at the end of January were 9 per cent higher at retail 
valuations than last year. They were only slightly lower than 
at the end of December after seasonal adjustment, the smallest 
month-to-month decline since last August. Returns from a 
limited number of department stores in this District indicate 
that at the end of January outstanding orders for merchandise 
purchased by the stores, but not yet delivered to them, were 6 
per cent below January, 1942, but were 34 per cent higher 
than at the end of December, 1942.

Department Stores
Percentage changes from a year 

earlier

Net Sales 
January, 

1943

Stock on hand 
January 31, 

1943
New York City..................................................... — 9 +11

0Northern New Jersey........................................... — 15
— 13 — 1

Westchester and Fairfield Counties.................... — 14 +17 
+20 
+  3

Bridgeport......................................................... — 17
Lower Hudson River Valley............................... — 13

Poughkeepsie..................................................... — 11
Upper Hudson River Valley................................ —20 +15

—26
Central New York State..................................... — 2 +  3

Mohawk River Valley....................................... +  8
— 5

+  15 
— 1Syracuse.............................................................

Northern New York State................................... — 11
Southern New York State................................... +  2

+  5 
— 7

+  18
Binghamton....................................................... __

Western New York State.................................... — 4 +  5 
+  8 

0
Buffalo................................................................ — 2
Niagara Falls..................................................... +29

— 8Rochester........................................................... +  2
All department stores.................................... — 9 +  9

Apparel stores............................................ — 6 +  12

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1942 1943

Jan. Nov. Dec. Jan.

Sales (average daily), unadjusted................ 102r 144 215 97
Sales (average daily), seasonally adjusted.. 130r 121 119 123

Stocks, unadjusted........................................ 100 151 118 108
Stocks, seasonally adjusted........................... 110 134 121 118

r Revised.
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation (1935-39 

averages 100 per cent)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation 

(1923-25 average=100 per cent)

ftUUOHa OP DOLLARS ,,
FACTORS SUPPLYING RESERVE FUNDS

TREASURY CURRENCY
f

G RESERVE FUNDS
V 6

AND DEPOSITS

Member Bank Reserves and Related Items 
(Latest figures are for February 17)

•HLI0N8 OF DOtLARS BILLIONS Of DOLLARS

Wednesday Figures of Estimated Excess Re
serves of All Member Banks (Latest

figures are for February 17)

General Business and Financial Conditions in the United States 
(Summarized by the Board of Governors of the Federal Reserve System)

INDUSTRIAL activity rose further in January and the first half of February. Retail sales con
tinued in large volume in January and were at an exceptionally high level early in 

February.
Prod u ction

Volume of industrial production showed another marked gain in January reaching a 
level of 200 per cent of the 1935-1939 average, according to the Board's adjusted index, 
compared with 197 in December. The increase reflected largely a growth in activity in the 
munitions industries, including production of chemicals for war purposes.

Activity at shipyards and in aircraft and machinery plants continued to expand sharply. 
Deliveries of completed merchant ships in January were somewhat less than in December 
but were still at die high level of over 1 million deadweight tons. Total iron and steel 
production rose to the level of last November, but was still slightly below the October peak, 
and electric steel output, important for munitions manufacturing, reached a record level 5 Vi 
times as large as in the 1935-1939 period. Operations at steel mills were near capacity 
during the first three weeks of February.

Nondurable manufactures, as a group, continued to show little change. Production of 
meats under Federal inspection, except beef, declined sharply from the high level in Decem
ber. Output of most other foods was maintained; production for military and Lend-Lease 
needs, particularly of highly processed foods, rose further and there was a corresponding 
decline in output of these products for civilians. Newsprint consumption declined in 
January as a result partly of a Federal order restricting newsprint use.

Mineral production declined slightly in January, reflecting a small reduction in output 
of crude petroleum. Output at coal and metal mines showed little change. Anthracite 
production in the first half of January was reduced by an industrial dispute, but for the 
month of January as a whole, output was only 3 per cent lower than in December.

Value of construction contracts awarded, according to figures of the F. W . Dodge Cor
poration, was much smaller in January than in other recent months, but was still slightly 
higher than a year ago. Reductions occurred in all types of public awards, which now 
account for most of the total. A  decline has been indicated for some time as a result of 
actions of the W ar Production Board designed to limit construction activity to projects that 
are essential. On October 23, 1942, it had established a committee to review proposals for 
new construction; through February 12, work on projects estimated to cost 1.3 billion dollars 
was stopped either by the W ar Production Board or by the Government agencies initiating 
them.

D istribu tio n

Distribution of commodities to consumers was in large volume in January and the first 
half of February. Retail sales of merchandise declined less than seasonally in January and 
rose sharply in the first half of February when a buying wave developed, particularly in 
clothing. At department stores, sales increased considerably in the first week of February and 
then reached an exceptionally high level during the second week, stimulated partly by the 
announcement of shoe rationing.

Freight car loadings declined somewhat less than seasonally in January and the adjusted 
index increased 1 per cent. Miscellaneous loadings accounted for most of the rise. Sub
stantial increases in loadings of most types of commodities occurred in the first two weeks of 
February.

Co m m o d it y  Prices

The average level of wholesale commodity prices continued to advance in January and 
the early part of February. Prices of most farm products showed further increases. Maximum 
wholesale and retail prices were raised for a number of miscellaneous commodities including 
coal, while reductions were effected in maximum prices for some items like rayon tops and 
waste.

Retail prices of foods continued to rise from mid-December to mid-January with 
increases largely in meats, dairy products, and processed fruits and vegetables.

Ba n k  Credit

Excess reserves of member banks declined from an average level of about 2.2 billion 
dollars in the last half of January to 1.6 billion early in February, but increased somewhat 
around the middle of the month. Increases in currency in circulation continued to be the 
major factor responsible for the decline, although substantial fluctuations occurred in Treasury 
balances and Reserve Bank credit. Most of the decline in excess funds was at banks in New  
York City and Chicago, where reserves have recendy been close to legal minimum require
ments. Over the five-week period ended February 17, the currenqr drain amounted to 520 
million dollars, bringing total currency in circulation to 15.8 billion on February 17.

Holdings of Government obligations at reporting banks in leading cities outside New  
York and Chicago increased by 640 million dollars over the five-week period ended February
17. At banks in New York and Chicago, holdings of Government securities declined by 
360 million, principally through sales to the Reserve Banks for the purpose of restoring 
reserves. Government deposits at banks were reduced in the period, while other deposits 
increased.

Un ited  States G o v e r n m e n t  Security Prices

Following a rise in the first half of January, prices of United States Government securities 
have been steady.
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MONEY MARKET IN MARCH
The money market in March was largely a reflection of 

the effects of the Revenue Act of 1942 upon Federal income 
tax payments. Because of its lowered personal exemptions 
and sharply advanced tax rates, as well as the higher level of 
incomes upon which the taxes were assessed, many millions 
more Federal income tax returns were filed this March 
than in any other year and income tax collections in excess of 
$4,500,000,000) were about $1,500,000,000 above the pre
vious record of March, 1942. At the same time there were 
differences in the pattern of collections and of resultant 
credits to Government working balances with the Federal 
Reserve Banks. Relatively fewer returns were filed prior to 
the March 15 deadline, and many taxpayers who in other 
years would have met their year’s tax liabilities in full, on or 
before March 15, adopted the quarterly instalment method of 
payment. In some cases, in light of the size of the tax lia
bilities, the choice of the quarterly instalment method of pay
ment was no doubt dictated by considerations of avoiding 
borrowing or the undue dissipation of cash resources. In other 
cases, the quarterly instalment method may have been chosen 
because of the existing uncertainty as to the character of 
future tax legislation. At the same time, as a result of the 
unprecedented volume of tax returns and staff limitations at 
the collectors’ offices, the time consumed in "processing” 
returns was somewhat longer than usual and hence the flow 
of credits to Treasury working balances with the Federal 
Reserve Banks was relatively slower.

About $1,200,000,000 of Tax Savings notes were pre
sented in payment of taxes during March, and tax collections 
in cash were correspondingly reduced. The proportionate use 
of Tax Savings notes in meeting Federal income tax liabilities 
was less than in December, 1942 (26  per cent compared with 
32 per cent), but greater than in March a year ago when only 
16V2 per cent of the income tax payments were met with 
Tax notes. Income tax collections in the Second Federal 
Reserve District during March exceeded $1,000,000,000, as

compared with $728,000,000 in March, 1942. Both in March 
of this year and last year, Tax notes were employed somewhat 
more extensively in this District than in other sections of 
the country in paying income taxes; in this District the pro
portions of income tax payments made by the use of Tax 
notes were 36 per cent in March of this year, and 18 per 
cent in March, 1942. Sales of Tax notes during the month, for 
the country as a whole, apparently approximated the January 
and February totals of $450,000,000, and were substantially 
less, therefore, than the amount used in payment of taxes.

In order to avoid the pressures on the money market that 
would otherwise have occurred through the unprecedentedly 
heavy quarterly income tax collections, the Treasury at first 
reduced and then suspended calls on W ar Loan deposit ac
counts early in the month, meeting its requirements, tem
porarily, by selling direct to the Federal Reserve Banks special 
one-day certificates of indebtedness in amounts changing from 
day to day according to Treasury needs for funds. The last call 
prior to the period of heavy income tax collections was issued 
for March 8 and 9, and total withdrawals from W ar Loan 
account deposits during the first nine days of March totaled 
only $730,000,000. As an effect of the lightening of the calls, 
the Treasury had built up by March 9 borrowings from the 
Reserve Banks on special one-day certificates of indebtedness 
to the extent of $648,000,000. In the absence of further calls, 
the borrowing on special one-day certificates of indebtedness 
rose to a maximum of $1,302,000,000 on March 15. On the
15 th, of course, a large volume of income tax returns had 
already reached collectors’ offices, and many more were in 
the mails, but the peak volume of collections of tax checks did 
not occur until March 16-18. Moreover, in addition to the 
continuing heavy volume of expenditures for war and other 
purposes, approximately $200,000,000 of interest on the 
public debt as well as $66,000,000 of maturing Treasury notes 
fell due on the 15 th.

The flow of credits to the Treasury accounts in Federal

D o  T O U R  P a r t  i n  t h e  S e c o n d  W a r  L o a n  D r i v e
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OF DOLLARS

DATES
Federal Income Tax Collections as Reported in the Treasury Daily 

Statement (Cumulated from the first day of the month)

Reserve Banks through income tax collections fell off more 
slowly than usual during the second half of March, reflecting 
the lag caused by the relatively small number of early returns and 
the time consumed in "processing” and clearing the remittances. 
Through the heavy credits to the Treasury’s accounts as a 
result of income tax collections, together with the weekly net 
receipts of $200,000,000 from Treasury bills and other rev
enues, the borrowing on special one-day certificates of indebt
edness had been reduced to $512,000,000 by Wednesday, 
March 24. During the final week of the month, the special 
borrowing was eliminated as calls on W ar Loan account de
posits, totaling $920,000,000 over the period March 25-30, 
supplemented the other sources of Treasury cash receipts.

Calls on War Loan account deposits totaled $1,647,000,000 
in March, compared with $2,936,000,000 in February, 
and $2,198,000,000 in January. Credits to these accounts 
during the first quarter of the year, through use of the book 
credit method of payment in connection with sales of Savings 
bonds and Tax Savings notes, aggregated $1,300,000,000. Thus, 
out of the $8,166,000,000 War Loan account deposits on

Money Rates in New York

Mar. 31, 1942 Feb. 27, 1943 Mar. 30, 1943

Stock Exchange call loans.................... 1 1 1
Stock Exchange 90 day loans.............. *1% *1%
Prime commercial paper-4 to 6 months Vs Yzr% Vs-U
Bills—90 day unindorsed.....................
Average yield on tax exempt Treasury 

bonds (not callable within 12 years). 
Average yield on taxable Treasury bonds

V* % %

2.02 2.05 2.08

(not callable within 12 years)..........
Average rate on latest Treasury bill

2.33 2.32 2.32

sale 91 day issue................................
Reserve Bank discount rates:

On advances to member banks se
cured by Government obligations 
callable or maturing in one year

0.203f 0.374 0.374

or less.............................................
On other advances to member banks 

secured by Government obliga

Vi H

tions, and on rediscounts..............
Reserve Bank buying rate for 90 day

1 .1 l

indorsed bills...................................... Yl

* Nominal t 83 day issue

Volume of U. S. Government Obligations 
Held by Federal Reserve Banks

December 31, 1942, at the close of the first War Loan Drive, 
there remained approximately $2,700,000,000 at the end of 
March.

In addition to the tax collections and repayments from W ar 
Loan account balances, Government receipts included pro
ceeds from the sale of Savings bonds, Tax Savings notes, and 
Treasury bills. Net receipts from Treasury bill offerings were 
maintained at $200,000,000 weekly, as offerings were stepped 
up from $700,000,000 to $800,000,000 beginning March 17, 
accompanying a rise in weekly maturities from $500,000,000 
to $600,000,000.

O pen  M arket O perations an d  Excess Reserves

Transactions in Government securities by the Federal Reserve 
Banks during March were marked by (1 )  sales of Treasury 
bonds and notes, to meet the persistent demand, particularly 
on the part of banks, for Government securities of intermedi
ate and longer term; (2 )  the rise through March 15 and subse
quent rapid decline in Treasury borrowing from the Federal 
Reserve Banks on special one-day certificates of indebtedness; 
and (3 ) transactions in Treasury bills, with sales predominat
ing up to the middle of the month, and purchases thereafter. 
Between February 24 and March 24, Federal Reserve Banks 
reduced their holdings of Treasury bonds by $354,000,000 
and Treasury notes by $235,000,000, while Treasury bill hold
ings showed a net expansion of $67,000,000. There was also 
a moderate increase ($29,000,000) in holdings of certificates 
of indebtedness, other than the special one-day issues. Taking 
account of the $512,000,000 special one-day certificates out
standing March 24, there was a net increase of $19,000,000 in 
the Reserve Banks’ Government security portfolios during the 
four weeks ended March 24.

From $1,790,000,000 on February 24, excess reserves of all 
member banks rose to $2,130,000,000 on March 17 and then
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dropped to $1,630,000,000 on March 24. There was thus a 
net decline of $160,000,000 in excess reserves over the four 
weeks taken as a whole. While the Treasury, by substantially 
exhausting its deposits with the Federal Reserve Banks, added 
approximately $250,000,000 to bank reserve funds (exclusive 
of the disbursement of funds borrowed from the Reserve 
Banks), other factors, principally increased currency circula
tion, limited the increase in member bank reserve balances 
to about $165,000,000, and meanwhile reserve requirements 
were enlarged to the extent of approximately $325,000,000. 
Currency circulation rose $250,000,000 between February 24 
and March 10, but declined $140,000,000 during the two 
following weeks, reflecting the use of currency holdings in the 
payment of income taxes.

The pattern of excess reserves of all member banks during 
March corresponded in general with the rise and fall of the 
Treasury’s borrowing on the special one-day certificates of 
indebtedness. Both the rise and subsequent decline of member 
bank excess reserves, however, were less pronounced than the 
rise and fall of the special one-day borrowing. During the 
period in which the special borrowing was increasing, many 
banks gaining reserve balances put their funds immediately 
to work by adding to their Government security holdings, 
especially through reacquiring bills previously sold to the 
Reserve Banks under repurchase option. Indeed, throughout the 
month there appeared to be a tendency for banks* acquiring 
substantial excess reserves to make effective use of those funds 
through enlarging their investment portfolios. Following 
March 15, the tax collections and calls on W ar Loan accounts, 
which enabled the Treasury to reduce its borrowing on the 
special certificates, drew reserve funds from the market, and 
banks (principally those whose excess reserves were exhausted 
or near exhaustion) sold Government securities, predomi
nantly bills, to the Reserve Banks in partial compensation for 
these losses. Many banks with surplus funds, however, con
tinued to add to their Government security portfolios.

As was true also in February, fluctuations in member bank 
excess reserves during March reflected in the main changes in 
excess reserves of reserve city and "country” member banks. 
In both of the central reserve cities, New York and Chicago, 
excess reserves were maintained at more or less "nominal” 
levels, as banks in these cities bought Treasury securities freely 
to keep their funds fully employed, and made sales of Treasury 
bills when necessary to maintain their reserves at the required 
levels. Excess reserves of the central reserve New York City 
banks averaged about $100,000,000 both in February and 
March. These banks, as earlier in the year, tended to gain 
reserve balances through an inflow of funds from other sections 
of the country during the first half of March. Losses of 
funds through income tax checks drawn on New York City 
banks and calls for repayment of W ar Loan account deposits

during this period were more than compensated for by an 
exceptionally heavy volume of Government checks placed on 
deposit here. In the latter half of the month the inward move
ment of funds ceased, and at the same time renewed calls on 
the W ar Loan accounts brought about losses of reserve balances 
through Treasury transactions. Between February 24 and 
March 17, the weekly reporting member banks of New York 
City enlarged their holding of Treasury bills to the extent of 
$244,000,000. During the following week these holdings 
declined $87,000,000, to $1,877,000,000, principally through 
sales to the Reserve Bank to compensate for losses of reserve 
funds.

W A R  F IN A N C IN G  

Net public borrowing of the Treasury in March amounted 
to only about $1,000,000,000, consisting of net sales of Treas
ury bills and Savings bonds, partly offset by net redemptions of 
Tax notes presented in payment of taxes. Expenditures 
were met largely from quarterly income tax receipts 
and to a smaller extent by drawing down Treasury 
balances with depositary banks and the Federal Reserve Banks. 
Borrowing operations will be resumed on a large scale during 
April, with the launching of the Second W ar Loan Drive.* 

Sales of Savings bonds held up well in March in spite of 
quarterly income tax collections. On the basis of the Daily 
Statement of the Treasury for March 27, it is estimated that 
total sales of all series of Savings bonds during the month 
surpassed the $887,000,000 February total. In the Second 
Federal Reserve District, sales by agencies other than post 
offices amounted to about $140,000,000 compared with 
$130,000,000 in February. Sales of Series E bonds, which 
amounted to $79,000,000 in the previous month, exceeded 
$90,000,000.

Cashing of Savings bonds, enlarged by redemptions to obtain 
funds for tax payments, may be estimated at about 
$130,000,000 for March, compared with $76,000,000 in 
February and $63,000,000 in January. Apart from the income 
tax factor in stimulating redemptions during March, Savings 
bond redemptions have shown a tendency to increase month 
by month. The steady enlargement in the amount outstanding 
is the principal factor in the growth of redemptions, but it 
would also appear that there has been a perceptible rise in 
redemptions in terms of the volume outstanding. Redemptions 
during March of this year amounted to 0.76 per cent of the 
amount outstanding at the end of February, whereas in March,
1942, 0.28 per cent of the amount outstanding February 28,
1942 was turned in. The relatively heaviest rate of redemp
tions has been experienced in the Series E bonds, particularly 
those of the smaller denominations.

* The Second W ar Loan Drive is discussed in a separate section be
ginning on the following page of this Review.
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S E C O N D  W A R

Secretary Morgenthau has announced a minimum goal of 
$13,000,000,000 for the Second W ar Loan Drive which will 
be launched under the general direction of the United States 
Treasury W ar Finance Committee* on Monday, April 12. The 
full resources of the W ar Savings Staff and Victory Furid Com
mittees will be joined, under the W ar Finance Committee, in 
an effort not only to exceed the sales totals of the December 
drive but also to gain a substantially wider public participation.

Since commercial banks will be limited to allotments of 
$2,000,000,000 or thereabouts on each of two new issues, in 
addition to purchases of the weekly Treasury bill issues, the 
success of the drive will largely hinge upon the amount raised 
from other investors. The national goal for sales to nonbank
ing subscribers has been set at $8,000,000,000, and the goal 
for this District at $3,000,000,000.

In order to encourage the widest possible distribution to 
investors other than commercial banks, the Treasury is again

* The W ar Finance Committee in the Second Federal Reserve District 
is composed as follows:

Allan Sproul, Chairman
President, Federal Reserve Bank of New York 

Perry E. Hall
Executive Manager, Victory Fund Committee, Second Federal 

Reserve District 
Thomas Hewes

State Administrator, Connecticut W ar Savings Staff 
John E. Manning

State Administrator, New Jersey W ar Savings Staff 
Richard C. Patterson, Jr.

Chairman, New York State W ar Savings Staff

L O A N  D R I V E

offering various securities designed for every type of investor, 
and is providing that allotments will be made in full on sub
scriptions received from (or entered on behalf of) nonbank
ing investors. The types of securities available during the 
drive are indicated in the table.

It is of vital importance that the largest possible amount be 
raised from individuals in order to absorb current income and 
savings which might otherwise be used to bid up prices of 
scarce goods and services. Income received by individuals in 
the form of wages and salaries, dividends, interest, rents and 
royalties is expected to total at least $135,000,000,000 during 
the current year. Approximately $15,000,000,000 of this 
income will be absorbed by present Federal and State taxes on 
individuals, leaving about $120,000,000,000 available for 
spending. Since the supply of consumer goods and services 
during 1943 is estimated at only about $77,000,000,000 
at present price levels (about $5,000,000,000 less than 
last year), some $43,000,000,000 would have to be absorbed 
in savings and additional taxes in order to eliminate the danger 
of inflationary pressure on prices. Although savings through 
normal channels may be counted upon to absorb a substantial 
portion of this purchasing power, there will exist a large vol
ume of excess funds which could be used to bid for the limited 
supply of goods and services. To the extent that this excess 
income can be absorbed through sales of Government securi
ties to its recipients, there is less likelihood of its being spent

G O V E R N M E N T  SEC U R ITIES O FF ER ED  IN  SECOND W A R  L O A N  D R IV E

Type of issue Maturity Prior redemption Interest rate Denomination Subscription books open Limitations on purchases

Treasury bonds 
of 1964-69

June 15, 1969 Callable on and after 
June 15, 1964

2H% $500 to $1,000,000 April 12 through duration 
of drive

Commercial banks may not 
purchase until April 15, 1953

Treasury bonds 
of 1950-52

Sept. 15, 1952 Callable on and after 
Sept. 15, 1950

2% $500 to $1,000,000 April 12 through duration 
of drive; commercial bank 
subscriptions on April 28, 
29, 30

Total commercial bank allot
ments limited to about 
$2,000,000,000 with subscrip
tions of $100,000 or less 
allotted in full

Certificates of 
indebtedness

April 1, 1944 None 7A % $1,000 to $1,000,000 April 12 through duration 
of drive; commercial bank 
subscriptions on April 12, 
13, 14

Same as Treasury bonds of 
1950-52

Treasury bills Usually 
91 days

May be resold to Federal 
Reserve at % %

Discount bid $1,000 to $1,000,000 Each week Allotments on basis of bid 
price

Series E War 
Savings bonds

Ten years 
from date of 
issue

At option of owner after 
sixty days from issue 
date

Yield 2.9 % if held to 
maturity

$25 to $1,000 Continuously Only $5,000 (maturity value) 
in any calendar year—issued 
only to individuals

Series F & G 
United States 
Savings bonds

Twelve years 
from date of 
issue

At option of owner after 
six months from issue 
date on one month’s 
notice

Series F yield 2.53% 
if held to maturity; 
Series G interest rate 
is 2

$100 to $10,000 
($25 for Series F only)

Continuously Only $100,000 (issue price) in 
any calendar year of Series F 
and G combined— commercial 
banks not eligible to purchase

Series A Tax 
notes

Sept. 1, 1945 Redemption for taxes 
during and after second 
calendar month after 
month of purchase —  
cash redemption with
out advance notice

Yield 1.92% if used 
for tax payment —  
otherwise no interest 
paid

$25 to $5,000 Continuously Only $5,000 principal amount 
may be presented in payment 
for each class of taxes in any 
taxable period

Series C Tax 
notes

Three years 
from date of 
issue

Redemption for taxes 
same as Series A—cash 
redemption after six 
months from issue date 
on 30 days’ notice

Yield 1.07% if held 
to maturity*

$1,000 to $1,000,000 Continuously None

* No interest paid on cash redemption of Tax notes issued to a commercial bank.
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This District’s Share

The $8,000,000,000 goal for nonbanking subscrip
tions in the April War Loan Drive has been broken 
down into similar goals for each of the twelve Federal Re
serve Districts. Three-eighths of it— $3,000,000,000—  
has been set as the objective for the Second Federal 
Reserve District. This proportion for the Second Dis
trict is based upon this Districts share in the total de
posits of individuals, partnerships, and corporations in 
the country as a whole, with additional allowances for 
the large resources of insurance companies and mutual 
savings banks located within the District. For the 
double reason that the District goals are based primarily 
upon the location of deposits, and that disturbances to 
bank reserve positions might otherwise occur through 
shifts of deposit balances from one part of the country 
to another, it is desirable that subscribers enter their 
subscriptions as far as possible in the localities, and 
through the banks, where their funds are.

than there would be if it were in the form of currency or bank 
deposits. Savings thus accumulated have a beneficial effect in 
two ways. Not only do they hold down inflation during the 
war, but they may stimulate production after the 'war if used 
tc buy goods and services at a time when the available supply 
can be expanded. For these reasons, the primary goal of 
Treasury financing is to raise a maximum amount direct 
from individuals.

Although substantial achievements have been made so far in 
selling Government securities to nonbanking investors, the 
proportion absorbed by commercial banks has not declined 
materially. During the first four months of the fiscal year 
which began July 1, 1942, commercial banks (including the 
Federal Reserve) absorbed about 56 per cent of the net bor
rowing from the public. Although the December drive was 
successful in that commercial banks were allotted only 40 per 
cent of the total amount raised during the month, the amount 
actually absorbed by banks was considerably greater after 
taking into account a shift of already outstanding Government 
securities from other investors to commercial banks during 
November and December. Over the two months of Novem
ber and December, increases in holdings of Government securi
ties by the commercial banks and the Federal Reserve Banks 
were equal to nearly 54 per cent of the net borrowing from 
the public.

If the sale of securities to nonbank investors is to be success
ful in attaining the objective of drawing off large amounts 
of current incomes of the public, considerable emphasis must 
be placed upon continued holding by subscribers of securities 
purchased. Sales or redemptions of securities, in the absence 
of compelling need, tend to defeat that objective.

M E M B E R  B A N K  C R E D IT

There was a continued strong demand for Government 
securities on the part of the weekly reporting member banks 
during the five weeks’ period February 17 to March 24. A l
though the only new Government offerings in this period con
sisted of the regular weekly Treasury bill issues, the reporting 
banks in 101 leading cities added $865,000,000 to their Gov
ernment holdings. The highlight of the first four weeks was 
the large volume of Treasury bills purchased by these banks, 
$538,000,000. During the week ended March 24, however, 
$240,000,000, or nearly half of these bills, were sold as some 
of the member banks, particularly in New York and Chicago, 
disposed of bills in the adjustment of their reserve positions. 
The weekly reporting member banks in these two cities sold 
$172,000,000 in Treasury bills during that week.

For the five weeks as a whole the New York City reporting 
banks made net purchases of $400,000,000 Government obli
gations, more than replacing the $316,000,000 sold during the 
preceding five weeks’ period. More than half the increase—  
$242,000,000— consisted of Treasury bonds. The other large 
item was net purchases of Treasury bills, $141,000,000. Certi
ficates of indebtedness were sold in the amount of $58,000,000.

Outside New York City, the Government securities port
folios of the reporting member banks in 100 cities continued 
to show a steady increase. Between February 17 and March 
24 these banks purchased an additional $465,000,000, Treasury 
bonds accounting for $260,000,000 and Treasury bills for 
$157,000,000.

Total loans declined both in New York City and in the 
100 other cities. In New York the decrease amounted to 
$95,000,000; commercial, industrial, and agricultural loans 
fell off $58,000,000 and loans to brokers and dealers in securi
ties $29,000,000. In the 100 cities outside New York total 
loans dropped $93,000,000, mainly as a result of a further 
decline of $44,000,000 in commercial, industrial, and agricul
tural loans and $32,000,000 in the "all other loans”classification.

In view of the offsetting effect of Government expenditures, 
income tax payments did not materially depress the level of 
adjusted demand deposits. In fact, in New York City adjusted 
demand deposits rose steadily over the five weeks’ period under 
review, the aggregate increase amounting to $964,000,000. 
Outside New York there was a decline of $394,000,000 dur
ing the week ended March 24, but a net increase of 
$544,000,000 for the five weeks as a whole. The Govern
ment drew down its deposits with the reporting member 
banks in the 101 cities an additional $1,123,000,000.

S E C U R IT Y  M A R K E T S

The forthcoming April financing was a dominating influ
ence in the Government security market during March, as 
investors readjusted their portfolios in the light of individual 
requirements. There was a considerable volume of offerings 
of partially tax exempt bonds by insurance companies, in
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preparation for purchases of the new issues during April, 
but these securities were quickly absorbed by banks and other 
investors. At the same time, a buying interest was evident 
in the fully taxable bonds over the greater part of the month, 
and in the longer maturities of outstanding Treasury notes and 
certificates of indebtedness. Generally speaking, the principal 
outright demand came from commercial banks, while opera
tions of other investors, aside from sales of partially tax- 
exempt bonds, were largely confined to "switches”. The Fed
eral Reserve Banks sold substantial amounts of Treasury bonds 
and notes over the month, with the effect of restraining rising 
tendencies in the prices of outstanding obligations.

Prices of municipal bonds during March held generally 
steady around the high level reached late in February. Ac
companying a considerable increase in market activity, prices 
of domestic corporation bonds tended to advance. Near the 
close of the month the yield on Baa bonds as computed by 
Moody’s Investors Service was at a record low of 3.98 per cent.

Stock prices continued to move up in March, prolonging 
the general rise which commenced late last April. In this 
eleven months’ period, the level of stock prices rose 55 per 
cent, according to Standard and Poor’s index of 90 stocks. 
At the end of March the index was about 5 per cent higher 
than a month earlier, and at the highest point since May, 1940. 
Trading on the New York Stock Exchange was the most active 
it has been since December, 1941. Over a million shares 
changed hands during practically every full day, and turnover 
exceeded two million shares on five occasions.

F O R E IG N  E X C H A N G E S

Although foreign exchange trading in the New York market 
continued on an extremely limited scale during March, there 
was somewhat more fluctuation in rates than had occurred in 
recent months. After declining to $0.8968%  early in the 
month, the Canadian dollar subsequently advanced in the 
unofficial market here, to be quoted as high as $0.9043%  on 
March 30. This rate, which was slightly above the 1942 peak 
and indicated a net gain of nearly 2 cents for the elapsed por
tion of 1943, was only about V2 cent below the official rate at 
which the Canadian Foreign Exchange Control Board currently 
sells Canadian dollars. This official rate virtually constitutes a 
maximum level above which the Canadian dollar is not likely 
to sell in the unofficial market. Among the other Western 
Hemisphere currency rates, the free rate for the Argentine 
peso continued during March to show the strength that had 
first developed in the middle of January. By March 31 the 
quotation had reached $0.2414, as compared with $0.2372 
at the end of February and $0.2357 on December 31, 1942.

The "free” Swiss franc fluctuated irregularly in the usually 
thin market here, showing little net change for the month as 
a whole. Toward the end of March the quotation, at $0.2800, 
remained about 9 Va cents below the December peak but 
nevertheless about 3 Vi cents above the February 1 low.

N E W  SE C U R IT Y  ISSUES
New offerings of corporate and municipal securities in 

March amounted to about $128,000,000, the largest monthly 
total since June, 1942. Corporate issues, which had been at 
exceedingly low levels in the previous two months, increased 
tc $79,000,000 in March, including $49,000,000 for new 
capital purposes. As in the previous two months, municipal 
awards aggregated about $50,000,000.

The principal corporate offering was that of $20,500,000 
Public Service Company of New Hampshire first mortgage 
3*4 per cent bonds due in 1973, offered to the public at a 
price of 108 to yield 2.85 per cent. Of the total amount raised 
from this issue, $19,686,000 will be used to retire outstanding 
bonds. Other large corporate offerings included $14,000,000 
Continental Can Company 3 per cent debentures due in 
1965, sold privately to a group of life insurance companies, 
and $10,000,000 Erie Railroad Company 3 Vs per cent collateral 
trust notes due from 1944 to 1953, awarded at a net interest 
cost of 3.10 per cent and reoffered to yield from 1.00 to 3.15 
per cent. In the municipal total there were $23,545,000 of 
local housing authority serial bonds and $9,000,000 City of 
Seattle, Washington 3 Vi per cent municipal transportation 
refunding bonds maturing from 1944 to 1961.

In spite of increased financing activity in March, the volume 
of corporate security issues during the first quarter of 1943 
averaged only $34,000,000 monthly. Issues for new capital 
purposes, averaging $21,000,000 monthly, were above the 
unusually low level of $6,000,000 in the preceding quarter, 
but were still well below monthly averages of recent years.

P R O D U C T IO N  A N D  T R A D E
Judging from preliminary data, industrial activity in March 

appears to have increased further from the high level of 
February. Weekly estimates of steel production indicate that 
March output was close to the record tonnage turned out by the 
steel mills in the peak month last October. The daily output 
of bituminous coal, which in February had reached the highest 
point in a number of years, showed a further gain during the 
first part of March, and crude petroleum production and 
electric power output appear to have run slightly ahead of the 
rates of the previous month.

In February the seasonally adjusted index of production and 
trade computed at this bank rose to a record level of 128 per 
cent of estimated long term trend, three points above the 
figure for January and fourteen points above that for February,
1942. Retail trade and primary distribution showed marked 
gains in February and productive activity held close to the 
record level of last December. The February rise in retail 
trade was to a large extent due to exceptionally active buying, 
particularly of clothing, in anticipation of rumored future 
rationing.

The index of output of producers’ durable goods moved up 
three points between January and February, evidencing a fur-

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

April 1, 1943



FEDERAL RESERVE BANK OF NEW YORK 31

1942 1943

Feb. Dec. Jan. Feb.

Indexes of Production and Trade* 
(100=estimated long term trend)

12 8pIndex of Production and Trade.............. 114 123 125 p

Production............................................. 120 136 135 p 136p

Producers’ goods—total.................... 143 171 172 p 174p
Producers’ durable goods............. 158 207 206p 209p
Producers’ nondurable goods. . . . 126 131 133p 135p

Consumers’ goods—total.............. 92 91 87 p 87 p
Consumers’ durable goods............ 56 39 40p 41p
Consumers’ nondurable goods---- 105 108 103p 103p

Durable goods—total........................ 128 157 157p 160p
Nondurable goods—total................. 113 117 115p 116p

Primary distribution............................ 118 142 144p 150p
Distribution to consumer..................... 96 82 88 p 96p
Miscellaneous services....................... . 115 147 147p 148p

Cost of Living, Bureau of Labor Statistics
121p(100— 1935-39 average)........................... 113 120 121

Wage Rates
147p(100— 1926 average)................................. 132 146

Velocity of Demand Deposits* 
(100=1935-39 average)

69 67 69New York City......................................... 62
Outside New York City........................... 90 82 78 75

p Preliminary. * Adjusted for seasonal variation.

ther rise in the manufacture of war goods and an increase in 
the daily rate of steel production. W ith the exception of 
October, 1942, the average daily rate of steel production in 
February was higher than in any month on record and ship
ments of steel plate reached a new high daily rate. During 
February merchant shipyards delivered the record number of 
130 ships, totaling over 1,200,000 deadweight tons, and the 
Navy Department reported the delivery of 150 warships 
of 200,000 tons displacement. The Under Secretary of War 
announced that 5,500 airplanes were produced in February.

The producers’ nondurable goods index advanced two points 
in February. Reflecting in part the adoption of a six-day week 
by most of the industry, the daily rate of bituminous coal out
put rose to the highest level in nearly sixteen years, and the 
daily consumption of cotton was higher in February than in 
the preceding month. Output of consumers’ goods during 
February was maintained at approximately the January level.

E M P L O Y M E N T  A N D  P A Y R O L L S

Factory employment in New York State increased per 
cent and factory payrolls advanced almost 4 per cent from 
January to February, according to the New York State Depart
ment of Labor. Rising activity at war plants and seasonal 
expansion in the clothing industries were the major factors 
in these increases. Average weekly earnings were $42.97 in 
February as compared with $36.30 one year previous. In New  
York City the February seasonal movement in apparel out
put, together with an expansion at local war plants, resulted 
in increases in employment and payrolls about equivalent to 
the changes in the State as a whole. The levels of -manu
facturing employment and payrolls in the City remain, how
ever, considerably below Upstate New York, shown in one

section of the accompanying chart.* Successful conversion 
of the metal-working industries of Syracuse to war uses, and 
construction of new plants in the area, have reversed the 
temporary recession in employment which occurred in that 
city last year and in the past four months both employment 
and payroll gains in Syracuse have been more rapid than in 
any other industrial area in the State. In the "capital” district 
the curves of manufacturing employment and payrolls flattened 
off in January and February of this year, following the rapid 
gains of the preceding two and one-half years. Factory em
ployment in the Kingston-Newburgh-Poughkeepsie area, 
which increased considerably during 1941, has not changed 
substantially since then, although payrolls have shown a further 
irregular rise; Kingston, a textile and apparel center, was 
recently reclassified by the War Manpower Commission as a 
labor surplus area.

The nation’s estimated civilian labor force declined between 
January and February and reached a new wartime low of 
52,300,000. Military inductions constituted the principal 
reason for the withdrawal of 400,000 men from the civilian 
labor force in the month, and only 300,000 women entered 
the labor market as replacements. In the year February, 1942 
to February, 1943, the labor force declined by over 1,000,000 
persons, and the proportion of women among all employed 
workers rose from 25 per cent at the earlier date to 30 per 
cent. The Bureau of the Census has forecast a continuing 
contraction of the labor force as a result of military inductions 
unless considerably larger numbers of persons, particularly 
housewives and youths, enter the labor market.

* In this R eview  for February 1, 1943 (page 1 4) ,  a similar chart 
was reproduced covering factory employment and payrolls in New  
York City, Buffalo, Rochester, and Binghamton-Endicott-Johnson 
City.
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R A T IO N IN G  A N D  R A T IO N  COU PO N  B A N K IN G

Following the establishment on March 1 of a point system 
of rationing for virtually all types of processed fruits and vege
tables, a similar system went into effect on March 29 for the 
rationing of meats, canned fish, most types of cheese, butter, 
and other edible fats and oils. The point values set by the 
Office of Price Administration allow each person approximately 
two pounds of meat, butter, and cheese per week, depending 
upon the cuts of meat purchased. Although consumers will 
not have to surrender points for food consumed in hotels and 
restaurants, such establishments will be rationed directly with 
their supplies of meat, cheese, and butter considerably reduced.

On March 26, the President announced the creation of a 
Food Production and Distribution Administration in the 
Department of Agriculture, to be headed by Chester C. Davis, 
President of the Federal Reserve Bank of St. Louis. Mr. 
Davis, who will be responsible directly to the President, will 
have broad powers over the production and distribution of 
food and the recruitment of farm labor and is expected to 
control food prices in cooperation with the Office of Price 
Administration. The President also announced plans for the 
deferment of over 3,000,000 farm workers and the recruitment 
of a "Land Army” of students, women, and other workers.

The system of ration banking is being extended as a result 
of the enlargement of the rationing program. Since January 
27, banks have been handling and clearing coupons for sugar, 
coffee, and gasoline. Now they are being called upon to 
handle the huge volume of coupons arising out of the rationing 
of meats and processed foods; beginning April 12 ration coupon 
accounts will also be opened by shoe dealers. During March 
it was announced that certain agencies, such as the Army and 
Navy, exempt from rationing restrictions, would be required 
to open special ration coupon accounts with unlimited over
draft privileges. The agencies will draw special ration checks 
against these accounts to reimburse distributors for the 
coupon value of commodities they purchase, thus enabling 
both civilian and military supplies to be brought under the 
same system of distributive control.

D E P A R T M E N T  STOR E T R A D E
On the basis of weekly reports received at this bank, 

department store sales in this District during March appar
ently were maintained close to the level of March, 1942 but 
lower than in February, 1943. Normally there is a seasonal 
increase between February and March, but this year sales 
during February of department stores (as well as apparel 
stores) were at an exceptionally high level as the result of a 
buying wave, particularly in clothing, induced by rumors of 
impending rationing. Buying of this character subsided in 
March. Sales in February were 17 per cent higher than in 
the corresponding month last year, and exceeded even the 
record levels attained in August, 1941, seasonal factors 
considered.

PER CENT

Indexes of Sales and Stocks of Reporting Department Stores in the 
Second Federal Reserve District, Adjusted for Seasonal 

Variation (1923-25 average=lO0 per cent)

Expressed in retail values, stocks of merchandise on hand 
in the reporting department stores in this District at the end 
of February were 10 per cent below February, 1942. Returns 
from a limited number of department stores in this District 
show that at the end of February outstanding orders for 
merchandise purchased by the stores, but not yet delivered 
to them, were 16 per cent below February, 1942, but 18 per 
cent higher than at the end of January, 1943.

Percentage changes from a year earlier

Net Sales Stock on
Department Stores -------------------- hand,

February, Jan. and February 28,
1943 Feb., 1943 1943

New York City..................................... +20 +  3 -1 0
Northern New Jersey........................... +  3 -  7 -1 7

+  7 -  3 -1 7
Westchester and Fairfield Counties. . . +  8 -  5 +  1

+  10 -  7 +  7
Lower Hudson River Valley................ +  9 -  3 -  4

Poughkeepsie..................................... +13 -  1 —
Upper Hudson River Valley................ +  1 -  9 -  1

Albany................................................ -1 2 -1 9 —
Schenectady*..................................... +17 +  3 -  6

Central New York State...................... +23 +  9 -11
Mohawk River Valley...................... +24 +16 -  3

+22 +  7 -1 3
Northern New York State................... +  5 -  4 —
Southern New York State................... +27 +  14 +  2

Binghamton....................................... +31 +17
+17 +  5 —

Western New York State..................... +24 +  9 -  8
+30 +13 -  4

Niagara Falls..................................... +47 +36 -  6
+16 +  2 -1 4

All department stores................... +17 +  2 -1 0

Apparel stores............................ +48 +17 -  2

*Separate figures for Schenectady available for the first time.

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average = 100)

1942 1943

Feb. Dec. Jan. Feb.

Sales (average daily), unadjusted............... 94 215 97 112
Sales (average daily), seasonally adjusted. . 116 119 123 138

Stocks, unadjusted....................................... 119 118 108 105
Stocks, seasonally adjusted.......................... 124r 121 118 111

r Revised.
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(1935-39 average—100 per cent)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation 

(1923-25 average:=100 per cent)

Indexes of Wholesale Prices Compiled by United 
States Bureau of Labor Statistics (Latest 

figures are for March 20; 1926 
average =100 per cent)

Member Bank Reserves and Principal Related
Items (Latest figures are for March 24)

General Business and Financial Conditions in the United States
(Summari2ed by the Board of Governors of the Federal Reserve System)

INDUSTRIAL activity continued to advance in February and the early part of March. Retail 
sales of merchandise, particularly clothing, were exceptionally large in February but 

declined somewhat in March. Wholesale prices, particularly of farm products, advanced 
further.

Prod u ction

Total industrial output continued to increase in February and the Board’s adjusted index 
rose to 203 per cent of the 1935-1939 average as compared with 199 in January. Larger 
output at coal mines, steel mills, and armament plants was chiefly responsible for the rise in 
the index. February deliveries of finished munitions, including a record of 130 merchant 
ships, considerably exceeded the previous month.

Activity at steel mills reached the peak set last October. Operations averaged 98 per 
cent of the mills’ capacity, which has been increased since that time to a figure above 90 
million tons of ingots annually.

Lumber production, which declined in January owing largely to unfavorable weather, 
increased in February somewhat more than is usual at this season.

Output of textile products remained at the high level of other recent months. Cotton 
consumption was slightly lower than the corresponding month of the previous year, while 
rayon and wool consumption were somewhat higher than last year. Shoe production, 
unchanged from January, was close to the level set by the W ar Production Board order which 
limits output of shoes for civilians in the six months beginning March 1 to the number 
produced in the last half of 1942. Meatpacking declined less than seasonally after a reduction 
in January, while output of most other foods was lower.

Coal output rose sharply in February with the general adoption of the six-day work 
week in the mines. Operations in the anthracite mines increased to the high level of last 
summer while output of bituminous coal was the highest in many years.

The value of construction contracts awarded in February was about the same as in 
January according to reports of the F. W . Dodge Corporation. Total Federal awards for 
war construction remained at a level about one-third as large as during last summer. Federal 
awards for housing continued to decline in February.

D istribution

Department store sales increased considerably in February and the Board’s seasonally 
adjusted index rose to a new high level of 167 per cent of the 1923-25 average. Previous 
peaks had been 143 in January and 138 in January and November 1942. The increase in 
February reflected a new buying wave that began early in the month and centered chiefly in 
clothing items. In the first half of March the buying wave subsided somewhat and sales 
declined from the high level reached during February.

Freight car loadings showed more than a seasonal rise in February and the first two 
weeks of March and the Board’s adjusted index averaged 4 per cent higher than in January. 
Large off-seasonal movements of grain continued to be the most unusual feature of car 
loadings.

Co m m o d ity  Prices

Prices of a number of commodities advanced further in February and in the early part 
of March. Farm products have continued to show the largest increases and prices received by 
farmers in the middle of March are estimated to be about 30 per cent higher than a year 
ago. Fruit and vegetable prices are considerably higher now than during the same season 
last year. Prices of bread grains and grains used for livestock feeding have advanced sharply 
in recent months and livestock prices have also risen further.

In retail markets the largest advances have continued to be in food prices. In the latter 
part of February maximum levels were established for leading fresh vegetables following 
sharp price increases resulting in part from the restrictions on retail sales of canned and dried 
vegetables and fruits.

Ba n k  Credit

Excess reserves of member banks remained generally above 2 billion dollars during the 
first two weeks of March, compared with an average of about 1.8 billion during the latter 
part of February. During the four weeks ending March 17 total Reserve Bank holdings of 
Government securities showed an increase of 470 million dollars. Purchases of special 
Treasury one-day certificates moderated the effect of large scale shifts of funds over the tax 
payment period. These purchases began early in March and on March 17 the certificate 
outstanding was 980 million dollars. Holdings of other United States Government securities 
declined by 510 millions.

Reflecting the payment of taxes in cash, money in circulation rose less rapidly early in 
March and declined slightly around the middle of the month.

The gain in reserve funds occurred mainly at banks outside the central reserve cities; at 
New York City and Chicago banks reserves remained close to requirements.

In the four week period ending March 17 member banks in 101 leading cities increased 
their holdings of Government securities by 920 million dollars. Prices of Government 
securities continued steady.

Demand deposits at banks in leading cities increased sharply over the four week period. 
There were also increases in interbank deposits, indicating accumulation of funds by country 
banks.
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MONEY MARKET IN APRIL
While figures for the final days of the campaign are not yet 

available, the Second W ar Loan drive, launched April 12 with 
a minimum objective of $13,000,000,000, has substantially 
exceeded that total. Thus, the second drive clearly out
stripped the first, held last December, when the goal was 
$9,000,000,000 and the realization $12,900,000,000. Indeed, 
it may be that the April drive will yield an amount not very 
far short of the $17,000,000,000 total raised during all of the 
first four Liberty Loan campaigns of the first World War. The 
results of the new drive reflected 
the high level of national in
come, the large volume of idle 
funds, and the joint efforts of 
the War Savings Staff and Vic
tory Fund Committee organiza
tions, and their coordination 
under the recently appointed 
War Finance Committee. Com
mercial banks heavily oversub
scribed the limited amounts of 
securities offered to them; in
surance companies, savings 
banks, and other "institutional” 
investors purchased large blocks, 
especially of the 2 l/z per cent 
and 2 per cent bonds; other cor
porations were large buyers of 
certificates of indebtedness and 
Tax Savings notes; and individ
uals, making an extra effort to help in financing the war, pur
chased Government bonds of all types in the largest volume 
thus far attained.

The amount of funds raised directly from banks, approxi
mately $5,000,000,000, was largely predetermined, since their 
purchases were limited to $2,000,000,000 or thereabouts of the 
7/s per cent certificates of indebtedness, and a corresponding 
amount of the 2 per cent Treasury bonds of 1950-52, in addi
tion to Treasury bills, the supply of which was increased 
$800,000,000 during the month. The surpassing of the over
all goal, was therefore largely the result of sales of Government

securities to nonbanking investors, although some of the securi
ties sold to others than banks will undoubtedly be resold 
to banks over a period of time. In the Second Federal 
Reserve District, sales to nonbanking investors reached over 
$4,000,000,000 by the end of April, exceeding the minimum 
$3,000,000,000 objective for sales in the District to these 
classes of investors by a wide margin. In addition, there were 
substantial sales to brokers and dealers in securities some part 
of which can definitely be included in sales to nonbank in

vestors although a considerable 
amount will find its way into 
bank h oldin gs. M oreover, 
nearly $300,000,000 (net) of 
sales were allotted to other dis
tricts at the request of sub
scribers (chiefly corporations) 
who were asked by sales organi
zations in those districts to 
credit them with part of their 
security purchases, even though 
the subscriptions were actually 
obtained in this District and 
payments for the securities were 
made out of funds located here. 
The successful results in this 
District were accounted for not 
only by the energetic sales ef
forts of the local War Savings 
and Victory Fund organizations, 

but also by the especially active participation of insurance 
companies whose head offices are located in this District, and 
of corporations whose principal banking accounts are carried 
here. Second District insurance companies, which supple
mented their purchasing capacity by reducing holdings of 
partially tax-exempt and other already outstanding issues, 
bought more than $1,300,000,000 in total of the three "market” 
offerings during the drive.

Despite the negligible amounts of excess reserves held by 
the New York City banks at the beginning of the campaign, 
commercial banks in this area entered heavy subscriptions for
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War Loan Deposits in Special Depositaries for Account of 
Sales of Government Securities, and Credits to and 

Withdrawals from. Such Accounts

the two market issues available to them, and at the same time 
continued to enter substantial tenders each week for Treasury 
bills. As in December, the financing was accomplished with
out strain upon bank reserve positions. For this, credit was 
due to the W ar Loan deposit account mechanism, modified 
April 13 by approval of the Wagner-Steagall amendment to 
the Federal Reserve Act suspending reserve requirements 
against such deposits.* Aside from Treasury bills, for which 
book credit payments were not permitted, payments by credits 
to W ar Loan deposit accounts on the books of banks were 
employed to such a preponderant extent that there were rela
tively few days over the course of the campaign when cash 
receipts by the Treasury from the sale of new issues were large 
enough to create a substantial increase in Treasury deposits 
with the Federal Reserve Banks and a consequent loss of reserve 
funds to the banks. In fact, the Treasury made a limited num
ber of calls on the War Loan accounts during the drive, in order 
to supplement cash receipts from the sale of securities and tax 
revenues. Calls during the second half of the month, however,

* By th e  sam e m easure  Federal D ep o sit Insu rance C o rpo ratio n  
assessm ents against th e  W a r  L oan accounts w ere also suspended.

Money Rates in New York

April 30, 1942 Mar. 31, 1943 April 29,1943

Stock Exchange call loans.................... 1 1 1
Stock Exchange 90 day loans................ *1% *1H
Prime commercial paper-4 to 6 months. *A H -H 5A -HBills— 90 day unindorsed.....................
Average yield on tax exempt Treasury

7A A 7A
bonds (not callable within 12 years). 

Average yield on taxable Treasury bonds
2.05 2.07 1.99

(not callable within 12 years)............
Average rate on latest Treasury bill

2.38 2.32 2.32

sale 91 day issue...............................
Reserve Bank discount rates:

On advances to member banks se
cured by Government obligations 
callable or maturing in one year or

0.335 0.374 0.372

less...................................................
On other advances to member banks 

secured by Government obliga
H X

tions, and on rediscounts..............
Reserve Bank buying rate for 90 day

1 1 1

indorsed bills....................................... y2 y2

* Nominal

totaled only $1,019,000,000, as compared with $2,089,000,000 
during the first half. Credits to W ar Loan accounts during 
April, representing payments for Government securities, ap
proximated $10,500,000,000, and it is estimated that the bal
ance in these accounts, which amounted to $2,694,000,000 at 
the end of March exceeded $10,000,000,000 on April 30. Heavy 
additional credits to War Loan account deposits are expected 
on May 10 when payments are due on the allotments to banks 
of 2 per cent bonds.

In the Second Federal Reserve District the proportion of 
book credit payments on sales of the three market issues— the 
IVz per cent bonds, the 2 per cent bonds, and the Vs per cent 
certificates of indebtedness— ran upwards of 95 per cent; in 
other districts slightly less than 80 per cent. The correspond
ing figures for the December drive were 83 per cent and 46  
per cent, respectively. The greater use of the book credit 
method of payment was an indication of the fact that banks 
were becoming increasingly conscious of its advantages to them 
(especially in light of the enactment of the Wagner-Steagall 
bill), and of its vital role in making possible Government 
financing operations of unprecedented size with a minimum of 
disturbance to bank reserve positions. Between the end of 
December and April 24, the number of qualified W ar Loan 
depositaries increased from 660 to 908 in the Second Federal 
Reserve District and from approximately 5,200 to about 8,500 
in the country as a whole. Besides the qualification of many 
additional depositaries, the limits on maximum W ar Loan 
account deposits have been increased in numerous cases.

M ember Ba n k  Reserve Positions

During the first two weeks of April excess reserves of all 
member banks in the United States rose $630,000,000, or from 
$1,520,000,000 to $2,150,000,000. The principal factor tend
ing to enlarge excess reserves over this period was an increase 
of $785,000,000 in Government security holdings of the Federal 
Reserve Banks, reflecting for the most part purchases of bills 
under the Ys per cent buying rate from banks requiring 
additional funds in the adjustment of their reserve positions. 
Reserve requirements declined $245,000,000 during the first 
two weeks of the month, also tending to create excess reserves, 
but there were opposing factors which limited the rise— prin
cipally a $207,000,000 increase in nonmember deposits and 
other Federal Reserve accounts, a $172,000,000 rise in currency 
circulation, a $75,000,000 decline in the gold stock, and a 
$73,000,000 increase in Treasury deposits with the Federal 
Reserve Banks.

The decrease in reserve requirements was largely accounted 
for by the suspension of reserve requirements against War 
Loan account deposits, effective April 13. During the follow
ing week, ended Wednesday, April 21, the new law had an 
even more important effect when, through heavy sales of securi
ties to nonbanking investors, approximately $6,000,000,000 
was shifted from other classes of deposits (against which 
reserves are required) to W ar Loan account deposits (against
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which reserve requirements were suspended). The resultant 
decline in reserve requirements of all member banks was esti
mated at approximately $1,000,000,000, although, inasmuch 
as there was a drop at the same time of $826,000,000 in reserve 
balances, the further increase in excess reserves was limited to 
$180,000,000. The decline in reserve balances during the week 
ended April 21 was largely accounted for by a $376,000,000 
decline in Federal Reserve Banks’ Government security hold
ings, a $343,000,000 increase in Treasury deposits with the 
Federal Reserve Banks, and a further $76,000,000 expansion 
in currency circulation. The reduction in Federal Reserve 
Bank holdings of Government securities was largely concen
trated in Treasury bills, and reflected reacquisition by banks 
of bills previously sold to the Reserve Banks under repurchase 
option.

In New York City reserve positions of the central reserve 
city banks oscillated within rather wide limits during April; 
temporary deficiencies occurred on a few days while at other 
times reserves of these banks ran substantially more than 
$100,000,000 in excess of their requirements. As in Febru
ary and March, the New York City banks checked tendencies 
of their excess reserves to rise by adding to their Government 
security holdings, and met losses of reserve funds by selling 
Government securities. Option account transactions in Treas
ury bills with the Federal Reserve Bank played a predominant 
role in the day-to-day adjustment of reserve positions by the 
New York City banks.

The New York banks lost reserve funds during the early 
part of April through Treasury transactions, as calls on War 
Loan deposit accounts together with other payments to the 
Treasury substantially more than offset the volume of Govern
ment checks placed on deposit here. W ith the inauguration 
of the new W ar Loan drive April 12, there was a large outflow 
of funds to other parts of the country, as deposits with the 
New York banks were drawn upon to pay for subscriptions 
entered elsewhere. The suspension of reserve requirements 
against War Loan account deposits, effective April 13, how
ever, not only enabled the banks to meet this outflow but also 
permitted them to enlarge their holdings of Government 
securities through repurchases of bills from the Reserve Bank 
and market purchases of various classes of securities.

The decline in member bank reserve requirements, which 
has resulted from the shift of deposits from private accounts 
to W ar Loan accounts during the Second W ar Loan drive, will 
be reversed following the drive. Then, the transfer, through 
Government expenditures, of deposits from W ar Loan accounts 
to deposits of individuals and business firms will cause an 
increase in reserve requirements. New patterns thus have 
been introduced into the movement of member bank reserve 
requirements— reserve requirements falling during periods of 
heavy sales of Government securities to nonbanking investors, 
and rising at other times as drafts are made on the War Loan 
accounts. Nevertheless, reserve requirements will never be

higher under the new provisions of the law than they would 
have been under the former provisions, and ordinarily the level 
of reserve requirements will be considerably lower.

M E M B E R  B A N K  C R E D IT

During the three weeks ended April 21 the weekly reporting 
member banks in 101 leading cities added $1,781,000,000 of 
Government securities to their investment portfolios, of which 
$1,018,000,000 were Treasury bills and the rest principally 
certificates of indebtedness and Treasury bonds. (Bank pur
chases of the Second W ar Loan drive issues of 7/s per cent 
certificates and 2 per cent bonds will not be reflected in the 
weekly reporting member bank figures until the reports for the 
weeks ended April 28 and May 12, respectively.) In the last 
week of March, these banks had sold $697,000,000 of bills, 
largely reflecting operations of New York and Chicago banks 
in meeting losses of reserve funds. In Chicago, banks were 
called upon to meet large temporary deposit withdrawals at 
the end of March in anticipation of the April 1 assessment 
date for personal property taxes.

In New York City, the reporting member banks did not 
resume purchasing bills until the week ended April 21, al
though they continued to make net purchases of other types 
of Government securities throughout the four weeks’ period 
from March 24 to April 21. Mainly as a result of purchases 
made during the last week, total holdings of Government securi
ties of these banks on April 21 were $561,000,000 above the 
figure for December 30, 1942, at the close of the first War 
Loan drive. Outside New York, the reporting member banks 
made substantial purchases of Treasury bills during the first 
three weeks of April and smaller purchases of other issues. 
By April 21 total Government securities of these banks had 
reached a point $2,091,000,000 above the level of December 30.

Through April 21 the effect of the Second W ar Loan drive 
on the various items on the statements of the weekly reporting 
member banks was particularly evident in the changes that 
occurred in the volume of security loans and in the composi
tion of deposits. In New York City, loans to brokers and 
dealers, mainly to finance the purchase of Government securi
ties during the Second W ar Loan drive, rose $597,000,000 to 
$1,262,000,000 during the week ended April 21. The high 
point reached during the December drive was $952,000,000, 
on December 23.

As banks made heavy use of the book credit method of 
payment in connection with sales of new Government securi
ties to nonbanking investors during the Second War Loan 
drive, there was a large shift of funds from customers’ deposits 
to Government deposits. During the week ended April 21, 
adjusted demand deposits of the weekly reporting member 
banks in 101 cities were drawn down $2,682,000,000, while 
Government deposits of these banks rose $4,355,000,000. At 
the same time, deposits due to domestic banks were reduced 
$460,000,000.
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W A R  F IN A N C IN G

During April, Treasury financing was high-lighted by the 
Second W ar Loan drive to raise at least $13,000,000,000 from 
the sale of Government securities, a goal that was surpassed 
by a substantial margin. As a result of this intensive campaign, 
no financing of similar scope will be required before August. 
The excess of expenditures over tax receipts during this period 
can be largely met by continued sales of Savings bonds and 
Tax notes in addition to drawing upon the large balance 
accumulated in W ar Loan deposit accounts through the 
April drive.

Subscription books on the three new issues offered during the 
drive— 2 Vi per cent Treasury bonds, of 1964-69, 2 per cent 
Treasury bonds of 1950-52, and %  per cent certificates of 
indebtedness due April 1, 1944— were open to investors other 
than commercial banks for the duration of the drive from April 
12 through May 1. On the basis of the latest available figures 
through April 27, it would appear that sales to such investors 
of the three new issues exceeded $8,000,000,000. In addition, 
nonbanking sources purchased over the month as a whole an 
estimated $1,250,000,000 of Savings bonds and an even larger 
amount of Tax notes. The total of Savings bonds included in 
the drive will be somewhat higher since Secretary Morgenthau 
has announced that sales processed through May 8 will be 
included in the final figures in order to give credit for sub
scriptions received near the close of April which would not 
be reflected otherwise because of the time required to process 
them.

O f the approximately $11,000,000,000 purchased by 
nonbanking investors throughout the country, more than 
$4,000,000,000 was credited to the Second Federal Reserve 
District. Purchases of the three market issues, principally by 
insurance companies, savings banks, and other corpora
tions, may have exceeded $3,500,000,000, as compared with 
$3,200,000,000 in the December drive. Sales of Tax notes 
were about the same as the December total of $440,000,000, 
while sales of Savings bonds reached a total in this District of 
more than $200,000,000 (considerably more than in Decem
ber), principally through substantial purchases by individuals 
of Series E bonds. The April drive also brought about increases 
in the volume of payroll deductions for the purchase of these 
bonds which will show up in sales figures for future months.

Commercial banks were limited to allotments of about 
$2,000,000,000 on the %  per cent certificates of indebtedness 
and a similar amount on the 2 per cent Treasury bonds of 
1950-52, in addition to purchases of the weekly Treasury bill 
issues. Subscription books on the certificates of indebtedness 
were open to commercial banks for three days beginning 
April 12, with payment due on April 22. Subscriptions totaled 
$9,782,000,000, far exceeding the $3,496,000,000 entered for 
a similar issue in the December drive. Total allotments 
amounted to $2,138,000,000; subscriptions of $100,000 or 
less ($401,000,000) were allotted in full and the remainder

on an 18 per cent basis. Allotments in this District of 
$665,000,000 constituted 31 per cent of the total as compared 
with 35 per cent in December. Subscription books on the 2 
per cent Treasury bonds were open to commercial banks for 
three days beginning April 28, with payment due on May 10. 
Results of this offering are not yet available. Commerical 
banking sources also absorbed the bulk of the $800,000,000 
"new money” raised through the four weekly Treasury bill 
offerings during the month. On April 21, the weekly 
offerings were stepped up from $800,000,000 to $900,000,000 
when maturities increased from $600,000,000 to $700,000,000. 
Not included in the Second W ar Loan campaign was an offer
ing on April 20 of %  per cent one-year certificates of indebted
ness dated May 1, 1943 in exchange for $1,506,000,000 certifi
cates of indebtedness and $289,000,000 Commodity Credit 
Corporation notes maturing on May 1. A  total amount of 
$1,655,000,000 was actually exchanged, leaving $140,000,000 
to be redeemed.

S E C U R IT Y  M A R K E T S
Despite the offering of three new market issues in the Second 

War Loan drive, demand for previously outstanding Govern
ment securities continued to be strong during April. Com
mercial banks, allotments to which were limited in the drive, 
added to their holdings of bonds and short term obligations, 
acquired in many cases from insurance companies and others 
who reinvested the proceeds in the new issues offered in the 
drive. Average yields on long term partially tax exempt bonds 
declined from 2.07 per cent at the beginning of the month to 
a new low for the year of 1.99 per cent, and yields on long term 
taxable bonds also tended to decline. Demand from banks 
for short term issues and intermediate maturities, which had 
been less active during the early part of the month, was stimu
lated during the second half by suspension of reserve require
ments on W ar Loan account deposits.

Stock prices, which had been rising with occasional inter
ruptions over the preceding eleven months, on April 6 reached 
the highest level since May, 1940, according to Standard and 
Poors 90 stock index. Following announcement of the execu
tive order directing stabilization of prices and wages, the index 
dropped about 4 per cent to the months low on April 9. 
Subsequently, however, an irregular recovery erased most of 
the loss. The number of shares traded on the New York 
Stock Exchange in April was maintained near last month’s 
high level, owing particularly to accelerated activity during 
the first nine days of the month. Market activity diminished 
toward the end of the month.

Domestic corporate bond prices were again generally steady 
during April, accompanying a continued high rate of market 
activity. The decline in the average yield on Baa bonds as 
computed by Moody’s Investors Service was extended to a 
new low of 3.94 per cent. On April 28, judging by Standard 
and Poor’s yield index, prices of prime municipal bonds 
reached the highest level since early in December, 1941.
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Corporate and municipal new security offerings during April 
amounted to about $105,000,000, somewhat lower than the 
total of the previous month owing to a drop in municipal 
financing. Corporate issues totaled $86,000,000, nearly all 
of the proceeds of which were to be used for refunding pur
poses. Municipal awards aggregated only about $19,000,000, 
as compared with around $50,000,000 in each of the previous 
three months.

The largest corporate flotation was that of $52,000,000 
Puget Sound Power and Light Company first mortgage 4*4  
per cent bonds due in 1972, offered at a price of 104*4 to 
yield 4.00 per cent. This offering, the proceeds of which will 
be used for refunding purposes, was the largest to reach the 
market in several months. Another large refunding issue 
during April was that of $20,000,000 Wilson and Company, 
Inc., first mortgage 3 per cent bonds due in 1958, offered at 
par. N o large municipal awards were made during the month.

F O R E IG N  E X C H A N G E S

Interest in the foreign exchanges in the New York market 
during April centered largely in the free Argentine peso. 
The gradual appreciation in this exchange, which began last 
January, was accelerated toward the end of March and by 
mid-April the New York free rate had reached a level 
somewhat above $0.2500. This quotation was the highest 
in several years and exceeded by more than 1 cent the level 
which was reported to have been maintained previously as a 
maximum. Following the recent appreciation in the free rate, 
the Argentine central bank on April 19 changed its buying 
rate for dollars derived from *'nonregular” exports to 397.02 
pesos per $100, or equivalent to about $0.2519 per peso; 
previously this rate had been equal to about $0.2370. An indi
cation of one of the factors causing the strength in the 
Argentine peso was provided on the following day, when an 
Argentine executive decree was issued empowering the 
Ministry of Finance to control, through the central bank, move
ments of funds with foreign countries. This measure was 
designed not to prevent the inflow of capital to Argentina 
for permanent investment in productive activities, but rather 
to prevent, for the time being, the entry of new funds seeking 
only temporary refuge in Argentina. There was little activity 
in the New York market pending clarification of this decree 
and the reopening of the Argentine market after the Easter 
holidays. W ith the reopening of the Buenos Aires market on 
April 26, the peso rate for the dollar rose rather substantially 
and the dollar equivalent near the end of the month was 
around $0.2490. In New York, the free Argentine peso closed 
the month at about $0.2500.

There was some fluctuation in the unofficial Canadian dollar 
late in April, when the rate rose to a new high of $0.9050 on 
April 22, subsequently declined to $0.9000, but closed the 
month at about $0.9013*4. The last rate is about the same as

N E W  S E C U R IT Y  IS SU E S that prevailing at the end of March. Among the other ex
changes traded in the New York market, the "free” Swiss franc 
showed a net increase of about 1 cent for the month, to be 
quoted at somewhat above $0.2900.

E M P L O Y M E N T  A N D  P A Y R O L L S

Working forces in New York State factories increased IV 2 
per cent from February to March and factory payrolls increased
4 per cent in the same period, according to the New York 
State Department of Labor. War industries generally reported 
increased employment, and apparel, furniture, and chemical 
plants also increased their working forces. Seasonal factors 
in the apparel industry in New York City as well as hirings 
by local shipyards and instrument plants caused expansions in 
payrolls and employment in the City greater than those in the 
State as a whole. For the fifth consecutive month, Syracuse 
showed a greater increase in employment and payrolls than 
any other industrial area in the State; it is now classified by the 
W ar Manpower Commission as an area of labor stringency 
(Group II).

The civilian labor force of the nation in March is estimated 
by the Department of Commerce at 52,000,000 persons, a 
decline of 300,000 from February. The volume of unemploy
ment in the country declined from 1,400,000 in February to
1.000.000 in March, a figure which the Department estimates 
to be close to the irreducible minimum. Civil nonagricultural 
employment was nearly 275,000 greater in March than in 
February; working forces in construction and mining con
tracted to some extent, but there was a considerable expan
sion in the number of civil government employees and factory 
workers. In the year ended March, 1943 manufacturing em
ployment increased by 2,100,000 persons, bringing the total 
of wage and salary workers in manufacturing industry to
15.960.000.

The necessity for the effective mobilization of the nation’s 
manpower resources led to three significant developments in 
the employment field this month. The President, in his "hold 
the line” executive order of April 8, transferred discretionary 
power over wage increases from the War Labor Board to the 
Director of Economic Stabilization, and forbade general wage 
increases beyond those allowed under the "Little Steel” formula 
unless such increases should be necessary to correct substandard 
living conditions. The W ar Manpower Commission, pur
suant to a provision of the executive order which limited wage 
increases and job changing, set forth on April 17 regulations 
providing that workers would not be allowed to shift from 
essential to nonessential industries or from one essential in
dustry to another at increased wage and salary rates, and in 
connection with this order revised its previous list of essential 
industries. The Commission also changed its Selective Service 
classifications so as to facilitate induction of married men with
out children and to defer as long as possible married men with 
children.
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C O N S U M E R  S H O R T  T E R M  D E B T

Between September 30, 1941, when its peak was reached, 
and the end of February, 1943, the total volume of con
sumer short term debt outstanding declined more than 
$4,000,000,000 to about $5,500,000,000. In 1942 alone the 
liquidation amounted to about $3,300,000,000. Although this 
figure is small in comparison with the figure of the Depart
ment of Commerce for total income payments in 1942—  
$115,500,000,000— it does, however, represent some easing 
of the inflationary pressure of rising incomes on the diminish
ing supply of goods for civilian consumption. It comprises 
a more significant portion of the estimated $27,000,000,000 
in net individual savings over the same period.

The accompanying chart, based on estimates prepared by 
the Department of Commerce and the Board of Governors 
of the Federal Reserve System, indicates that individuals ran 
up their short term debt from about $3,500,000,000 early 
in 1934 to $9,700,000,000 by the end of September, 1941. 
Most of this increase was accounted for by the rapid expansion 
of instalment sales credit, and by the growth of instalment 
cash loans, particularly through commercial banks and small 
loan companies. With the adoption of consumer credit regu
lations (Regulation W  of the Board of Governors of the 
Federal Reserve System), which went into effect on Septem
ber 1, 1941, and the limitations on the production of many 
types of consumer durable goods such as automobiles, which 
began during the last months of 1941, the volume of short 
term consumer debt outstanding was sharply curtailed. In
1942 passenger car production was entirely halted, supplies 
of electrical appliances, radios, and a number of other classes 
of consumer durable goods were sharply curtailed, and con
sumer credit regulations extended and tightened.

By the end of February, 1943 the instalment sale debt total 
had fallen to less than one third of the September 30, 1941 
volume. There was a liquidation of over 80 per cent of the
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total instalment debt arising from the sale of automobiles, 
70 per cent in the credit extended by household appliance 
stores, and about 45 per cent in the case of furniture stores. 
The net contraction in instalment cash loans amounted to over 
40 per cent. As the first consumer credit regulations did not 
apply to charge accounts, such debts continued to rise follow
ing the period of active retail trade during the last half of 
1941. However, beginning in May, 1942, when Regulation 
W  was broadened to cover such accounts, the amount of out
standing charge account debt fell off rather sharply. Although 
it rose again during the Christmas shopping season, the total 
charge account debt outstanding at the end of February, 1943 
was about one-fifth below the amount on the corresponding 
date of 1942. It is estimated that open credit cash loan debt, 
which includes single payment loans of commercial banks, 
fell off about 13 per cent during the year ended February 28,
1943. On the other hand, it is estimated that service debt, 
such as unpaid doctor and hospital bills, has increased slightly 
over the period.

D epartment and  Furniture Stores in  the 
Second D istrict 

The accompanying tables show the changes that have 
occurred in the credit business of representative groups of 
department and furniture stores in this Federal Reserve Dis
trict. For both types of stores there have been increases in the 
proportions of total sales made for cash. Between March,
1941 and March, 1942 there were only minor changes in the 
relative amounts of goods sold for cash or credit for both 
department and furniture stores, but between March, 1942 and 
March, 1943 a fairly substantial increase in the portion of 
total sales made for cash took place. The rate at which out
standing accounts are collected has also been accelerated, 
particularly in the case of department store charge accounts. 
Both the increased percentages of cash sales and faster collec
tions have had the effect of bringing down the outstanding 
accounts receivable of retail merchants. The amount owing 
Second District department stores by their customers dropped 
32 per cent during the year ended March 31, 1943; consumer 
indebtedness to Second District furniture stores declined 39 
per cent over the same period.

Commercial Banks in  the Second D istrict

In the Second Federal Reserve District the volume of out
standing consumer instalment loans of 38 reporting member 
banks declined 55 per cent during the year ended March
31, 1943. This decline was approximately of the same order 
as that estimated for all commercial banks in the country. As 
might be expected, retail automotive loans, which include 
direct loans as well as automotive paper purchased by banks 
from other sources, showed the sharpest curtailment— over 
75 per cent. Loans for the purchase of other types of con-
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Department and Furniture Stores in the Second Federal Reserve District

Percentage Breakdown, Cash and Credit Sales

Mar. 1941 Mar. 1942 Mar. 1943

Department stores
Net sales— total........................................ 100 100 100

Cash sales................................................ 60 61 68
Open book credit sales......................... 32 30 26
Instalment credit sales......................... 8 9 6

Furniture stores
Net sales— total........................................ 100 100 100

Cash sales................................................ 11 12 19
Credit sales*........................................... 89 88 81

Percentage of February 28 Accounts Collected during March

Mar. 1942 Mar. 1943

Department stores
42 52Open accounts..........................................................................

Instalment accounts............................................................... 20 30

Furniture stores
Total accounts*...................................................................... 11 14

Percentage Change in Outstanding Accounts Receivable 
March 31, 1942 to March 31, 1943

Open book 
credit

Instalment
credit

Total
accounts

receivable

Department stores....................................
Furniture stores........................................

— 29
*

— 36
*

— 32
— 39*

* Separate data not generally available; predominantly instalment credit.

Consumer Instalment Credit Outstanding 
38 Member Banks in the Second District 

(Dollar figures in thousands)

Type of loan March 31, 1942 March 31, 1943
Percentage

change

Retail automotive............... $30,174 $ 7,197 — 76
Other retail............................ 65,915 26,885 — 59
Repair and modernization. 35,844 19,372 — 46
Personal cash loan.............. 65,813 36,332 — 45

Total.......................... $197,746 $89,786 — 55

sumers’ goods fell off about 60 per cent. Restrictions on 
residential building as well as on the amount of credit exten
sion resulted in the curtailment of instalment loans for repair 
and modernization of real estate by over 45 per cent; about 
the same relative decline was shown in the case of personal 
instalment cash loans.

PRODUCTION AND TRADE

During the month of April industrial activity was main
tained at a high level. Steel mill operations were scheduled 
at practically full rated capacity, and the daily rate of steel 
production probably equaled the record set in March. Donald 
Nelson, Chairman of the War Production Board, announced 
that aircraft production in April would be close to 7,000 
planes. The output of crude petroleum increased somewhat 
during April, but electric power production and bituminous 
coal mining declined slightly.

During March the seasonally adjusted index of production 
and trade computed at this bank receded to 125 per cent of 
estimated long term trend from the record February figure of

1939 1940 1941 1942 1943
M erchant Vessels Delivered by Am erican Shipyards (Figures for 

1939-41  as published by American Bureau of Shipping; data 
for 1 942 -43  as reported by U . S. M aritim e Commission)

128. The decline was attributable almost entirely to a sharp 
drop in retail trade from the exceptionally high level of 
February. However, the over-all index was one point above 
January, 1943 and 11 points higher than in March last year.

Production was maintained at about the February level 
during March, as sizable contraseasonal declines in construc
tion, both residential and nonresidential, tended to offset gains 
in other lines. During March, a total of 7,670,000 tons of 
steel was produced, equivalent to 100 per cent of capacity 
and the highest monthly tonnage on record. Output of steel 
plate, essential to the shipbuilding program, also reached a 
new high in March. Steel plate is now the steel industry’s 
largest tonnage product, approximately 20 per cent of the 
ingot output being used for this purpose. War plants con
tinued to increase their output, and American merchant ship
yards attained a rate of nearly five ships a day during March, 
when 146 vessels totaling 1,516,000 deadweight tons were 
delivered. The record-breaking production of recent months 
has resulted in a greater number of ships being delivered 
during the first quarter of 1943 than during the first eight 
months of last year.

Production of nondurable goods was, on the whole, little 
changed in March. Output of bituminous coal mines was the 
greatest in sixteen years, and electric power production, which 
usually declines in March, was maintained near the February 
rate. The daily rate of cotton consumption, however, decreased 
somewhat from the high level of the preceding month.

The index of distribution to consumer dropped 11 points 
in March following the buying wave which raised February 
sales to unusually high levels. The recession in department 
store sales was especially marked; although there is usually 
a sizable increase in sales in March, this year there was a 
reduction of about 8 per cent from February. Sales by mail 
order houses and variety chains also declined sharply on a 
seasonally adjusted basis.
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PER CENT

Indexes of Production and Distribution to Consumer (Federal Reserve 
Bank of New York indexes, expressed as percentages o f long 

term trends, and adjusted for seasonal variation)

As may be seen from the accompanying chart, production has 
shown a persistent rise since the spring of 1940, while the 
physical volume of retail trade, as measured by the index of 
distribution to consumer, has fluctuated rather widely. During 
the first two years of the war, trade shared in the boom caused 
by increasing production and incomes and reached its peak 
with the buying wave of August, 1941. Since that date an 
irregular decline has been apparent. The curtailment in sales 
has been most especially marked in the consumers’ durable 
goods field, but as manufacturers’ and merchants’ stocks are 
depleted and rationing programs are extended, the decline in 
sales tends to become more general.

1942 1943

March Jan. Feb. March

Indexes of Production and Trade* 
(100=estimated long term trend)
Index of Production and Trade............... 114 124 128p 125p

120 135 136p 136p

Producers’ goods— total..................... 145 172 174p 173p
Producers’ durable goods............... 162 206 207p 206p
Producers’ nondurable goods........ 125 133 136p 135p

Consumers’ goods— total................... 90 87 88 p 88p
Consumers’ durable goods............ 49 40 41 p 39p
Consumers’ nondurable goods----- 104 103 104p 104p

Durable goods— total......................... 129 157 158p 157p
Nondurable goods— total................... 113 115 117p 117p

Primary distribution............................... 128 139 147p 147p
Distribution to consumer....................... 93 88 97p 86p
Miscellaneous services............................ 114 147 150p 149p

Cost of Living, Bureau of Labor Statistics
(100— 1935-39 average).............................. 114 121 121

Wage Rates
(100— 1926 average).................................... 133 147 148p

Velocity of Demand Deposits* 
(100=1935-39 average)

67 69 62New York City............................................. 60
Outside New York City.............................. 90 78 75 78

During the four weeks ended April 24, sales of reporting 
department stores in this District were about 9 per cent greater 
than in the corresponding period last year. In 1942, however, 
Easter fell on April 5, and much of the pre-Easter buying was 
concentrated in March, whereas this year Easter was three 
weeks later. On a seasonally adjusted basis, sales in April 
were apparently somewhat below the level of March.

In March department store sales in this District were only
1 per cent greater than in March, 1942, when, as indicated 
above, sales were enlarged by the earlier date of Easter. During 
March, the daily rate of sales declined 7 per cent from the high 
level of February; in most years there is an increase between 
these two months.

Stocks on hand of department stores in this District at the 
end of March were 20 per cent lower at retail valuations than 
in March of last year, and the seasonally adjusted index of 
stocks reached the lowest level since August, 1941. Returns 
from a limited number of department stores in this District 
show that at the end of March outstanding orders for mer
chandise purchased by the stores but not yet delivered to them 
were 5 per cent below March, 1942, but 12 per cent higher 
than at the end of February, 1943.

DEPARTMENT STORE TRADE

Department Stores

Percentage changes from a year earlier

Net Sales
Stocks on 

hand, 
March 31, 

1943
March,

1943
Jan.through 
March, 1943

New York City........................................ +  4 +  4 — 23
Northern New Jersey.............................. —11 —  8 — 25

—  9 —  6 — 25
Westchester and Fairfield Counties. . . —  9 —  7 —12—10 —  8 —12
Lower Hudson River Valley................. —  3 —  3 —11

Poughkeepsie........................................ +  1 0 —
Upper Hudson River Valley................. — 16 — 12 —  5

— 23 —21 —
Schenectady.......................................... —  5 0 —  8

Central New York State....................... +  3 +  7 —21
Mohawk River Valley........................ +  1 +  9 —  5

+  4 +  6 — 25
+  1 — —

Northern New York State..................... —  5 —  4 —
Southern New York State..................... —  3 +  7 —  8

Binghamton.......................................... —  6 +  8 —
—11 —  2 —

Western New York State....................... +  7 +  8 —11
+  3 +  9 —  5

Niagara Falls........................................ +18 +28 —  2
+  12 +  6 —22

All department stores................. +  1 +  2 —20
Apparel stores.............................. +14 +16 —  9

♦Separate figure for Utica available for the first time.

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =100)

1942 1943

March Jan. Feb. March

Sales (average daily), unadjusted................. 106r 97 112 104
Sales (average daily), seasonally adjusted.. 120 123 138 127

Stocks, unadjusted........................................... 137 108 105 107
Stocks, seasonally adjusted............................ 136r 118 HOr 106

p Preliminary. * Adjusted for seasonal variation. r Revised.
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation, 1935-39 

Average = 100  Per Cent (Subgroups shown 
are expressed in terms of points 

in the total index)

Construction Contracts Awarded in 37 States. 
Total Construction Includes State and Local 

Government and Private Nonresidential 
Building not Shown Separately (F. W . 

Dodge Corporation data)

Member Bank Reserves and Related Items 
(Latest figures are for April 14)

Member Banks in Leading Cities. Demand De
posits (Adjusted) Exclude U. S. Government 
and Interbank Deposits and Collection Items. 
Government Securities Include Direct and 

Guaranteed Issues (Latest figures 
are for April 14)

General Business and Fin an cial Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

IN D U S T R I A L  activity increased slightly in March and prices of commodities advanced further. 
Retail trade in March and the first half of April was in large volume, although reduced 

from the February peak.
I n d u s t r i a l  P r o d u c t i o n

The Board’s seasonally adjusted index of industrial production advanced from 202 per 
cent of the 1935-39 average in February to 203 in March. The rise in total output con
tinued to reflect chiefly increased production in the machinery and transportation equipment 
industries producing armaments. At merchant shipyards 146 ships were delivered in March. 
Completions totaled 1,516,000 deadweight tons, an annual rate of more than 18,000,000 tons.

Steel mills operated at peak levels. Production of lumber, however, increased less than 
usual in March, continuing the gradual downward trend of production which began a 
year ago.

Output of fuels reached a new peak in March. Bituminous coal production rose 
further. Crude petroleum output likewise exceeded the February level as new pipeline 
facilities for transport of petroleum products to the East Coast were completed.

Output of important nondurable manufactures was maintained in March. In most 
branches of the wool textile industry production increased to new high levels in February 
and March following a Federal order allowing an increase in wool consumption for the 
manufacture of civilian fabrics.

The value of construction contracts awarded in March, according to figures of the
• F. W. Dodge Corporation, continued at a level considerably lower than that for the year 1942, 
reflecting chiefly the fact that the construction phase of the war program has been largely 
completed. Awards for residential building declined for the third consecutive month, while 
contracts for public works were higher than in February.

D i s t r i b u t i o n

Retail sales, which generally increase from February to March, showed little change 
this year, following the buying wave that swept the country in February. At department 
stores, where increases in February had been particularly marked, sales declined in March 
and the Board’s seasonally adjusted index dropped from 167 to 135 per cent of the 1923-25 
average. Despite this decline, the index continued above the high level that prevailed in the 
latter part of last year. In the first half of April department store sales increased by about 
the usual seasonal amount, making allowance for the late date of Easter this year.

Total carloadings of revenue freight in March remained at the February level and other 
transportation activity was also maintained in large volume.

C o m m o d i t y  P r i c e s

Wholesale commodity prices averaged higher in March and the early part of April 
reflecting advances in prices of farm products, foods, and a number of industrial commodities. 
Prices in retail markets also increased further from February to March, with relatively sharp 
advances in food prices.

On April 8 an Executive Order was issued directing that ceiling prices be placed on all 
commodities affecting the cost of living, that further increases in ceilings be prevented except 
to the minimum extent required by law, and that excessively high prices be reduced. Follow
ing this and announcements of particular Federal actions to safeguard the stabilization of 
prices, including an order reducing railroad freight rates, wholesale prices of some com
modities declined and on April 16 were lower than at the beginning of the month.

B a n k  C r e d i t

Excess reserves at all member banks, which decreased during the latter half of March 
from 2.2 billion dollars to 1.5 billion, subsequently rose to 2.6 billion on April 19. In the 
first week of April, the increase resulted largely from substantial Reserve Bank purchases 
of Government securities; subsequently excess reserves were made available by a decline of 
a billion dollars in required reserves, which resulted primarily from large payments to war 
loan accounts for Government securities sold to bank customers. This caused a shift from 
customers’ deposits, subject to required reserves, to Government deposits which have recently 
been exempted from such requirements.

Government security holdings at reporting banks in 101 leading cities increased substan
tially during the first two weeks of April following declines in the latter part of March, 
which had resulted mainly from bill sales by banks in New York and Chicago. Holdings 
of certificates, notes, and bonds increased over the 4-week period ended April 14. Commercial 
loans at all reporting banks declined by about 210 million over the 4-week period. At New 
York City banks loans to brokers and dealers increased steadily over the period, especially 
in the week of the 14th at the beginning of the War Loan Drive. Deposits, other than 
those of the United States Government, increased further in March and the early part of 
April, but were drawn down sharply around the middle of April to make payments for 
purchases of new Government securities.
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M O N E Y  M A R K E T  I N  M A Y

The Second War Loan drive was brought to a close on May
1, and when the final tabulations were completed it appeared 
that a grand total of $18,500,000,000 of Government securities 
were sold during the campaign.* Funds continued to flow 
into the Treasury from the drive through the first ten days of 
May— it was on the 10th that banks made settlements for the 
$2,138,000,000 of 2 per cent bonds allotted to them— and the 
Treasury’s working balance was built up to a level in excess 
of $14,000,000,000. The corresponding maximum at the end of 
the first War Loan drive was slightly short of $10,000,000,000.

The funds placed at the disposal of the Government as a 
result of the campaign were of such magnitude as to cover 
projected cash requirements of the Treasury for a considerably 
longer period than had been anticipated, and it now appears 
that the next major War Loan drive will not be scheduled 
before September. While the Treasury will have to provide 
for a number of issues maturing or called for payment in June, 
July, and August, as well as to meet the heavy rate of expendi
tures involved in the prosecution of the war, these require
ments can be met through the combination of current tax 
revenues (which may, under new personal income tax legisla
tion, be both enlarged and more evenly distributed), continu
ing receipts from sales of Savings bonds, Tax notes, and Treas
ury bills, drafts upon the large War Loan account balances, 
and a restricted amount of interim market financing.

Treasury deposits with the Federal Reserve Banks, which 
amounted to $722,000,000 on May 5 were gradually drawn 
down during the remainder of May, reaching $345,000,000 
on May 26. Inasmuch as only limited calls were made for 
repayment of funds accumulated with commercial banks in 
War Loan deposit accounts during the first half of the month, 
balances in these accounts continued to rise through the 15 th, 
reflecting book credit payments for Savings bonds and Tax 
notes sold after the termination of the drive, and reached a 
maximum of $12,790,000,000 on that date. In comparison 
with the $483,000,000 total of the first half of May, calls dur
ing the second half of the month totaled $2,033,000,000.

* The results of the Second War Loan drive are presented in detail
in a separate section of this R eview , pp. 42-3.

Nevertheless, War Loan account deposits at the end of May 
were still in the neighborhood of $11,000,000,000.

On May 10 it was announced that the Treasury Department 
had decided to change the method of making calls from War 
Loan depositaries, in order to lessen the work and inconveni
ence caused by frequent, small-percentage calls and remittances 
in banks where the working staffs are small. Depositaries 
were divided into two groups, based upon the size of their 
War Loan balances. For "Group A ” depositaries, those having 
War Loan balances of $300,000 or less at the close of business 
May 11, a special schedule was established running through 
the end of August, involving seven repayments of approxi
mately equal size spaced at two and three week intervals. Calls 
on depositaries having War Loan balances of more than 
$300,000 at the close of business May 11, classed in "Group 
B”, will be issued in the same manner that calls have been made 
heretofore.

Member bank reserve requirements, which declined more 
than $1,300,000,000 over the period of the drive, as a result of 
heavy nonbank purchases of Government securities and the 
accompanying conversion of customers’ deposits into War 
Loan account deposits, reversed their direction after the close 
of the campaign, and between May 5 and May 26 increased 
$560,000,000. The rising tendency of reserve require
ments may be expected to continue, as pointed out in last 
month’s issue of this Review, up to the time of the next War 
Loan drive, as War Loan account deposits, which are exempted 
from legal reserve requirements, are drawn down and, through 
Government expenditures, converted into deposits of business 
firms and individuals against which reserves must be carried,

The effect of increasing reserve requirements, together with 
losses of reserve funds through a further expansion in currency 
circulation, in reducing member bank excess reserves, was only 
partly offset during May by net disbursements from Treasury 
deposits with the Federal Reserve Banks. Nevertheless, mem
ber banks continued in general to enlarge their holdings of 
Government securities, by purchases from dealers or from 
other investors, by bidding for the weekly issues of Treasury 
bills, and, as their individual reserve positions permitted, by 
reacquiring bills previously sold to the Reserve Bank under
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repurchase option. It was evident that the tendency for banks 
to keep their available reserve funds actively employed, which 
had been apparent for a number of months in the larger metro
politan institutions, was becoming more widespread.

The active demand for Government securities during May 
was apparent in the firm price quotations that prevailed and 
in the premiums commanded by the new issues sold during the 
drive, in the reductions that occurred in dealers’ portfolios 
(reflected in a drop from $1,031,000,000 on April 28 to 
$560,000,000 on May 26 in New York banks’ loans to 
brokers and dealers for the purpose of purchasing or carrying 
Government securities), and in changes in Federal Reserve 
Banks’ holdings of Government securities. In comparison 
with their peak of $6,705,000,000 on April 14, and with 
$6,347,000,000 on April 28, Federal Reserve holdings of 
Government securities dropped as low as $6,038,000,000 on 
May 19. Despite a rise to $6,181,000,000 on May 26, as 
banks requiring additional reserve funds sold Treasury bills 
to Federal Reserve Banks under option accounts, a net reduc
tion of $166,000,000 was shown in total holdings for the 
four weeks ended May 26. Over this period Government 
bonds held by the Reserve Banks, which had run as high 
as $2,793,000,000 on January 6 of this year, were reduced 
$274,000,000 further to $1,769,000,000. There were net in
creases of $41,000,000 in bills and $102,000,000 in certificates 
of indebtedness, while note holdings decreased $36,000,000.

Reflecting the net contraction in Federal Reserve Banks’ 
holdings of Government securities, as well as the other factors 
tending to cut into the surplus funds of banks, excess reserves 
of all member banks declined from $2,220,000,000 on April 
28 to $1,500,000,000 on May 26. As the central reserve 
city banks of New York and Chicago continued to keep their 
funds actively employed and held only limited amounts of 
excess reserves throughout the month, the contraction in the 
excess reserves of all member banks was predominantly a 
reflection of reduced excess reserves at reserve city and 
"country” banks. New York City member banks continued 
to follow the practice of adjusting their reserve positions 
mainly through adjustments in their holdings of Treasury

Money Rates in New York

May 29, 1942 April 30,1943 May 28, 1943

Stock Exchange call loans...................... 1 1 1
Stock Exchange 90 day loans................ *1H *1H *1H
Prime commercial paper-4 to 6 months X H-H BA-H
Bills— 90 day unindorsed....................... 7A 7A 7A
Average yield on tax exempt Treasury 

bonds (not callable within 12 years). 1.94 1.98 1.87
Average yield on taxable Treasury bonds 

(not callable within 12 years).......... 2.33 2.31 2.29
Average rate on latest Treasury bill 

sale 91 day issue.................................... 0.365 0.372 0.373f
Reserve Bank discount rates:

On advances to member banks se
cured by Government obligations 
callable or maturing in one year or

X X
On other advances to member banks 

secured by Government obliga
tions, and on rediscounts................ 1 1 1

Reserve Bank buying rate for 90 day 
indorsed bills......................................... X X X

* Nominal t  92 days

bills. Reversing the tendency apparent during the period of 
the Second War Loan drive, there was an inward movement 
of business funds from other sections of the country to New 
York City during May, and inasmuch as this flow more than 
counterbalanced losses of reserves through Treasury trans
actions and net currency payments, as well as a rise in reserve 
requirements, New York banks were enabled to show a net 
increase in their Treasury bill holdings, as well as in other 
types of Government securities, during the month.

Purchases of the weekly Treasury bill offerings by the 
smaller purchasers were simplified, in the interest of encourag
ing the wider distributionof these securities, by a change, 
announced May 6, in the procedure for submitting and hand
ling bids. Beginning with the issue dated May 12, tenders 
for bills in amounts up to $100,000 from any one bidder at a 
fixed price of 99.905 (equivalent to a yield of about Ys per 
cent on an annual basis), were allotted in full, with the effect 
of creating a means whereby bidders could be certain of receiv
ing definite amounts of bills up to the $100,000 limit. Bills not 
sold under this provision are being allotted as formerly, on the 
basis of competitive bids. Of the $900,000,000 of bills offered 
May 12,19, and 26, $81,000,000, $93,000,000, and $82,000,000, 
respectively, were sold under the new provision for acceptance 
in full of fixed-price bids.

At the same time, on account of the increasing congestion 
in communication facilities, a change was made in the maturity 
dating of Treasury bill issues so as to provide, beginning with 
the second weekly issue of August, three days instead of two 
between the dates of the opening of Treasury bill bids and 
the dates when payments by successful bidders are due. At 
that time, payments will be due on Thursdays instead of on 
Wednesdays, while bids will continue to be opened on Mon
days. Over the period of transition Treasury bill issues will 
run for 92 days instead of 91, being issued and paid for on 
Wednesdays and maturing, thirteen weeks later, on Thursdays. 
The shift to Thursday payment dates will thus occur in August.

RESULTS OF THE SECOND W A R  LOAN DRIVE

On May 10, the Treasury announced that the final total for 
the Second War Loan drive reached $18,543,000,000. This 
compares with $12,947,000,000 raised during the first drive, in 
December, and with a total of approximately $17,000,000,000 
raised during the first four Liberty Loan campaigns of the 
first World War.

Of even more importance than the total amount raised 
during the drive was the distribution between banking and 
nonbanking investors. Indications are that this drive was 
more successful than the previous one in increasing the net 
absorption of Government securities by nonbanking investors. 
As indicated in the table below, allotments to this group of 
$12,550,000,000 in the April drive were nearly double the 
$6,822,000,000 realized in December. Allowance should be 
made, however, in both drives for a shift of previously out-
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Distribution of Securities Sold in the First and Second War Loan Drives 
by Type of Investor 

_______________ (In millions of dollars)_______________________ __

United States
Second Federal 

Reserve District

April,
1943

Decem
ber, 1942

April,
1943

Decem
ber, 1942

Nonbanking investors*
Individuals, partnerships, and per

sonal trust accounts........................ 3,290 1,593 737 387
Insurance companies........................... 2,408 1,699 1,426 1,038
Savings banks....................................... 1,195 620 730 405
Eleemosynary institutions................. 117 57 76 43
State and local governments............. 503 200 71 29
Other corporations and associations. 5,038 2,654 1,816 1,095

12,550 6,822 4,856 2,997

Banking sources........................................ 5,058 5,087 1,834 1,912

Other sources
Dealers and brokers*.......................... 544 769 439 817
U. S. Government agencies and trust

391 270 7 1
Total from all sources ........................ 18,543 12,947 7,136 5,727

*For the April drive allotments to dealers earmarked for distribution to non
banking investors have been credited to the appropriate classes of nonbanking 
investors. For the December drive allotments to dealers of the 2 H per cent bonds 
(which were not eligible for purchase by commercial banks) ha.ve been credited, to 
other corporations and associations, but no reclassification is available for tne 
other issues.

standing securities from other investors to commercial banks 
before and during each drive. During November and Decem
ber, commercial banks acquired in the market more than 
$1,500,000,000 of Government securities previously held by 
other investors. Even though the redistribution of already 
outstanding securities, from other investors to banks, was 
probably larger in March-April than in November-December, 
it is clear that the net absorption of Government securities 
by nonbanking investors was much greater in this campaign 
than during that of December.

It should not be assumed, however, that the full increase 
in holdings of Government securities by nonbanking investors 
represents absorption of funds which might be used other
wise to increase spending and contribute to inflation. A  large 
portion of the amounts obtained in the drive represented 
accumulated funds which were not likely to be spent for 
consumers* goods and services. This is essentially the case 
with funds held by insurance companies, savings banks, and 
other corporations and associations. Although investment of 
these funds in Government securities is desirable, from the 
viewpoint of preventing inflation it is most important that 
the drives absorb the largest possible amounts from current 
incomes and temporarily idle funds which might be with
drawn at any time to be spent for goods and services. Perhaps 
the best measure of the success of the drives from this view
point is the amount purchased directly by individuals. In 
the Second War Loan drive a total of $3,290,000,000 was 
subscribed by individuals, partnerships, and personal trust 
accounts, compared with $1,593,000,000 in the December 
drive. Particularly encouraging was the fact that Series E 
bond sales in the most recent drive amounted to $1,473,000,000, 
slightly more than double the $726,000,000 sold in December. 
In addition, both drives brought about increased payroll deduc
tions for the purchase of Savings bonds out of current income.

Distribution of sales in the April drive by type of issue

indicates that, in addition to $1,473,000,000 of Series E bonds, 
purchases by individuals, partnerships, and personal trust 
accounts consisted largely of $425,000,000 in Series F and G 
bonds and about $1,000,000,000 in the two new bond issues. 
Insurance companies and savings banks concentrated largely 
on the two bond issues, while other corporations and associa
tions subscribed most heavily for the certificates and Tax notes, 
although also purchasing nearly $1,300,000,000 of the two 
bond issues. Commercial banks were limited to allotments of 
$2,138,000,000 of the certificates and $2,110,000,000 of the
2 per cent bond issue, in addition to purchases of Treasury 
bill offerings. Bank subscriptions to each of the two new issues 
totaled nearly $10,000,000,000.

Of the $12,550,000,000 subscribed by nonbanking investors 
throughout the country, $4,856,000,000 was credited by the 
Treasury to the Second Federal Reserve District. Sales to 
institutional investors and other corporations accounted for 
$4,119,000,000 of the nonbanking total raised in this Dis
trict, with insurance companies and savings banks contributing 
a large portion. Individuals, partnerships, and personal trust 
accounts in this District were credited with subscriptions of 
$737,000,000, representing about 22 per cent of the nation
wide total for this group of investors. In addition to the 
amount raised from nonbanking investors, brokers and dealers 
in this District were allotted $439,000,000 of securities not 
earmarked for distribution to nonbanking investors. Com
mercial banks in this area received direct allotments of 
$665,000,000 of the %  per cent certificates and $580,000,000 
of the 2 per cent bonds, and in addition made net purchases 
of Treasury bills.

On May 27, the Treasury issued the following statement in 
reference to plans for future war financing:

As a result of the highly successful Second War Loan Drive 
which brought 181/2 billion dollars into the Treasury in three 
weeks, Secretary of the Treasury Henry Morgenthau, Jr., an
nounced today that the method of selling bonds through volunteer 
salesmen would be "streamlined and amplified.”

As the first step, according to Mr. Morgenthau, the existing 
Victory Fund Committees and War Savings Staffs in the various 
states will be combined into a single organization.

This consolidated organization will function under the direc
tion of state chairmen who will report directly to the Secretary 
of the Treasury and will be responsible for the continuing sale 
of War Savings Bonds through the voluntary payroll allotment 
and other regular purchase plans. These state organizations will 
also be in charge of War Loan drives and will concentrate on 
the sale of increasing amounts of bonds to individuals and to 
corporations.

In order to facilitate the sale of issues of Government se
curities to commercial banks, mutual savings banks, insurance 
companies and government bond dealers, Mr. Morgenthau has 
authorized the Federal Reserve Banks as fiscal agents of the 
Treasury to handle sales to these financial institutions separately.

"W e arrived at this plan,” the Secretary said, "after consulta
tion with the Board of Governors of the Federal Reserve System, 
and with the presidents of the 12 Federal Reserve Banks. I 
believe that this new arrangement makes the best possible use 
of what we learned in the first two War Loan Drives.

"One of the chief considerations in setting up this improved 
plan was to make it possible for every one to concentrate on the 
sale of bonds to individuals. We are already making great 
progress, having sold twice as many bonds to individuals in the 
Second Drive as in the first, and having exceeded the quota we 
set for individuals in the Second War Loan Drive by nearly a 
billion dollars.0
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N EW  SECURITY ISSUES

Several offerings of corporate and municipal new security 
issues reached the market in May following the close of the 
Second War Loan drive; but the total amounted to only about 
$86,000,000, somewhat lower than in each of the preceding 
two months. Corporate issues comprised the bulk of the 
financing with a total of about $70,000,000, of which 
$20,000,000 was classified as new capital. Municipal awards 
declined still further from the low level of the previous month 
to about $16,000,000.

MEMBER BA N K  CREDIT

Between the middle of April and mid-May the expansion 
in member bank earning assets exceeded in magnitude even 
the increase which occurred last December. In New York 
City total loans and investments of the weekly reporting mem
ber banks rose $1,990,000,000 from April 14 to May 19 com
pared with a net rise of $1,798,000,000 during the five weeks 
ended December 30, 1942; in 100 cities outside New York 
member banks reported an increase of $3,128,000,000 between 
mid-April and mid-May as against a rise of $1,732,000,000 in 
the December period.

Bank purchases of the Second War Loan issues of %  per 
cent certificates of indebtedness and 2 per cent Treasury bonds 
made up the bulk of the increase. However, as the allotment 
bases on the bank subscriptions to these new issues were low 
and as excess reserves were built up substantially during April, 
banks made large purchases of Government obligations already 
outstanding, particularly Treasury bonds and bills, and added 
to their holdings of bills through purchases of the new weekly 
offerings. The rising tendency of excess reserves during April 
resulted primarily from legislation suspending reserve require-

1942 1943
Loans and Investments, Demand Deposits Adjusted, and U. S.

Government Deposits of Weekly Reporting Member
Banks in New York City

ments against War Loan account deposits and the shift of 
customers’ deposits to War Loan deposits associated with the 
drive. In New York City another important factor contribu
ting to the increase in loans and investments was the expan
sion in loans to brokers and dealers for the purpose of 
purchasing or carrying Government securities.

The accompanying charts illustrate the close correlation 
between changes in total loans and investments of banks, 
currently dominated by increases in their Government security 
holdings, and the movement of bank deposits. During the 
First and Second War Loan drives there were especially large 
net increases in deposits as a result of bank purchases of new 
issues, while at other times deposits have tended to rise 
through purchases of Government securities by banks from 
other investors or through bank purchases of new offerings 
outside of the drives. The drives, also, had the effect in each 
case of shifting funds from deposits of individuals and busi
ness concerns (adjusted demand deposits) to Government 
deposits. After the drives, as the Treasury withdraws its funds 
from its War Loan account deposits and spends the proceeds, 
adjusted demand deposits are built up again. Through dif
ferences between the geographical distributions of Govern
ment receipts and expenditures, deposits may be rebuilt to 
different degrees in various localities. For example, in New 
York City, as the Treasury withdrew funds from its War Loan 
accounts after the December drive, a correspondingly large 
amount was not redeposited with banks in this City and the 
combined total of adjusted demand deposits and War Loan 
account deposits declined somewhat. Outside New York, 
however, Government payments exceeded withdrawals and 
the combined total of adjusted demand and War Loan deposits 
continued to increase with only a temporary interruption over 
the March income tax payment period.
BILLIONS OF DOLLARS

Government Deposits of Weekly Reporting Member Banks
in 100 Cities Outside New York City
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SECURITY M ARKETS

Continued demand, particularly from commercial banks, 
pushed prices of Government securities in May to new high 
levels for the year. The upward movement in the average 
price of the three longest term issues of "tax exempt” bonds, 
which has been in progress with little interruption since the 
latter part of March, reached a level near the end of May 
approximately V2 point below the record high in November, 
1941. The average yield on these issues declined from 1.98 
per cent on April 30 to 1.87 per cent a month later. Yields 
on long term and intermediate term taxable issues also declined 
during the month, although more moderately, reflecting 
demand from commercial banks following announcement of 
the low allotment basis on the new 2 per cent bonds.

Yields on high grade corporate bonds, rated Aaa by Moody’s 
Investors Service, showed little change during the month, but 
the average of Baa bond yields continued the decline which 
began last December and reached a new low of 3.89 per cent 
on May 26. Railroad bonds accounted for much of the per
sistent gain. Municipal bonds were also strong as Standard 
and Poor’s index of prices of high grade municipal bonds 
reached the highest level since December, 1941.

According to Standard and Poor’s combined index of 90 
stocks, May saw a continuation of the persistent increases 
in stock prices which started in April, 1942. On May 6 this 
index reached 95.1, the highest level since May, 1940. A 2 
point drop on the next day was followed by an irregular 
recovery which brought the index to a new high toward the 
close of the month.

The volume of transactions on the New York Stock 
Exchange increased quite sharply during the first half of the 
month. On May 4, more than 2,800,000 shares exchanged 
hands, the largest volume since December 29, 1941. Daily 
average transactions for the month were well over 1,000,000 
shares. There were six days when the number of shares 
traded exceeded 2,000,000.

EM PLOYM ENT AND PAYROLLS

An estimated 200,000 workers were added to total employ
ment in the United States during April as seasonal demand for 
agricultural labor drew additional men from the ranks of the 
unemployed and from the groups of younger workers just 
entering the labor force. The narrowing gap between the 
total civilian labor force and total employment indicates that 
replacements for men going into the armed forces must come 
increasingly from sources outside the normal labor force, 
especially from the large reserve of women. The proportion 
of women employed increased from 20 per cent of the total 
number of workers in April, 1941 to 30 per cent in April,
1943 but may go much higher if special problems of child care 
and shopping can be solved.

Employment within the various civil nonagricultural indus
tries, as estimated by the Bureau of Labor Statistics, showed 
diverse movements between March and April. Employment 
in transportation rose seasonally, and trade, stimulated by the 
Easter buying activity, added nearly 100,000 workers. At the 
same time a sharp contraseasonal decrease occurred in con
struction employment, and mining industries also employed 
fewer workers during the month. Manufacturing and civil 
government employment was little changed from March.

New York State factory employment declined slightly dur
ing April although payrolls and average weekly earnings 
continued to rise. Food processors were affected by shortages 
and by reduction in the volume of army contracts, while 
employment in the apparel industry declined because of sea
sonal influences. Thus additional hiring by aircraft plants, 
shipyards, and other war plants was more than offset. Payrolls 
continued to rise because of overtime, wage rate increases, and 
the use of incentive payments in many war industries.

The War Manpower Commission announced a new stabili
zation plan for New York City effective May 27. Designed to 
promote the orderly transfer of labor within the area, it limits 
job changing out of essential industries to cases where workers 
have been employed less than full time, are competent to 
handle more highly skilled jobs, or are receiving less than 
standard wages as defined by the War Labor Board.

Industrial disputes broke out in several industries during 
May. Nearly 480,000 bituminous and anthracite coal miners 
had walked out by May 1, but returned to work May 3 and
4 pending further negotiations. A  strike affecting 24,000 
workers in the Chrysler Corporation’s Detroit plants ended 
May 24 after a four day stoppage. Operations of large Akron 
rubber factories were temporarily interrupted as 50,000 struck 
in protest against a wage award of the War Labor Board, but 
following an "ultimatum” from President Roosevelt workers 
returned on May 27.
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B U I L D I N G
The spectacular rise in construction activity during 1941 

and 1942 has been followed, in recent months, by an equally 
pronounced decline. After attaining the highest level recorded, 
the volume of construction contracts awarded has been falling 
off since last autumn, as the war expansion program neared 
completion and the War Production Board curtailed the 
amount of materials allotted to new building. The volume of 
construction contract awards in 37 States in the first four 
months of this year was 25 per cent below that of the same 
period last year according to the F. W . Dodge Corporation 
reports; the volume of industrial contract awards, the chief 
factor in the rise, showed a 37 per cent drop. During 1942 
industrial plant facilities were greatly expanded to accom
modate the war needs, and many new airports, army camps, 
and other military facilities were created. The War Depart
ment has announced that, having completed 90 per cent of 
its $10,000,000,000 building program, it now expects con
struction for the armed forces to taper off. Since October the 
War Production Board has been curtailing further construc
tion and up to May 21 had halted work on projects evaluated 
at $1,350,000,000. On May 12, the War Production Board, 
stating that industrial facilities were now sufficiently expanded, 
ordered review of over $5,000,000,000 worth of construction 
contracts and forbade new projects unless it could be proved 
conclusively that existing facilities were not sufficient.

In the Second Federal Reserve District, expansion in construc
tion in 1942 never was so marked as in other sections of the 
country, and the volume of construction contract awards fell in 
the first four months of this year to a level lower than that for 
any comparable period since 1935. This District possessed in
dustrial and residential facilities adequate to accommodate a 
sizable increase in production, and important sections of the 
District have not received war contracts in large enough volume 
to require expansion proportionate to that in other parts of the 
country with less extensive facilities and larger war contracts.

MILLIONS MILLIONSOF DOLLA RS OF DOLLARS

Average Daily Value of Construction, Contract Awards in 37 States 
and in Second Federal Reserve District (6 month moving averages of 

F.W . Dodge Corporation data* adjusted for seasonal variation)

The reduction in total awards noted earlier resulted from a 
sharp falling off of public construction, since private build
ing had already declined to a low level. Awards for private 
projects made up only about 10 per cent of all contracts 
awarded in the 37 States in the first four months of the 
current year, compared with about 60 per cent in 1940. The 
increased proportion of public ownership of new construction 
has been due principally to the financing of industrial expan
sion by the Defense Plant Corporation and the War and 
Navy Departments and the erection of military cantonments, 
airports, etc. In New York and Northern New Jersey awards 
for private construction projects decreased from two thirds of 
the total for this area in 1940 to slightly over 15 per cent in 
the early months of this year.

Residential building was curtailed in October, 1941 by an 
order restricting the use of strategic materials in construction, 
and has been contracting since then. During the first four 
months of 1943 awards for private residential building in the 
37 States amounted to less than one third of the volume 
awarded in the same period of 1942, while awards for public 
projects in the residential classification, including barracks at 
military encampments and housing for workers in war indus
tries, were only slightly below the year earlier level. With 
smaller amounts of building materials being allotted to con
struction and nonessential building virtually stopped, residen
tial building activity is being increasingly concentrated upon 
the conversion and repair of already existing structures. In 
his request for an additional $400,000,000 appropriation for 
war housing on May 13, the President stated that three fifths 
of the housing needs of war workers were being met by con
version, repair, and the more effective use of existing struc
tures; one fifth of the remainder was being met by privately 
financed construction and the rest by the Governments war 
housing program.
MILLIONS 
OF DOLLARS

Average Daily Value of Construction Contract Awards for Public and
Private Ownership in 37 States (6 month moving averages of

F. W . Dodge Corporation data, adjusted for seasonal variation)
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COST OF LIVING OVER THE W A R  PERIOD

For a year and a half after the outbreak of the war, the 
cost of living in this country showed very little change. Price 
movements were diverse and generally of small amplitude. 
According to published indexes, a slight decline in the cost 
of housefurnishings offset small increases in food and fuel 
prices. Early in 1941, however, the character of price move
ments changed to a steady and general rise which communi
cated itself to nearly all types of consumer goods and has per
sisted until the present date. Between January, 1941 and 
May, 1942 the cost of living index of the Bureau of Labor 
Statistics rose 15 per cent, an average increase of nearly 1 
per cent a month, resulting primarily from the rapid advance 
in the prices of food, clothing, and housefurnishings. Since 
May, 1942, when most prices were placed under general 
ceilings, the over-all increase has been at an average monthly 
rate of 0.6 per cent. This is a somewhat smaller monthly 
change than prevailed in the earlier period, but in March, 
1943, the index still showed no tendency to level off.

Retail food prices have been the major factor in this con
tinued rise. They have advanced steadily since early in
1941. Last month the problem of further increases in the 
cost of living and especially in food prices occupied the atten
tion of several Government agencies. The Bureau of Labor 
Statistics further revised its index of living costs to reflect 
the changed consumer buying patterns resulting from ration
ing and the disappearance or substitution of certain commodi
ties. Several additional foods were included in the index, 
and adjustments made in the weighting to provide a more 
accurate yardstick for the application of price and wage con
trols. Meanwhile, the Office of Price Administration, in order 
to facilitate the enforcement of price maximums, converted 
its system of markups to uniform dollar-and-cents ceilings on 
well known food brands, applicable to all stores of a given 
class in each community. These community ceilings, known 
alike to buyers and sellers, can be checked by consumer price 
panels organized in each locality. A  plan to roll back prices 
of a few important foods such as meats, butter, and coffee has 
been announced for June 1. The O.P.A. would accomplish 
this roll-back with the aid of subsidies paid to processors who 
find themselves unable to operate under lower prices.

PRODUCTION AND TRADE

According to preliminary indications, manufacturing activity 
in May was maintained close to the April level. Steel mills 
operated at a slightly lower rate than in April, while output of 
crude petroleum and electric power ran somewhat higher. 
Bituminous coal mining was affected by work stoppages in 
the first part of the month, but subsequently recovered to the 
high level prevailing in previous weeks. Munitions produc
tion continued at a high rate, and Rear Admiral Vickery of 
the Maritime Commission predicted that May would be an

even bigger month in merchant shipbuilding than April, when 
a record total of 157 vessels was delivered.

For the month of April, the seasonally adjusted index of 
production and trade computed at this bank showed a further 
decline of two points to 124 per cent of estimated long term 
trend. As in the previous month, the index was influenced by 
slackening in the volume of retail trade. Department stores 
and variety chains reported increases in sales over March, but 
the advances were much smaller than those that have occurred 
in most other years when Easter has fallen late in April. Mail 
order house sales rose by about the usual seasonal amount, 
while sales by grocery chain stores dropped off under the 
impact of further rationing controls.

There was a two point recession in the production index 
during April, attributable to further rapid contraction in both 
residential and nonresidential building, as the war construc
tion program neared completion. In many lines of industry 
— steel, cotton goods, and petroleum producing— there was 
little change in rates of activity between March and April, 
while mining of anthracite and bituminous coal was reduced 
by work stoppages, and meatpacking and flour production 
declined. On the other hand, output of planes, ships, and 
other war material continued to mount in April. In addition 
to the record delivery of 1,606,600 tons of merchant shipping, 
new records were also set for the delivery of naval aircraft and 
the completion of combat vessels. Airplane production was at 
a new high of somewhat less than 7,000 planes, exceeding the 
March total of 6,200. However, Donald Nelson, Chairman of 
the W.P.B., has warned that we are nearing top capacity, and 
the rapid rate of increase made in munitions production during 
the past year cannot be sustained for many months longer.

1942 1943

April Feb. March April
Indexes of Production and Trade* 

(100“ estimated long term trend)
Index of Production and Trade................. 114 128 126p 124p

Production.................................................. 121 136 136p 134p

Producers’ goods— tota l.................... 146 174 173p 171p
Producers’ durable goods.............. 163 207 205p 203p
Producers’ nondurable goods........ 126 136 136p 135p

Consumers’ goods— total................... 89 88 88 p 86p
Consumers’ durable goods............. 47 41 39p 36p
Consumers’ nondurable goods___ 103 104 104p 103p

Durable goods— total.......................... 129 158 156p 154p
Nondurable goods— total................... 112 117 117p 116p

Primary distribution............................... 131 145 149p 151p
Distribution to consumer...................... 89 96 85 p 80p
Miscellaneous services............................ 118 157 160p 163p

Cost of Living, Bureau of Labor Statistics
(100*1935-39 average)............................... 115 121 123

Wage rates
(100=1926 average)..................................... 134 148 14 9p

Velocity of Demand Deposits* 
(100=1935-39 average)
New York C ity ............................................ 57 69 62 83
Outside New York City.............................. 85 75 78 89

p Preliminary. * Adjusted for seasonal variation.
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FURNITURE STORE TRADE

Sales of furniture stores in this District during April were 
5 per cent below the corresponding period last year, on the 
basis of data submitted to this bank by approximately 60 
cooperating stores. Year-to-year percentage declines have 
been experienced every month since May, 1942, when the 
compilations of furniture store figures began. The decline of
5 per cent for April, however, was the smallest year-to-year 
drop in dollar sales recorded over this period; in the com
parison of August, 1942 with August, 1941 (when a general 
wave of retail buying had appeared), the decline amounted to 
31 per cent.

Furniture is sold predominantly on credit, although, through 
the effect of consumer credit regulations, cash sales have been 
accounting for an increasing proportion of total sales during 
the past year, and at the same time the average period over 
which credit has been extended has been shortened. In April 
85 per cent of sales were made on credit, compared with 88 
per cent in April, 1942. Collections during April against 
accounts outstanding March 31 amounted to 14 V2 per cent 
this year; the corresponding percentage last year was 11. 
Accounts receivable of the cooperating furniture stores in this 
District declined 39 per cent during the year ended April 30.

Stocks on hand at the close of April represented 5.7 months’ 
supply at the current rate of sales against 6.4 months’ supply 
one year earlier. The dollar value of stocks on hand declined
14 per cent during this period.

Furniture stores

Percentage changes 
April, 1942 to April, 1943

Total
sales

Accounts
receivable*

Collec
tions

Stocks* 
on hand

New York City................................. 0 -3 8 -  4 -1 5
Northern New Jersey..................... -2 3 -4 5 -2 5 -1 5

Newark........................................... -2 6 -4 7 — -22
Other localities............................. -22 -4 4 -2 5 -1 3

Westchester-Fairfield...................... -  9 -3 3 -1 9 +  6
Hudson River Valley...................... -1 4 -4 5 -2 3 +  2
Central New York State................ -  9 -3 8 -  7 -1 9

Syracuse......................................... + -3 2 +  2 —

Other localities............................. -1 9 -4 4 -1 4 -1 6
Western New York State.............. -  8 -3 9 -1 3 -1 6

Buffalo............................................ -1 6 -3 7 -1 9 -20
Rochester....................................... -  3 -4 2 -  8 -  8
Other localities............................. +  2 -4 0 -  2 —

Total outside New York City -1 3 -4 0 -1 5 -1 3

Total Second District........... -  5 -3 9 -  8 -1 4

♦End of month.

Furniture stores
April, 1943 compared with April, 1942

Total
District New York City

Outside 
New York City

Credit sales as per cent of total sales 
April, 1943......................................... 84.6 84.2 85.2
April, 1942......................................... 87.5 87.5 87.5

Stocks on hand, end of month, as ratio 
to month’s sales 

April, 1943................ ......................... 5.7 5.8 5.6
April, 1942......................................... 6.4 6.9 5.5

Collections, exclusive of down pay
ments, as per cent of receivables, 
first of month

April, 1943......................................... 14.5 14.0 15.9
April, 1942......................................... 11.0 10.5 12.1

DEPARTM ENT STORE TRADE

During the three weeks ended May 22, sales of reporting 
department stores in this District were about 11 per cent 
greater than in the corresponding period last year, while 
apparel stores exceeded year ago sales by about 34 per cent. 
Sales of department stores in May apparently declined from 
the April level by less than the seasonal amount.

In April department store sales in this District were 8 
per cent greater than in April, 1942, an increase that appears 
to have been largely accounted for by the lateness of the date 
of Easter this year (April 25, compared with April 5 last 
year). On a seasonally adjusted basis, sales declined about 
9 per cent from March to April of this year.

Stocks on hand of department stores in this District at the 
end of April were 32 per cent lower at retail valuations than 
in April of last year, and the seasonally adjusted index of 
stocks reached the lowest level since July, 1941. Returns 
from a limited number of department stores in this District 
show that at the end of April outstanding orders for mer
chandise purchased by the stores but not yet delivered to them 
were 15 per cent above April, 1942, and 14 per cent above 
those at the end of March, 1943.

Percentage changes from a year earlier

Department stores Net sales

Stocks on
Jan. through hand

April, 1943 April, 1943 April 30,1943
New York City..................................... +10 +  5 — 36
Northern New Jersey.............................. +  2 —  5 — 37

+  5 —  3 —38
Westchester and Fairfield Counties . .. +  3 —  4 — 25

Bridgeport............................................ +  2 —  5 — 26
Lower Hudson River Valley................. +  2 —  2 — 15

Poughkeepsie........................................ +  1 0
Upper Hudson River Valley................. +  1 —  7 —  7—10 — 16

Schenectady.......................................... +  18 +  5 — 13
Central New York State....................... +12 +  8 — 27

Mohawk River Valley........................ +  15 +  11 — 17
+  17
+  10 +  7 — 31

Northern New York State..................... +  1 —  3
Southern New York State..................... +  6 +  7 —12

Binghamton.......................................... +  10 +  9—10 —  4 —
Western New York State....................... +  10 +  9 — 18+11 +10 —12

Niagara Falls........................................ +37 +34 —  6
+  7 +  6 — 27

All department stores................ +  8 +  4 — 32

Apparel stores.............................. +20 +17 — 18

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1942 1943

April Feb. March April

Sales (average daily), unadjusted................. 106 112 104 117
Sales (average daily), seasonally adjusted.. 110 138 127 115

Stocks, unadjusted .......................................... 152 105 107 100
Stocks, seasonally adjusted............................ 150r ll lr 106 99

r— Revised.
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(1935-39 average — 100 per cent)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation 

(1923-25 average — 100 per cent)

Indexes of the Cost of Living as Compiled by 
Bureau of Labor Statistics (April figures are 

estimates of the Board of Governors; 
1935-39 average=100 per cent)
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Wednesday Figures of Total Member Bank Re
serve Balances at Federal Reserve Banks, with 

Estimates of Required and Excess Reserves 
(Latest figures are for May 12)

General Business and Financial Conditions in the United States 
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity in April and the early part of May increased somewhat further, and 
retail trade was maintained in large volume.

In d u s t r ia l  Pr o d u c t io n

The Board’s index of total industrial output rose slightly in April, reflecting further 
increases in activity in war industries, while output in most other lines showed little change.

Production of armaments in the machinery and transportation equipment industries rose 
to new high levels. Activity at steel mills increased somewhat further. Lumber production 
showed the usual seasonal rise in April and was at a level about 10. per cent less than a year 
ago, when problems of maintaining an adequate labor supply in the industry began to develop. 
In the cement industry, where production usually advances sharply during the spring months, 
production has shown little change this year, reflecting chiefly the restricted volume of current 
construction activity.

Total output of manufactured foods in April continued below the seasonally adjusted 
peak level reached at the end of last year. Meatpacking and flour production showed decreases 
in April, while output of dairy products and other manufactured food products was main
tained. Volume of output in chemical plants continued to gain. Production of other non
durable manufactures showed little change.

There was a decline in bituminous coal production in the last week of April, following 
the breaking off of negotiations for a new wage contract, but output increased in the early 
part of May. Production of coal in March had been at an exceptionally high level. Stocks 
on May 1 were considerably higher than a year ago and for bituminous coal were estimated 
to be equivalent to 55 days’ supply for industrial purposes. In May the Government took 
over the bituminous coal mines.

Value of construction contracts awarded declined in April, reflecting reductions in con
tracts for Federal work, according to the F. W . Dodge Corporation. Total residential awards 
in March and April were at the lowest levels for these months in a number of years.

D is t r ib u t io n

Sales at department and variety stores increased in April, but the rise was less than usually 
occurs when Easter falls late in the month. Mail-order sales, principally to persons in small 
towns and rural areas, showed about the usual seasonal rise. Value of sales in April continued 
at a level substantially higher than a year ago but, with prices higher, the physical volume of 
goods sold was probably about the same as in the corresponding period last year.

Carloadings of revenue freight were maintained in large volume in April and the first 
week of May. Ore shipments showed a seasonal rise beginning in the last half of April, a 
month later than in 1942 when the movement was unusually early.

Co m m o d it y  Prices

Wholesale prices of most commodities showed little change from the middle of April 
to the middle of May. Retail food prices continued to advance sharply in the latter part of 
March and the early part of April and the indexes showed increases of 6 per cent as compared 
with January. Retail prices of most other items in the cost of living showed smaller increases 
in that period. Plans for more effective enforcement of price ceilings have been announced.

Ba n k  Cr e d it

During May, as the Treasury made disbursements out of war loan accounts, which had 
been built up during the recent drive, there was a growth of bank deposits subject to reserve 
requirements and a decrease in member bank excess reserves. Continued withdrawals of cur
rency also reduced bank reserves. Nevertheless, the reserves of member banks were sufficient 
to enable them to make substantial repurchases of bills which had been sold to the Reserve 
Banks under option. In addition, the Federal Reserve System sold some bonds in response to 
a market demand.

Government security holdings at reporting member banks in 101 leading cities increased 
by 4.3 billion dollars in the four weeks ended May 12. These increases reflected purchases of 
new issues during the War Loan drive, as well as substantial market purchases.

In New York City, loans to brokers and dealers for purchasing or carrying securities 
increased by 860 million dollars during the three weeks of the War Loan drive, and subse
quently declined in the first three weeks of May; these changes reflected almost entirely activity 
in loans for purchasing or carrying Government securities, which on May 19 amounted to 
580 million dollars of the total 1,020 million dollars outstanding; other loans to brokers and 
dealers by New York City banks rose by 90 million dollars from the end of March to May 19-
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M O N E Y  M A R K E T  I N  J U N E

Unusually heavy flows of funds through the money market 
marked the June 15 income tax period this year. Not only 
were income tax collections considerably heavier than in any 
previous June— for the double reason of the tax increases 
imposed by the Revenue Act of 1942 and the unusually large 
number of income tax payers who in March had chosen the 
quarterly instalment method of payment— but the Treasury 
paid off in cash $1,083,000,000 of securities which matured or 
were called for payment on June 15. At the same time, 
reflecting the rapid growth 
in the public debt, the amount 
of interest due on outstand
ing Government securities 
($400,000,000) was larger 
than in any previous month.

As in March, although to 
a smaller extent and for a 
much shorter period, the 
Treasury borrowed direct 
from the Federal Reserve 
Banks on special certificates 
of indebtedness in anticipa
tion of the income tax col
lections. For purposes of 
convenience, the form of 
these special certificates was 
changed from the one-day 
certificates heretofore employed, to certificates maturing at the 
end of the month but redeemable at any time, by which means 
the reissuance of large amounts of certificates from day to day 
was avoided. The Treasury borrowed $805,000,000 on the 
special certificates on June 15, to cover a part of the unusually 
large expenditures on that day. This borrowing was eliminated 
by June 21, through cash income tax collections supplemented 
by withdrawals of funds from War Loan account depositaries.

Income tax receipts during June may be roughly estimated 
at $3,800,000,000, compared with $4,700,000,000 during 
March and $2,100,000,000 during June of last year. The 
proportionate use of Tax Savings notes in the payment of taxes 
is estimated to have reached a new peak of 29 per cent of

total collections, compared with 26 per cent during March and
23 per cent during June of 1942. In this District total col
lections for June are estimated at about $900,000,000, some
what more than one fifth of the national total. As also has 
been true of past tax periods, Tax Savings notes were used in 
the payment of taxes to a greater extent here than in other 
sections of the country; 34 per cent of income taxes collected 
in this District were paid in the form of Tax notes during 
June.

While the redemptions and 
interest payments created ex
ceptionally heavy net Treas
ury disbursements on the 
15 th and thus temporarily 
swelled member bank reserve 
balances, most of these funds 
were immediately put to use 
by the banks, chiefly through 
the repurchase of bills pre
viously sold to the Reserve 
Banks. The central reserve 
city banks of New York 
gained $585,000,000 reserve 
funds on June 15 but they 
repurchased $360,000,000 
Treasury bills from the 
Reserve Bank before the close 

of business, with the result that their excess reserves rose ( from 
a small deficiency on the preceding day) only to $205,000,000. 
On Wednesday, the 16th, these banks showed a reserve defi
ciency of $35,000,000. For all member banks excess reserves 
increased $120,000,000 to $1,630,000,000 during the state
ment week ended Wednesday, June 16, but resumed 
their declining tendency the following week, dropping to 
$1,300,000,000 on June 23 (the lowest level since January
5, 1938) as heavy offerings of Treasury bills by the banks 
to the Federal Reserve Banks fell considerably short of the 
losses of reserve funds through net Treasury receipts. On the 
last statement day of the previous month, May 26, excess 
reserves of all member banks amounted to $1,500,000,000.

1940 1941 1942 1943
Average Daily Excess Reserves of Member Banks (Data for New 

York and Chicago partly estimated for June, 1943; separate 
figures for reserve city and “ country” bank classifications 

not available for June, 1943)
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M o re  A ctive  U se o f  A v a il a b l e  Ba n k  R eserves

For a number of months the Federal Reserve authorities 
have encouraged an active use by member banks of their sur
plus reserve funds in support of war financing, not with a 
view to increasing the aggregate amount of financing done 
through the banks, but rather with a view to promoting a 
distribution of the securities in keeping with the money flows 
of the war period, and to avoiding unnecessary extensions of 
Federal Reserve credit. The excess reserves which the banks 
hold are subject in considerable measure to their own con
trol. They exercise this control not only through their par
ticipation in major financing operations by the Treasury, but 
also through their capacity to convert earning assets into 
reserves and reserves into earning assets. These processes of 
conversion are readily apparent in "option account” transac
tions in Treasury bills. Banks may sell bills direct to the 
Federal Reserve Bank under repurchase option and obtain in 
return credits to their reserve accounts. Reciprocally, they may 
reacquire bills previously sold to the Federal Reserve Bank and 
give up surplus reserves in exchange. Banks making active 
use of the Treasury bill option accounts are, for the most 
part, institutions which are seeking to maintain, from day to 
day and week to week, "fully invested” positions.

In recent months most of the central reserve city banks of 
New York and Chicago, largely through option account trans
actions in Treasury bills (as well as through subscriptions to 
new Treasury issues and purchases and sales in the market), 
have been keeping their available funds actively employed, 
as manifested by the negligible average amounts of excess 
reserves which they have been carrying. Some banks in other 
centers and in other reserve classifications as well are employ
ing option account transactions in Treasury bills to maintain 
fully invested positions.

Institutions without considerable bill holdings generally 
have sought to maintain a "leeway” of excess reserves, even 
though they are able to borrow from the Federal Reserve Bank, 
at the Vi per cent rate on discounts secured by Government 
securities maturing within a year, for the purpose of meeting 
temporary or unexpected losses of reserve funds. Neverthe
less, there has been a perceptible lessening in the reluctance 
of member banks to borrow; day-to-day borrowings of banks 
in need of additional reserve funds from banks with consider
able surplus reserves— so-called "purchases of Federal funds”—  
have been rather common over the past year, and over the past 
two months about twenty member banks in this District, 
including one downtown New York City institution, have 
borrowed from the Reserve Bank at one time or another. 
Most member banks outside New York and Chicago still hold 
considerable amounts of excess reserves, although there has 
been a general tendency for these banks— especially those in 
the "reserve city” classification— to invest their available funds 
more fully and thus to draw down their excess reserves.

The tendency for banks to invest their funds more fully is 
apparent not only in the excess reserves figures and in the

enlarged use of Treasury bills, but also in the persistent bank 
demand for Government bonds, notes, and certificates of 
indebtedness, both for the new issues made available from 
time to time for commercial bank subscriptions, and for issues 
already outstanding. Recent offerings of new Government 
security issues for bank subscription have been heavily over
subscribed, and, while anticipation of low allotment bases 
and consequent "padding” have played a part in swelling bank 
subscriptions, it is clear that the banks in the aggregate actu
ally have wished to obtain more of the securities than were 
made available to them. Moreover, since the first of this 
year, commercial banks have also been steady net purchasers 
of already outstanding issues in the open market. The strength 
of this demand has not been fully apparent in price and yield 
figures, because Federal Reserve Banks’ sales of these classes 
of securities, partially to meet the demand and to maintain 
orderly market conditions, have exercised a steadying influ
ence on the price and yield quotations. Since the end of
1942, the Federal Reserve Banks have reduced their holdings 
of Government bonds by $1,254,000,000 and of notes by 
$492,000,000. There has also been a shifting of outstanding 
securities from other investors to commercial banks, especially 
before and during the Second War Loan drive, when insurance 
companies and mutual savings banks reduced their holdings 
of outstanding obligations in order to enlarge their capacity 
to purchase the issues offered to them during the drive.

It is estimated that commercial banks throughout the 
country added more than $5,000,000,000 net to their holdings 
of Government bonds, notes, and certificates of indebtedness 
during the first four months of the year. Over the same period, 
the banks made net purchases of Treasury bills to the extent of 
about $2,000,000,000. Of the addition to bank holdings of 
bonds, notes, and certificates, about $2,800,000,000 was ac
counted for by net purchases in the open market. Purchases 
of new issues sold during the first four months of the year 
(excluding the sales to banks of the 2 per cent Treasury bonds 
offered under the Second War Loan drive, payments for which 
were not due until May 12) approximated $3,200,000,000, 
while cash redemptions of matured issues came to $900,000,000.

Money Rates in New York

June 30, 1942 May 29,1943 June 29, 1943

Stock Exchange call loans........................ 1 1 1
Stock Exchange 90 day loans................. * \ Y k , *1H
Prime commercial paper— 4 to 6 months 5A - SA bA - %
Bills— 90 day unindorsed......................... 7A 7A 7A
Average yield on tax exempt Treasury 

bonds (not callable within 12 years) . . 2.00 1.87 1.81
Average yield on taxable Treasury bonds 

(not callable within 12 years)............. 2.35 2.29 2.28
Average rate on latest Treasury bill sale 

91 day issue............................................. 0.362$ 0.373f 0.374f
Reserve Bank discount rates:

On advances to member banks secured 
by Government obligations callable 
or maturing in one year or less......... X X

On other advances to member banks 
secured by Government obligations, 
and on rediscounts............................ 1 1 1

Reserve Bank buying rate for 90 day
X H X

* Nominal. t 85 days t 92 days.
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In recent weeks the composition of the deposit total of 
the weekly reporting member banks has undergone another 
marked change. As the Treasury issued calls for the repay
ment of War Loan account deposits, representing accumulated 
proceeds from the Second War Loan drive, and spent these 
funds, Government deposits of the reporting banks were sharply 
reduced, while deposits belonging to the public recovered. 
From May 19 to June 23 adjusted demand deposits of the 
New York City banks rose $655,000,000, but were still 
$912,000,000 short of the total on April 14 at the inception 
of the drive. Outside New York such deposits of the report
ing member banks in 100 cities rose $1,165,000,000 to a 
level $388,000,000 above the April 14 point.

Government security holdings of the reporting New York 
City banks were reduced to the extent of approximately 
$300,000,000 on June 15 through redemptions of the matured 
Treasury notes and called Treasury bonds and, over-all, Gov
ernment securities held by these banks dropped $391,000,000 
between May 12 and June 23, or since the close of the Second 
War Loan drive. Treasury bill holdings of the New York 
banks, fluctuating considerably from day to day and week to 
week, showed a net decline of $46,000,000 to $1,999,000,000 
over this period. Moreover, while the New York banks had 
been adding to their holdings of other classes of Government 
securities, particularly bonds, through purchases in the open 
market before and during the drive, they tended to be sellers, 
on balance, during the six weeks following its close.

In the 100 other cities, by way of contrast, Government 
security holdings of the weekly reporting member banks 
showed a net rise of $223,000,000 between May 12 and 
June 23. Treasury bill holdings of these banks decreased 
$105,000,000 net, but this reduction, together with the effect 
of the redemptions on June 15, was more than offset by net 
market purchases of other classes of Government securities.

In recent weeks loans and investments other than Govern

MEMBER BANK CREDIT

BILLIONS OF DOLLARS

L O A N S  FOR P URCHASING
O R C A R R Y IN ^ :SECURITIES

U s J \
^XX\XXX\X 1 ->UV*Vr\l 1 IUJ v\\\XXv'

X X X X 3 a A $ * ^ 5 6 6 ^ C O M M E R C IA L ,  IND U S TR IA L
a g r ic u l t u r a l  l o a n s

1941 1942 1943
Loans and Investments Other Than U. S. Government Securitiesof Weekly Reporting Member Banksin New York City

ment securities have continued the decline which has been 
in evidence since March, 1942. Partly as a result of this 
prolonged contraction— although even more as a result of 
the large increase in bank holdings of Government securities 
— the proportionate composition of member bank earning 
assets has undergone a considerable change. Statements of 
the weekly reporting member banks for March 18, 1942 
indicated that at that time loans and other securities made 
up 44 per cent of the total loans and investments of the New 
York City reporting banks and 53 per cent in the case of the 
banks in 100 other cities. Since that date, while holdings 
of Government securities of the New York City banks have 
increased by about 80 per cent and those of the other reporting 
banks have considerably more than doubled, the volume of 
loans and other securities has fallen off steadily, and on June 
23, 1943 such assets accounted for no more than 26 per cent 
of the total loans and investments of the New York City 
banks and 28 per cent for the banks in 100 other cities.

As the accompanying charts indicate, commercial, industrial, 
and agricultural loans showed a substantial increase up to 
March, 1942, during the period of heavy production of con
sumers* goods and earlier stages of the expansion in war 
production. Since that date such loans have declined rather 
steadily, as current and advance payments on war contracts, 
the availability of production facilities under Government 
ownership, the accumulation of large tax reserves, inventory 
liquidation, and other factors have limited business needs for 
bank loans and permitted the gradual retirement of outstand
ing debt to banks. The decline in other types of loans, 
excepting loans for purchasing and carrying securities, has 
been in large part associated with the curtailment of personal 
loans. Holdings of securities, other than Government obliga
tions, have also been considerably reduced, especially those 
of the New York City banks. On the other hand, loans for 
purchasing and carrying securities, largely concentrated in 
New York City, have shown a marked expansion at the time 
of the War Loan drives, and contraction afterwards.

Loans and Investments Other Than U. S. Government Securitiesof Weekly Reporting Member Banks in 100 Leading CitiesOutside New York City
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S U R V E Y  O F  T H E  D I S T R I B U T I O N  O F  D E M A N D  D E P O S I T S
During 1942 the volume of demand deposits of individuals, 

partnerships, and corporations in banks throughout the country 
expanded $10,000,000,000 or by 27 per cent, and a consider
able further increase has occurred this year. The present 
volume of such deposits is twice as great as in 1939 and about 
two and one-half times as great as in 1929.

The expansion in bank deposits has been widespread but 
has not occurred evenly throughout the banking system. The 
rate of increase has been least in New York City, the money 
market center of the country, and greatest in centers of war 
industry and in agricultural regions. Particularly marked 
increases have been evident in the San Francisco, Dallas, 
Kansas City, Minneapolis, and Atlanta Federal Reserve Dis
tricts, although in many communities in this District very 
substantial expansion in bank deposits has been experienced.

Information on the geographical distribution of the growth 
in bank deposits is available in compilations of call report 
data, but little has been known of the character of the increase 
— the increase in deposits by types of depositor and the distri
bution of deposits by size.

The Federal Reserve Banks in collaboration with the Board 
of Governors recently sought to explore the possibilities of 
obtaining data from member banks on the distribution by 
type of owner and size of account of demand deposits of 
individuals, partnerships, and corporations. The Research 
Department of this bank accordingly made a survey of a 
limited number of the larger member banks, especially mem

ber banks outside New York City where the most marked 
p :centage increases in deposits have occurred, and found 
that there was a considerable interest on the part of most banks 
in information of this kind. In discussions with the banks 
it was found that very few of them made regular studies of 
the distribution by type of owner of all of their accounts, 
but that in a number of cases records are maintained making 
possible the analysis in a fairly detailed way of the distribu
tion of the larger deposit accounts by class of depositor. 
Usually more than half of the total demand deposits of a bank 
are concentrated in a relatively small number of accounts, and 
it is therefore possible to obtain data on the distribution of a 
large volume of deposits by analyzing only a small fraction 
of the total number of accounts.

It should be pointed out that the limitation of the analysis 
to relatively large accounts tends to overemphasize business 
accounts (which are of larger average size than personal 
accounts) and may somewhat overstate increases in the 
deposits held by certain classes of depositors. Nevertheless, 
interpreted in the light of these qualifications, as well as in 
light of the qualification that the figures are based upon a 
"sampling” of banks rather than a complete coverage, it is 
believed that the analysis of the distribution of larger deposits 
supplements in an important way other available information 
in respect to the expansion in bank deposits. Plans are being 
formulated for periodic re-surveys of a similar character.

Table I—  Growth in Demand Deposits of Individuals, Partnerships, and Corporations by Type of Owner
(Dollar figures in thousands)

New York City banks Banks outside New York City

Dollar amount Percentage
distribution

Dollar amount Percentage
distribution

December
1941

March
1943

Per cent 
increase

of total 
increase in 

deposits
December

1941
March
1943

Per cent 
increase

of total 
increase in 

deposits

Financial business

Investment trusts and investment com
293,070 446,469 52.3 15.5 24,367 54,524 123.8 15.3

panies ............................................................. 69,254 61,447 — 11.3 —  0.8 1,805 1,209 — 33.0 —  0.3
Security brokers and dealers....................... 57,097 47,946 — 16.0 —  0.9 2,354 2,159 —  8.3 —  0.1
Trust funds of banks..................................... 31,435 32,321 2.8 0.1 9,519 10,827 13.7 0 .7
All other............................................................ 70,771 69,062 —  2 .4 —  0.2 6,065 5,594 —  7 .8 —  0.2

Total...................................................... 521,627 657,245 26.0 13.7 44,110 74,313 68.5 15.4

Nonfinancial business
Manufacturing, mining, and construction. 
Public utilities, transportation, and com

1,105,048 1,687,731 52.7 59.0 116,395 208,035 78.7 46.6

munications....................................................
Retail and wholesale trade and dealers in

429,103 451,927 5.3 2.3 34,639 56,321 62.6 11.0
commodities................................................. 179,130 230,541 28.7 5.2 27,927 43,302 55.1 7 .8

All other............................................................ 136,731 169,970 24.3 3.4 10,276 14,318 39.3 2.1
"  Total...................................................... 1,850,012 2,540,169 37.3 69.9 189,237 321,976 70.1 67.5

Nonprofit associations, clubs, churches, etc___ 69,457 42,664 — 38.6 —  2.7 7,202 10,044 39.5 1.4

Personal..................................................................... 212,091 200,235 —  5.6 —  1.2 23,376 25,519 9.2 1.1
Total classified deposits*.......................... 2,653,187 3,440,313 29.7 79.7 263,925 431,852 63.6 85.4

Total unclassified deposits....................... 1,574,638 1,774,769 12.7 20.3 121,834 150,580 23.6 14.6

Total demand deposits of individuals, partner-
4,227,825 5,215,082 23.3 100.0 385,759 582,432 51.0 100.0

* In New York City banks, all accounts over $250,000 in one bank, those over $100,000 in the second bank, and all accounts in the third bank; in banks outside New 
York City, all accounts over $10,000 except for one bank where accounts over $25,000 were classified.
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Second D istrict Ba n k s  O utside N e w  Y ork  City

Table I shows comparisons for the distribution of classi
fied deposits between December, 1941 and March, 1943. 
As indicated in the right-hand section of the table, total 
deposits of individuals, partnerships, and corporations with 
the cooperating group of banks outside New York City 
increased about $196,000,000, or 51 per cent over this period. 
(The group of banks covered accounted for over a quarter 
of the demand deposits of individuals, partnerships, and cor
porations of all banks in the District outside New York City.) 
Of the deposits classified, those of concerns in the fields of 
manufacturing, mining, and construction accounted for 47 
per cent of the total growth in deposits. This represented 
an increase of 79 per cent for this class over December, 
1941.

The public utilities group accounted for 11 per cent of the 
total expansion; wholesale and retail trade and dealers in 
commodities for about 8 per cent; insurance companies for
15 per cent. Altogether, the increase in deposits of business 
concerns accounted for 83 per cent of the total increase.

The pronounced increase in the manufacturing and construc
tion group probably represents to a considerable extent 
enlarged working capital requirements associated with war 
activities. In trade, inventory liquidation undoubtedly was 
a dominant factor. The indicated increases in public utility 
balances and some of the increases in other groups doubtless 
reflect accumulation of depreciation reserves which cannot at 
this time be used for replacements. Insurance company 
deposits reflected the accumulation of funds for investment 
during the Second War Loan campaign.

Table II shows all accounts classified by size, for the same 
two dates, for a group of banks outside New York City. The 
number of accounts with these banks increased more than 
15,000; the dollar amount increased $162,150,000, or 50 
per cent. Fifty-seven per cent of this increase was registered 
in the few accounts over $500,000, and these large accounts 
increased 98 per cent over the earlier date, partly as a result 
of a considerable increase in the number of depositors whose 
balances reached that size between the two dates.

N e w  Y ork City  Ba n k s

Reports from four large New York City banks concerning 
the character of the increase in their deposits between Decem
ber, 1941 and March, 1943 confirmed the indications given 
by reports received from banks outside New York City. The 
relative magnitude of the increase in deposits in the City, 
however, was considerably less than in the remainder of the 
District. These four banks, which held slightly more than 
half of the total demand deposits of individuals, partnerships, 
and corporations in all New York City banks at the end of
1941, showed an increase during the fifteen months ended 
March, 1943 of approximately $1,300,000,000 or about 23 
per cent in such deposits— a percentage increase less than

Table II— Growth in Demand Deposits of Individuals, Partnerships, and Corpora
tions by Size of Accounts*

Banks in the Second District Outside New York City 
(Dollar figures in thousands)

Size of account

December, 1941 March, 1943

Number
of

accounts
Dollar

amount

Number
of

accounts
Dollar

amount

Less than $1,000...............................
$1,000— $5,000..................................
$5,000— $25,000................................
$25,000— $100,000............................
$100,000— $500,000..........................
Over $500,000....................................

102,190
15,015
4,775
1,227

330
54

23,630
32,637
48,099
57,296
64,949
94,643

112,948
18,240
5,854
1,606

458
100

29,677
39,501
60,226
75,177
91,327

187,495

Total........................................... 123,591 321,254 139,206 483,403

* Data from some banks included in^thisftable^are not included in'.Table I; 
hence the total deposits in the two instances are not the same.

half as large as was shown by the reporting banks in other 
cities of the District.

But the distribution of the increase by type of owner, while 
differing somewhat in detail, showed striking similarity in its 
general characteristics to the increase in reporting banks in 
other cities of the District, as Table I indicates. **  Classified 
deposits represented about two thirds of the total dollar 
volume in the reporting New York City banks, and a slightly 
larger proportion in other reporting banks. In both cases 
nearly 70 per cent of the total increase in demand deposits 
of individuals, partnerships, and corporations was in the 
accounts of "nonfinancial” businesses. The proportion of the 
total increase in deposits attributable to enlarged deposit 
balances of manufacturing, mining, and construction con
cerns was somewhat greater in New York City than outside, 
while in other cities of the District deposits of public utilities 
and retail and wholesale businesses accounted for somewhat 
larger percentages of the increase in all deposits than in New 
York City. Insurance company deposits in each case accounted 
for about 15 per cent of the total increase. Large personal 
deposits and accounts of nonprofit associations, clubs, churches, 
etc., each accounted for only 1 per cent of the total increase 
in reporting banks outside New York City, and showed an 
actual reduction in the City.f

An interesting feature of the situation in New York City 
is that most of the increase in deposits of individuals, partner
ships, and corporations during the 15 month period occurred 
during the first quarter of 1943. That appears to have been 
true not only of the banks from which these reports were 
received, but of New York City banks generally. Published 
data for 16 weekly reporting New York City member banks 
showed an increase of only 7 per cent in their "adjusted” 
demand deposits during all of 1942, but an increase of about 
20 per cent during the first quarter of 1943.

## Detailed classifications of deposits for December, 1941 and March, 
1943, were received from only three of the New York City banks; 
it is the figures for these three banks that are shown in the table 
in comparison with figures for 14 other banks in the District which 
also reported comparative figures for the two months. Changes in 
the deposits of the fourth New York City bank appear to have 
shown much the same tendencies, however.

f  The lower limit of classified deposits in the New York City banks 
was considerably higher than in banks outside New York City, 
as the footnote below Table I indicates.
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W A R  F I N A N C I N G

Treasury borrowing from the public during June was 
confined to net weekly offerings of Treasury bills, and con
tinued sales of Savings bonds and Tax notes. Receipts of 
about $2,300,000,000 from these sources were largely offset, 
however, by redemption of $629,000,000 matured IVs per cent 
Treasury notes, $454,000,000 called 3 Vs per cent bonds, and 
about $1,100,000,000 Tax notes turned in for payment of 
taxes, so that virtually no net increase occurred in the public 
debt during the month. Treasury expenditures for war and 
other purposes were largely financed by income tax receipts 
and calls upon War Loan deposit accounts.

Sales of Savings bonds are estimated at $850,000,000 during 
June, far short of the $1,480,000,000 and $1,340,000,000 
totals reached in April and May as a result of the Second 
War Loan drive, but approximately 35 per cent greater than 
in June of last year. Redemptions approximated the 
$130,000,000 turned in during March and compared with 
slightly more than $100,000,000 monthly in April and May. 
Tax note sales continued at about the $450,000,000 level 
obtaining in other months this year (excepting the period 
of the Second War Loan drive). Net receipts from Treasury 
bill sales were maintained at $200,000,000 weekly, since the 
weekly offering was stepped up to $1,000,000,000 on June
16 when maturities increased to $800,000,000.

During the fiscal year ended June 30, the Treasury borrowed 
from the public (including the banks) a net amount of 
slightly more than $60,000,000,000 to cover the deficit and 
to build up its working account balances. With the addition 
of $3,000,000,000 of issues to Government agencies and 
trust funds, the total debt (direct and guaranteed) increased 
from $77,000,000,000 on June 30, 1942 to about 
$140,000,000,000 on June 30, 1943. A large portion of 
this expansion in debt represented short term obligations; 
the outstanding volume of Treasury bills and certificates was 
increased by nearly $23,000,000,000. Only a moderate amount 
of Treasury notes was issued during the year, the increase 
amounting to about $2,500,000,000. The outstanding volume 
of Treasury bonds was increased by $19,500,000,000. Of 
the nonmarketable securities, the outstanding amount of 
Savings bonds increased by slightly more than $11,000,000,000 
and Tax notes by about $4,500,000,000. Of the total of 
$60,000,000,000 borrowed from the public, about half was 
accounted for by increased holdings of commercial banks 
and the Federal Reserve Banks.

Secretary Morgenthau has set September 9 as the date for 
the start of the next major War Loan drive. In order to pro
vide additional funds to carry through until then, the Treasury 
offered on June 28 approximately $2,500,000,000 of 1 Vi 
per cent Treasury notes due September 15, 1947. Subscrip
tions of $100,000 or less will be allotted in full, while larger 
subscriptions will be allotted on an equal percentage basis.

Payment for the notes must be made by the issue date of 
July 12.

S E C U R I T Y  M A R K E T S

Announcement early in the month of the forthcoming 
$2,500,000,000 offering on June 28 affected somewhat the 
demand for Government securities in the market during June. 
Prices of taxable intermediate term bonds declined moderately 
following the announcement that the new issue would have a 
maturity of not more than ten years. Subsequently, however, 
a strong market developed for intermediate maturities on 
the supposition that the offering would take the form of a note 
issue. Meanwhile, continued demand for intermediate and 
long term partially tax exempt bonds extended further the 
decline in yield on these issues, and the average yield on long 
term partially tax exempt issues reached a new low of 1.81 
per cent near the end of the month. Certificates of indebted
ness, particularly the longer maturities, were also in demand 
during June, representing in part a switching from other 
maturities.

Domestic corporate bond prices remained firm in June 
owing principally to strength in the industrial group. Another 
new record low of 3.85 per cent was established on June 29 
by the average yield on bonds rated Baa by Moody’s Investors 
Service. Yields on the medium and lower grade railroad issues 
showed no net change for the month, however, in contrast to 
the declining tendency which had prevailed since last Decem
ber. Municipal bond yields as measured by Standard and 
Poors index of 15 issues declined further from 2.10 per cent 
on May 26 to 2.05 per cent on June 23.

The rise in stock prices which started in April of last year 
was extended in June, accompanying a decline in the rate 
of market activity. On June 5, Standard and Poors price 
index of 90 stocks reached 97.5 per cent of the 1926 average, 
the highest level since April, 1940. Following a decline of 
3 per cent between June 5 and 14, the combined index re
covered to 97.8 by the latter part of the month.

E M P L O Y M E N T  A N D  P A Y R O L L S

The May estimates of the Bureau of the Census showed an 
increase over April of 900,000 in the total civilian labor force, 
and little change in unemployment. The increase in the 
labor force and in employment was accounted for mainly by 
the entrance of students and housewives into agricultural 
work. The number of farm workers increased by 1,200,000 
while the number of nonagricultural employees showed a 
decline and, for the first time since the inception of the 
defense program, was below the same month of the previous 
year. The reduction in nonagricultural employment was due 
principally to the drafting of men for military service and 
transfers to farm jobs. The Bureau of Labor Statistics in its 
May estimates of nonagricultural employment reported a
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decrease of 43,000 employees in manufacturing and of 103,000 
in trade, as well as continued declines in construction and 
mining. Slight increases were recorded in the numbers of 
persons engaged in the transportation and public utility fields, 
and in civilian Government services.

Responding to seasonal factors, curtailment in production 
of some classes of nondurable goods, and to some extent, to 
‘ cutbacks” of war production, New York State factory employ
ment declined 0.7 per cent and payrolls 1.3 per cent between 
April and May. Employment, nevertheless, exceeded the level 
of May, 1942 by 11 per cent and payrolls by 30 per cent. 
New York City experienced the sharpest drops in both employ
ment and payrolls during the month, as expansion of per
sonnel in war plants and shipyards was much more than 
counterbalanced by seasonal contraction in the clothing 
industry. In the Upstate area the Binghamton-Endicott- 
Johnson City district reported curtailment in both employ
ment and payrolls in the shoe industry and in the Albany- 
Schenectady-Troy area declines were reported by clothing 
factories as well as war plants. In other areas of the State, 
however, increased activity in war plants continued to be 
reflected in higher levels of employment and payrolls.

P R O D U C T IO N  A N D  T R A D E

This banks index of production and trade declined one 
point further during May to 124 per cent of estimated long 
term trend. The group index of production was down two 
points as the continued sharp curtailment of construction 
work and the reduced output of steel and coal resulting from 
recent work stoppages more than offset increased production 
in other industries. On the other hand, shipyards broke all

1942 1943

May March April May

Indexes of Production and Trade*(100 =  estimated long term trend)
Index of Production and Trade................. 113 126 125p 124p

Production.................................................. 121 136 135p 133 p

Producers’ goods— total......................
Producers’ durable goods...............

148 173 171p 169p
168 205 202p 198p

Producers’ nondurable goods......... 125 136 134p 134p

Consumers’ goods— total.................... 87 88 87p 87 p
Consumers’ durable goods............. 45 40 37p 33p
Consumers’ nondurable goods----- 101 105 104p 105 p

Durable goods— total.......................... 132 157 154p 150p
Nondurable goods— total................... 111 117 117p 117p

Primary distribution................................ 128 151 154p 156p
Distribution to consumer....................... 85 85 81p 80p
Miscellaneous services............................. 124 163 169p 170p

Cost of Living, Bureau of Labor Statistics
(100— 1935-39 average)............................. 116 123 124 125

Wage Rates
149 150p(100 — 1926 average)................................... 136

Velocity of Demand Deposits* 
(100 =  1935-39 average)

83 85New York City............................................. 66 62
Outside New York City.............................. 88 78 89 80

p Preliminary. * Adjusted for seasonal variation.
Indexes for January and February have been revised. The revised figures are 

vailable upon request.

records by delivering 175 ships totaling 1,782,000 dead
weight tons.

Retail trade showed mixed tendencies during May. Mail 
order houses reported a sharp cut in sales, traceable to inven
tory shortages and inability to offer substitutes on orders placed 
by mail, and department store sales declined more than usual 
at this season of the year. Sales of variety chains and grocery 
chains, on the other hand, showed some increase from reduced 
April levels.

During the month of June, further strikes in the coal mines 
brought about losses of output in coal and, to some extent, 
also in steel. The rising tendency of crude petroleum produc
tion was checked during June, but electric power output 
continued to rise. The Office of Defense Transportation on 
June 9 extended its system of permits in order to speed ship
ments on the Great Lakes, which have been hampered by 
weather conditions, and to divert carriers to ore transportation. 
Scarcity of livestock in the market and conflicts over price 
regulations threatened to shut down many small packing 
establishments. A  virtual stoppage of corn shipments as 
farmers diverted corn to stock feeding, also curtailed opera
tions in corn processing plants.

P R I C E  C O N T R O L  A N D  R A T IO N IN G

The problem of controlling food prices and at the same 
time of insuring an adequate food supply has become an 
issue of national importance. Retail price ceilings established 
at the end of May, especially the new uniform dollar-and-cents 
ceilings, provoked severe criticism from members of the 
food industry on the grounds that the classification of retailers 
for pricing purposes according to gross annual volume was 
producing serious inequities and would force many retailers 
out of business. To meet this situation the Office of Price 
Administration held a two day conference on June 15-16 with 
members of the industry, and subsequently revised its classifi
cations to provide relief for retailer-owned cooperatives, for 
large volume stores which buy through wholesalers, and for 
large volume stores which offer extra services.

A  roll-back of a few important food prices with the aid 
of subsidy payments was begun early in the month. On June 
10, the retail price of butter was reduced 5 to 6 cents per 
pound with provisions for subsidies of 5 cents per pound to 
be paid to processors by the Defense Supplies Corporation. 
Reductions averaging 3 cents per pound for all types of meats 
except cured and processed pork became effective on June 21, 
and payment of subsidies for the same amount to packers was 
scheduled for July. The subsidy program met with consider
able opposition. A  bill passed by the House on June 25 would 
prohibit subsidy payments under the roll-back plan, and 
a bill passed by the Senate on June 26 would eliminate all but
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a few specific subsidies on canning crops and farm products.
The cost of living continued to rise between April 15 and 

May 15, according to the index of the Bureau of Labor 
Statistics. The increase was approximately 0.8 per cent, how
ever, as contrasted with an increase of 1.1 per cent from mid- 
March to mid-April, and food prices showed an increase of 
1.7 per cent which was somewhat smaller than the increases 
of previous months.

F U R N I T U R E  S T O R E  T R A D E

Furniture store sales in this District during May were
3 per cent above the corresponding period last year. This 
is the first year-to-year increase that has occurred since the 
compilation of these data was begun in May, 1942. Sales in 
that month, however, were low following the retail buying 
wave during the first quarter of the year. Sales in May of 
this year were down 18 per cent in comparison with May,
1941.

Stocks on hand at the close of May were 23 per cent below 
those held one year earlier. They represented 5.2 months’ 
supply at the current rate of sales against 6.9 months’ supply 
on May 31, 1942.

Accounts receivable have declined 39 per cent during the 
past year. Collections during May against accounts outstand
ing April 30 amounted to 15.5 per cent; the corresponding 
percentage last year was 11.3 per cent.

Percentage changes 
May, 1942 to May, 1943

Furniture stores
Total
sales

Accounts
receivable*

Collec
tions

Stocks* 
on hand

New York City................................. +12 — 38 —  4 — 23
Northern New Jersey...................... — 17 — 14 — 18 — 27

— 36 — 45 — 19 — 29
Other localities.............................. —  9 — 44 — 18 — 26

Westchester-Fairfield....................... —10 — 33 —11 —  2
Hudson River Valley....................... — 18 — 44 — 28 — 13
Central New York State................ +  5 — 38 —  4 — 29

Syracuse......................................... +16 — 32 +  8 —
Other localities.............................. —  4 — 44 — 14 — 28

Western New York State............... —  3 — 38 —11 —22
Buffalo............................................ — 15 — 37 — 18 — 27
Rochester....................................... +  2 — 41 —  8 — 13
Other localities.............................. +15 — 37 0 —

Total outside New York City —  8 — 40 — 13 — 23

Total Second District........... +  3 — 39 —  8 — 23

* End of month.

May, 1943 compared with May, 1942

Furniture stores Total District New York City Outside 
New York City

May,
1942

May,
1943

May,
1942

May,
1943

May,
1942

May,
1943

Credit sales as per cent of total 
sales........................................... 85.2 83.1 86.1 83.4 84.2 82.7

Stocks on hand, end of month, 
as ratio to month’s sales........ 6 .9 5.2 7.8 5.6 5.5 4 .7

Collections, exclusive of down 
payments, as per cent of re
ceivables, first of month........ 11.3 15.5 10.6 14.5 12.6 17.6

During the four weeks ended June 26, sales of reporting 
department stores in this District were about 15 per cent 
greater than in the corresponding period last year, while 
apparel stores for the three weeks ended June 19 exceeded 
year ago sales by about 35 per cent. Sales of department stores 
in June apparently increased from the May level by the usual 
seasonal amount.

In May department store sales in this District were 11 per 
cent greater than in May, 1942. On a seasonally adjusted 
basis, sales increased less than 1 per cent from April to May of 
this year. Sales of apparel stores in May were 30 per cent 
above sales a year before.

Department stores in this District had at the end of May 
stocks on hand, which, valued at retail prices, were 34 per 
cent lower than in May of last year. On a seasonally adjusted 
basis, however, stocks increased about 3 per cent from April 
to May of this year, the first month-to-month increase in 
this index since July, 1942. Returns from a limited number of 
department stores in this District show that at the end of May 
outstanding orders for merchandise purchased by the stores 
but not yet delivered to them were 76 per cent above May,
1942, and 25 per cent above those at the end of April, 1943.

DEPARTMENT STORE TRADE

Percentage change from a year earlier

Department stores Net sales

Stocks on
Jan. through hand

May, 1943 May, 1943 May 31, 1943

New York City........................................... +13 +  7 — 37
Northern New Jersey................................ +  6 —  3 — 39

+  7 —  1 — 39
Westchester and Fairfield Counties___ —  2 —  3 — 24

—  4 —  5 — 27
Lower Hudson River Valley.................... +  4 0 — 17

Poughkeepsie.......................................... +  5 +  1 —
Upper Hudson River Valley................... +  3 —  5 —  8

+  2 —12 —
Schenectady............................................ +  6 +  5 — 13

Central New York State.......................... +14 +  9 — 28
Mohawk River Valley.......................... +16 +11 — 15

+16 +11 —
+14 +  9 — 33

Northern New York State....................... 0 —  2 —
Southern New York State....................... +15 +  8 — 13

Binghamton............................................. +19 +11 —
+  6 —  2 —

Western New York State......................... +14 +10 — 24
+17 +11 —20

Niagara Falls.......................................... +20 +34 —  6+10 +  7 — 32

All department stores................... +11 +  5 — 34

Apparel stores................................ +30 +19 — 17

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

1942 1943

May March April May

Sales (average daily), unadjusted................. 99 104 117 109
Sales (average daily), seasonally adjusted... 106r 127 115 116

Stocks, unadjusted............................................ 160 107 100 104
Stocks, seasonally adjusted............................ 159r 106 99 102

r Revised.
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation, 1935- 

39 A verages 100 Per Cent (Subgroups 
shown are expressed in terms of 

points in the total index)

Indexes of Wholesale Prices Compiled by Bureau 
of Labor Statistics (Latest figures are for 

June 12; 1926 averages 100 per cent)

Member Banks in Leading Cities. Demand De
posits (Adjusted) Exclude U. S. Government 

and Interbank Deposits and Collection 
Items. Government Securities Include 

Direct and Guaranteed Issues 
(Latest figures are for June 16)

Yields on U. S. Government Securities(Latest figures are for June 19)

General Business and Fin an cial Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity and retail trade were maintained in large volume during May and the 
early part of June. Retail prices, particularly foods, increased further in May.

Pr o d u c t io n

Total volume of industrial production, as measured by the Board’s seasonally adjusted 
index, remained in May at the level reached in April. Activity in munitions industries con
tinued to rise, while production of some industrial materials and foods declined slightly. 
Aircraft factories established a new record in producing 7,000 planes in May.

In most nondurable goods industries there were small increases or little change in activity. 
Meat production, however, reached a record high level for May reflecting a sharp advance in 
hog slaughtering. Seasonally adjusted output of other manufactured foods continued to 
decline. Newsprint consumption showed little change, and publishers’ stocks declined further 
to a 50-day supply on May 31. Consumption for the first five months of 1943 was only 5 per 
cent below the same period in 1941, whereas a reduction of 10 per cent had been planned.

The temporary stoppage of work in the coal mines at the beginning of May brought pro
duction of bituminous coal and anthracite down somewhat for the month. Iron ore shipments 
on the Great Lakes continued to lag in May behind the corresponding month of 1942.

The value of contracts awarded for construction continued to decline in May, according 
to reports of the F. W. Dodge Corporation. Total awards were about 65 per cent smaller 
than in May a year ago.

D is t r ib u t io n

During May the value of sales at department stores decreased more than seasonally, and 
the Board’s adjusted index declined 5 per cent. Sales, however, were about 15 per cent above 
a year ago, and during the first five months of this year showed an increase of 13 per cent 
over last year. In general, the greatest percentage increases in sales have occurred in the 
Western and Southern sections of the country where increases in income payments have been 
sharper than elsewhere.

Freight-car loadings advanced seasonally in May but declined sharply in the first week in 
June, as coal shipments dropped 75 per cent from their previous level, and then recovered 
in the second week of June as coal production was resumed.

Co m m o d it y  Prices

Prices of farm products, particularly fruits and vegetables, advanced during May and the 
early part of June, while wholesale prices of most other commodities showed little change.

Retail food prices showed further advances from the middle of April to the middle of 
May. On June 10 maximum prices for butter were reduced by 10 per cent and on the 21st 
of the month retail prices of meats were similarly reduced, with Federal subsidy payments 
being made to processors.

A g r ic u l t u r e

Prospects for major crops, according to the Department of Agriculture, declined during 
May while output of livestock products continued in large volume, as compared with earlier 
years. Indications are that acreage of crops may not be much below last year but that yields 
per acre will be reduced from the unusually high level of last season.

Ba n k  Cr e d it

Excess reserves at all member banks declined from 2 billion dollars in early May to 1.5 
billion in the latter part of the month and remained at that general level through the first 
half of June. As the Treasury expended funds out of war loan accounts which require no 
reserves, the volume of deposits subject to reserve requirements increased and the level of 
required reserves rose by 600 million dollars in the four weeks ended June 16, while continued 
growth of money in circulation resulted in a drain on bank reserves of 400 million dollars. 
These reserve needs were met in part by Treasury expenditures from balances at the Reserve 
Banks and in part by Federal Reserve purchases of Treasury bills. Reserve Banks continued 
to reduce their holdings of Treasury bonds and notes in response to a market demand for 
these issues.

During the four weeks ended June 16, Treasury bill holdings at member banks in 101 
leading cities fluctuated widely, reflecting primarily sales and repurchases on option account 
by New York City banks in adjusting their reserve positions. Holdings of bonds and notes 
declined somewhat while certificate holdings increased. Loans to brokers and dealers in securi
ties declined sharply during the period, as repayments were made on funds advanced for pur
chasing or carrying Government securities during the April War Loan Drive. Commercial 
loans continued to decline.

Government security prices advanced during May following the close of the Second War 
Loan Drive, but in the early part of June there were small declines.
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T H E  I M P A C T  O F  T H E  W A R  O N  T H E  N E W  Y O R K  M O N E Y  M A R K E T

D a tin g  back to  th e  early p a rt  o f 1941, w h en  the  inau gu ra
tio n  o f the  na tio nal defense p rog ram  ( in  June, 1 94 0 ) was 
tran sla tin g  itself in to  substantially  accelerated w ar p ro du c tion  
and expend itures, the  N e w  Y o rk  m oney m ark e t has been  sub
jec t to  pers is ten t an d  heavy ne t transfers o f funds to  o th e r 
sections of th e  country . A t the  sam e tim e th e  influx  o f gold  
fro m  abroad, w h ich  had been  en larg ing  reserve balances of th e  
N e w  Y o rk  banks and  sw elling  th e ir  excess reserves to  record  
totals, cam e to  a stop. R eflecting  princip ally  these tw o  develop
m ents, th e  $3,450 ,000,000 excess reserves held  by th e  cen tral 
reserve N e w  Y o rk  C ity banks at the  end of 1940 w ere v irtually  
exhausted  a little  m ore  th an  tw o years later. O ver th e  past 
year th e  N e w  Y o rk  banks have b een  enabled  to  m eet fu rth e r  
ou tw ard  transfers o f reserve funds in  considerable m easure 
th rou g h  m odifications in  th e ir  reserve requ irem en ts  and  th ro u g h  
purchases o f G o v ern m en t securities in  N e w  Y o rk  by the  
R eserve Banks.

T h e  m o v em en t of funds fro m  the  Second Federal R eserve 
D is tr ic t is ap p aren t in  th e  relatively  g rea te r increases in  b ank  
deposits  w h ich  have occurred  in  the  o the r d istricts, in  the  
lessening p ro p o rtio n  o f to ta l m em b er b ank  reserve balances 
held  by Second D is tric t banks, and  in  losses o f reserves fro m  
th e  Federal R eserve B ank of N e w  Y o rk  to  th e  o th e r Federal 
R eserve Banks. As suggested by the  fo llow ing  tables, the  
ex perience o f th e  Second D is tric t as a w hole is largely a 
reflection  o f transfers o f funds fro m  N e w  Y o rk  C ity banks to 
banks in  o the r sections o f the  country; th e  banks o f N ew  
Y o rk  C ity occupy such a d o m in an t p osition  in  the  b an k in g  
s tru ctu re  o f the  Second Federal R eserve D is tr ic t th a t th e ir  
experience tends largely to  d e te rm ine  th a t o f the  D is tr ic t as 
a w hole.

As has been  ind ica ted  fro m  tim e to  tim e  in  th is  R ev iew , th e  
single m ost im p o rta n t and  m ost pe rs is ten t facto r in  th e  tran s
fers o f funds fro m  th is  D is tr ic t to  o th e r d istric ts has been  
transactions o f the  G overnm ent. T h e  vo lu m e of funds raised 
in  th is  D is tr ic t by th e  G o vern m en t in  financing the  w ar 
has been  ru n n in g  far ahead of th e  volum e of G o vernm en t 
checks p laced on  deposit w ith  m em ber banks in  th is  area. 
P riva te  com m ercial and financial transactions of various types 
led to  heavy ad d itiona l tran fers  of ban k  reserves fro m  the  N e w

Y o rk  m oney m ark e t to  o the r sections o f the  country  d u rin g
1941 and  1942, b u t th is  facto r has reversed itself d u rin g  th e  
first seven m on th s  o f th e  p resen t year an d  gains of funds 
th ro u g h  com m ercial and  financial transactions d u rin g  th is  la te r 
p e rio d  have co unteracted  a considerable p a rt  of the  loss th roug h  
T reasury  transactions.

T h e  losses o f reserve funds fro m  the  N e w  Y o rk  D is tric t to  
o the r d istric ts th ro u g h  T reasury  transactions have been ac
counted  fo r in  p a rt  by th e  relatively  large p ro p o rtio n  of tax 
revenues derived  fro m  the  D is tr ic t (a ro u n d  25 p e r  cen t in  the  
case o f incom e tax es) ,  in  p a rt  by the  unusually  heavy purchases 
of G o v ernm en t securities by banks, insurance com panies, and

Growth in Total Deposits of Member Banks During 1941-42

D e ce m b e r  31, 
1940

D e ce m b e r  31, 
1942

In crea se

In
m illion s

o f
d o lla rs

P e r  cen t 
o f  

U . S.
to ta l

In
m illion s

o f
d o lla rs

P e r  cen t 
o f 

U . S. 
to ta l

In
m illion s

o f
do lla rs

P e r 
ce n ta g e

in 
crease

S e co n d  F e d e ra l R e se rv e  D is -

Central reserve New York City
Other Second D istrict .............

O th er F e d e ra l R e s e rv e  D is 

21 ,186  
17,7 U  

3,442

35,244

37.5
3 1 4

6.1

6 2.5

26 ,758
22,078

4,680

51,519

34.2
28.2 

6.0

65.8

5 ,572
4,334
1,238

16,275

26.3
2 4 4
36.0

46 .2

u n it e d  S ta tes  t o t a l . . . 56 ,4 30 100.0 7 8 ,277 100.0 21 ,847 38.7

Changes in Reserves of Member Banks and Federal Reserve Banks 
Since December 31, 19401

D e ce m b e r  31, 1940 Ju n e 30, 1943 C h a n g e

In
m illio n s

o f
d o lla rs

P e r  cen t 
o f 

U . S. 
t o ta l

In
m illio n s

o f
d o lla rs

P e r  ce n t  
o f 

U . S. 
t o ta l

In
m illion s

o f
d o lla rs

R e s e r v e  B a l a n c e s  o f  
M e m b e r  B a n k s  

S e co n d  F e d e ra l R e s e rv e  D is tr ic t  
Central reserve New York City
Other Second D istrict .....................

O th e r  F e d e ra l R e s e rv e  D is tr ic ts

U n ite d  S ta tes  t o t a l .............

R e s e r v e s  o f  F e d e r a l  
R e s e r v e  B a n k s  

F e d e ra l R e s e rv e  B a n k  o f  N e  w Y o r k  
O th er  F e d e ra l R e s e rv e  B a n k s  . .  .

12 F e d e ra l R e s e rv e  B a n k s  
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7 ,5 4 7
7,057

490
6 ,4 4 5

53.9
60.4

3.5
46.1

4 ,0 6 8
3,475

593
8 ,017

33.7
28.8 

4-9
66.3

- 3 ,4 7 9  
-3 ,5 8 2  
+  103 
+ 1 ,5 7 2

1 3,992 100.0 12,085 100.0 - 1 ,9 0 7

9 ,8 1 0
10,226

4 9 .0
5 1 .0

5 ,267
15,315

25.6
74 .4

- 4 , 5 4 3
+ 5 ,0 8 9

20,0 36 100 .0 20 ,5 82 100 .0 +  546
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Factors of Gains and Losses of Reserve Funds to Member Banks 
in the Second Federal Reserve District 

(In millions of dollars)

1940 1941 1942
1943 

(th ro u g h  
J u ly  2 1 )

T re a su ry  t r a n s a c t io n s ........................................
C o m m e rc ia l a n d  fin an cia l tra n sa ctio n s  . .
C u rre n cy  m o v e m e n t s .........................................
G o ld  an d  fo re ig n  a cco u n t  tra n sa ction s  . . 
N o n m e m b e r  a n d  o th e r  d e p o s it  a c co u n ts . 
R e s e rv e  B a n k  t ra n s a c t io n s .............................

M e m b e r  b a n k  reserv e  b a la n c e s .............

+  80
—  9 40
—  320 
+ 3 ,0 8 0
—  290
—  370

—  490 
— 1,740
—  510 
+  7 60

+  60

— 2 ,2 6 0  
— 1,930  
—  680  
+  6 50  
+  150 
+ 3 ,4 6 0

— 2,9 9 0
+ 2 ,1 5 0

—  4 00
—  2 00

+  6 00

+ 1 ,2 4 0 — 1,920 —  610 —  840

other large institutional investors located in this District, and 
in part by the decentralization of war plants and the consequent 
shift in the distribution of Government expenditures toward 
other areas.

The contribution of the District to war financing has been 
exceptionally large in relation to the over-all load. During the 
December War Loan drive $5,700,000,000 or 44 per cent of 
the securities sold were purchased in the Second Federal 
Reserve District; during the April drive the corresponding 
figures were $7,100,000,000 and 38 per cent.* In comparison, 
the proportions raised in the Second Federal Reserve District 
during the five Liberty Loan campaigns of the World War 
period ranged between 27 and 31 per cent.

To be sure, there should be, and are, offsets to the outward 
flow of funds arising from the heavy payments to the Treasury 
for new Government security issues. For example:

1. Some part of the losses of funds through Treasury 
operations may be accounted for by New York’s role as 
distributor for Government security issues— by purchases 
of new issues of Government securities by dealers and the 
larger banks in New York for later distribution in other 
sections of the country.

2. Moreover, insurance companies and mutual savings 
banks in this District, in the case of both the first and second 
War Loan drives, increased their capacities to purchase the 
new issues offered during the drives by reducing their port
folios of already outstanding issues. Thus the losses of funds 
to the Second District through Treasury operations were 
enlarged, but offsets were created to the extent that securi
ties sold were purchased in other Federal Reserve Districts 
(leading to gains from commercial and financial transfers) 
or by the Federal Reserve System open market account (lead
ing to gains from expansion in Federal Reserve credit).

3. There have been offsetting gains through the trans
fers into New York of investment funds by large institu
tional investors such as insurance companies.

* During the entire year 1942 purchases (less maturities) of Govern
ment securities by the Second Federal Reserve District accounted 
for 40 per cent of the corresponding national total; the proportion 
was 36 per cent for the first half of 1943. Sales of securities to 
Government agencies and trust funds are excluded in these com
pilations.

It is noteworthy, however, that such offsets have fallen short 
of matching the losses of funds through Treasury transactions.

Co m m e r c ia l  a n d  Fin a n c ia l  T ran sfer s

Analyses of the factors accounting for gains and losses of 
reserve funds by member banks in this District have been 
carried on at this Bank for many years. Separating out certain 
measurable factors, including Treasury, currency, gold, and 
foreign account transactions, and Federal Reserve credit 
extended through this Bank, there is left an important residual 
item of commercial and financial transactions. This item 
embraces a wide variety of types of transactions undertaken on 
private accounts, among them ’'financial” transactions (such 
as the transactions cited in the preceding paragraph) and 
"commercial” or business transfers of funds. Taking account 
of the gains of reserves which would be expected to accrue 
from the flow of investment funds to New York, it would 
appear that heavy losses of funds on other accounts must have 
occurred during 1941 and 1942, for commercial and financial 
transactions taken as a whole resulted in large losses from the 
reserves of Second District member banks. As a principal 
explanation, the probabilities point to heavy transfers of busi
ness balances to other sections of the country where existing 
plants were being converted to war production and new plants 
were being constructed and put into operation.

During the first seven months of 1943, losses of reserve 
funds by Second District member banks through Treasury 
transactions amounted to about $3,000,000,000, or more 
than the loss from this source during the whole of 1942 
($2,260,000,000). Commercial and financial transactions, 
however, showed a counterbalancing gain of $2,150,000,000 
during the first seven months of this year; during both 1941 
and 1942 losses of funds through commercial and financial 
transactions occurred simultaneously with the outflow of funds 
through Treasury transactions.

The abrupt reversal in commercial and financial transactions 
is explained in part by the heavy net purchases of Government 
securities in the open market by banks in the other districts 
which have occurred since the close of the December War 
Loan drive. Such purchases are estimated at approximately 
$2,400,000,000 for the first five months of 1943. The great 
bulk of these purchases represented securities supplied in the 
New York security market, by the Federal Reserve System 
Account, and by banks, dealers, and insurance companies in 
this District.

As a second factor in the reversal of the flow of commercial 
and financial funds, it seems reasonable to conclude that the 
net drain of business balances from the New York District 
to other districts prevalent during 1941 and 1942 was substan
tially checked during the first seven months of the present year. 
Accumulations of funds elsewhere in excess of working capital 
requirements apparently have led to inward transfers of cor
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poration balances to New York to such an extent as substan
tially to offset outward transfers of other business funds.

The more general disposition of banks in other parts of 
the country to make full use of their available reserve funds 
has also operated to reduce the net flow of funds from the 
Second Federal Reserve District to the other districts. A con
tinuance of this tendency over coming months may work in the 
same direction, inasmuch as virtually all of the $1,000,000,000 
excess reserves now held by member banks throughout the 
country are in the possession of banks outside the Second 
Federal Reserve District. The most obvious channel for correct
ing the adverse "balance of payments” of the Second Federal 
Reserve District would be through Government security trans
actions— through a greater relative participation in new Gov
ernment security purchases in other Federal Reserve Districts 
(the effect of which would check losses of funds through 
Treasury transactions), and through heavy net purchases of 
already outstanding Government securities from the New York 
District (a factor which tends to bring gains through an inflow 
of funds for investment).

W A R  FINANCING  
Net funds received by the Treasury from public borrowing 

in July amounted to about $4,400,000,000, including payments 
for the Treasury note issue offered late in June. Distribution 
of the July borrowing was as follows:

$2,707,000,000— iy 2 per cent Treasury notes
800.000.000— Savings bonds (estimated net receipts)
600.000.000— Treasury bills (net receipts)
300.000.000— Savings notes (estimated net receipts)

The 1 Vl per cent Treasury notes, dated July 12, 1943 and
maturing September 15, 1947, were offered for cash subscrip
tion on June 28. Subscriptions were extremely heavy, totaling 
$19,544,000,000. Subscriptions for amounts of $100,000 or 
less, aggregating $1,347,000,000, were allotted in full. Sub
scriptions for larger amounts were allotted on a 7 per cent 
basis, but not less than $100,000 on any one subscription. 
Allotments to subscribers in the Second Federal Reserve Dis
trict of $696,000,000 amounted to only 26 per cent of the 
total, compared with 40 per cent for a similar note issue last 
October, but a considerable volume of the notes allotted in 
other districts were almost immediately resold in New York 
and transferred here.

Sales of Savings bonds, estimated at somewhat more than 
$900,000,000 for the month, were apparently not slowed down 
appreciably by the inauguration in July of current collections 
of individual income taxes through payroll deductions. Series E 
sales appear to have held at about the $700,000,000 average 
monthly level which has prevailed since last December, except
ing April and May when sales totals were enlarged by the 
Second War Loan drive. Redemptions of all series amounted 
to about $130,000,000 during July, as compared with 
$141,000,000 in June and slightly more than $100,000,000 in 
April and May. In the Second Federal Reserve District, sales

of Savings bonds by agencies other than post offices totaled 
about $130,000,000 in July as compared with $122,000,000 
in the previous month. The increase occurred in Series E sales, 
which amounted to about $95,000,000 in July compared with 
$87,000,000 in June.

An additional $600,000,000 of "new money” was raised 
from Treasury bills, as weekly offerings of $1,000,000,000 
replaced maturities of $800,000,000 on July 7 and 14 and 
$900,000,000 on July 21 and 28. Prior to July 21, the net 
offering had been maintained at $200,000,000 weekly since De
cember 16, 1942, resulting in an expansion of $6,200,000,000 
during this period in the outstanding volume of Treasury bills. 
Sales of Savings notes (formerly called Tax Savings notes) 
during July continued at a rate of about $450,000,000 monthly, 
while redemptions in payment of taxes somewhat exceeded 
$150,000,000. The attractiveness of these Savings notes as an 
outlet for investment of temporarily idle funds was enhanced 
on July 27 when the Treasury eliminated the requirement of 
thirty days’ advance notice for their cash redemption.

On July 22, the Treasury offered a new issue of %  per cent 
certificates of indebtedness due August 1, 1944 in exchange for 
$1,609,000,000 of certificates maturing August 1, 1943. An 
additional $900,000,000, or thereabouts, of the new issue was 
offered for cash subscriptions by commercial banks only. Sub
scriptions for the cash offering aggregated $5,484,000,000 and 
were allotted on an 18 per cent basis. Payment for the new 
certificates is due on August 2.

Third W a r  Loan Drive  
Secretary Morgenthau announced on July 22 that the goal 

for the Third War Loan drive starting September 9 would 
be $15,000,000,000, with the entire amount to be raised 
from subscribers other than commercial banks. The securities 
to be offered in the coming drive will be similar to those sold 
in the April drive consisting of:

Series E Savings bonds
Series F and G Savings bonds
Series C Savings notes
2 Vi per cent bonds of 1964-69
2 per cent bonds of 1951-53
Vs per cent certificates of indebtedness

The three new issues will be dated September 15. None of 
these securities will be available for subscription by commer
cial banks for their own account during the period of the 
drive. Shortly after the drive closes, however, a 2 per cent bond 
and a 7/s  per cent certificate of indebtedness will be offered 
for subscription by commercial banks. In order to confine 
sales during the drive to nonbanking investors only, the Treas
ury will request commercial banks not to buy in the market 
the issues offered in the drive until the books for bank subscrip
tions are closed. The Treasury has also requested that all 
subscriptions by corporations and firms be entered and paid 
for through the banking institutions where the funds are 
located, so as to avoid unnecessary transfers of funds from one 
locality to another.
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BANKING OF W ITHHELD TAXES

The Current Tax Payment Act of 1943 allowed the Treasury 
wide discretionary powers in the issuance of regulations 
designed to facilitate the transmission of currently withheld 
income taxes from employers to the Treasurer’s General 
Account balances with the Federal Reserve Banks. Treasury 
Department Circular No. 714 sets forth the procedures that 
have been adopted for the handling of such funds by employers 
and the banks.

Under the Treasury Department’s regulations each employer 
is required to make quarterly returns of withheld taxes to the 
Collector of Internal Revenue of his district within a month 
after the close of each quarter. Smaller employers, those who 
withhold taxes to an amount not exceeding $100 a month, may 
make payment either to a depositary bank monthly or to the 
collector at the time of filing the quarterly returns. Larger 
employers, those who withhold more than $100 a month, are to 
remit all such funds to a depositary bank within ten days fol
lowing the close of the calendar month in which they were 
deducted, except that payment for the last month of a quarter 
may be made to the Collector of Internal Revenue at the time 
of filing the quarterly return. Tax notes or other public debt 
obligations are not acceptable forms of payment for withheld 
taxes.

Banks which are insured by the Federal Deposit Insurance 
Corporation, and incorporated uninsured banks and trust com
panies designated as depositaries under the Second Liberty 
Bond Act as amended, are eligible for qualification as deposi
taries for withheld taxes through application to and agreement 
with the Reserve Bank of the appropriate Federal Reserve Dis
trict. Once qualified, a bank will maintain a special account in 
which all withheld taxes remitted by employers will be de
posited. When the balance in this account equals or exceeds 
$5,000 it must be paid to the Reserve Bank by the end of 
the next business day for credit to the Treasury. The bal
ance on the last business day of the calendar month, whatever 
its size, must be remitted to the Federal Reserve Bank not 
later than the following business day. Only funds immediately 
available to the Reserve Bank are acceptable.

Compensation for expenses incurred by the depositary bank 
through these activities will be provided by making avail
able to them 2 per cent Depositary bonds (second series). 
Two alternatives are offered: by one method the bank may 
purchase the bonds with its own funds, by the other the de
positary will receive a deposit of funds by the Treasury for 
use in purchasing Depositary bonds. The amount of Deposi
tary bonds purchasable by the depositary will be based initially 
on the business transacted during the month following that 
in which the bank became qualified as a depositary of with
held taxes. The amount may be changed periodically there
after on the basis of the number of depositary receipts issued 
to employers and the dollar amount of remittances to the 
Federal Reserve Bank.

SECURITY MARKETS

During July, trading activity in Government securities 
diminished somewhat following several months of sustained 
demand which had pushed yields to new record lows. In the 
early part of the month, interest centered on the new l l/2  per 
cent Treasury notes, which went to a premium of slightly more 
than half a point. Toward the middle of the month, prices 
of tax exempt securities declined following rumors that the 
Treasury might propose steps that would impair the value of 
tax exemption on outstanding securities. This report was 
denied and prices of these securities recovered rapidly. Toward 
the end of the month, however, there was a renewed decline 
reflecting selling in anticipation of the Third War Loan drive, 
and the average yield on long term tax exempt bonds was 1.84 
per cent on July 29 as compared with 1.80 per cent at the 
beginning of the month. Average yields on long term taxable 
bonds advanced slightly during July from 2.26 per cent to 2.28 
per cent. Following announcement on July 21 of the offer to 
exchange certificates of indebtedness maturing on August 1 
for a new issue, yields on the shorter maturities of certificates 
declined substantially.

During the first half of July, corporation stock prices con
tinued to advance and on July 14 Standard and Poor’s index of 
90 stocks was 69 per cent above the low reached at the end 
of April, 1942. Industrial shares declined slightly over the 
next ten days but railroad and utility issues extended their 
rise. On July 26 and 27, however, following news of Premier 
Mussolini’s resignation, stock prices fell sharply to the lowest 
point since June 22. During the two days, Standard and Poor’s 
index of railroad stocks dropped seven per cent, while indus
trials and public utilities showed declines of four per cent in 
each case. The volume of trading on the New York Stock 
Exchange was fairly heavy around the middle of July and also 
during the period of falling prices toward the end of the month.

Standard and Poor’s index of municipal bond yields regis-

PER C E N T

Movement of Stock Prices (Standard and Poor’s 90 stock index;
1926 =  100 per cent)
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tered a marked decline during the month, dropping to 1.92 
per cent, the lowest level since early in December, 1941. Cor
poration bond yields also declined and Moody’s index of Baa 
bond yields reached a new low of 3.79 per cent July 24. 
Medium grade bond prices were off only slightly as a result 
of the change in the political situation in Italy, but lower grade 
railroad issues declined somewhat more sharply.

MEMBER BANK CREDIT

Between June 16 and July 21 Government security holdings 
of the weekly reporting member banks in New York City 
showed a decline of $462,000,000, principally as a result of 
net sales of Treasury bills in the adjustment of reserve posi
tions. From their peak of $2,373,000,000 on June 16, Treasury 
bill holdings of the New York banks dropped to $1,432,000,000 
on July 7, through sales to the Reserve Bank to meet heavy 
losses of reserve funds. During the following two weeks, 
ended July 21, holdings recovered to $1,633,000,000, reducing 
the decline in the bill portfolios of the New York banks for 
the five weeks as a whole to $740,000,000.

Holdings of Government guaranteed obligations were 
reduced $100,000,000 over the five weeks’ period, reflecting 
the redemption of l}/8 per cent R.F.C. notes on July 15. On 
the other hand, the reporting New York City banks made sub
stantial net purchases of other market issues, $125,000,000 
certificates of indebtedness, $21,000,000 Treasury bonds, and 
$232,000,000 Treasury notes. The last increase represented 
primarily purchases of the new issue of IV2 per cent notes, 
due September, 1947.

In contrast to the New York City banks, the weekly report
ing member banks in 100 other cities added $418,000,000 net 
to their holdings of Government securities between June 16 
and July 21. These banks reduced their bill portfolios to the 
extent of $302,000,000, the redemption of R.F.C. notes resulted 
in a decrease of $90,000,000 in guaranteed obligations, and in 
addition these banks were net sellers of $83,000,000 certificates 
of indebtedness. The reporting banks outside New York, 
however, absorbed a considerable share of the new IV2 per 
cent Treasury notes, as reflected in a $668,000,000 expansion 
in their total Treasury note holdings, and these banks made 
further net purchases of $225,000,000 Treasury bonds during 
the five weeks’ period.

Holdings of securities other than Government obligations 
by New York City banks remained at a fairly constant level, 
while total loans declined $176,000,000. Outside New York, 
other securities were reduced $101,000,000, but total loans 
declined only $24,000,000.

Changes in the composition of member bank deposits con
tinued to follow the usual pattern between War Loan drives. 
Adjusted demand deposits were built up, while Government 
deposits were reduced as the Treasury withdrew funds to meet 
current expenditures. Outside New York adjusted demand

deposits of the reporting banks in 100 cities rose $293,000,000 
to a new high of $20,829,000,000 on July 21, $850,000,000 
above the level of April 14 at the start of the Second War Loan 
drive. In New York City, adjusted demand deposits rose 
$306,000,000 over the five weeks, but were still $460,000,000 
below the April 14 figure.

PRODUCTION AND TRADE

In June the seasonally adjusted index of production and 
trade computed at this Bank fell one point to 124 per cent of 
estimated long term trend. The index of production was 
down two points from May as small gains in munition indus
tries were more than counterbalanced by the decreased pro
duction of coal and steel due to the recent strikes and the 
further curtailment of construction activity. The daily aver
age production of bituminous coal in June was the lowest 
since April, 1941 and daily average steel output declined for 
the third consecutive month. Electric power production con
tinued to set record highs in June, while crude petroleum pro
duction remained fairly close to the May level, and cotton 
consumption decreased somewhat.

The index of distribution to consumer increased one point 
over May owing chiefly to increases in department store and 
grocery chain sales on a seasonally adjusted basis. Variety 
chain and mail order house sales remained fairly close to the 
May levels, seasonal factors considered.

According to preliminary indications, industrial activity in 
July showed an increase over June. The rate of steel mill 
operations, which had dipped several points late in June, 
recovered to 98 per cent of capacity during the second half 
of July. In the meantime bituminous coal production recovered 
from the June work stoppages.

1942 1943

June April May June
Indexes of Production and Trade*

(100 =  estimated long term trend)
Index of Production and Trade................ 114 125 125p 124p

Production................................................. 123 135 134 p 132p

Producers’ goods— total..................... 152 171 170 p 166p
Producers’ durable goods............... 177 203 200p 195p
Producers’ nondurable goods........ 124 134 13 5p 134p

Consumers’ goods— total................... 88 88 87 p 85 p
Consumers’ durable goods............. 45 37 34 p 30 p
Consumers’ nondurable goods. . . . 102 104 105 p 103 p

Durable goods— total.......................... 138 154 151 p 146p
Nondurable goods— total................... 111 117 117 p 116p

Primary distribution................................ 130 153 ‘ 160p 156p
Distribution to consumer....................... 84 80 80p 81p
Miscellaneous services............................. 120 166 167p 168p

Cost of Living, Bureau of Labor Statistics
(100 =  1935-39 average)............................. 116 124 125 125p

Wage Rates
(100 — 1926 average).................................. 137 150 151p

Velocity of Demand Deposits* 
(100 =  1935-39 average)
New York City............................................. 61 83 85 71
Outside New York City. ............................ 85 89 80 75

p Preliminary. * Adjusted for seasonal variation.

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

August 1, 1943



62 MONTHLY REVIEW, AUGUST 1, 1943

DEPARTMENT STORE SALES BY DEPARTMENTS OVER THE WAR PERIOD
Under the impact of forces generated by the war, sweeping 

changes have occurred in the field of retail trade. The rapid 
expansion of consumer incomes and price advances have 
tended to swell the aggregate dollar volume of consumer pur
chases. Shifts of population toward centers of war industry 
have led to wide differences in the degree of retail trade 
expansion from one locality to another. At the same time, 
the transfer of millions of men from civilian life to the 
armed forces, the imposition of rationing controls, shortages 
of certain vital materials, and the virtual unavailability of 
certain classes of consumers’ durable goods have resulted in 
radical shifts in the composition of retail trade by types of 
merchandise.

Estimates of the aggregate volume of retail trade have been 
developed by the United States Department of Commerce, 
making use in part of data covering department and furniture 
stores gathered and published by the Federal Reserve System. 
Differences in the degrees of expansion in retail trade from 
one locality to another may be observed in the Federal Reserve 
reports on department store trade for particular cities as well 
as in compilations of the Department of Commerce and other 
agencies. The measurement of the changes in the composi
tion of retail trade by types of merchandise is in many re
spects more elusive than approximations either of the volume 
of retail trade, or of the regional shifts. Data gathered by 
the Federal Reserve Banks from department stores in their 
respective districts on the breakdown of sales by departmental 
classifications provide one important body of information 
concerning the make-up of retail trade by detailed merchan
dise classifications. For use in analyzing the broader shifts in 
the composition of retail trade, of course, they must be sup
plemented by data relative to fluctuations in sales volumes of 
classes of merchandise not handled in significant volume by 
department stores, and allowance must be made for the com
petitive factor of changes in the proportion of goods of par
ticular classes handled by department stores.

In the series of curves on the opposite page are portrayed 
changes in sales volumes for thirty-five departmental classi
fications based upon data reported to this Bank by a group 
of the larger department stores in the Second Federal Reserve 
District. The sales of these stores accounted for 63 per cent 
of total department store sales in the Second Federal Reserve 
District during 1939, using the figures of the Census of Dis
tribution of that year as a benchmark. As is apparent from 
the chart, there is a decided predominance of departments 
showing increases in sales since 1939, the year in which the 
war in Europe began. The degrees of increase, however, are 
highly variable, ranging from 12 per cent in the case of 
china and glassware up to 130 per cent in the case of luggage. 
A number of cases are apparent in which sales volumes have 
turned downward following periods of expansion during the 
earlier part of the war. These shifts in the composition of

department store sales, reflecting changes in the wants and 
needs of consumers and in the kinds of goods available for 
purchase, have become more marked with the intensification 
of the war effort of this country.

Style trends, affected by increased numbers of women hold
ing jobs, and other war influences, have led to shifts in the 
demand for womens apparel. Sales of coats and suits, and 
blouses, skirts, and sportswear have expanded more rapidly 
than sales of dresses. A drift away from the wearing of hats 
is apparent in the failure of millinery sales to increase to any 
important extent; at the same time sales of neckwear and 
scarfs have risen sharply. Provision of clothing by the Gov
ernment for enlisted men presumably accounts for the dis
parity between sales of men’s clothing and sales of boys’ wear. 
The rapid expansion in sales of infants’ wear is associated with 
the marked rise in the birth rate during the war period, while 
the large number of war brides probably accounts for the 
increase in sales of lingerie as well as for part of the increase 
in sales of silverware and jewelry, although a further con
tributing factor, as in the case of furs and also wines and 
liquors, is the tendency of many individuals to increase their 
purchases of such luxury items when incomes increase.

Women’s and children’s hosiery has maintained steady year- 
to-year gains in sales despite the virtual disappearance from 
store counters of silk and nylon stockings. On the other 
hand, sales of corsets and brassieres appear to have been 
limited by wartime restrictions on production. Despite ration
ing, dollar sales of women’s and children’s shoes this year have 
maintained a high level.

The increased sales of groceries and meats by department 
stores, in part due to price advances and buying in anticipa
tion of shortages, also may reflect a gain in the number of 
customers buying food from department stores.

Greatly increased rail travel, by civilians as a consequence 
of gasoline rationing, and by members of the armed forces, 
is reflected in the accelerated sales of luggage. Travel by rail 
usually requires more luggage than travel by private auto
mobile.

Sales of yard goods did not show a substantial increase until
1942, when price increases in ready-to-wear apparel stimu
lated home dressmaking. Sales of linens and towels, sheets 
and pillow cases, and blankets and spreads showed large gains 
in 1941, followed by decreases in 1942; so far this year sales 
of linens and towels, and sheets and pillow cases show 
increases over 1942, but sales of blankets and spreads have 
failed to recover, probably as a result of a continued shortage 
of woolen blankets for the civilian market.

The boom in consumers’ durable goods during the summer 
of 1941 is seen in the expanded sales of furniture, domestic 
floor coverings and major household appliances. The subse
quent decline in sales, which is most marked in the case 

(Concluded on page 64)
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of major household appliances but has not affected sales 
of domestic floor coverings, is primarily due to curtailed pro
duction of merchandise using vital metals. Sales of draperies 
and upholstery, which have continued to increase, may have 
been stimulated by demands for fabrics for the reconditioning 
of furniture that normally would have been replaced. The 
decline in sales of housewares and musical instruments also 
shows the effects of shortages of metals and the conversion 
of plant facilities.

EM PLOYM ENT AND PAYROLLS

Approximately 54,600,000 civilian workers will be needed 
by July, 1944 according to present estimates of the War Man
power Commission. Total civilian employment in June, 1943 
as reported by the Bureau of the Census was 53,400,000 
workers compared with 53,300,000 in June, 1942 and
50,200,000 in June, 1941.

There was a seasonal increase of 1,300,000 in employment 
between May and June resulting primarily from a shift of 
students into summer jobs. Most of the additional workers 
were employed on farms and total agricultural employment 
continued slightly above the levels of 1942. Nonagricultural 
employment, as estimated by the Bureau of the Census, showed 
a small increase of 200,000 workers during June. Further 
withdrawals of men into the armed forces were offset by 
additional hiring of women, who now constitute 35 per cent 
of all nonagricultural workers. The Bureau of Labor Statis
tics indicated that, within the nonagricultural field, manufac
turing, and the transportation and public utilities group made 
the largest gains in employment, while employment in con
struction continued to decline.

Unemployment was reported to have increased in June 
because of the number of students looking for summer jobs, 
but the estimated total of 1,200,000 unemployed remained 
small in comparison with the 2,800,000 estimated in June, 
1942 and 6,000,000 in June, 1941.

The New York State Labor Department’s index of factory 
employment in June was only 0.1 per cent higher than in 
May but 14.4 per cent above June, 1942. The index of 
payrolls showed an increase of 1.0 per cent over May and 
36 per cent over June, 1942. In New York City employment 
dropped 0.3 per cent between May and June as a result of a 
seasonal decline in apparel manufacturing. Upstate there was 
a rise of 0.4 per cent. Although Syracuse again reported the 
largest increase, 1.4 per cent, war plants expanded their work
ing forces at a slower pace than they had early in the year. 
In the Utica area a gain of 1.2 per cent in employment 
resulted from expansion in the metals and machinery group. 
The Binghamton-Endicott-Johnson City area showed a shift 
of employment from the shoe industry to war plants with 
employment in June 0.7 per cent above the May level. For 
the second consecutive month employment declined slightly 
in the Albany-Schenectady-Troy district.

During the four weeks ended July 24, sales of reporting 
department stores in this District were about 10 per cent 
greater than in the corresponding period last year, while 
apparel stores for the same period exceeded year ago sales by 
about 27 per cent. Sales of department stores in July ap
parently decreased from the June level by less than the usual 
seasonal amount.

In June, department store sales in this District were 18 
per cent greater than in June, 1942. On a seasonally ad
justed basis, the daily rate of sales in June was about the 
same as in May of this year. Sales of apparel stores in June 
were 33 per cent above sales a year before.

At the end of June, department store stocks (valued at 
retail prices) were 33 per cent lower than in June of last 
year. It appears, however, that the rapid shrinkage in depart
ment store stocks, which proceeded through the autumn of
1942 and the first four months of 1943, has been halted, 
temporarily at least. On a seasonally adjusted basis, stocks 
on hand in this District increased by about 7 per cent during 
June. Returns from a limited number of department stores 
in this District indicate that at the end of June outstanding 
orders for merchandise purchased by the stores but not yet 
delivered to them were 23 per cent above those at the end 
of May, 1943, and 151 per cent above June, 1942.

D E P A R T M E N T  S T O R E  T R A D E

P e rce n ta g e  ch a n g e  fr o m  a y e a r  ea rlier

D e p a r tm e n t  stores N e t  sa les

S to ck s  o n
J a n .th r o u g h h a n d

J u n e, 1943 J u n e , 1943 J une 3 0 , 1943

N e w  Y o r k  C i t y .................................................... + 1 9 +  8 — 36
N o rth e rn  N e w  J e rs e y ...................................... +  11 —  1 — 39

+  13 +  1 — 41
W e stch e s te r  a n d  F a irfie ld  C o u n tie s . . . . +  6 —  2 — 24

+  4 —  3 — 28
L o w e r  H u d so n  R iv e r  V a l le y ....................... +  12 +  2 — 12

P o u g h k e e p s ie .................................................... + 1 5 +  4 —
U p p e r  H u d so n  R iv e r  V a l l e y ....................... +  11 —  2 —  7

+  8 —  9 —
S c h e n e c ta d y ...................................................... +  18 +  7 —  5

C e n tra l N e w  Y o r k  S t a t e ............................... +  19 +  11 — 26
M o h a w k  R iv e r  V a l le y ................................ + 2 6 +  14 — 23

+ 2 5 +  13 —
+  15 +  10 — 27

N o rth e rn  N e w  Y o r k  S t a te ............................ + 1 0 +  3 —
S o u th e rn  N e w  Y o r k  S t a te ............................ + 2 0 +  10 — 11

B in g h a m to n ...................................................... + 2 9 + 1 3 —
—  3 —  2 —

W e ste rn  N e w  Y o r k  S t a te .............................. + 2 1 +  12 — 22
+ 2 0 +  13 — 15

N ia g a ra  F a l ls ................................................... + 3 4 + 3 5 —  6
+ 2 1 +  9 — 34

A ll  d e p a r tm e n t s to r e s ....................... + 1 8 +  7 — 33

A p p a re l s t o r e s ....................................... + 3 3 + 2 1 — 15

In d e x e s  o f  D e p a r tm e n t  S tore  Sales a n d  S to ck s , S e co n d  F e d e ra l R e s e rv e  D is tr ic t  
(1 9 23 -2 5  a v e ra g e  =  100)

1942 1943

June A p r il M a y June

Sales (a v e ra g e  d a i ly ) ,  u n a d ju s te d ..................... 92 116r 108r 110
Sales (a v e ra ge  d a i ly ) , se a son a lly  a d ju s t e d . . . 97 114r 115r 115

S to ck s , u n a d ju s te d ...................................................... 161r lO lr 104 104
S to ck s , se a son a lly  a d ju s t e d ................................... 166r 99 102 109

r Revised.
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F E D E R A L  R E S E R V E  B A N K  O F  N E W  Y O R K

Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation, 1935-39 

Average =  100 Per Cent (Subgroups shown 
are expressed in terms of points in 

the total index)

FEDERAL-NONRESIDENTIAL*BUILDING

K

Construction Contracts Awarded in 37 States. 
Total Construction Includes State and Local 

Government and Private Nonresidential 
Building not Shown Separately (F. W . 

Dodge Corporation data)

Member Bank Reserves and Related Items 
(Latest figures are for July 14)

1938 1939 1940 1941 1942 1943

Wednesday Figures of Total Member Bank 
Reserve Balances at Federal Reserve Banks, 

with Estimates of Required and Excess 
Reserves (Latest figures are for 

July 14)

MONTHLY REVIEW, AUGUST 1, 1943

General Business and Financial Conditions in the United States 
(Summarized by the Board of Governors of the Federal Reserve System)

M  ANUFACTURING activity was maintained at a high level in June while mineral production
declined reflecting mainly reduced output of coal. In the early part of July coal produc

tion was resumed in large volume. The value of retail trade continued large.

INDUSTRIAL PRODUCTION

The Board’s seasonally adjusted index of total industrial production declined slightly in 
June from the high level of other recent months. Activity continued to increase at plants 
producing war products in the chemical, rubber, and transportation equipment industries. 
These increases were more than offset by a sharp drop in coal production and a temporary 
reduction in output of coke, pig iron, and steel.

Finished aircraft production, in terms of airframe weight, was 3 per cent higher in June 
than in May. Delivery of supplies for the Army ground forces rose 1 per cent over May. 
Tonnage of cargo vessels delivered from merchant shipyards was not up to the record May 
level; it was, however, higher than in any other month.

In industries manufacturing nondurable goods output as a whole showed little change 
from May to June. Activity at cotton mills declined— consumption of 917,000 bales of cotton 
was 50,000 less than in June, 1942.

Output at coal mines in June was 30 per cent below May owing to the work stoppages, 
but early in July both anthracite and bituminous coal production recovered to above the levels 
prevailing a year ago. Crude petroleum production was maintained in June and moved 
upward in July partly in anticipation of the completion of the pipeline from Texas to the 
East Coast. Lake shipments of iron ore in June were 6 per cent below the same month last 
year owing to unfavorable weather conditions.

The volume of construction contracts awarded in June was about the same as in May. 
The value of awards in June was at the lowest level for this month since 1936, according to 
the F. W. Dodge Corporation.

D is t r ib u t io n

Value of consumer nondurable goods sold at retail was in near-record volume in June 
and the early part of July, while sales of durable goods, many of which are becoming increas
ingly scarce, were generally below previous peak levels.

Car loadings of revenue freight declined in June, reflecting the drop in coal shipments. 
Loadings of grain showed the usual increase at this season and the movement of most other 
commodities was maintained in large volume.

Co m m o d it y  Prices

Wholesale prices of most commodities showed little change in the early part of July, 
following a decline during June of 1 per cent in the general index. This decline reflected 
chiefly reductions ordered in maximum prices of butter and meat and seasonal decreases in 
prices of fresh fruits and vegetables.

A g r ic u l t u r e

Aggregate crop production this year is expected to be 10 per cent smaller than last year 
but 5 per cent above the average of the preceding 5 years, according to the July 1 official 
report. Of the major crops, production prospects for grains are the lowest compared with 
last season, while there are indications of considerably larger harvests for dry beans and peas, 
flaxseed, and potatoes. Output of livestock products has continued in larger volume than 
a year ago.

Ba n k  Cre d it

During June and the first three weeks of July there was an increase of about 1.4 billion 
dollars in Reserve Bank holdings of United States Government securities. Continued currency 
outflow, and increase in required reserves due to the growth of deposits, were reflected in the 
increased demand for Reserve Bank credit. The expansion in Reserve Bank credit was in 
the form of Treasury bills sold by member banks to the Federal Reserve Banks under options 
to repurchase. Holdings of bills showed wide fluctuations during the period as member 
banks adjusted their reserve positions through sales and repurchases. A large part of the 
Treasury bills came from New York City banks where excess reserves continued to be low. 
Total loans and investments of New York City banks have declined recently. Other report
ing member banks have shown a continued growth in deposits and U. S. Government securities.

The quarterly report of customer rates at commercial banks for the middle of June 
showed a further rise in rates charged on loans by large banks throughout the country.
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During August the financial spotlight was shifted to the 
Third W ar Loan drive, scheduled to be launched September 9  
with a $15,000,000,000 goal. Vigorous preparations were 
carried forward by the State W ar Finance Committee organiza
tions constituted shortly after the close of the Second drive. 
Meanwhile, large investors made further portfolio adjustments 
in anticipation of the drive.

These adjustments followed upon numerous portfolio 
changes which had been made over a number of weeks in the 
Government security holdings of insurance companies, mutual 
savings banks, and other investors. Such investors lightened 
their holdings of Treasury bonds, including medium term tax
able issues as well as partially tax exempt issues, and employed 
the proceeds in part for short term investments and in part to 
accumulate cash balances. Accumulations of cash resources, 
together with proceeds from the liquidation of short term 
obligations and other securities that may be sold, will be em
ployed by these investors in the purchase of the new issues to 
be offered during the drive. The general effect of the portfolio 
adjustments by nonbanking investors was to increase the supply 
of Government securities available for bank investment. Hold
ings of Treasury bonds by the weekly reporting member banks 
in N ew  York City, which had increased $122,000,000 during 
the four weeks ended July 28, were further enlarged to the 
extent of $114,000,000 during the four weeks ended August 
2 5; those of the weekly reporting banks in 100 other cities, 
which increased $181,000,000 during the four July weeks, were 
expanded an additional $111,000,000 between July 28 and 
August 25.

On the other hand, there was further liquidation of bank 
holdings of Treasury bills to meet the needs of the banks for 
additional reserve funds. A s in July, excess reserves of all 
member banks generally ranged between $1,000,000,000 and 
$1,300,000,000 during August, practically all of it outside

N ew  York. W hile the reserve positions of die central reserve 
N ew  York City banks showed fluctuations from day to day, 
these banks maintained their average excess reserves at nominal 
levels through purchases and sales of Treasury bills. During 
the four weeks ended August 25  the N ew  York banks* loss of 
funds through Treasury transactions was smaller than in most 
earlier months of the year, but commercial and financial funds, 
which— except for the period of the Second W ar Loan drive—  
had been showing a partly compensating inward movement, 
reversed their direction during August. These two factors, 
together with the continued outflow of currency into circula
tion and enlarged reserve requirements, made it necessary for 
the N ew  York banks to make heavy further sales of Treasury 
bills to the Reserve Bank in the adjustment of their reserve 
positions. Holdings of Treasury bills by the weekly reporting 
member banks in N ew  York City, which had dropped from 
$1,803,000,000 on June 30 to $1,480,000,000 on July 28, de
clined further to $1,030,000,000 on August 25. Weekly report
ing banks in 100 other cities throughout the country showed 
a similar, though smaller, reduction in Treasury bill holdings.

For all member banks, increased currency circulation resulted 
in losses of reserve funds to the extent of $504,000,000 between 
July 28  and August 25, while reserve requirements increased 
to the extent of about $300,000,000. The resulting needs for 
reserves were met largely through sales of Treasury bills to the 
Reserve Banks. Federal Reserve Banks* holdings of bills, 
which had increased $846,000,000 during the four weeks ended 
July 28, rose $804,000,000 further to $5,465,000,000 on 
August 25. In addition, there has been a gradual increase in 
the number of member banks borrowing from the Reserve 
Banks to obtain additional reserves. The amount of such 
borrowing is still relatively small, but in this District there 
were 34  member banks borrowing on August 25, the largest 
number in more than four years.

g W  tie  /ttt< zc 6  w i t h  W A R  B O N D S
*  T H I R D  W A R  L O A N  D R I V E  O P E N S  S E P T E M B E R  9  *
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Changes in Holdings of Government Securities 
by the Weekly Reporting Member Banks.

(In millions of dollars)

Week ended Bills Certificates Notes Bonds Guaranteed Total

New York City

July 7 .................. — 371 +  9 +  27 +  5 +  11 — 319
July 1 4 ............... +  87 +  17 +294 +  30 —  3 +425
July 2 1 ............... +  114 +  16 —  11 +  22 — 106 +  35
July 2 8 ............... — 153 +  21 —  18 +  65 +  27 —  58

Aug. 4 ................. —  86 +192 —  15 +  18 +  32 +141
Aug. 1 1 ............... —  99 —  22 —  2 +  3 +  40 —  80
Aug. 18 ............... +  16 +  34 +  2 +  56 —  3 +  105
Aug. 2 5 ............... — 281 +  51 —  20 +  37 +  5 — 208

100 Other Cities

July 7 ................. —  26 —  15 —  33 +  85 0 +  11
July 1 4 ............... +  77 —  20 +653 +  54 —  11 +753
July 2 1 ............... +  21 —  13 +  55 +  19 —  75 +  7
July 2 8 ............... — 131 +  23 +  7 +  23 +  1 —  77

Aug. 4 ................. — 154 +378 +  35 —  14 +  6 +251
Aug. 1 1 ............... —  25 +  4 +  20 +  54 0 +  53
Aug. 1 8 ............... +  2 —  12 —  12 +  50 +  4 +  32
Aug. 2 5 ............... — 173 —  21 +  10 +  21 +  6 — 157

Calls on W ar Loan deposit accounts amounted to 
$3,797,000,000 during August in comparison with $3,676,- 
000,000 during July, despite a substantial rise in war expendi
tures. Credits to W ar Loan deposit accounts from sales of 
Government securities paid for by the book credit method may 
be estimated at $1,500,000,000 for August, or about 
$2,300,000,000 short of the total amount of funds called for 
payment from these accounts, with the result that approxi
mately $4,500,000,000 remained on deposit with W ar Loan 
account depositaries on August 3 1  in comparison with 
$6,790,000,000 on July 3 1  and the peak of $12,790,000,000 
which was reached May 15  after the close of the Second W ar 
Loan drive.

The need for withdrawals of funds from the W ar Loan 
account depositaries was reduced by the receipt during August 
of approximately $500,000,000 from Victory Tax collections 
covering the second quarter of the year, and a similar amount 
from income taxes withheld by employers as required by the 
Current Tax Payment Act. The bulk of the withheld tax 
receipts during August represented taxes deducted from wages 
and salaries paid during July, the first month for which the 
withheld tax provisions were effective. According to the 
Treasury Daily Statement, only $19,000,000 of the taxes col
lected at the source during July were paid in to the Treasury 
in that month, but the receipts attained large volume as funds, 
paid over by employers on and immediately prior to the dead
line date of August 10, reached the Treasury.

During September, Treasury cash receipts will include not 
only withheld tax funds but also cash receipts from quarterly 
tax collections and cash payments for securities sold under the 
Third W ar Loan drive. The quarterly tax collections will com
prise, on the one hand, income taxes due from corporations, 
and, on the other hand, income taxes due from individuals 
whose estimated income and Victory Tax liability will not be 
covered by income tax payments made during the first half of

the year, Victory Taxes withheld during the same period, and 
income taxes withheld at the source during the second half 
of the year.

An accompanying table presents a comparison between 
the Federal budget estimates presented in the Presidents 
budget message of January 1 1  and revised estimates which 
were published August 1. The $5,000,000,000 increase in 
estimated receipts from direct taxes on individuals reflects 
principally the effect of the Current Tax Payment Act enacted 
June 9- Current tax payment assesses taxes against the 
19 43-44  levels of income and the tax return is greater than 
would otherwise have been payable on the lower 1942 and
19 4 3 levels of income. The $835,000,000 decline in estimated 
receipts from direct taxes on corporations and the increase of 
$734,000,000 in "other” receipts reflect in considerable part 
the estimated effect of war contract renegotiations. W ar ex
penditures in the regular budget are still estimated at 
$97,000,000,000 for the fiscal year, although the distribution 
by agencies has been modified. Net war outlays of Govern
ment corporations outside the regular budget have been revised 
slightly upward to $3,000,000,000 from the previous 
$2,700,000,000, making total estimated war expenditures of 
an even $100,000,000,000 in the fiscal year. After deducting 
borrowing from Government trust funds and the refunding of 
guaranteed debt with direct debt, net borrowing from the 
public in the twelve months ending June 30, 1944 is estimated 
at about $63,000,000,000 as compared with an actual amount 
of $61,000,000,000 in the year which ended June 30, 1943.

U. S. Government Receipts and Expenditures 
(In millions of dollars)

Fiscal years ended June 30

1943

Actual

1944

Budget 
estimates 

Jan. 11, 1943

Revised 
estimates 

Aug. 1,1943

Receipts
Direct taxes on individuals..................
Direct taxes on corporations.................

7,077
9,996
6,312

13,751
14,915
6,741

18,795
14,080
7,475

Total receipts..................................
Deduct:

Appropriation to old age account. .. 
Postwar credits....................................

Net receipts......................................

Expenditures
War............................................................

23,385

1,103
210

35,407

1,525
800

40,350

1,632
570

22,072 33,081 38,148

72,109
1,808
4,262

97,000
3,000
4,124

97,000
2,700
4,336

Interest on debt.......................................

Total..................................................

Budget deficit..............................................
Government corporations, net expendi

tures
War............... ........................................

78,179 104,124 104,036

56,108

2,976
—  1,470

688
—  333
—  210 
+  6,515

71,043

2,693
309

1,772
—  35
—  800 
—  63

65,888

3,000
—  1,167 

2,895
—  34
—  570
—  708

Other (excluding debt retirement)..
Retirement of debt.............................

Trust accounts, net receipts.................
Postwar credits........................................
Change in Treasury balance.................

Net increase in public debt....................... 64,274 74,919 69,304

Public debt outstanding at end of year.. 136,696 209,749 206,000
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T H I R D  W A R  L O A N  D R I V E

The Third War Loan drive starting September 9 has as a goal 
the raising of $15,000,000,000, the entire amount to be sub
scribed by investors other than commercial banks. By exclud
ing the commercial banks from the drive itself, attention is 
focused on selling the largest possible amount of securities 
to nonbanking investors. Commercial banks are to be used 
as a residual source which will be drawn upon by the Treasury 
only to the extent that other sources fail to supply the funds 
needed to finance war expenditures. The amount of this 
residual borrowing from commercial banks will depend largely 
on the extent to which individuals, institutional investors, and 
corporations accumulate idle funds in the form of currency or 
deposits in commercial banks, rather than invest in Govern
ment securities. The purpose of the periodic War Loan cam
paigns is not only to raise money for the financing of the war, 
but also to promote the conversion of these holdings of idle 
currency and demand deposits into Government securities, in 
which form savings are less likely to be drawn against for 
inflationary spending.

In order to make investment of such idle funds attractive, 
the Treasury is again offering a wide variety of securities to 
meet various types of investment needs. Individuals will be 
principally interested in the Savings bonds, of Series E, F, 
and G, although other bonds are also provided for the larger 
investors; one year Certificates of Indebtedness bearing inter
est at- %  per cent, and Series C Savings notes ( formerly called 
Tax Savings notes) will be available for corporations and 
others with funds for short term investment; while 2 per cent 
bonds of 1951-53 and 2 V2 per cent bonds of 1964-69 will 
provide an outlet for medium term and long term investment 
for insurance companies, mutual savings banks, trust funds, 
and other large investors.

The greatest effort in the drive will be directed toward 
individuals— encouraging their purchases of War Bonds out 
of accumulated idle funds and the enlargement of their pay
roll deductions for purchases out of current income. Income 
payments to individuals during the present fiscal year ending 
June 30, 1944 are estimated by the Treasury at about 
$150,000,000,000, of which some $20,000,000,000 will be paid 
in direct personal taxes, leaving $130,000,000,000 of disposable 
income. With consumer goods and services available in this 
period estimated as only $85,000,000,000 at current ceiling 
prices, there will apparently remain about $45,000,000,000 to 
be absorbed through savings. The Government is relying upon 
voluntary bond purchases to bridge as much as possible of this 
gap, and thus to check the rapid accumulation in spendable 
money balances held by individuals. Through War Bond pur
chases, every citizen is offered an opportunity to wage a per
sonal battle against inflationary forces. In this way not only 
can he fulfill a patriotic duty, but also he can help to forestall 
upward pressures on prices which would be contrary to his 
own interests.

Corporations also are accumulating cash resources which can 
be invested in Government securities, partly through the 
medium of undistributed profits, but more largely as a result 
of tax reserve accumulations, and inability in wartime to 
maintain or replace plant and equipment in the amount of 
current depreciation allowances. Postwar conversion and con
tingency reserve accumulations, and liquidation of inventories 
in many cases also provide funds temporarily available for in
vestment. Cash resources of insurance companies and mutual 
savings banks, of course, tend to accumulate steadily, through 
growth in reserves in the case of insurance companies, through 
growth in deposits in the case of the savings banks, and in 
both cases through liquidation of investments and repayments 
of loans.

The $15,000,000,000 goal for the Third War Loan drive 
compares with sales to nonbanking investors of $6,800,000,000 
during the first War Loan drive of December, and $12,550,- 
000,000 in the second drive of April. Sales to individuals 
constitute the largest potential market for improving upon the 
results of April and meeting the goal. The trend of the suc
cessive War Loan drives has been toward tapping more effec
tively this market. As indicated in the accompanying table, 
sales to individuals (including partnerships and personal trust 
accounts) amounted to $1,600,000,000, or 23 per cent of the 
total sales to nonbanking investors during the first drive, and 
to $3,290,000,000, or 26 per cent, during the second drive. 
Purchases by individuals must show a sharp further increase 
if the new drive is to be fully successful.

Of the $15,000,000,000 goal for the coming drive, New 
York State’s share has been set at $4,709,000,000, or about 31 
per cent of the country total. This goal exceeds by $331,000,000 
the amount sold in this State during the April drive after 
excluding sales then made to commercial banks, and sales for

Distribution of Securities Sold in the First and Second W ar Loan Drives 
by Type of Investor

Amounts in 
millions of dollars

Per cent of 
nonbanking total

Decem
ber, 1942

April,
1943

Decem
ber, 1942

April,
1943

Nonbanking investors*
Individuals, partnerships, and per

sonal trust accounts....................... 1,593
1,699

620

3,290
2,408
1,195

117

23 26
Insurance companies............................ 25 19
Savings banks...................................... 9 10
Eleemosynary institutions................. 57 1 1
State and local governments............... 200 503 3 4
Other corporations and associations. 2,654 5,038 39 40

6,822

5,087

769

270

12,550

5,058

544

391

100 100
Commercial banks....................................

Other sources
Dealers and brokers*..........................
U. S. Government agencies and trust 

funds....................................................

Total from all sources.............................. 12,947 18,543

♦For the April drive allotments to dealers and brokers earmarked for distribution 
to nonbanking investors were credited to the appropriate classes of nonbanking in
vestors. For the December drive allotments to dealers and brokers of the 2 Yi per 
cent bonds (which were not eligible for purchase by commercial banks) were credited 
to other corporations and associations, but no reclassification is available for the 
other issues.
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which statistical credit was given to other parts of the country. 
As is true for the country as a whole, the primary effort is to be 
directed toward obtaining the additional amount as largely as 
possible from greatly increased purchases by individuals. In 
line with this objective, the War Finance Committee has set a 
goal of obtaining subscriptions from more than twice the
3,250,000 individuals who bought bonds in this State during 
the April campaign. New York City alone will be asked to 
subscribe to $4,168,000,000, in view of the large resources of 
insurance companies, savings banks, and other corporations 
located or having their principal bank accounts in this city. 
Quotas for New Jersey and Connecticut have been set at 
$585,000,000 and $453,000,000 respectively. Roughly four 
fifths of the New Jersey and one fifth of the Connecticut totals 
are expected to be raised in areas falling within the Second 
Federal Reserve District.

Commercial banks, although not permitted to subscribe for 
their own account until later, will play an important part in 
the drive through their participation in the organizations en
listed to sell securities to other investors. Shortly after the 
drive closes, the Treasury has stated that a 2 per cent bond 
and a Vs per cent certificate of indebtedness will be offered 
for subscription by commercial banks for their own account. 
In order to confine all sales in the drive to nonbanking sources,

the Treasury has requested commercial banks not to purchase 
and subscribers not to trade in the 2 per cent bonds and the 
certificates of indebtedness offered in the drive until ten days 
after it terminates, or until subscription books close on the 
commercial bank offering, whichever is earlier.

W A R  FINANCING

Net public borrowing of the Treasury in August amounted 
to about $2,300,000,000, including payments due August 2 
for the certificate of indebtedness issue offered in the latter 
part of July. Distribution of the net receipts (sales less re
demptions) from August borowing was as follows:

$940,000,000— %  per cent certificates of indebtedness
650.000.000— Savings bonds (estimated)
400.000.000— Treasury bills
300.000.000— Treasury Savings notes (estimated)

Receipts from the cash offering to commercial banks of
Vs per cent certificates of indebtedness due August 1, 1944 
amounted to $989,000,000. Allotments to subscribers in the 
Second Federal Reserve District of $381,000,000 amounted to
39 per cent of the total, compared with 31 per cent and 35 per 
cent for the certificate offerings to commercial banks in the 
April and December drives, respectively. In addition to the 
cash offering, new certificates of indebtedness were offered in 
exchange for $1,609,000,000 certificates maturing August 1. 
Of this total, $1,558,000,000 were actually exchanged, leaving 
$51,000,000 to be redeemed in cash.

Receipts from the sale of Savings bonds are estimated at 
about $800,000,000 for the month, as compared with the July 
total of $890,000,000. The decline probably represented in 
some part the deferment of purchases until the Third War Loan 
drive in September. Redemptions increased slightly to about 
$150,000,000 during August compared with $138,000,000 in 
July and $141,000,000 in June. In the Second Federal Reserve 
District, sales of Savings bonds by agencies other than post 
offices declined to about $105,000,000 in August from the 
$131,000,000 July total. Series E sales fell off to about 
$80,000,000 as compared with $94,000,000 in July, but were 
well above the $60,000,000 sold in August, 1942.

Sales of Series C Savings notes apparently continued near 
the $450,000,000 average monthly level which had prevailed 
since the first of the year, except in April when the Second 
War Loan drive swelled the sales total. Redemptions, pri
marily in payment of corporation taxes, amounted to somewhat 
more than $100,000,000 in August. An additional $400,000,-
000 of "new money” was obtained from Treasury bills, as 
weekly offerings of $1,000,000,000 replaced maturities of 
$900,000,000.

On August 18, Secretary Morgenthau announced that hold
ers of the 3V4 per cent Treasury bonds of 1943-45, which have 
been called for redemption on October 15, would be given an 
opportunity to exchange their called bonds for other securities 
shortly after the close of the Third War Loan drive. Holders

Su b s c r ip t io n s  t o  b e  En t e r e d  W h e r e  
Fu n d s  A re  Lo c a t e d

The following is quoted from circular Number 2674 of this 
bank dated August 26:

‘The respective State quotas making up the 15 billion 
dollar goal for nonbanking subscriptions in the Third War 
Loan Drive are based in large measure upon the location 
of bank deposits. For this reason, and to avoid disturbances 
to bank reserve positions which might otherwise occur 
through unnecessary shifts of deposit balances from one part 
of the country to another, or from one institution to another, 
subscribers to Government securities should enter their 
subscriptions through the banks where their funds are on 
deposit.

The transfer of funds for the purpose of making a sub
scription not only constitutes a possible disturbance to bank 
reserve positions but customarily involves substantial and 
unnecessary work on the part of the persons involved. A  
transfer of funds merely in order that the transferee bank 
may, through the use of a War Loan Deposit Account, 
obtain the advantage of the temporary use of additional re
serves, at the expense of other banks, is not good practice 
and involves the war loan deposit account mechanism in a 
use for which it is not intended. These transfers serve no 
proper purpose which cannot be accomplished by statistical 
allocations of credit for sales.”
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other than commercial banks will be given the option of ex
changing for either the 2 per cent or the 2 Vi per cent bonds 
which are to be sold during the drive. Commercial banks 
will be permitted to exchange their holdings for the new 2 per 
cent bonds.

MEMBER BANK CREDIT
Between July 21 and August 25 total loans and investments 

of the weekly reporting member banks in 101 leading cities 
showed a net rise of $107,000,000 to $46,719,000,000, a level 
$649,000,000 below the peak of May 19- The entire gain 
occurred outside New York City; total earning assets of the 
reporting banks in New York City were reduced $21,000,000 
net during this five weeks* period.

In order to maintain their reserves with the Federal Reserve 
Bank at the required level, member banks in New York City 
reduced their holdings of Treasury bills $603,000,000 to 
$1,030,000,000 during the five weeks ended August 25. At 
the same time, however, these banks made net purchases of 
$503,000,000 of other types of Government securities. Pur
chases of the new issue of certificates of indebtedness on 
August 2 amounted to about $190,000,000 and, in addition, 
these banks made net market purchases of $179,000,000 
Treasury bonds, $101,000,000 guaranteed obligations, and 
about $85,000,000 already outstanding certificates of indebted
ness. Holdings of Treasury notes were reduced $53,000,000.

Outside New York City a reduction of $481,000,000 in 
the volume of Treasury bill holdings of the weekly reporting 
member banks in 100 cities was more than offset by net 
purchases of $583,000,000 other Government securities, in
cluding about $375,000,000 of the new issue of certificates of 
indebtedness. To their Government securities portfolios these 
banks also added $134,000,000 Treasury bonds, $60,000,000 
Treasury notes, and $17,000,000 guaranteed obligations.

Total loans of the New York City banks rose $101,000,000 
during the five weeks ended August 25 largely as a result of 
a rise in the volume of loans to brokers and dealers for the 
purpose of purchasing or carrying Government securities. 
Outside New York an increase of $58,000,000 in total loans 
reflected a growth in commercial, industrial, and agricultural 
loans, which from the end of June to August 25 have shown 
a steady week-to-week increase, totaling $168,000,000.

In both New York and the other 100 cities adjusted demand 
deposits continued to rise, while U. S. Government deposits 
contracted as the Treasury withdrew additional funds from 
War Loan account depositaries. Between July 21 and Au
gust 25, adjusted demand deposits of the New York City 
reporting banks rose $892,000,000 to $13,449,000,000, about 
$360,000,000 above the previous peak of April 7, prior to 
the Second War Loan drive. In the 100 cities outside New 
York such deposits expanded $867,000,000 to $21,696,000,000, 
a level $1,717,000,000 above the pre-drive peak which in 
their case was reached April 14.

SECURITY M ARKETS
Fluctuations in Government security prices during August 

reflected adjustment of investor portfolios in anticipation of 
the Third War Loan drive. Prices of intermediate term bonds 
declined slightly because of selling by investors to obtain funds 
for purchases of new bonds to be offered in the drive. 
Premiums on the three long term taxable bonds, not eligible for 
purchase by commercial banks, also declined in view of the 
fact that a new issue of this type will be available to non
banking investors in the coming drive. As was the case prior 
to the April drive, yields on the longer maturities of certifi
cates of indebtedness advanced after the middle of the month 
to levels more nearly in line with the %  per cent rate on the 
new certificate to be offered in September. Prices of long term 
tax exempt and taxable bonds eligible for commercial bank 
purchase remained firm during the month.

Stock prices showed little net change over the month, accom
panying a period of light trading on the New York Stock 
Exchange. Average daily sales during the month were the 
smallest for any month since September, 1942. At the end 
of August, stock prices as measured by Standard and Poor’s 
composite index of 90 stocks were 56 per cent above the low 
point reached in April, 1942 but 8 per cent below the high 
reached in the middle of July.

The corporate bond market was also characterized by light 
trading and minor changes during the month. Moody’s Baa 
index of medium and lower grade bond yields remained at 
about the 3.81 per cent level of the end of July, marking the 
first month since December that the index failed to reach a 
new low. Standard and Poor’s index of municipal bond yields 
at the end of August stood at 1.91 per cent, virtually un
changed for the month. *

PRODUCTION AND TRADE
All indications point to increases in both production and 

trade during July. The lag in industrial activity which occurred 
in June was associated primarily with sharp curtailment in 
mining and related industries, and as work was resumed in the 
coal fields output began to rise again. Bituminous coal pro
duction which had averaged 1,333,000 tons daily in June, was 
increased to a daily average of approximately 1,968,000 tons in 
July, and anthracite mines showed an even greater proportion
ate rise, from 124,100 to 218,000 tons daily. Steel produaion 
expanded during the month partly in response to the added 
supply of fuel, and partly as a result of the "Steel for Victory” 
campaign conducted by the War Production Board in an effort 
to increase production and bring new facilities to rapid com
pletion. The expansion in steel output, which took place in 
spite of a growing manpower shortage in the industry, con
tinued into August.

Output in a number of fields relatively unaffected by the coal 
strike also increased during July. Electric power production 
broke all records for the third consecutive month. There was
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Indexes of Production and Trade*
(100 =  estimated long term trend) 
Index of Production and Trade. . . .

Production.

Producers’ goods— total.............
Producers’ durable goods. . . .  
Producers’ nondurable goods.

Consumers’ goods— total.............
Consumers’ durable goods. . . .  
Consumers’ nondurable goods.

Durable goods— total. . . .  
Nondurable goods— total.

Primary distribution.........
Distribution to consumer. 
Miscellaneous services. . . .

Cost of Living, Bureau of Labor Statistics 
(100 =  1935-39 average).............................

Wage Rates 
(100 =  1926 average)...................................

Velocity of Demand Deposits* 
(100 =  1935-39 average)
New York City......................
Outside New York City. . . .

July

118

126

156
184
124

88
44

103

143
112
134
89

124

117

139

62
86

1943

May

125

134

170
200
136

87
34

105

151 
118

159
80

170

125

152

85
80

June

123p

132p

166p 
19 5p 
134 p

85p
30p

104p

147p
116p

152p 
81p 

172 p

125

I53p

71
75

July

126p

134p

167p
195p
135p

28p
107p

146p
119p

157p
84 p 

176p

124p

68
76

p Preliminary. * Adjusted for seasonal variation.

an estimated three per cent rise in crude petroleum output 
between June and July, and the daily average almost regained 
the high level of January, 1942. A  sizable increase in activity 
at meat packing plants occurred when feed grain shortages 
began to force liquidation of the abnormally large number of 
cattle on farms. Cigarette production was substantially larger 
than it had been in any previous month this year.

In a few industries month-to-month changes between June 
and July were downward. The completion of approximately 
four fifths of the Government’s war facilities program was 
accompanied by further curtailment in construction activity, 
the decline being most pronounced in nonresidential building. 
Cotton consumption fell from a daily average of 41,700 run
ning bales in June to 38,200 bales in July, the lowest level 
since January, 1941. ,

The number of merchant ships delivered in July was 158 
compared with 167 in June, but the tonnage of new shipping 
remained approximately the same, as larger units came down 
the ways. Plane production increased about 4 per cent on 
the average.

The volume of distribution continued large in July. Freight 
transportation over railroad and inland waterways increased 
sharply as evidenced by the number of car loadings of grain, 
coal, and livestock, and by record shipments of iron ore over 
the Great Lakes. At the retail level, department stores reported 
a less than seasonal decrease in sales, apparently owing to the 
influence of early buying of fall apparel. Other types of retail 
outlets— grocery chains, variety chains, and mail order houses 
— continued to show comparative stability in sales volume.

Based on available data, the production and trade index 
computed at this bank is estimated at 126 per cent of long term 
trend for July, three points higher than the revised figure of 
123 for June.

During July the Bureau of Labor Statistics reported a slight 
increase in manufacturing employment shared equally by dur
able and nondurable industries. Firms in the transportation 
equipment industries and canning plants showed the largest 
increases in number of wage earners. In contrast, employment 
in trade and in construction work declined. Factory employ
ment in New York State was little changed from June, accord
ing to the New York State Department of Labor, but payrolls 
declined 1.4 per cent, the declines running as high as 5 and 
6 per cent in the Buffalo and Utica areas.

As is shown in the accompanying chart, the average number 
of hours worked per week in manufacturing industries through
out the United States has increased gradually over the past 
three years, from 37.6 in June, 1940 to 45.2 in June, 1943. 
During the same period average hourly earnings in manu
facturing industries have risen from 66.2 to 95.9 cents, or 45 
per cent. Prior to last October, when the present controls over 
wages and salaries went into effect, upward revisions in basic 
wage scales played an important part in the rise in average 
hourly earnings, and increased working hours have tended to 
raise average hourly earnings throughout the period because 
of the influence of higher rates of compensation for overtime 
work. Inasmuch as average weekly earnings are the product 
of average hourly earnings and average hours worked per 
week, they have advanced much more rapidly than either of 
the two underlying factors. At $43.35 in June of this year, 
average weekly earnings of factory workers were 74 per cent 
higher than in the corresponding month of 1940.

On August 18, President Roosevelt authorized the withhold
ing of benefits and rights (including the "check-off” of union 
dues) from labor unions which fail to comply with orders 
of the War Labor Board in Government-operated plants. 
Action may be taken against noncomplying employers through 
seizure of plant, or through control of war contracts, essential 
materials, transportation, and fuel.
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DEPARTM ENT STORE SALES 
OVER THE W A R  PERIOD

Since the beginning of the war in September, 1939 there 
has been a notable increase in total retail trade, though with 
wide variations from one type of merchandise to another as 
pointed out in this Review for last month. Marked differences 
may also be noted in the degrees of retail trade expansion from 
one locality to another, especially during the period of this 
country’s active participation in the war. The strategic loca
tion of many of the new war plants has resulted in marked 
population movements and particularly large increases in con
sumer incomes in some regions, with a consequent more rapid 
expansion of retail trade in some sections of the country than 
in others.

Department store sales, which have shared in the expanded 
volume of retail trade, illustrate the widely divergent degrees 
of increase from one locality to another as shown by the 
Federal Reserve reports of department store trade for par
ticular cities. In the accompanying charts, the movements in 
sales over the war period are shown for department stores in 
the entire country, the Second Federal Reserve District, and 
ten selected localities in the District. In making comparisons 
between the curves for particular localities, it should be borne 
in mind that, aside from the influence of variations in the 
general drift of retail trade from one locality to another, the 
figures for particular cities are affected by changes in the 
competitive situation between department stores and other 
retail outlets, and between department stores cooperating in 
the Federal Reserve reports and all department stores. In 
1939 department stores reporting to this Bank accounted for 
about 80 per cent of total department store sales in the 
District as calculated from the Census of Distribution for that 
year. The proportionate coverage runs substantially higher 
than this in New York City, Newark, Rochester, and Bing
hamton, substantially less in Albany-Schenectady-Troy, and 
Niagara Falls.

Examination of these charts shows that sales in the Second 
District have lagged behind those in the country as a whole, 
chiefly because of the relatively moderate sales increases in two 
of the major cities of the District, New York and Newark. 
The department store sales volume in Newark (and also that 
for the reporting group of stores in the Albany-Schenectady- 
Troy area) during the first seven months of this year was run
ning at a rate approximately one-quarter above the level of 
1939, while in New York City the sales increase came to 32 
per cent. In Syracuse and Binghamton the increases closely 
approached the expansion of 63 per cent shown by the national 
figures, while in Buffalo and Niagara Falls the increases were 
larger. In some areas where department store sales volumes 
rose substantially in 1940 and 1941— for example, Bridgeport, 
Albany-Schenectady-Troy, and Elmira— there has been a ten
dency for sales to level off, presumably reflecting a lessened 
rate of expansion in manufacturing activity and hence in 
payrolls. On the other hand, the rise in department store 
sales has been accelerated in Niagara Falls and has been rela
tively well maintained in Buffalo, Rochester, and Binghamton.

UNITED STATES, SECOND DISTRICT, AND SELECTED CITIES WITHIN THE DISTRICT
D EPARTM EN T STO R E SALES

P E R  C E N T  P E R  C E N T

1939 = 100. FIGURES FOR 1943 BASED UPON EXPERIENCE OF THE FIRST SEVEN 
MONTHS. PLOTTED ON RATIO SCALES TO SHOW PROPORTIONATE CHANGES.
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During August, department store sales continued to reflect 
shortages of many kinds of merchandise. Total sales of re
porting department stores, during the three weeks ended 
August 21, however, were only about 1 per cent less than in 
the corresponding period last year when trade was very active; 
apparel stores, which have been less affected by diminished 
supplies of merchandise, had sales exceeding those of a year 
ago by about 19 per cent. Department store sales for the 
month of August apparently increased from the July level, but 
by a little less than the usual seasonal amount.

Sales of Second District department stores in July were 
8 per cent greater than in July, 1942; apparel stores for the 
same period showed an increase of 22 per cent. Although the 
dollar volume of sales of the reporting department stores 
dropped substantially from the June level, the reduction was 
considerably less than usual. Wide fluctuations in the year-to- 
year percentage changes continue to characterize department 
store sales in the various localities of the District. Thus, 
Binghamton, during July, had an increase over year ago sales 
of 47 per cent, while Newark showed a decline of 8 per cent.

At the end of July, department store stocks (valued at retail 
prices) were 32 per cent lower than in July of last year, when 
the seasonally adjusted index had reached its wartime peak. 
Compared with June, stocks on hand declined slightly more 
than usual, but the shrinkage in stocks, which had proceeded

D E P A R T M E N T  S T O R E  T R A D E

Percentage change from a year earlier

Second District Net sales

July, 1943
Jan. through 

July, 1943

Stocks on 
hand 

July 31,1943

Department stores..................................... +  8 
+  9 
—  5

+  7 
+  8 
—  1

— 32
New York C ity ...................................... — 34
Northern New Jersey............................ — 41

Newark.................................................
Westchester and Fairfield Counties.. 

Bridgeport...........................................

—  8 
+  2 
—  5

0 
—  1 
—  4

— 43 
— 28 
— 31

Lower Hudson River Valley............... +16  
+14  
+  9

+  4 —  6
Poughkeepsie...................................... +  5 

—  1Upper Hudson River Valley............... —  7
Albany................................................. +12 —  6
Schenectady........................................ +  5 +  7 —  1

Central New York State...................... +20
+26
+25
+17
+16

+12 —20
Mohawk River Valley...................... +15

+15+10
— 23

Utica.................................................
Syracuse........................... ................... — 19

Northern New York State................... +  4
Southern New York State................... +31 +13 —  4

Binghamton......................................... +47  
—  4

+17
Elmira................................................... —  3 __

Western New York State.............. .. +12 +12 —21
Buffalo......... ........................................ +16 +13 — 15
Niagara Falls...................................... +28 +35 —  1
Rochester............. ............................... +  4 +  8 — 32

Apparel stores (chiefly New York City) +22 +21 —11

1942 1943

July May June July

Sales (average daily), unadjusted................. 81 108 110 91
Sales (average daily), seasonally adjusted... 114 115 115 128

Stocks, unadjusted............................................ 160r 104 104 94
Stocks, seasonally adjusted............................ 17 lr 102 109 105

at a rapid rate during the autumn of 1942 and the spring of
1943, appears to have been checked during recent months.

FURNITURE STORE TRADE
Furniture stores in this District during July reported dollar 

sales 32 per cent above July, 1942; this is the third consecutive 
month that a year-to-year increase has taken place. For the 
first seven months, however, sales were 1 per cent below the 
corresponding 1942 period and 8 per cent below those of 
January-July, 1941.

The decline in the proportion of credit sales appears to have 
been stopped. In July, 1943, 83.4 per cent of the sales of re
porting furniture stores in this District were made on credit, 
slightly more than the 83.1 per cent for July last year. In 
July, 1941 the proportion of credit sales was 90.0 per cent.

Accounts receivable on July 31 were again lower, extending 
the decline for the twelve month period to 35 per cent. Col
lections during July against accounts receivable at the close of 
June were 15.7 per cent. In July, 1942 the collection ratio 
was 12.0 per cent.

Stocks on hand decreased slightly further during July and 
at the end of the month were nearly one-third below those of a 
year earlier. On the average they represented 5.5 months’ 
supply at the current rate of sales, as compared with 10.6 
months' supply at the end of July, 1942. Declines in furniture 
production, associated with raw material shortages, largely 
account for the reduction in inventories of furniture stores.

Furniture stores

Percentage change 
July, 1943 compared with July, 1942

Total
sales

Accounts
receivable*

Collec
tions

Stocks 
on hand*

New York City................................. +44 — 35 —11 — 31
Northern New Jersey...................... +11 — 43 —20 — 28

Newark........................................... +  7 — 46 —22 — 45
Westchester-Fairfield....................... +31 —22 +  6 —
Hudson River Valley....................... +31 — 39 — 27 —

Central New York State................ +  19 — 32 — 15 — 30+20 — 31 —  1 —

Northern New York State............. + 65 — 37 — — 35
Southern New York State.............. +17 — 24 —  4 —34
Western New York State............... +19 —33 — 14 — 34

+  2 — 32 —21 — 40
+39 —34 —12 —22

Total outside New York City +19 — 35 — 16 — 30

Total Second District........... +32 — 35 — 13 — 31

* End of month.

Indexes of Department Store Sales and Stocks, Second Federal Reserve District 
(1923-25 average =  100)

July, 1943 compared with July, 1942

Furniture stores Total District New York City
Outside 

New York City

July,
1942

July,
1943

July,
1942

July,
1943

July,
1942

July,
1943

Credit sales as per cent 
of total sales............. 83.1 83.4 82.6 83.7 83.7 82.9

Stocks on hand, end of 
month, as ratio to 
month’s sales............. 10.6 5.5 12.6 6.0 8.1 4 .8

Collections, exclusive of 
down payments, as 
per cent of receiv
ables, first of month. 12.0 15.7 11.3 14.8 13.5 17.1

r Revised.
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1939 1940 1942 1943

Index of Physical Volume of Industrial Pro
duction, Adjusted for Seasonal Variation 

(1935-39 averages 100 per cent)

1938 1939

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation 

(1923-25 average =  100 per cent)

General Business and Financial Conditions in the United States 
(Summarized by the Board of Governors of the Federal Reserve System)

T N D U S T R I A L  production advanced to a new high level in July following a slight decline in 
June, both of the changes reflecting chiefly fluctuations in coal production. Maximum 

food prices were reduced recently with a consequent slight decline in cost of living in July. 
Retail sales continued in large volume.

In d u s t r ia l  Pr o d u c t io n

Industrial activity increased in July, reflecting a large rise in mineral production. Out
put at coal mines advanced sharply from the reduced level in June, production of crude petro
leum increased, and iron ore shipments reached the highest monthly rate on record.

In manufacturing industries, output of most durable products and chemicals continued to 
increase in July, reflecting chiefly a further rise in production of munitions. At meat packing 
plants and cigarette factories production was also larger in July. Output of leather and textile 
products had shown small decreases in June and further declines occurred in July. Activity 
in most other nondurable goods industries showed little change from June to July.

The decline in the value of construction contracts awarded continued during July, accord
ing to reports of the F. W. Dodge Corporation. Most of the decline is accounted for by a drop 
in awards for publicly-financed industrial facilities and for public works and utilities.

D is t r ib u t io n

Value of retail sales declined less than seasonally in July and continued substantially 
larger than a year ago. During the first six months of this year sales had averaged about 12 
per cent larger than in the corresponding period of 1942 and in July the increase was some
what greater. The higher level of sales this year as compared with last year reflects for the 
most part price increases. In the first half of August sales at department stores increased by 
about the usual seasonal amount.

Freight carloadings rose sharply in July and were maintained at a high level during the 
first half of August. Total loadings were 10 per cent higher than the previous month owing 
to the largest volume of coal transported in many years and shipments of grain and livestock 
showed a considerable increase over June.

!20 
I I 0

Indexes of the Cost of Living as Compiled by 
Bureau of Labor Statistics (1935-39 

average=100 per cent)

Member Bank Reserves and Related Items(Latest figures are for August 18)

Co m m o d it y  Prices

The general level of wholesale commodity prices showed little change in July and the 
early part of August.

The cost of living declined somewhat from June 15 to July 15, according to Bureau of 
Labor Statistics data. Food prices declined by 2 per cent as a result of reductions in maximum 
prices for meats and seasonal declines in prices of fresh vegetables from earlier high levels.

A g r ic u l t u r e

General crop prospects improved somewhat during July according to Department of 
Agriculture reports. Forecasts for the corn and wheat crops were raised 6 per cent. Produc
tion expected for corn and other feed grains, however, is 10 per cent less than last year and 
for wheat is 15 per cent less than the large crop of 1942. Milk production in July was as 
large as the same period a year ago, while output of most other livestock products was greater.

Ba n k  Cr e d it

The average level of excess reserves at all member banks, which had been about 1.5 
billion dollars in mid-July, declined to 1.2 billion in the latter part of the month and con
tinued at that level during the first two weeks of August. There was some further decrease of 
excess reserves at reserve city banks, but most of the decline occurred at country banks, where 
there had previously been little change. Two factors were principally responsible for the 
decline in excess reserves: an increase in deposits subject to reserve requirements, as funds 
expended by the Treasury from war loan accounts returned to the banks in other accounts; 
and a growth of over 500 million dollars in money in circulation. During the four weeks 
ended August 18 additional reserve funds were supplied to member banks by an increase of 
580 million dollars in Reserve Bank holdings of Government securities, principally Treasury 
bills bought with option to repurchase.

During the four weeks ended August 11, member banks in 101 leading cities increased 
their holdings of Government securities other than Treasury bills by almost 800 million 
dollars. Of this amount, 570 million represented allotments to banks of new certificates of 
indebtedness issued in early August. Bill holdings declined as member banks made sales to 
adjust their reserve positions. Commercial loans increased somewhat over the four week 
period, but other loans declined.
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Sales of Government securities under the Third War Loan, 
on the basis of tabulations made through September 30, 
reached a total of $15,532,000,000, and it is apparent that the 
$15,000,000,000 national goal will be exceeded by a consid
erable margin when the drive is ended (October 2) and final 
sales reports have been compiled. New York State surpassed 
its original goal of $4,709,000,000 on September 27 and the 
State War Finance Committee set a new goal of $5,000,000,000; 
total sales through September 30 amounted to $5,049,000,000.

Gross sales of Government securities for the Second Federal 
Reserve District (New York State and portions of New Jersey 
and Connecticut) under the drive amounted to $6,000,000,000 
through September 30. The amount credited to the District 
was about $300,000,000 less than this, however, as a result of 
net credits to other districts for subscriptions entered here. Net 
transfers from New York City were even greater than the 
District total, reflecting the fact that the Second District out
side New York had the benefit of transfers from New York 
City and to a smaller extent from other districts. Subscrip
tions entered in New York City through September 30 ap
proximated $5,300,000,000 and the amount credited to the 
City (taking account of net credits to other centers) came 
to $4,503,000,000. The goal for New York City was 
$4,166,000,000, or 27.8 per cent of the sales objective for 
the country as a whole.

Aside irom the net transfers to other centers of credit for 
subscriptions entered through New York City banks, there 
were heavy net transfers of commercial and financial funds 
from New York City to other centers, not only during the 
course of the drive but also during the weeks immediately prior 
to its official opening on September 9. These transfers, which 
came to $1,000,000,000 between August 18 and September 
22, undoubtedly reflected in large part shifts of funds out of 
the City for purposes of entering subscriptions elsewhere under 
the War Loan drive. Thus, despite the emphasis placed upon 
the disruptive character of transfers of funds for this purpose, 
there was an outward movement of funds from New York 
City, associated with the drive, which far exceeded the 
outward transfers which had occurred during the two pre
ceding major loan drives. When subscriptions are entered 
with banks other than those in which the subscribers’ funds

are ordinarily held, bank reserve positions are unnecessarily 
disturbed by the consequent shifts of deposits, and the smooth 
working of the War Loan deposit account mechanism, which 
is designed for transfers of funds from private to Government 
accounts on the books of the same bank, is upset.

As a partial offset to the losses of reserve balances resulting 
from the transfers of funds to other centers, the New York 
City banks, as in the case of member banks generally, experi
enced a considerable decline in their reserve requirements 
associated with the transfer of deposits from customers’ ac
counts (against which legal reserve requirements apply) to 
War Loan deposit accounts (against which reserve require
ments have been suspended). The reduction in reserve re
quirements of the central reserve New York City banks was 
considerably smaller than would have been the case if the 
increase in War Loan account deposits had been accompanied 
by an equivalent contraction in customers’ deposits. For the 
weekly reporting group of member banks in New York City, 
United States Government deposits increased $3,400,000,000 
during the two weeks ended September 22, while the contrac
tion in adjusted demand deposits was less than $2,200,000,000. 
The failure of adjusted demand deposits to show a larger drop 
was primarily the result of operations by these banks which 
had the effect of providing, to customers and others, funds for 
use in making purchases of Government securities under the 
Third War Loan drive. Loans to brokers and dealers together 
with other loans for the purpose of purchasing or carrying 
securities increased $664,000,000 during the two weeks, and 
the New York banks purchased substantial blocks of Govern
ment securities sold by insurance companies and other in
vestors. The latter investors employed the proceeds from such 
sales, together with previously accumulated cash resources, in 
entering subscriptions for the new issues.

Principally as a result of the transfers of funds to other 
centers, but also to some extent as a result of their large market 
purchases of Government securities, the capacity of the New 
York City banks to reacquire bills previously sold to the 
Reserve Bank under repurchase option was limited, and the 
New York Reserve Banks portfolio of Treasury bills against 
which New York City member banks held repurchase options 
showed only a moderate net contraction during September.
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Changes in Holdings of Government Securities 
by the Weekly Reporting Member Banks 

(In millions of dollars)

Week ended

Aug. 4 . 
Aug. 11 . 
Aug. 18 . 
Aug. 25.

Sept. 1 . 
Sept. 8. 
Sept. 15. 
Sept. 22.

Aug. 4 . 
Aug. 11 . 
Aug. 18 . 
Aug. 25 .

Sept. 1. 
Sept. 8. 
Sept. 15. 
Sept. 22.

Bills Certificates Notes Bonds Guaranteed Total

New York City

—  99 
+  16 
— 281

—  15 
4-332 
-f- 43

+192 
— 22 
+  34 
+  51

+  13 
+206  
— 21

—  15
— 2 
+ 2 — 20
— 21 
+ 14 
+  18*

+  18 
+  3 
+  56 
+  37

+  31 
— 12 
+  98 
+  25

+  32 
+  40 
—  3 
+  5

+ 4 
+  9 
+ 9 
+  24

+  141 
—  80 
+105 
— 208

—  92 
+  9 
+663  
+  62

100 Other Cities

— 154
—  25 
+ 2 
— 173

—  56 
+  61 
+365  
+  44

+378 
+ 4 — 12 
— 21
+ 10 
+  9 
+247 
+159

+  35 
+ 20 
— 12 
+ 10
+  24 
+  25 
_  7* 
+ 14

—  14 
+  54 
+  50 
+ 21
+ 6 + 8 
+103 
+  85

+ 6 0
+  4 
+ 6
—  1
+ 1 0
— 1

+251 
+  53 
+  32 
— 157

—  17 
+104  
+708  
+301

* On September 15, $279,000,000 of 1 per cent Treasury notes matured and were 
paid off.

The increase of $297,000,000 in Treasury bill holdings of the 
weekly reporting member banks in New York City between 
September 1 and September 29 was cliiefly accounted for by 
purchases of the weekly offerings in excess of maturities and 
by acquisitions of bills previously held by insurance companies 
and other investors as short term investments in anticipation 
of the drive. Over the same four weeks’ period the weekly re
porting New York banks showed net increases of $193,000,000 
in their holdings of certificates of indebtedness, $25,000,000 
in Treasury notes, $154,000,000 in Treasury bonds, and 
$59,000,000 in Government guaranteed obligations. New 
York City security dealers, as well as the banks of the City, 
absorbed already outstanding Government securities disposed 
of by insurance companies and other investors shifting into 
the securities offered under the War Loan drive.

Excess  R eserves o f  A l l  M em ber  Ba n k s

After having fluctuated within a general range of $1,000,- 
000,000 to $1,300,000,000 during July and August, excess 
reserves of all member banks rose as high as $2,050,000,000 on 
September 15 and still amounted to $1,810,000,000 Septem
ber 29. A principal factor in the expansion in excess reserves 
during the two weeks ended September 15 was a large excess 
of Treasury expenditures over receipts. Withdrawals from 
War Loan account depositaries were limited to $568,000,000 
during the week ended September 8, and to only $282,000,000 
during the week ended the 15 th, with the effect of substan
tially exhausting Treasury deposits with the Federal Reserve 
Banks and creating a need, beginning September 8, for tem
porary borrowing by the Treasury from the Federal Reserve 
Banks on special certificates of indebtedness. This special 
borrowing reached a maximum of $424,000,000 on Septem
ber 15, when the Treasury was called upon to redeem a

maturity of $279,000,000 of 1 per cent Treasury notes and to 
meet more than $275,000,000 of quarterly interest payments 
on the public debt. The special borrowing was paid off on 
September 16 and 17 as quarterly income tax collections and 
cash receipts from the sale of securities under the Third War 
Loan, supplemented by further small withdrawals from War 
Loan accounts, resulted in heavy excesses of Treasury receipts 
over expenditures. Chiefly as a result of further large income 
tax collections, Treasury cash receipts continued to run ahead 
of expenditures through September 29 and on the latter date 
Treasury deposits with the Federal Reserve Banks reached a 
level of $682,000,000.

While the reversal in the Treasury’s cash position following 
the 15 th tended to draw down member bank reserve balances, 
falling reserve requirements, associated with the War Loan 
drive, provided a counterweight to this influence and excess 
reserves of all member banks continued to run considerably 
above their level of July and August. Reserve requirements 
began to drop on September 10, as a consequence of sales of 
securities on the 9th, which was the opening day of the drive, 
and the decline in reserve requirements for all member banks 
between September 9 and 29 was $1,690,000,000. As in 
the case of the New York City banks, the drop in reserve re
quirements for all member banks would have been even larger 
had it hot been for substantial market purchases of already 
outstanding Government securities made by the banks during 
the course of the drive and expansion in loans made to finance 
the purchasing or carrying of Government securities.

Despite the substantial strengthening of member bank re
serve positions, Treasury bill holdings of the Federal Reserve 
Banks increased $79,000,000 to $5,852,000,000 during the 
week ended September 8, and dropped only $252,000,000 
during the following three weeks. Federal Reserve holdings 
of certificates of indebtedness showed a net increase of 
$165,000,000 between September 1 and 29 and holdings of 
Government securities of all classes by the Reserve Banks 
showed a net reduction of only $18,000,000 over the Septem
ber 1-29 period.

Money Rates in New York

Sept. 30,1942 Aug. 31, 1943 Sept. 30,1943
Stock Exchange call loans....................... 1 1 1
Stock Exchange 90 day loans................. n x *1H *1HPrime commercial paper— 4 to 6 months 5A -MBills—90 day unindorsed.........................
Average yield on tax-exempt Treasury

7A  ' % 7A
bonds (not callable within 12 years). . 

Average yield on taxable Treasury bonds
2.05 1.82 1.80

(not callable within 12 years).............
Average rate on latest Treasury bill sale

2.35 2.29 2.30

91 day issue............................................
Reserve Bank discount rates:

On advances to member banks secured 
by Government obligations callable

0.373 0 .374f 0.375

or maturing in one year or less.........
On other advances to member banks 

secured by Government obligations,
and on rediscounts..........................

Reserve Bank buying rate for 90 day
1 1 1

indorsed bills........................................... y*

* Nominal. f  92 days.
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Despite the effect of the Current Tax Payment Act in re
ducing or eliminating quarterly income tax liabilities for many 
individuals in September, income tax collections during the 
month apparently ran in excess of 14,000,000,000, in compari
son with $3,800,000,000 collected during June. Withheld 
taxes, which are being paid over to the Treasury currently, 
provided an additional $650,000,000 of income tax receipts for 
the month.

MEMBER BA N K  CREDIT
Between August 25 and September 22 total loans and invest

ments of the weekly reporting member banks in 101 leading 
cities rose $3,405,000,000. Half of the increase was the result 
of enlarged holdings of Government securities; the other half 
was chiefly accounted for by a $775,000,000 increase in loans 
to brokers and dealers in securities, a $365,000,000 increase 
in other loans for purchasing or carrying securities, and a 
$393,000,000 rise in commercial, industrial, and agricultural 
loans. The growth in loans and investments over the four 
weeks’ period was closely identified with the Third War Loan 
drive. Although securities were not offered to commercial 
banks during the drive, the banks provided large amounts of 
funds for use by others in entering subscriptions to the new 
issues— through loans and through market purchases of already 
outstanding Government securities. In either case, funds were 
made available to nonbanking investors with the effect of in
creasing their capacity to purchase new securities over the 
course of the drive.

Along with the expansion in earning assets, total deposits 
rose sharply, and the composition of the deposit total under
went another marked change. During the four weeks ended 
September 22 Government deposits of the weekly reporting 
member banks rose $6,373,000,000, while adjusted demand 
deposits (principally deposits of individuals and business con
cerns) declined $3,521,000,000. The smaller drop in adjusted 
demand deposits than the increase in Government deposits was

1942 1943

Loans and Investments, Demand Deposits Adjusted, and U. S.
Government Deposits of Weekly Reporting Member

Banks in New York City

due to the fact that additional private deposits were created 
by the expansion in loans and investments.

As the accompanying charts indicate, changes in total earn
ing assets and deposits of the New York City banks and of the 
banks in 100 other cities followed the same general pattern 
during the three War Loan drives. For both groups of banks 
loans and investments and total deposits tended to rise sharply, 
and there were substantial shifts of funds from private to War 
Loan account deposits.

Between War Loan drives, however, changes in member 
bank credit have followed somewhat different patterns. In 
New York City, loans and investments and total deposits have 
tended to decline, while in the 100 other centers the reporting 
banks have continued to expand their earning assets. To meet 
large losses of funds, New York City banks reduced their hold
ings of Treasury bills more than $1,100,000,000 between 
May 12, shortly after the close of the Second War Loan, and 
September 8, just prior to the start of the Third War Loan. 
In the same period, these banks made net purchases of nearly 
$500,000,000 of other types of Government securities, but 
most of this expansion was offset by a decline in loans, to a 
considerable extent reflecting the repayment of loans made 
for the purchase of Government securities during the Second 
War Loan. Although member banks in the 100 other cities 
reduced their holdings of Treasury bills about $650,000,000 
between May 12 and September 8, these banks purchased 
nearly $1,700,000,000 of other classes of Government securi
ties, and the decline in loans was only about $170,000,000.

As the Treasury made withdrawals from its War Loan ac
count deposits following the close of the drives, adjusted de
mand deposits were rebuilt in the New York City banks to a 
considerably less extent than in the banks in 100 other cities. 
By September 8 adjusted demand deposits of the reporting 
banks in 100 cities were nearly $2,400,000,000 above the peak 
prior to the April drive, while in New York City they were 
only $840,000,000 above the previous high.

BILLIONSOF DOLLARS

Loans and Investments, Demand Deposits Adjusted, and U. S.
Government Deposits of Weekly Reporting Member

Banks in 100 Cities Outside New York City
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R E S U R V E Y  O F  T H E  D I S T R I B U T I O N  O F  D E M A N D  D E P O S I T S

During the first seven months of this year, demand deposits 
of individuals, partnerships, and corporations for banks in the 
Second District increased at an average rate of a little more 
than 2 per cent a month. This rate of increase, for banks 
both in and outside New York City, was about the same as 
the average rate for banks in the country as a whole; in 1942, 
however, the increase for New York City was much smaller 
than that for either the Second District outside New York or 
the entire country.

Earlier this year, the Federal Reserve Banks made an 
exploratory survey of the distribution by type of owner, as 
of March, of the larger deposit accounts of individuals, partner
ships, and corporations. In the Second District 17 member 
banks participated. For the present study, as of July, 98 
banks in this District cooperated, and the study is far more 
comprehensive in coverage. The banks were chosen with a 
view toward achieving as representative a sample as possible, 
while confining the study within workable limits. An attempt 
was made to include banks of various size groups as well as 
geographic areas. While the sample included only 12 per cent 
of the 801 member banks in the District, those included held 
about 82 per cent of the demand deposits of individuals, part
nerships, and corporations of all the District member banks. 
The fact that member banks account for roughly 96 per cent 
of the deposits of all commercial banks in the District gives 
the sample added significance. The 98 reporting banks held 
nearly $14,000,000,000 in demand deposits of individuals, 
partnerships, and corporations. They classified only about 3 
per cent of their 1,327,000 accounts but the classified accounts 
comprised roughly two thirds of the dollar volume of their 
demand deposits of individuals, partnerships, and corpora
tions— some $9,000,000,000. The remaining one third repre
sent deposits which were smaller than the limits used for this 
report by the participating banks.

As indicated in Table I, three quarters of the total classified 
demand deposits in the 98 banks fell in the general category

Table I
Distribution, by Type of Owner, of Demand Deposits of Individuals,
Partnerships, and Corporations in 98 Banks in the Second Federal 

Reserve District, July, 1943

T y p e  o f  ow n er
D o lla r  

a m o u n t  
(In  m illion s)

P er  ce n t  
o f  to ta l 
c lassified

P er  cen t 
o f  to ta l 
d e p o s its

N o n fin a n c ia l busin ess 
M a n u fa c tu r in g  a n d  m in in g .................. 4 ,8 3 9 .5 5 2 .9 3 5 .1
P u b lic  u tilities , tra n sp o rta t io n , a n d  

c o m m u n ic a t io n ......................................... 1 ,1 0 9 .8 1 2 .1 8 .1
R e ta il a n d  w h olesa le  tra d e  a n d  dea lers 

in  c o m m o d it ie s ......................................... 6 3 1 .4 6 .9 4 .6
A ll o th e r  n on fin a n cia l bu sin ess, in 

clu d in g  co n s tru c tio n  a n d  serv ices . . 2 8 3 .5 3 .1 2 .0

T o t a l .................................................... 6 ,8 6 4 .2 7 5 .0 4 9 .8

F in a n c ia l b u s in e ss ............................................ 1 ,5 8 4 .4 1 7 .3 1 1 .5
N o n p ro f it  o r g a n iz a t io n s ............................... 1 3 5 .0 1 .5 1 .0
P e rs o n a l (in c lu d in g  fa r m e r s ) ..................... 5 6 7 .9 6 .2 4 .1

T o t a l  class ified  d e p o s i t s ............................... 9 ,1 5 1 .5 1 0 0 .0 6 6 .4
T o t a l  u n c la ssified  d e p o s i t s .......................... 4 ,6 3 3 .4 3 3 .6

T o t a l  d e m a n d  d e p o s its  o f  in d iv id u a ls , 
pa rtn ersh ip s , a n d  co r p o r a t io n s ........... 1 3 ,7 8 4 .9 1 0 0 .0

of nonfinancial business. Within this group, manufacturing 
and mining firms accounted for the bulk of deposits, and 
public utilities and wholesale and retail trade establishments 
owned most of the remainder. Financial business had about
17 per cent of the deposits classified by reporting banks, per
sonal accounts 6 per cent, and nonprofit organizations about
1 per cent. It must be borne in mind that limiting the classifi
cation to large accounts tends to overemphasize the importance 
of the balances of large industrial and financial organizations, 
and to minimize the importance of personal and small trade 
balances. A substantial part of the unclassified deposits prob
ably fall into the categories of personal and trade accounts.

The data in Table II show clearly the wide differences in 
the percentage distributions of classified deposits, both between 
banks of various size groups and between deposits of different 
size in any particular group of banks. As an example of the 
variation in the distribution of deposits from one size bank 
to another, column 5 of Table II reveals that nonfinancial busi
ness accounted for 81 per cent of the classified deposits of 
more than $100,000 in banks whose total deposits range from 
$10 millions to $50 millions; that financial accounts amounted 
to 16 per cent; and that personal accounts comprised 2 per cent. 
In contrast, nonfinancial establishments owned 75 per cent of 
similarly classified deposits in banks whose total deposits ex
ceeded $250 millions (column 7 ); financial accounts amounted 
to 18 per cent; and personal accounts to 6 per cent. The dis
tribution of accounts ranging from $10,000 to $100,000 shows 
similar variations between banks of different size.

Other interesting variations are apparent in the distribution 
of deposits of different size ranges within the same size banks. 
For example, in banks with deposits of less than $10 millions, 
42 per cent of all accounts between $3,000 and $10,000 were 
personal (column 1), while only 15 per cent of all accounts 
over $10,000 fell in this category (column 2). Manufactur
ing and mining accounts comprised only 8 per cent of all 
accounts between $3,000 and $10,000, but 41 per cent of the 
accounts over $10,000.

Among other conclusions that may be reached from this 
study, it would appear that, while significant differences occur 
in the distribution of deposits falling within a particular range 
in banks of varying size, even more important differences in the 
distribution of deposits are evident between accounts of differ
ent sizes in banks of the same size.

C h a n g e s  Be t w e e n  M a r c h  a n d  Ju l y

While the scope of the March survey was limited, figures 
for seventeen banks which reported for both March and July 
provide some basis for appraising changes that occurred 
between the two months in the distribution of deposits in 
identical banks. The data for accounts over $100,000 in New 
York City banks indicate a decrease between March and July 
of 25 per cent in the balances of insurance companies, and 
a reduction of about 28 per cent in the personal account
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Percentage Distribution, by Type of Owner, of Classified Demand Deposits of Individuals, Partnerships, and Corporations, 
According to Size of Accounts in Different Size Banks, Second Federal Reserve District, July, 1943

Table II

T y p e  o f  ow n e r

A c co u n ts  o f  
$ 3 ,000  to  $10 ,00 0

A c co u n ts  
o v e r  $10 ,000

A c co u n ts  o f  
$ 10 ,00 0  to  $10 0 ,0 00

A c co u n ts  
o v e r  $10 0 ,0 00

Size o f  b a n k  m ea su red  b y  ra n ge  o f  d e p o s its  in  m illion s  o f  d o lla rs

U n d er 10 
(1)

U n der 10 
(2)

1 0 -5 0
(3)

5 0 -2 5 0
(4)

1 0 -5 0
(5 )

5 0 -2 5 0
(6)

O v e r  250  
(7 )

M a n u fa c tu r in g  a n d  m in in g ................................................................. 8 .1 4 1 .1 2 7 .2 2 8 .2 5 3 .3 5 3 .7 5 3 .9
(a ) M e ta l m in in g  a n d  m e ta l m a n u fa ctu re s , in c lu d in g

m a ch in e ry  a n d  tra n sp o rta tio n  e q u ip m e n t ............. 1 1 .4 1 6 .1 3 7 .3 3 3 .0 3 2 .8
(b ) A l l o th e r  m a n u fa ctu rin g  a n d  m in in g ........................ 1 5 .8 1 2 .1 1 6 .0 2 0 .7 2 1 .1

P u b l ic  u tilities, tra n sp o rta tio n , a n d  co m m u n ica t io n s  . . . . 2 .0 6 .1 3 .8 2 .4 1 6 .8 1 4 .6 1 2 .3
R e ta il a n d  w holesa le  tra d e  a n d  dea lers in  co m m o d it ie s . . 2 8 .3 1 9 .2 2 2 .7 1 8 .5 8 .5 9 .8 6 .0
A ll o th e r  n on fin a n cia l busin ess, in c lu d in g  co n s tru c tio n

a n d  s e r v ic e s .............................................................................................. 1 0 .4 6 .0 8 .4 8 .2 2 .5 2 .8 2 .9

T o t a l  n o n fin a n c ia l........................................................... 4 8 .8 7 2 .4 6 2 .1 5 7 .3 8 1 .1 8 0 .9 7 5 .1

In su ra n ce  c o m p a n ie s ............................................................................... 3 .9 5 .8 2 .4 5 .7 7 .7
T ru s t  fu n d s  o f  b a n k s .............................................................................. 0 .3 3 .5 3 .0 4 .6
A ll  o th e r , in c lu d in g  in v e s tm e n t, lo a n , a n d  rea l esta te

busin ess, e t c .............................................................................................. 1 3 .5 9 .4 9 .7 3 .3 5 .5

T o t a l  f in a n c ia l ................................................................... 4 .9  . 9 .9 1 7 .7 1 5 .2 1 5 .6 1 2 .0 1 7 .8

N o n p ro f it  o r g a n iz a t io n s ........................................................................ 4 .1 3 .1 3 .6 3 .4 0 .9 2 .9 1 .3
P e r s o n a l .......................................................................................................... 4 2 .2 1 4 .6 1 6 .6 2 4 .1 2 .4 4 .2 5 .8

(a ) F a r m e r s ........................................................................................ 4 .3 1 .3
(b ) O th e r  p e rson a l a c c o u n t s .................................................... 3 7 .9 1 3 .3

T o t a l  classified  d e p o s i t s ........................................................................ 1 0 0 .0 1 0 0 .0 1 0 0 .0 1 0 0 .0 1 0 0 .0 1 0 0 .0 1 0 0 .0

balances. For the banks outside New York City two categories 
of classified deposits (in this instance deposits in excess of 
$10,000 or $25,000) declined— insurance companies (67 per 
cent) and nonprofit organizations (6 V2 per cent). Manu
facturing and mining accounts were enlarged by 15 per cent, 
trade balances increased 18 per cent, and the "all other” category 
of the financial business grouping rose 39 per cent.

The factors underlying the various changes in recent months 
are for the most part quite obvious: large purchases of 
Government bonds in April by insurance companies and 
wealthier individuals, the inability of manufacturing and trade 
establishments to replace inventories or use depreciation and 
other reserves, and the continued high levels of Government 
expenditures.

Many of the differences in the experience of the New York 
City banks and the banks outside New York City are doubt
less accounted for by the concentration of investment funds 
in New York City. Placing the lower limit of classified 
deposits at $100,000 for banks in New York City gives added 
weight to those types of accounts in which, at the time of 
the March survey, substantial accumulations were being car
ried in anticipation of the Second War Loan drive. Very 
heavy purchases of Government securities were made from 
these accounts during the Second War Loan, and it is apparent 
that, except in the manufacturing, mining, and construction 
category, they had not, by July, been fully replenished. Had 
the recent survey been made in the latter part of August—  
a date more comparable with the March survey in respect to 
a major war financing program— many of these balances 
might possibly have been restored to their March levels in 
anticipation of further large purchases of Government securi
ties during the Third War Loan drive.

SECURITY MARKETS
After a few weeks of relative inactivity, trading in the Gov

ernment security market increased in volume during the week 
ended September 15. The increased activity reflected purchases 
by commercial banks of substantial amounts of certificates and 
Treasury bonds from insurance companies, savings banks, and 
other corporations, which were obtaining additional funds for 
investment in new issues offered during the Third War Loan 
drive. Yields on intermediate term tax-exempt bonds and the 
longer maturities of certificates declined during this period, as 
a result of the commercial bank demand, which was stimulated 
by a sharp increase in excess reserves. Yields on long term 
tax-exempt and intermediate taxable bonds also declined 
slightly. After the middle of the month, the volume of trading 
diminished and yields on the longer maturities of certificates 
rose to levels prevailing early in the month, while other securi
ties remained virtually unchanged. Commercial banks con
tinued to show buying interest in the 3 V a  per cent Treasury 
bonds, which can be exchanged in October for new 2 per cent 
bonds; this interest was encouraged by reports on the success 
of the War Loan drive, which indicated that banks might be 
unable to fill their requirements through subscription to the 
two issues to be offered to commercial banks after the close of 
the drive.

Stock prices during September moved within narrow limits 
in a market slightly more active than in August. A  minor 
upward tendency that was present for a short time following 
the fifteenth of September leveled off toward the end of the 
month. Standard and Poors price index of 90 combined stocks 
rose about 2 V2 per cent over the month, with the percentage 
gains about equally distributed among rails, utilities, and in
dustrials. By late September, stock prices in general had re-
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covered about half of the decline which took place between 
July 14 and August 2, but they were still about 4 per cent 
below the July high.

Activity in the bond market also increased in September, 
with most of the increase taking place after the fifteenth of 
the month. Prices showed little net change for the month. 
Moody’s index of yields on high grade bonds stood at 2.71 per 
cent toward the close of September compared with 2.69 per 
cent at the end of August, while the Baa index of medium and 
lower grade bond yields rose slightly to 3.83 per cent. Stand
ard’s index of municipal bond yields, which had increased 
two points to 1.93 per cent in the week ended September 1, 
declined to 1.92 per cent on September 8 and remained at 
that level through September 29.

FOREIGN EXCHANGES
The largest fluctuation in New York foreign exchange rates 

during September occurred in the "free” quotation for the 
Swiss franc. The decline in this exchange, which had been in 
progress since early in July, was accelerated during the past 
month and by September 24 the rate had dropped about 4 Vi 
cents, or 14 per cent, from the level prevailing at the end of 
August, to be quoted at $0.2855, the lowest since April. In 
the last few days of the month, the quotation firmed slightly 
to close the month at $0.3000.

The Canadian dollar also tended lower in the unofficial 
market during September, especially in the early part of the 
month, when the rate declined from $0.9056Va on August 31 
to as low as $0.9012 Vi on September 8. This reaction, which 
brought the currency to the lowest level since the middle of 
June, was reported to have been due, at least in part, to either 
the actual or anticipated repatriation through the unofficial 
market of dividend and interest payments on American-held 
Canadian securities. Although these Canadian funds under 
normal circumstances would presumably be exchanged at the 
official rate, the unofficial quotation (even at the low of 
$0.9012V^), was above and, therefore, more attractive than 
the official rate of $0.9009, at which the Canadian control 
makes United States dollars available against Canadian dollars. 
Later in the month, the unofficial quotation rose slightly to 
close at $0.9018%. The only other appreciable fluctuation in 
Western Hemisphere rates occurred in the Cuban peso, which, 
after maintaining a level around par for about a month, ad
vanced on September 15 to a slight premium against the 
dollar.

PRODUCTION AND TRADE
Production and trade in August, after allowance for seasonal 

movements, showed little change from the preceding month, 
although seasonally adjusted output of several major industries 
continued to rise. Daily average production of steel increased
2 Vi per cent, and of pig iron 6 per cent. Output of crude 
petroleum is estimated to have been the highest of any month 
on record.

The War Production Board announced that munitions manu
facturing showed a 4 per cent gain in August, with notable 
increases in the completion of naval vessels and the production 
of certain types of artillery and signal equipment. Deliveries 
of airplanes totaled 7,612, compared with 7,373 in July, and 
the trend was toward heavier models. Electric power pro
duction rose still further above the record high levels already 
attained.

Among those industries showing declines during August 
were anthracite coal mining and residential building. Rayon 
deliveries also decreased and were the smallest since Novem
ber, 1942. Since June daily average cotton consumption has 
fallen progressively below the levels of 1942, and in August 
was 13 per cent less than a year earlier. During the summer 
months temporary shutdowns to allow for repairs were re
ported by many textile mills; and output, especially that of 
mills in the South, was affected by difficulties in replacing 
draftees, and workers who left for more highly paid jobs in 
war industries.

The volume of retail distribution was about the same in 
August as in July. After allowance for seasonal factors, de
partment store sales remained unchanged, and sales of gro
cery and variety chains declined 1 and 2 per cent, respectively, 
while sales of mail order houses advanced 3 per cent. A  less 
than seasonal expansion in ton miles of railway freight is 
indicated for August by preliminary estimates based on cat 
loadings and freight revenues.

Reports that are now available for recent weeks indicate 
that output of certain important industries has been rising 
above August levels. In the last week of September the rate 
of operations at steel mills reached 100.8 per cent of estimated 
capacity, which was equivalent to a weekly production ol

1942 1943

August June July August

Indexes of Production and Trade*
(100 =  estimated long term trend)
Index of Production and Trade. J.v----- - 120 123 127p 127p

Production................................................. 128 132 133p 133p

Producers’ goods— total...................... 160 166 166p 166p
Producers’ durable goods............... 191 194 194p 195p
Producers’ nondurable goods......... 126 133 133p 133p

Consumers’ goods— total.................... 88 85 88p 89p
Consumers’ durable goods............. 39 30 27 p 26 p
Consumers’ nondurable goods. . . . 104 104 108p IlOp

Durable goods— total.......................... 146 146 145p 145p
Nondurable goods— total................... 113 116 118p 119p

Primary distribution................................ 135 151 165p 164p
Distribution to consumer....................... 91 82 8 5p 84p
Miscellaneous services............................. 129 165 170 p 17 lp

Cost of Living, Bureau of Labor Statistics
(100 — 1935-39 average)............................. 118 125 124 123p

Wage Rates
(100 — 1926 average)................................... 140 152 153p

Velocity of Demand Deposits* 
(100 =  1935-39 average) 68New York City............................................. 71 71 68
Outside New York City.............................. 87 75 76 77

p Preliminary. * Adjusted for seasonal variation.
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1,756,900 net tons of steel ingots and castings. This jfigure 
was the highest weekly output ever recorded by the American 
Iron and Steel Institute. Production of crude petroleum in 
the first three weeks of the month averaged about 3 per cent 
above the high figure attained in August; and daily average 
output of bituminous coal rose to an estimated 2,018,000 net 
tons— approximately 97 per cent of the daily average for the 
prestrike month of March.

EMPLOYMENT AND PAYROLLS

A decline in the civilian labor force occurred as usual be
tween July and August; the decrease, according to reports of 
the Bureau of the Census, amounted to 600,000 persons and 
was accounted for primarily by the withdrawal of men and 
women under 20 years of age. Total employment also dropped, 
from an estimated 54,300,000 persons to 53,900,000, and for 
the first time since the United States entered the war was 
below the level of the preceding year. Farm employment fell 
slightly below the July peak but the movement was seasonal. 
For the nonagricultural industries, which usually show net 
additions to their working forces at this time of year, the 
Bureau of Labor Statistics reported that declines took place in 
August, and that all industrial divisions with the exception of 
manufacturing shared in the reduction. Sizable increases 
occurred in the number of wage earners employed in such 
manufacturing industries as aircraft and automobiles.

Factory employment in New York State, like that in the 
entire country, increased slightly between July and August. 
The rise of 0.4 per cent in the State Labor Departments index 
reflected chiefly seasonal increases in the apparel industry of 
New York City and in the food manufacturing and munitions 
industries of Rochester and Syracuse. Employment in Buffalo 
declined 2.3 per cent but payrolls expanded 2.8 per cent; in 
Utica the drop in employment amounted to 2.6 per cent and 
the increase in payrolls to 1.3 per cent.

With manpower shortages becoming increasingly serious in 
some industries, especially in the West Coast aircraft factories, 
and with a proposed quota of 1,220,000 men for the armed 
services during the last four months of the year, the proper 
allocation of labor was the subject of considerable discussion 
during August and September. A  report of August 19 by 
Bernard Baruch to James F. Byrnes, Director of War Mobiliza
tion, urged among other things that stricter control of labor be 
instituted in the West Coast areas by means of a system of labor 
priorities and the setting up of a labor budget plan. As a result 
of the Baruch report, the War Production Board and the War 
Manpower Commission in September adopted a plan to 
channel all hiring of workers in the Pacific Coast area through 
the United States Employment Service; the Service in turn 
will distribute the available labor supply according to ’ produc
tion urgency” ratings established for individual plants by the 
Board and the Commission.

The Coal Mines Administration announced that a total of 
930 mines had been returned to private control by Septem
ber 24, and estimated that the annual output of these mines 
equaled about 35 per cent of this year’s requirements.

FURNITURE STORE TRADE

Sales of reporting furniture stores in this District during 
August were 7 per cent above the corresponding month last 
year but 26 per cent below August, 1941, when a general wave 
of retail buying had appeared. The percentage increases, over 
a year ago, reported during the last four months canceled the 
declines shown from January through April and sales for the 
year through August showed no change from those in the first 
eight months of 1942; they were, however, 12 per cent below 
the corresponding 1941 period. As in the other months this 
year, August sales of New York City furniture stores were 
above the average for the District. They exceeded those in 
August, 1942 by 16 per cent, and for the first eight months 
of this year they were 5 per cent above those in the correspond
ing period a year ago.

The proportion of furniture sold on credit appears to have 
shown no important change since May. In each of the four 
months through August furniture stores have reported that 
about 83 per cent of their sales were made on credit. Two 
years ago, in August, 1941, furniture stores reported that credit 
sales amounted to 89.5 per cent of total sales. Reflecting 
principally increased individual incomes and the consumer 
credit regulations, this percentage had declined to 82.3 by

Furniture Store Sales, Stocks, Receivables, and Collections, August, 1943 
compared with August, 1942, Second Federal Reserve District

Locality

New York City.............................
Northern New Jersey.................

Newark.....................................
W  estchester-Fairfield..................
Hudson River Valley..................
Central New York State............

Syracuse.....................................
Northern New York State.........
Southern New York State..........

E lrm ra .................................................
Western New York State...........

Buffalo........................................
Rochester...................................

Total outside New York City

Total Second District.. . .

Percentage change from the preceding year

Total

+  16
—  4 
—11 +11
—  4 
+  3 
+  7 
+17  
— 27 
— 30
—  4 
+  3 —11
—  3

+  7

Stocks 
on hand*

— 32
— 31
— 40

— 30

— 31 
— 35 
— 35 
— 42 
—21
— 33

Accounts
receivable*

— 33 
— 42 
— 47 
— 19 
— 38 
— 30 
— 29 
— 39 
— 44 
— 45 
— 32 
— 29 
— 34

— 35

— 34

e j e c 
tions

—  9 
— 17 —20 
+  3 
— 23 
— 14
—  9

— 28
— 31
— 18
—20
—22

-17

-12

Total District New York City
Outside 

New York City
Item

August,
1942

August,
1943

August,
1942

August,
1943

August,
1942

August,
1943

Credit sales as per cent 
of total sales.............. 82.3 83.0 82.0 83.2 82.7 82.7

Stocks on hand, end of 
month, as ratio to 
month’s sales............. 8.2 5.1 9 .3 5.4 6.5 4.5

Collections, exclusive of 
down payments, as 
per cent of receiv
ables, first of month. 12.8 15.5 11.9 14.7 14.5 17.1

* End of month.
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August, 1942 and in December of that year it dropped to a 
low point of 79.4 per cent.

Stocks on hand at the close of August were unchanged from 
those in July. They represented 5.1 months’ supply at the 
August rate of sales, against 8.2 months’ supply a year earlier. 
The peak in furniture store inventories was reached in August 
last year; since then stocks have declined 32 per cent, to 
approximately the August, 1941 level.

Collections during August amounted to 15.5 per cent of 
accounts outstanding at the close of July; for four months this 
ratio has remained practically unchanged. Accounts receivable 
declined 3 per cent during August, and as the month ended 
they were 34 per cent below those a year earlier.

DEPARTM ENT STORE TRADE
Although department store sales in this District apparently 

increased between August and September by slightly less than 
the usual seasonal amount, they still remained at a high level. 
During the four weeks ended September 25, department store 
sales were about 5 per cent greater than in the corresponding
1942 period, and apparel store sales in New York City showed 
an increase of 27 per cent. Apparel buying continued to be 
the principal factor contributing to the high level of depart
ment store sales.

Department and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from the Preceding Year

Locality Net sales

Stocks on
Jan. through hand

Aug., 1943 Aug., 1943 Aug. 31, 1943

Department stores, Second District... . +  2 +  6 — 23
New York City...................................... +  3 +  8 — 25
Northern New Jersey............................ —  8 —  2 — 31

Newark........................................ —10 —  1 — 34
Westchester and Fairfield Counties. . —  5 —  2 —22

Bridgeport........................................... —11 —  4 — 28
Lower Hudson River Valley............... +  7 +  4 —  2

Poughkeepsie...................................... +  9 +  6 —
Upper Hudson River Valley............... —  3 —  1 0

Albany................................................. —  4 —  6 —
Schenectady........................................ 0 +  6 +  2

Central New York State..................... +  8 +12 —10
Mohawk River Valley. ................. +  1 +13 — 17

Utica................................................. —  2 +12 —

Syracuse............................................... +12 +11 —  7
Northern New York State.................. +  2 +  4 —
Southern New York State................... +  3 +11 +  3

Binghamton........................................ +  7 +16
Elmira.................................................. —11 —  4 —

Western New York State..................... +  6 +11 —12
Buffalo.................................................. +10 +13 —  7
Niagara Falls...................................... +13 +32 —  1
Rochester............................................. +  2 +  8 —22

Apparel stores (chiefly New York City) +16 +21 —  2

Indexes of Department Store Sales and Stocks, Second Federal Reserve 
District (1923-25 averages!OO)

Item
1942 1943

Aug. June July Aug.

Sales (average daily), unadjusted................. 94r 110 91 95
Sales (averagedaily), seasonally adjusted... 123 115 128 126

Stocks, unadjusted........................................... 165r 104 106r 123
Stocks, seasonally adjusted............................ 169r 109 117r 127

r Revised.

P E R  C E N T

Indexes of Sales and Stocks of Reporting Department Stores in the 
Second Federal Reserve District, Adjusted for Seasonal Variation 

(1923-25 averageslOO per cent)

In August, department store sales for the District were 2 per 
cent above the high level of August, 1942, and apparel store 
sales increased 16 per cent. For the past year the demand for 
better grade merchandise has been showing a marked rise. 
Main store sales for the first eight months of this year advanced 
8 per cent above those in the corresponding 1942 period, as 
contrasted with a decline of 2 per cent in basement store sales.

The fluctuations in seasonally adjusted indexes for depart
ment store sales and stocks in this District during the past 
several years are shown on the accompanying chart. The peak 
months for sales are clearly evident, February, 1943 being the 
highest. After that month sales declined until April, and then 
showed little change until July when a new upturn appeared. 
While seasonally corrected sales in August were below the July 
level, the change was not large. The August index was 10 per 
cent above the April-June level, but 9 per cent below the peak 
of last February. Stocks on hand reached a record high level 
in July, 1942, and then declined without interruption through 
April of this year. Since then month-to-month increases have 
occurred; the August figure was 28 per cent above the April 
low, but 26 per cent below the peak for July, 1942.

Among the Federal Reserve Districts the increases in sales 
during the first eight months of this year, as compared with 
the corresponding period of 1942, have differed widely. The 
rise of 6 per cent for the New York District was the smallest 
reported; sales in the Philadelphia District rose 7 per cent; and 
those in Boston, 9 per cent. Districts showing the largest in
creases were Atlanta (30 per cent), Kansas City (31 per cent), 
and Dallas (41 per cent). For the country as a whole the gain 
amounted to 15 per cent.

Returns from a limited number of department stores in this 
District indicate that at the end of August outstanding orders 
for merchandise purchased by the stores but not yet delivered 
to them were 10 per cent below those at the end of July, but 
still more than IVz times as large as on August 31, 1942.
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General Business and Financial Conditions 
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity and war expenditures were maintained in August at a high level. 
Commodity prices showed little change. Retail trade continued in large volume.

In d u s t r ia l  Pr o d u c t io n

Output of manufactures and minerals showed little change in August and the Board’s 
seasonally adjusted total index of industrial production remained at the July level. Produc
tion of durable manufactures increased. Output of iron and steel continued to advance and 
reached the peak levels achieved earlier this year. There were further slight increases in 
activity at war plants in the transportation equipment industries. Output of other durable 
products showed little change.

Production of nondurable goods declined in August, reflecting further decreases in 
output of textile, leather, and food products. Cotton consumption in August was about 
15 per cent lower than the same period a year ago and was at the lowest level since the 
beginning of 1941. Leather output has also declined in recent months and is currently 
close to prewar levels. Activity at meatpacking plants showed the usual seasonal decline 
in August but preliminary figures indicate that output was about one-fifth larger than a 
year ago. Output of most other manufactured foods declined somewhat further. Produc
tion of petroleum, coke, and rubber products continued to advance in August while chemical 
production showed little change. Production of crude petroleum continued to rise and in 
August was in the largest volume on record. Lake shipments of iron ore likewise reached 
a record level. Production of coal and metals was maintained in large volume.

D is t r ib u t io n

Department store sales continued large in August and the first half of September. 
Increases during this period were less than seasonal, however, following maintenance of 
sales at a comparatively high level during July. For the year to date value of sales at 
department stores has been about 13 per cent greater than in the corresponding period last 
year, reflecting in part price increases. Inventories at department stores have increased in 
recent months and are now somewhat higher than at the beginning of this year, indicating 
that receipts of new merchandise have been in excess of the value of goods sold.

Total carloadings were maintained in large volume during August and the first half 
of September. Shipments of grain showed a less than seasonal decline from the peak 
reached in July and were one-fifth larger than August a year ago.

Co m m o d it y  Prices

The general level of wholesale commodity prices continued to show little change in 
August and the early part of September. Prices of lumber and newsprint were increased, 
while prices of fruits and vegetables showed further seasonal declines.

In retail food markets prices of apples and fresh vegetables decreased further from 
mid-July and mid-August. The Bureau of Labor Statistics cost of living index declined 
one-half of one per cent as decreases in foods were partly offset by small increases in 
retail prices of other goods and services.

A g r ic u l t u r e

General crop prospects declined slightly in August according to official reports. The 
forecast for corn production was raised by 3 per cent to almost 3 billion bushels, while 
prospects for other feed crops declined. Production of cotton indicated on September 1 
was 11.7 million bales as compared with a crop of 12.8 million last season. Milk produc
tion in August was estimated to be 2 per cent smaller than output a year ago, while 
marketings of most other livestock products continued in larger volume than last year.

Ba n k  Cre d it

In mid-September excess reserves of member banks rose sharply to about 2 billion 
dollars from the average level of about 1.1 billion which had prevailed in the latter part 
of August and early in September. This increase was due in part to the fact that the 
Treasury was making disbursements out of temporary borrowing from Reserve Banks 
on special certificates in anticipation of tax collections and receipts from the Third War 
Loan Drive. It also reflected in part a substantial decrease in required reserves at the 
middle of the month when funds from individual and corporate deposits were transferred 
to Government loan accounts which are not subject to reserve requirements. During the 
four weeks ended September 15 the Reserve System holdings of Government securities 
increased by about 1 billion dollars in addition to the special certificates taken direcdy 
from the Treasury. Most of the increase was in the form of Treasury bills sold to the 
Reserve Banks with sellers retaining the option to repurchase. Over this four-week 
period currency in circulation increased by about 560 million dollars to a total of 18.8 
billion outstanding.

In the last two weeks of August and the first week of September, reporting member 
banks in 101 leading cities showed a net decline in security holdings as a result of the 
sale of bills to the Reserve System. In the week ended September 15, however, some non
banking holders sold securities to the banks in anticipation of purchases during the Drive, 
and bank holdings also increased through repurchase of bills from the Reserve System.

Commercial loans, which had expanded by 100 million dollars in July and in August, 
increased by 250 millions during the week ended September 15. This increase in com
mercial loans was shared by both New York and other reporting member banks. In the 
week ended the 15th, loans to brokers and dealers in NewT York City increased 370 million 
dollars, most of which was for purchasing and carrying Government securities, and there 
was also an increase in loans on securities to others.
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Through the intensive sales efforts of the reconstituted War 
Finance Committee organization, building upon experience 
gained during the campaigns of December and April, the 
Third War Loan, which officially came to an end October 2, 
attained a new high mark for the major loan drives. Sales 
of bonds and other securities to nonbanking investors (exclud
ing Federal agencies which acquired $630,000,000) reached 
$18,313,000,000 in comparison with the objective of $15,000,- 
000,000 and a corresponding total for the Second War Loan 
drive of $13,085,000,000. The results of the Third drive are 
summarized and compared with those of the first two in a 
separate article in this Review.

The total sales credited to the Second Federal Reserve Dis
trict under the Third War Loan drive, $6,334,000,000, made 
up 35 per cent of the aggregate sales to nonbanking investors 
exclusive of purchases for Government trust accounts. The 
corresponding totals and proportions were $5,295,000,000 and
40 per cent for the Second War Loan drive, and $3,814,000,000 
and 50 per cent for the First drive. The fall, from one War 
Loan drive to the next, in the proportion of sales credited to 
the Second District is not, however, an accurate measurement 
of a lessened relative degree of reliance upon the Second Dis
trict in Government war financing, for two reasons: net 
transfers to other districts of credits for subscriptions entered 
and paid for here have increased sharply from one drive to 
the next; and the net outflow of commercial and financial funds 
from New York City prior to and during the course of the 
Third drive, apparently associated in considerable part with 
transfers of funds to other localities for the purpose of enter
ing subscriptions elsewhere, was far greater than the outflows 
occurring in connection with either the First or Second War 
Loan drives. Net withdrawals of commercial and financial 
funds from New York City between August 18, three weeks 
prior to the opening of the Third War Loan, and October
6, a few days after its close, amounted to approximately 
$1,400,000,000. Taking these factors into account— transfers 
of credits and transfers of funds— it is fair to say that, while 
a definite improvement in the geographical distribution of 
Government security sales has occurred, the proportion of 
nonbanking investors’ funds actually coming out of the Second

Federal Reserve District in connection with the War Loan 
drives has not declined in the degree indicated by the reduc
tion in the percentage of sales credited to the District.

The proportion of Government securities taken by com
mercial banks in this District, on offerings made to banks, 
has shown no definite tendency to decline. Allotments to 
banks in this District of classes of Government securities 
other than Treasury bills generally amount to 30 to 35 per 
cent of the allotments to banks throughout the country.

As a result of the Third War Loan drive and the subse
quent sales of securities to commercial banks, it is estimated 
that the Treasury will have sufficient resources to cover its 
expenditures, other than for redemption of maturing obliga
tions, until the early part of 1944. The Governments require
ments for cash from borrowing have shown a definite tendency 
to flatten out in recent months, as a result of at least a tem
porary cessation of the sharp month-to-month increases in war 
expenditures and enlarged tax receipts under the Current Tax 
Payment Act. Unless there is a further considerable rise in 
expenditures, or unless tax revenues fail to come up to present 
expectations, it appears that the maximum rate of need for 
Treasury borrowing may have been reached.

The payments for the securities sold under the Third War 
Loan were made in predominant part by means of credits to 
War Loan deposit accounts on the books of qualified deposi
tary institutions. From $3,691,000,000 on September 8, War 
Loan account deposits were brought up to a record total of 
$19,349,000,000 on October 16.

Total credits to the War Loan accounts, including book 
credit payments on October 15 for the 2 per cent bonds and 

per cent certificates of indebtedness offered to commer
cial banks outside of the drive, reached $17,250,000,000 over 
this period. Repayments from the War Loan accounts 
amounted to only about $1,600,000,000 between September 8 
and October 16, inasmuch as the need for withdrawals was 
limited by quarterly income tax collections, cash payments for 
securities sold under the drive (payments continued to flow 
to the Treasury up to the middle of October), and cash pay
ments on the October 15 offerings to banks. Regular calls 
on the War Loan deposit accounts were resumed October 18
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Need for Cash from Public Borrowings 
(In billions of dollars)

Period
Withdrawals from 
War Loan deposit 

accounts

Net cash pay
ments for Govern

ment securities

Decrease in Treas
ury deposits with 
Federal Reserve 

Banks* Total

19421st quarter 0.7 2.9 0.6 4.22nd “ 4.2 5.2 0 9.4
3rd “ 5.5 7.5 0 . 4 12.6
4th “ 4.8 10.8 0 . 1 15.5

19431st quarter 6.8 6.1 0.7 13.62nd “ 9.7 5.9 0 . 4 15.2
3rd “ 8.9 4.6 0 . 8 13.2

^Figures in italics represent increases in Treasury deposits.

and at the end of the month the balance in these accounts 
amounted to approximately $17,300,000,000.+

Of the total of $19,349,000,000 in the War Loan deposit 
accounts on October 16, $8,360,000,000, or 43 per cent, 
was on deposit in the Second Federal Reserve District, and 
$7,413,000,000, or 38 per cent, was on deposit in New York 
City. As indicated in an accompanying table, the propor
tion of War Loan account deposits in New York City was 
somewhat smaller on October 16 than it had been at the 
close of the Second War Loan drive and considerably smaller 
than at the close of the first, but the proportion is still high 
enough to indicate that the New York money market will 
continue to be faced with substantial losses of funds to other 
localities through receipts by the Treasury (including War 
Loan account withdrawals) from the New York City banks 
and their customers in excess of the volume of Treasury checks 
placed on deposit with these banks. The lessened proportion

Distribution of War Loan Account Deposits at Close of War Loan Drives

First drive 
January 6, 1943*

Second drive 
May 15, 1943*

Third drive 
October 16, 1943*

Millions 
of dollars

Per cent of 
U, S. total

Millions 
of dollars

Per cent of 
U. S. tota -1

Millions 
of dollars

Per cent of 
U. S. total

New York City............... 4,417 53.8 5,321 41.6 7,413 38.3
Other Second District.. . 384 4.7 705 5.5 947 4.9

Second Federal Reserved
District......................... 4,801 58.5 6,026 47.1 8,360 43.2

Other Districts................ 3,405 41.5 6,764 52.9 10,989 56.8

Total............................. 8,206 100.0 12,790 100.0 19,349 100.0

* Dates used are those when War Loan account deposits reached their maximum 
following the official close of the drive.

of War Loan account deposits held in New York City is 
partly the effect of some improvement in the geographical 
distribution of Government security sales, and partly the effect 
of a more general use of book credit payments, and a lessened 
use of cash payments, in other sections of the country.

t  On October 18 it was announced that the Treasury Department had 
decided to continue the method of making calls upon War Loan 
depositaries as established May 10 at the close of the Second War 
Loan drive. For "Group A” depositaries, those having War Loan 
balances of $300,000 or less at the close of business October 15, a 
schedule of repayments running through January 5, 1944 has been 
issued, calling for six repayments of approximately equal size spaced 
at two week intervals. Calls on depositaries having War Loan bal
ances of more than $300,000 at the close of business October 15, 
classed in "Group B”, would be issued in the same manner as 
heretofore.

While it would appear likely that banks in New York City 
will show further net losses of funds through Treasury opera
tions over the next few months, an inflow of commercial and 
financial funds began toward the end of October, apparently 
associated with the sale to investors in other localities of 
securities purchased by dealers in the City during the War 
Loan drive and a replenishment by insurance companies and 
other corporations of their New York deposit balances, which 
were sharply drawn down for the purpose of purchasing 
Government securities during the War Loan drive.

M ember Ba n k  R eserve Positions

Excess reserves of all member banks, which had risen from 
$1,110,000,000 on August 25 to $2,050,000,000 September 15, 
and which still amounted to $1,810,000,000 on September 29, 
dropped back during October and on the 27th were down to 
$1,060,000,000. The principal factors tending to reduce mem
ber bank excess reserves during the four weeks ended October 
27 were an increase of approximately $700,000,000 in reserve 
requirements and a $272,000,000 further rise in currency 
circulation. Federal Reserve Banks’ holdings of Govern
ment securities showed a net increase of $123,000,000 over 
the four weeks’ period. Holdings of certificates of indebted
ness by the Reserve Banks were enlarged to the extent of 
$224,000,000 as the Federal Reserve Open Market Account 
operated to correct a condition of temporary oversupply of 
certificates nearing maturity. Treasury bill holdings, fluctuat
ing irregularly from week to week as banks adjusted their 
reserve positions through bill purchases and sales, were reduced 
$115,000,000 net between September 29 and October 27.

During the first half of October the central reserve city 
banks of New York continued to lose reserve balances through 
an outward movement of commercial and financial funds, but

Changes in Holdings of Government Securities 
by the Weekly Reporting Member Banks 

(In millions of dollars)

Week ended Bills Certificates Notes Bonds Guaranteed Total

New York City

—  98 —  8 —  21 +  31 +  4 —  92
—  15 +  13 +  14 —  12 +  9 +  9
+332 +206 +  18* +  98 +  9 +663
+  43 —  21 —  9 +  25 +  24 +  62
—  63 —  5 +  2 +  43 +  17 —  6
—  37 _ _  5 0 +  17 +  3 —  22

Oct. 13............... +177 —  42 +  6 +  22 0 +163
Oct. 20............... +235 +365** —  4 +254** —  1 +849

100 Other Cities

—  56 +  10 +  24 +  6 —  1 —  17
+  61 +  9 +  25 +  8 +  1 +  104
+365 +247 _  7* +  103 0 +  708

Sept. 22............... +  44 +  159 +  14 +  85 —  1 +  301
+  69 +  125 +  17 +  59 —  1 +  269

—112 +  54 +  8 +  76 +  1 +  27
Oct. 13............... +197 +  32 +  3 +  88 0 +  320
Oct. 20............... +  60 +546** 0 +534** —  5 +1135

* On September 15, $279,000,000 of 1 per cent Treasury notes matured and were 
paid off.

** Reflects the allotment to commercial banks of new issues of 7A per cent certifi" 
cates of indebtedness and 2 per cent bonds on October 15.
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the rate of outflow was much diminished and during the second 
half of the month there was a moderate inward movement. 
Meanwhile, the limited withdrawals from War Loan account 
deposits, together with other receipts, fell considerably short 
of the volume of Treasury checks placed on deposit with the 
New York banks, and the banks gained funds which enabled 
them to build up their holdings of Treasury bills until October 
20, after which a moderate reduction occurred. Treasury bill 
holdings of the weekly reporting member banks of New 
York City rose from $1,229,000,000 on September 29 to 
$1,604,000,000 on October 20, but fell back a week later to 
$1,539,000,000.

MEMBER BANK CREDIT
Total loans and investments of the weekly reporting mem

ber banks in 101 leading cities rose $3,334,000,000 between 
September 22 and October 20. Since September 8, just prior 
to the opening of the Third War Loan drive, the increase 
has amounted to $6,600,000,000, even more than the 
$5,400,000,000 expansion which had occurred between the 
end of 1942 and September 8 of this year. About one third 
of the increase after September 8 represented a rise in loans, 
while in the earlier period total loans showed a net decline.

Considerably more than half of the increase in investments 
for the four weeks’ period ended October 20 represented bank 
purchases on October 15 of the new offering of Vs per cent 
certificates of indebtedness and the reopened 2 per cent bonds 
of the Third War Loan drive. Reporting member banks in 
New York City took roughly $600,000,000 of these new 
issues, of which about $350,000,000 were certificates, while 
banks in the 100 other cities purchased approximately 
$1,080,000,000, fairly evenly divided between certificates and 
bonds. The reporting banks in New York and the other 
centers also continued to add to their Treasury bill holdings, 
and to make market purchases of already outstanding Gov
ernment securities. The New York City banks increased
BILLIONS OF DOLLARS
10|-------------------------------------------------------------------------------------

8 -------------------------------------------------------------------------------------

1941 1942 1943
Loans and Investments Other Thau U. S. Government Securities

of Weekly Reporting Member Banks
in New York City

their bill portfolios $312,000,000 and purchased about 
$80,000,000 of outstanding Treasury bonds and $19,000,000 
of guaranteed obligations, but were net sellers of about 
$50,000,000 of outstanding certificates of indebtedness. Re
porting banks in other cities augmented their Treasury bill 
holdings by $214,000,000, and made net market purchases of 
certificates and bonds amounting in each case to more than 
$200,000,000.

Total loans of reporting member banks rose almost 
$640,000,000, net, during the four weeks ended October 20. 
The expansion in loans was to a large extent associated with 
the increase during the Third War Loan drive in the volume 
of loans for purchasing or carrying securities, as shown on 
the accompanying charts. From September 8 to October 6, 
such loans of reporting banks in New York City rose 
$1,045,000,000, compared with an increase of $850,000,000 
during the Second War Loan drive (April 14 to May 5). 
Outside New York also, the increase during the Third War 
Loan drive in loans to finance the purchase of securities was 
much larger than during the Second drive. Between Sep
tember 8 and October 6 the rise amounted to $621,000,000, 
while between April 14 and May 5 an expansion of only 
$185,000,000 occurred.

At the same time, commercial, industrial, and agricultural 
loans, which have been increasing gradually since June, 
accelerated their rise. From June 30, the low of the year, to 
October 20 such loans for the weekly reporting banks in 100 
cities outside New York rose $567,000,000, recovering nearly 
half the decline which had occurred between March, 1942, 
and June of this year; for New York banks the increase from 
the low level of last June and July, amounting to about 
$250,000,000, was equivalent to a recovery of one third of 
the previous decline. The recent expansion of commercial, 
industrial, and agricultural loans has been due to a variety 
of factors. Part of the increase, during the Third War Loan 
drive, reflected seasonal loans to finance the movement and
BILLIONS OF DOLLARS

Loans and Investments Other Than U. S. Government Securities of
Weekly Reporting Member Banks in IOO Leading

Cities Outside New York City
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storage of crops, part apparently has been due to further bor
rowings by war contractors, and part may have been due to 
unsecured loans to corporations to finance subscriptions to new 
Treasury securities.

Reflecting payments by customers for the new securities 
sold during the War Loan drive, adjusted demand deposits 
continued to decline through the statement week ended Octo
ber 6. Although some recovery occurred after October 6, 
largely as a result of Government disbursements, such deposits 
on October 20 were about $4,900,000,000 below the pre
drive peak of September 8. Government deposits of the 
weekly reporting member banks continued to expand during 
the four weeks ended October 20 as a result of book credit 
payments for new issues of Government securities sold to 
nonbanking investors during the Third War Loan drive and 
to commercial banks on October 15. For the reporting banks 
in 101 leading cities Government deposits rose $3,306,000,000 
to $13,470,000,000 during the four weeks’ period.

DISTRIBUTION OF TREASURY BILLS

Treasury bill holdings of the weekly reporting member 
banks of New York City reached their maximum, of 
$2,373,000,000, on June 16 of this year as indicated in an 
accompanying chart, and holdings by all other banks and 
investors (exclusive of Federal Reserve Banks) were also at 
a maximum, $6,626,000,000, on June 16. Between June 16 
and September 8, just prior to the opening of the Third War 
Loan drive, bill holdings of the weekly reporting member 
banks showed a net contraction of $2,234,000,000 to 
$3,570,000,000 as banks, most particularly in New York City, 
met increased needs for reserves through net sales of Treasury 
bills to the Federal Reserve Banks. Total Treasury bill holdings 
of the Federal Reserve Banks increased from $2,460,000,000

J A S  O N  D J F M A M J J  A S O N  D 
‘ 1942 1943

Outstanding Treasury Bills, Classified as to Ownership

to $5,852,000,000, or $3,392,000,000 over the June 16-Septem- 
ber 8 period. At the same time, banks outside the weekly 
reporting member bank group and other investors added 
$433,000,000 net to their holdings, largely reflecting tempo
rary investments in Treasury bills in anticipation of the Third 
War Loan drive.

Associated with the reduction in bank reserve requirements 
which occurred during the drive, the weekly reporting member 
banks enlarged their holdings of Treasury bills by about 
$1,300,000,000 between September 8 and October 20. These 
bills were acquired, directly or indirectly, from Federal Reserve 
Bank holdings to the extent of $663,000,000 and from banks 
outside the weekly reporting group and other investors to the 
extent of $638,000,000. The total volume of Treasury bills 
outstanding has remained unchanged at $13,000,000,000 since 
September 8.

SECURITY M ARKETS

Trading in Government securities diminished in October 
with the close of the Third War Loan drive and with the 
reduction in selling by investors to obtain additional funds 
for investment in new issues offered in the drive. Prices and 
yields remained firm during the first week of the month, but 
prices declined slightly in the following week when announce
ment of allotments to commercial banks was made and trading 
in the new issues offered during the drive began. All three 
of the new issues were immediately quoted at fractional pre
miums on the first day of trading. After the middle of the 
month, prices of Government securities fluctuated only slightly 
and showed little net change through the month end. At the 
close of the month, yields on long term tax-exempt and inter
mediate taxable bonds were a little higher than at the begin
ning while other bonds were virtually unchanged. Yields on 
certificates of indebtedness tended to decline, especially the 
yields on the shorter maturities which had become out of line 
with the general structure of short term rates on Government 
securities during September.

As in the two preceding months, stock trading on the New 
York Stock Exchange during October was slow and prices 
moved irregularly. After October 1, stock prices declined 
for several days, but the major portion of this loss was recov
ered during the remainder of the month. At the end of 
October, Standard and Poor’s index of 90 combined stocks 
was about 1 per cent lower than a month earlier.

Activity in the corporate bond market increased during 
October and bond prices in general advanced, with medium 
and lower grade railroad bond prices registering the greatest 
gains. Moody’s index of yields on Aaa corporate bonds de
clined from 2.71 to 2.69 per cent, and the index of yields on 
Baa bonds from 3.83 to 3.81 per cent. Standard’s index of 
municipal bond yields declined from 1.92 per cent on Sep
tember 29 to 1.86 per cent on October 20, a record low for 
the index, and remained at that level on October 27.
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R E S U L T S  O F  T H E  T H I R D  W A R  L O A N  D R I V E

On October 18, the Treasury announced in a final report 
that sales in the Third War Loan drive totaled $18,313,000,000 
(excluding $630,000,000 to Federal agencies and trust ac
counts, which were not included in the $15,000,000,000 
quota). The amount realized was substantially in excess of 
sales to nonbanking investors, other than Federal agencies, in 
either the Second or the First War Loan drive, when receipts 
from such investors were $13,085,000,000 and $7,591,000,000, 
respectively.

Individuals and nonfinancial corporations accounted for 
most of the increase over the previous drive. Particular em
phasis had been placed on selling the greatest possible amount 
to individuals in order to absorb funds which might other
wise be spent for goods and services, and, as the accompanying 
table indicates, the increase in sales to individuals was pro
portionately greater than the increases in sales to most other 
classes of investors and investing institutions. A goal of 
$5,000,000,000 had been set for sales to individuals*, including 
$3,000,000,000 of Series E bonds. The over-all goal was 
exceeded as individuals subscribed a total of $5,377,000,000 
as compared with $3,290,000,000 and $1,593,000,000 in the 
Second and First drives; but sales of Series E bonds fell short 
of the established goal, although the total amount sold 
($2,472,000,000) was considerably greater than in either of 
the two preceding drives ($1,473,000,000 and $726,000,000). 
Subscriptions by individuals to the marketable issues of bonds 
and certificates were higher than the quota established for 
such securities, with the greatest increase over the previous 
drive occurring in the 2 per cent bonds. Sales of these bonds 
to individuals amounted to $1,220,000,000 as against 
$472,000,000 in the April drive.

Insurance companies and mutual savings banks purchased 
a total of $4,127,000,000 of securities as compared with 
$3,603,000,000 in April. For these groups only slight in
creases in subscriptions were to be expected since their supply 
of available new investment funds is limited by the compara
tively steady growth of premium incomes and savings de
posits. These accumulated funds have been supplemented 
in each of the drives by sales of outstanding securities to 
commercial banks and others. In the Third drive, as in the 
Second, the heaviest purchases of the insurance companies 
were the 2Vi per cent bonds. The mutual savings banks, 
particularly those in this District, concentrated more on the
2 per cent bonds as against an approximately equal distribu
tion between the 2 and 2^2 per cent bonds in April.

Allotments to dealers and brokers in the Third drive 
amounted to $894,000,000. Comparable figures for the April 
drive are not available, since at that time dealer purchases of 
securities earmarked for distribution to nonbanking investors 
were allocated to the appropriate group of investors instead 
of being included under dealers and brokers. Subscriptions

* Partnerships and personal trust accounts are included with individuals.

of corporations and other investors (including State and local 
governments) reached $7,915,000,000 in the recent drive as 
compared with $5,648,000,000 in April and $2,793,000,000 
in December. The bulk of these purchases, as previously, 
went into certificates and Series C Savings notes, in the 
amounts of $3,177,000,000 and $2,288,000,000, respectively; 
in addition, purchases amounting to $1,483,000,000 were made 
of the 2 per cent bonds.

In order to obtain a complete picture of the results of the 
drive, allowance should be made for shifts in ownership of 
outstanding securities from nonbanking investors to the com
mercial banks shortly before and during each drive. In the 
November-December period, commercial banks and the Fed
eral Reserve Banks acquired in the market about $1,500,000,000 
of Government securities previously held by other investors; 
and in March-April such purchases amounted to somewhat 
under $2,000,000,000. During the Third drive commercial 
banks and the Federal Reserve Banks apparently absorbed 
roughly $3,500,000,000 of securities sold by nonbanking in
vestors. Even allowing for this factor, however, it is clear 
that the absorption of Government securities by nonbanking 
investors was considerably greater in this drive than in either 
of the previous ones.

Each of the three States, all or part of which are within 
the Second Federal Reserve District, exceeded their over-all 
quotas for the Third drive. Net sales credited to New York 
State amounted to $5,580,000,000, according to the final re
port released by the Treasury, as compared with an original 
quota of $4,709,000,000. New Jersey sales amounted to 
$710,000,000 in comparison with a quota of $585,000,000; 
and Connecticut sales, to $511,000,000 compared with a quota 
of $453,000,000. Sales to individuals of $851,000,000 in 
New York State were slightly in excess of the quota for 
such sales. New Jersey and Connecticut were slightly under 
their quotas in this respect, with sales of $167,000,000 and 
$78,000,000, respectively. Series E bond sales in the three 
States were substantially higher than during the previous 
drive; but as in the majority of the other States they fell 
short of the Treasury goal which for most States called for 
at least doubling the sales of the April drive. Series E sales 
of $246,000,000 in New York and $76,000,000 in New 
Jersey were 50 per cent higher than in April, while Connec
ticut sales of $42,000,000 were double the previous total.

The accompanying table shows a comparison for the Second 
Federal Reserve District of sales by type of investor in each 
of the three drives. Total sales to nonbanking investors, 
credited to this District, amounted to $6,343,000,000 in the 
Third War Loan drive as compared with $5,302,000,000 in 
the Second and $3,815,000,000 in the First. In each of the 
three drives, purchases by insurance companies, savings banks, 
and other corporations have bulked particularly large in the 
District totals. Third drive purchases by insurance companies
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Comparison of Sales to Nonbanking Investors in 
the First, Second, and Third War Loan Drives 

(In millions of dollars)

T y p e  o f  in v e s to r
U n ite d  S ta tes

S e co n d  F ed era l 
R e se rv e  D is tr ic t

D e c .,
1942

A p r il,
1943

S ep t.,
1943

D e c .,
1942

A p ril,
1943

S e p t.,
1943

In d iv id u a ls , p a rtn e rsh ip s , a n d  
p e rso n a l tru s t  a c c o u n ts . . . .

In su ran ce  c o m p a n ie s ....................
M u tu a l sa v in g s  b a n k s .................
D ea lers  a n d  b r o k e r s * ..................
S ta te  a n d  lo ca l g o v e r n m e n t s . . 
C o r p o ra t io n s  a n d  o th er

in v e s to r s ..........................................

T o t a l  n o n b a n k in g  (e x clu d in g
F e d e ra l a g e n c ie s ) ..................

F e d e ra l a g e n c ie s ..............................

1 .593 
1 ,699

620
886
200

2 .5 9 3

3 ,2 9 0
2 ,4 0 8
1 ,195

544
503

5 ,1 4 5

5 ,377
2 ,6 2 0
1 ,508

894
795

7 ,120

387
1,038

405
817

29

1 ,138

737
1,426

730
439

71

1,892

1,021
1,600

895
629
116

2 ,0 7 2

7 ,591
270

13,085
391

18,313
6 30

3 ,814
1

5 ,295
7

6,3 3 4
9

T  o t a l .................................................. 7 ,8 6 0 13,476 18,943 3 ,8 1 5 5 ,302 6 ,343

* F o r  th e  A p r il d r iv e , d ea lers ’ a llo tm e n ts  ea rm a rk ed  fo r  d is tr ib u tio n  to  n o n 
b a n k in g  in ves tors  w ere  cre d ite d  t o  th e  a p p ro p r ia te  n o n b a n k in g  in v e s to r  classes. In  
th e  o th e r  tw o  d r iv e s , n o  su ch  re d is tr ib u tio n  w as m ade.

N o t e :  F ig u re s  are ro u n d e d  a n d  d o  n o t  n ecessa rily  a d d  t o  to ta ls .

and savings banks were nearly $350,000,000 greater than in 
April, and other corporations increased their purchases by 
about the same amount if allowance is made for the fact that 
dealer purchases of IVz per cent bonds were allocated to other 
corporations in the Treasury report in the April drive but not 
in the September drive. Individuals increased their participa
tion by about $300,000,000, largely in Series E bonds and
2 per cent bonds.

Fin a n c in g  Su b s e q u e n t  t o  t h e  D rive

On October 6, after the close of the Third War Loan drive, 
commercial banks were offered about $1,500,000,000 each of 
Vs per cent certificates of indebtedness due October 1, 1944, 
and 2 per cent Treasury bonds of 1951-53. Both issues were 
oversubscribed by a wide margin, with subscriptions totaling 
$5,386,000,000 for the certificates and $5,531,000,000 for 
the bonds. Subscriptions of $50,000 or less, amounting to 
$190,000,000 on the certificates and $252,000,000 on the 
bonds, were allotted in full. Larger subscriptions were allotted 
on a 26 and 25 per cent basis for certificates and bonds, respec
tively. The Second District portions amounted to 35 per cent 
of the $1,579,000,000 allotted on the certificates (compared 
with 31 per cent of the offering to banks in the April drive), 
and to 32 per cent of the $1,626,000,000 allotted on the 
bonds (compared with 27 per cent in April).

Two exchange offerings also were made on October 6. 
Holders of $1,400,000,000 of 3Va per cent bonds of 1943-45, 
called for redemption October 15, were given the option of 
exchanging for either 2 per cent bonds of 1951-53 or IVz 
per cent bonds of 1964-69, except that the latter option was 
not available to commercial banks. A total of $1,128,000,000 
was exchanged for the 2 per cent bonds and an additional 
$58,000,000 for the 2Vi per cent bonds. The other exchange 
offering provided holders of $2,035,000,000 certificates matur
ing November 1 with the option of exchanging for the new 
certificates maturing October 1, 1944. Adjustment of interest 
was made for the overlap of coupons on the two issues. The 
total exchanged amounted to $1,936,000,000.

TRANSPORTATION

Since the outbreak of war in 1939, and particularly since 
the entry of the United States in 1941, the commercial trans
portation system of this country has carried an increasingly 
heavy volume of traffic. From the summer of 1939 to the 
middle of this year, total commodity and passenger traffic 
(measured by the Department of Commerce’s adjusted index) 
more than doubled, with 60 per cent of the rise occurring 
after December, 1941. Distribution of the enlarged output 
of industrial products, shipment of supplies to the armed 
forces, troop movements, and curtailment of private transpor
tation facilities have contributed to the increased business 
of commercial carriers.

Commodity transportation at mid-1943 was about 100 per 
cent above that four years earlier. By far the largest increases 
have been shown by the railroads and the airlines, although 
shipments of commodities by motor trucks, and oil and gas 
pipe-line traffic, also have risen substantially. Water-borne 
traffic has dropped sharply, reflecting primarily the curtailment 
of coastwise shipping. The volume of freight carried by the 
railroads in 1942 is estimated to have constituted 68 per cent 
of total ton-miles of freight moved, compared with 62 per 
cent in 1939.

The growth of passenger traffic has been even more striking 
than the expansion in freight volume. After increasing rather 
gradually from 1939 through the first half of 1941, the volume 
of passenger transportation on commercial carriers has risen 
sharply in the past two years and is currently two and one-half 
times its 1939 volume. The chief factor in this development 
has been the shift of passenger traffic from private automobiles, 
which in 1939 are estimated to have carried 85 per cent of 
all passenger traffic; but military travel, and increases in 
civilian travel, arising from a variety of factors, also have 
contributed substantially to the larger volume.

The accompanying chart shows clearly that the burden of 
the added passenger travel, like the enlarged freight volume, 
has fallen heavily upon the railroads. Railroad travel other 
than commutation averaged about 50 to 55 million passenger 
miles per day in 1939 and 1940. By the spring of 1942 the 
daily average (after seasonal adjustment) had reached 100 
million passenger miles, and at the middle of this year it was 
approaching 240 million miles— four and a half times the 
level of 1939 and about twice that of 1920, the preceding 
peak year. Commutation travel on the railroads has risen 
by a considerably smaller amount than the "long haul” traffic 
handled by the commercial transportation system. The greater 
need for daily transportation has been met not only by the 
railroads but also by local transit lines. In 1942 the rise in local 
bus and railway transportation was extremely sharp. Although 
some restrictions were placed on lines in certain cities during 
the first half of the current year because of the need of con
serving essential materials, local transit transportation did not

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

November 1, 1943



FEDERAL RESERVE BANK OF NEW YORK 87

MILLIONS OF PASSENGER—MILES

Daily Average Number of Passengers Carried One Mile by Railroad, 
Air, and Intercity Bus Lines, Adjusted for Seasonal Variation 

(Railroad and airline series are those of the Federal Reserve 
Bank of New York; bus lines data have been estimated 

from Department of Commerce seasonally adjusted 
index of intercity motor bus transporta

tion. Plotted on ratio scale to show 
proportionate changes.)

fall below that in late 1942, and in recent months further 
increases have occurred.

During the past three years passenger travel on intercity 
bus lines has risen fairly steadily, despite some curtailment 
of facilities due to the shortages of gasoline and rubber since
1941. The rise in airline travel was halted suddenly in May,
1942 when the Government inaugurated a priority system 
covering airline traffic, reduced the number of flights, and 
diverted planes to other uses. While a sharp contraction in 
airline passenger travel then occurred, some recovery has taken 
place in the past year but the upward movement has been very 
irregular.

PRODUCTION, TRADE, AND EMPLOYMENT

September was a month of markedly diverse movements 
among important manufacturing, mining, and* distribution 
fields. While some industries producing materials of war 
showed even further gains above the high levels attained 
earlier this year, other industries evidenced declines.

The seasonally adjusted volume of electric power generated 
appears to have risen approximately 1 per cent. Other im
portant advances were shown by the steel, petroleum, and 
cotton textile industries. In the steel industry, several new 
furnaces were placed in operation, and daily average output 
reached a new high rate of 249,600 net tons. Crude petroleum 
production, which in August had been the largest on record,

is estimated to have advanced even further in September. 
An increased rate of activity at cotton textile mills resulted 
in a fairly sharp rise, above the relatively low levels of July 
and August, for daily average consumption of cotton. Among 
those industries in which declines occurred, after allowance 
for seasonal factors, were chemicals and anthracite mining. 
The decrease in chemical production reflected labor shortages. 
In anthracite mining, September is a month in which a 
moderate rise usually occurs, but this year, output failed to 
show the customary seasonal advance. The number of air
planes produced in September totaled 7,598 as compared with 
7,612 in August, and the number of merchant ships delivered 
was 160 as compared with 164 in August.

The September record for merchandise distribution, like 
that for industrial production, presents a mixed picture. Ton- 
miles of railway freight are estimated to have fallen below 
the August level. Sales of department stores failed to show 
the usual seasonal advance, and the adjusted index dropped 
sharply. Adjusted sales of grocery chains, variety chains, and 
mail order houses, on the other hand, increased.

The civilian labor force declined from 54,900,000 persons in 
August to 53,300,000 persons in September, according to re
ports of the Bureau of the Census; and total civilian employ
ment is estimated to have decreased from 53,900,000 workers 
to 52,500,000. The declines, which were seasonal and resulted 
in part from the return of students to schools and colleges, were 
considerably smaller than in the corresponding period last year. 
Many students have undoubtedly been retained in industry 
either on a full-time basis or as part-time employees under the 
special work-school program inaugurated this year in various 
sections of the country. The estimated number of unemployed 
in September (800,000 persons) was the lowest on record.

1942 1943

Sept. July Aug. Sept.

Indexes of Production and Trade*(100 =  estimated long term trend)
Index of Production and Trade................. 120 126 126p 125p

Production................................................. 129 132 133p 133 p

Producers’ goods— total...................... 163 165 166 p 166 p
Producers’ durable goods............... 195 194 195p 19 bp
Producers’ nondurable goods......... 126 132 133p 134p

Consumers’ goods— total.................... 87 88 88 p 87 p
Consumers’ durable goods............. 36 27 26 p 25p
Consumers’ nondurable goods. . . . 103 108 109p 10 8p

Durable goods— total.......................... 148 145 145 p U5p
Nondurable goods— total................... 113 118 119p llSp

Primary distribution................................ 134 163 161 p 158p
Distribution to consumer....................... 89 85 84 p 8 2p
Miscellaneous services............................. 134 175 176 p 174 p

Cost of Living, Bureau of Labor Statistics
(100 =  1935-39 average)............................. 118 124 123 124 p

Wage Rates
(100 =  1926 average)................................... 143 153 154 p

Velocity of Demand Deposits* 
(100 =  1935-39 average)
New York City............................................. 69 68 68 88
Outside New York City.............................. 85 76 77 94

p Preliminary. * Adjusted for seasonal variation.
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DEPARTM ENT STORE TRADE
Sales of reporting department stores in this District increased 

between September and October by more than the usual sea
sonal amount and the adjusted index rose to approximately the 
August level. During the first three weeks of October, de
partment store sales were 10 per cent greater than in the cor
responding 1942 period; and apparel store sales in New 
York City advanced 30 per cent.

Thus far this year, sales of department stores in this Dis
trict have been running 7 per cent above those in the first ten 
months of 1942, and 35 per cent above those in 1939, the 
year in which the war began in Europe. Increases since 1939 
have varied widely for the five major cities in the District: 
Buffalo, 70 per cent; Syracuse, 60 per cent; Rochester, 41 per 
cent; New York, 31 per cent; and Newark, 25 per cent. 
Among the various Federal Reserve Districts, sales this 
year in the San Francisco, Dallas, and Atlanta Districts have 
been approximately twice those in 1939, sales in the Richmond 
and Kansas City Districts have risen about 80 per cent, and 
those in St. Louis more than 70 per cent. The increase for 
the New York District is the smallest of any of the 12 Districts.

Changes in sales over the war period have reflected not only 
price advances but also consumer demand and the types of 
merchandise available for purchase. During 1940 and 1941 
the increase in total sales in this District was accounted 
for primarily by the sharp gain in housefurnishings, whereas

Department and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from the Preceding Year

N e t  sa les

L o c a li ty S to ck s  o n
Jan . th ro u g h h a n d

S e p t., 1943 S e p t., 1943 S ep t. 3 0 ,1 9 4 3

D e p a r tm e n t  stores , S e co n d  D is t r i c t . . . . +  5 +  6 — 20
N e w  Y o r k  C i t y ............................................... +  6 +  7 — 23
N o r th e rn  N e w  J e rs e y .................................. 0 —  2 — 24

N e w a r k ........................................................... —  1 —  1 — 26
W e stc h e s te r  a n d  F a ir fie ld  C o u n tie s . . —  2 —  2 — 14

B r id g e p o r t .................................................... —  9 —  5 — 19
L o w e r  H u d so n  R iv e r  V a l l e y .................. + 1 4 +  5 —  1

P o u g h k e e p s ie ............................................... + 1 8 +  7 —
U p p e r  H u d so n  R iv e r  V a l l e y .................. +  1 —  1 0

A l b a n y ............................................................ +  5 —  5 —
S c h e n e c ta d y ................................................. —  1 +  5 +  4

C e n tr a l N e w  Y o r k  S t a t e .......................... +  7 + 1 1 —  6
M o h a w k  R iv e r  V a l l e y ........................... +  7 +  13 — 14

U t ic a ............................................................ + 1 1 +  12 —
S y r a c u s e ......................................................... +  7 + 1 0 —  1

N o r th e rn  N e w  Y o r k  S t a te ....................... —  2 +  4 —
S o u th e rn  N e w  Y o r k  S t a te ....................... +  9 + 1 1 +  6

B in g h a m t o n ................................................. + 1 8 + 1 6
E lm ir a .............................................................. —  4 —  2 —

W e ste r n  N e w  Y o r k  S t a te ......................... +  8 + 1 1 —  9
B u f fa lo ............................................................. + 1 2 +  13 —  5
N ia g a ra  F a l ls ............................................... + 1 6 + 3 0 —  4
R o c h e s t e r ....................................................... +  2 +  7 — 16

A p p a re l s tores  (ch ie f ly  N e w  Y o r k  C ity ) + 2 1 + 2 1 +  6

Indexes of Department Store Sales and Stocks, Second Federal Reserve 
District (1923-25 average =  100)

I te m
1942 1943

S ept. J u ly A u g . S ep t.

Sales (a v e ra ge  d a ily ) ,  u n a d ju s t e d ..................... 120 91 95 127
S ales (a v era ge  d a i ly ) , sea son a lly  a d ju s t e d . . . 112 128 126 118

S to ck s , u n a d ju s t e d ...................................................... 164r 106 123 128
S to ck s , se a so n a lly  a d ju s t e d ................................... 159r 117 127 123

PER CENT

Indexes of Sales of Women's and Misses' Wear and of House
furnishings in Department Stores in Second Federal Reserve 

District (1935-39= 100 . Figures cover twelve months ending 
January, except those for 1943 which are based on the 

eight months, February-September. Plotted on 
ratio scale to show proportionate changes.)

the 1942 and 1943 increases have been due to the high level 
of sales of women’s and misses’ wear. As indicated on the 
accompanying chart, housefurnishings sold in department 
stores in 1941 were 26 per cent above the 1939 level, while 
in 1943 (based on data for the first eight months, February- 
September, of the store year) they dropped 7 per cent below 
the 1941 figure and were only 17 per cent above sales in 1939. 
Sales of women’s and misses’ wear, after increasing 11 per 
cent from 1939 to 1941, have risen further in the past two 
years; sales for 1943 are estimated as 45 per cent above 1939 
and 30 per cent above 1941. In past years housefurnishings 
and women’s and misses’ wear together have accounted for 
approximately 60 per cent of all department store sales in the 
District. During 1927-41 women’s and misses’ wear repre
sented about 35 per cent of total sales, and housefurnishings, 
25 per cent. In 1943, however, the proportion of women’s 
and misses’ wear has ri^n to 40 per cent, whereas the propor
tion for housefurnishings has fallen to 20 per cent.

Although stocks of reporting department stores in this Dis
trict have risen month by month since last April, they were 
still, at the close of September, 20 per cent below those of 
a year earlier. Stocks of apparel stores, on the other hand, 
were 6 per cent higher than on September 30, 1942. As 
compared with September 30, 1939 department store stocks 
showed a net increase of 58 per cent, and apparel store stocks 
67 per cent, at retail values. At the September, 1943 rate 
of sales, stocks for both department and apparel stores repre
sented approximately iVi months’ supply.

Outstanding orders on September 30 for merchandise pur
chased by department stores in this District but not yet deliv
ered to them, although slightly lower than at the close of 
August, were still about 2Vi times as large as on September 30,
1942. Outstanding orders plus stocks on hand increased 13 
per cent during the twelve months’ period.

r Revised.
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Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation 

(1923-25 average —100 per cent)

Indexes of Wholesale Prices Compiled by Bureau 
of Labor Statistics (1926 average=100 per 

cent; latest figures are for October 16)

U. S. Government Security Holdings of Weekly 
Reporting Member Banks in 101 Leading 

Cities, Excluding Guaranteed Issues 
(Latest figures are for October 13)

BILLIONS OF DOLLARS

rufn

DEMAND pEPOSlTS(ADJUSTED) -

U.S. GOV*T SECURITIES /

LOANS
-- f  :

DEPOSITS K f\ N  i
1942 1943

Member Banks in Leading Cities. Demand De
posits (Adjusted) Exclude U. S. Government and 
Interbank Deposits and Collection Items. Gov
ernment Securities Include Direct and Guaran
teed Issues (Latest figures are for October 13)

General Business and Financial Conditions in the United States 
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity showed little change in September and in the first half of October. 
Distribution of commodities continued in large volume and prices remained steady.

In d u s t r ia l  Pr o d u c t io n

Physical volume of industrial production as measured by the Board’s seasonally adjusted 
index, as recently revised, was 243 per cent of the 1935-39 average in September, compared 
with 242 in August and 239 in July.

There were increases in output in the iron and steel and transportation equipment indus
tries while activity in other durable goods industries showed little change or declined slightly. 
Open hearth and Bessemer steel production exceeded its previous peak level, reached in March 
of this year, and output of pig iron likewise established a new record. In the machinery 
industry as a whole activity was maintained at the level of recent months although there was 
some further curtailment of output of machine tools and machine tool accessories.

Total output of nondurable manufactures continued at the August level. Cotton consump
tion, which had been declining since May, rose 6 per cent from August to September, but was 
9 per cent below the high level of a year ago. Shoe production was maintained at the level of 
recent months and was slightly larger than a year ago. The output of manufactured food 
products rose seasonally.

Petroleum refining continued to rise in September and was at a rate about double the 
1935-39 average. The Board’s index of this industry is substantially higher than the old index 
because greater weight is given to aviation gasoline and other special war products. Output in 
the chemical industry as a whole declined in August, as some further expansion in industrial 
chemicals was more than offset in the total by reductions elsewhere, reflecting readjustment of 
the war program. Newsprint consumption rose less than is usual at this season, in the face 
of increasing supply difficulties, and a further 5 per cent cut in permitted consumption of 
newsprint was ordered, beginning October 1.

Crude petroleum production continued to rise in September, reflecting further improve
ment of transportation facilities for petroleum products. Output of crude petroleum in August 
and September exceeded the earlier peak levels reached in December, 1941 and January, 1942. 
Coal production continued at a high level.

In September the value of construction contracts awarded in 37 Eastern States was at 
about the same low level as in July, according to reports of the F. W. Dodge Corporation, and 
was considerably smaller than in August when there was a temporary increase because one 
exceptionally large contract was placed in that month.

D is t r ib u t io n

Department store sales increased less than seasonally in September, following an unusually 
large volume of sales in July and August, and the Board’s seasonally adjusted index declined 
from 142 to 132. During the first half of October sales showed a gain over September although 
usually there is some decline at this season.

Railroad freight traffic in September and the first part of October was maintained at the 
high level of previous months. Coal shipments exceeded the record movement of last July 
and loadings of grain and livestock were 10 per cent higher than a year ago.

Co m m o d it y  Prices

Prices of grains advanced from the middle of September to the middle of October. Live
stock prices were slightly lower, reflecting partly the establishment of Federal maximum prices 
for live hogs and sharply increased marketings of cattle. Wholesale prices of most other com
modities continued to show little change.

A g r ic u l t u r e

Crop prospects showed little change during September, according to official reports. There 
was a further small improvement in prospects for the corn and potato crops, while the previous 
forecast for cotton production was lowered slightly. Aggregate crop production is expected to 
be 7 per cent below the peak volume of last season but higher than in any other previous year.

Ba n k  C re d it

During the five weeks ended October 13, Government security holdings at reporting banks 
in 101 leadings cities increased by about 2.5 billion dollars reflecting substantial open market 
purchases during the Drive, and also, some purchases of bills on subscription from the Treasury. 
Loans showed a net increase of 2.2 billion dollars over the same period. Over two thirds of 
the total amount represented loans to brokers, dealers, and customers for purchasing or carrying 
securities; in the last week of the period there were some declines, however, as repayments 
were made on the liquidation of the securities. Commercial loans, which have been increasing 
steadily since June, rose further by 540 million over the five weeks.

Holdings of Government securities by the Federal Reserve System showed little change 
from the end of September to the third statement date of October, but there were some shifts 
among the kinds of securities held. Treasury bills held under option declined by 200 million 
dollars between September 30 and October 20, while holdings of certificates of indebtedness 
and of Treasury bills outside of the option accounts increased by about 200 million. Total 
holdings of United States Government securities by the Reserve System on October 20 were 
8.9 billion dollars.
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MONTHLY REVIEW
O f Credit and Business Conditions

F E D E R A L  R E S E R V E  B A N K  O F  N E W  Y O R K

V o l . 25 D E C E M B E R 1, 1 9 4 3 No. 12

M O N E Y  M A R K E T  I N  N O V E M B E R

During November excess reserves of all member banks in the 
country ranged between $1,000,000,000 and $1,100,000,000, 
the level that prevailed during the latter part of July and the 
early part of August, 1943 and was reached again toward the 
end of October. Excess reserves rose on September 15 to a 
temporary peak of $2,050,000,000, as heavy sales of Govern
ment securities during the Third War Loan drive transferred 
deposits from private accounts, against which reserves are 
required, to War Loan deposit accounts against which reserves 
are not now required.

Between October 27 and No
vember 24 member bank re
serve balances with the Federal 
Reserve Banks were drawn 
down by $636,000,000 as a re
sult of net currency shipments 
to the banks, for use in meeting 
customers' requirements for 
payroll and other purposes; at 
the same time reserve require
ments were enlarged by about 
$420,000,000, principally 
through the process of recon
version of deposits from the 
War Loan accounts to private 
accounts. The losses of reserve 
funds and the increases in re
serve requirements were met by 
sales of Government securities, 
principally bills and certificates of indebtedness, to the Federal 
Reserve Banks. The Government security portfolios of the 
Reserve Banks increased $1,073,000,000 between October 
27 and November 24, and on the latter date exceeded 
$10,000,000,000 for the first time.

A $90,000,000 reduction in out-of-town bank balances 
held in New York City during November was roughly offset 
by a continued moderate inflow of commercial and financial 
funds to the city. During the month, however, the central 
reserve city banks of New York lost about $440,000,000 
reserve funds through Treasury transactions and about

$70,000,000 through gold and foreign account operations. 
In the adjustment of their reserve positions, the New York 
City banks sold Treasury bills to the Federal Reserve Bank, 
reduced their holdings of other classes of Government securi
ties, and at times borrowed moderate amounts of funds from 
the Reserve Bank.

R e v ie w  o f  Pa s t  T w e l v e  M o n t h s  

Over the past year the Federal Reserve Banks have 
added, through net purchases of Government securities, about

$5,500,000,000 to the supply 
of member bank reserve funds. 
Three general factors have de
termined the magnitude of the 
increase in the Reserve Banks’ 
Government security portfolios: 
heavy losses of member bank 
reserve funds, principally as a 
result of the continuing rapid 
growth in currency circulation; 
enlarged member bank reserve 
requirements resulting from 
Government security purchases 
by the banks and the deriva
tive expansion in privately held 
bank deposits; and the degree 
to which member banks have 
drawn upon their excess re
serves.

The growth in currency circulation over the past year, ex
ceeding $5,000,000,000, has been the dominant factor draw
ing down member bank reserve balances. An additional loss 
of $1,150,000,000 has resulted from an accumulation of funds 
by foreign central banks and governments in the United 
States. Part of this loss has been reflected in a $660,000,000 
decline in the gold stock of this country and part in a 
$490,000,000 increase in foreign account deposits with the 
Federal Reserve Banks. The only considerable offset to these 
factors cutting into member bank reserve balances, aside from 
the Government security purchases of the Federal Reserve

Excess Reserves of Member Banks, by Classes*
BILLIONS OF DOLLARS
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Banks, has been a $720,000,000 enlargement of outstanding 
Treasury currency (chiefly as a result of the putting into 
circulation, in December and the early part of this year, of 
roughly $600,000,000 Federal Reserve bank notes and the 
transfer of liability against these notes to the Treasury; these 
notes will be retired from circulation as they wear out).

The increase in reserve requirements— despite the exemp
tion from the requirements of $13,000,000,000 on deposit in 
the War Loan accounts at the present time— has amounted to 
about $1,100,000,000 over the year. Meanwhile excess re
serves of all member banks have dropped from a daily average 
of $2,360,000,000 in November* 1942, to somewhat less than 
$1,100,000,000 in November of this year.

Contraction of the excess reserves of the central reserve 
city banks of New York and Chicago were principally re
sponsible for the over-all reduction of excess reserves during
1941 and 1942. By the end of February of this year, how
ever, the central reserve city banks had virtually exhausted 
their surplus reserves, and the excess reserves of all member 
banks, by and large, had become the excess reserves of the 
member banks in the reserve city and "country” bank classifi
cations. The decline from $1,700,000,000 in February to 
somewhat less than $1,100,000,000 in November has been 
principally accounted for by a contraction in excess reserve 
holdings of reserve city banks. These holdings of reserve city 
banks were of about the same magnitude as those of the 
"country” banks in January and February, but they have since 
declined to less than half the level then prevailing. The 
country banks’ excess reserves, on the other hand, have con
tinued to fluctuate around a general range of $800,000,000 to 
$900,000,000. As a matter of fact, the excess reserves of the 
"country” banks have shown no pronounced change since the 
latter half of 1940, when aggregate excess reserves of the 
other classes of member banks were reaching extreme peaks.

MEMBER BAN K CREDIT
Total loans and investments of the weekly reporting member 

banks in 101 leading cities declined $2,015,000,000 between 
October 20 and November 24, following an expansion of 
$6,800,000,000 associated with the Third War Loan drive and 
the sale of Government securities to commercial banks im
mediately after the drive.

The volume of total loans outstanding contracted sharply, 
with the greater part of the decrease occurring in New York 
City banks. Most of the decline in New York reflected the 
further repayment of loans for purchasing or carrying securi
ties, which had been built up to a higher level during the 
Third War Loan drive than in either of the two preceding 
drives. The decrease in loans to brokers and dealers for carry
ing Government securities amounted to $132,000,000; such 
loans on November 24 totaled $749,000,000, compared with the 
peak of $1,073,000,000 on October 6 and with $457,000,000 
on August 25. Loans to others for purchasing or carrying

securities dropped $203,000,000 further. The total volume 
of commercial, industrial, and agricultural loans showed only 
a slight increase during the five weeks ended November 24, 
in contrast to the sharp rise which had occurred between Sep
tember 8 and October 20.

For the banks in the 100 cities outside New York, loans for 
purchasing or carrying securities during the Third War Loan 
drive did not expand as much as in New York, and the decline 
following the drive has been much less pronounced. Com
mercial, industrial, and agricultural loans continued to rise, 
but the increase of $42,000,000 was only about one fifth as 
great as in the preceding five weeks’ period.

Reporting banks in New York City, between October 20 
and November 24, reduced their holdings of Treasury bills by 
$325,000,000 and certificates of indebtedness by $92,000,000. 
Treasury bond portfolios of New York City banks were 
decreased by $214,000,000, which was the years first con
siderable decline as a result of market sales. These banks also 
sold a moderate volume of Treasury notes, guaranteed obliga
tions, and other securities.

Outside New York City the weekly reporting banks in 100 
leading cities also reduced their holdings of Government 
securities during the five weeks’ period. The principal con
traction occurred in Treasury bill portfolios, which declined 
$646,000,000 between October 20 and November 24; net sales 
of certificates of indebtedness, Treasury notes, and guaranteed 
obligations were relatively small. The demand by these banks 
for Treasury bonds, on the other hand, continued strong, and 
holdings were increased by $167,000,000.

In both New York City and the 100 other centers, the decline 
in loans and investments between October 20 and November
24 was reflected in a decrease in total deposits. Government 
deposits in the 101 cities were reduced $3,600,000,000 as the 
Treasury began to spend the funds accumulated in its War 
Loan account deposits during the drive. Adjusted demand 
deposits (principally deposits of individuals and business con
cerns) rose $1,835,000,000.

Changes in Holdings of Government Securities 
by the Weekly Reporting Member Banks 

(In millions of dollars)

Week ended Bills Certificates Notes Bonds Guaranteed Total

New York City
1943

Oct. 6............... —  37 —  5 0 +  17 +  3 —  22
Oct. 13............... +177 —  42 +  6 +  22 0 +163
Oct. 20 ............... +235 +365* —  4 +254* —  1 +849
Oct. 27 ............... —  65 —  45 —  17 —  34 —  23 — 184

Nov. 3 ............... — 133 —  22 —  16 —  39 +  1 — 209
—  18 —  58 —  6 —  44 +  1 — 125

Nov. 17............... +159 —  14 +  11 —  24 —  21 +111
Nov. 24............... — 268 +  47 —  13 —  73 —  19 — 326

100 Other Cities
1943

—112 +  54 +  8 +  76 +  1 +  27
Oct. 13............... +197 +  32 +  3 +  88 0 +  320
Oct. 20............... +  60 +546* 0 +534* —  5 +1135
Oct. 27............... — 189 +  1 +  15 +  16 —  14 —  171

Nov. 3 ............... —  88 +  18 —  7 +  39 —  9 —  47
Nov. 10............... —210 —  22 —  12 +  30 0 —  214
Nov. 17............... +  4 —  13 —  8 +  29 +  2 +  14
Nov. 24............... — 163 —  27 —  15 +  53 —  2 —  154

* Reflects the allotment to commercial banks of new issues of % Per cent certifi
cates of indebtedness and 2 pe cent Treasury bonds on October 15.
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E X P A N S I O N  I N  B A N K  H O L D I N G S  O F  G O V E R N M E N T  S E C U R I T I E S

The money supply of the United States— defined as the total 
of deposits with the banks1 and currency in circulation— has 
virtually doubled since the outbreak of the war in 1939; it now 
approaches $120,000,000,000 in comparison with the prewar 
level of $60,000,000,000. The highest point reached during 
the latter part of the decade of the 20s was about 
$55,000,000,000.

The dominant factor in the wartime expansion of the money 
supply has been, as is well known, Government security pur
chases by banks. The commercial banks of the country ex
panded their holdings from $15,700,000,000 on June 30, 1939 
to more than $62,500,000,000 at the end of November of this 
year. In the same period, meeting the bulk of the increased 
need by the banks for additional reserve f̂unds through Govern
ment security purchases, the Federal Reserve Banks enlarged 
their holdings from $2,551,000,000 to about $10,400,000,000.

Leaving aside Treasury bills for the moment, the commercial 
banks have acquired their additional Government security 
holdings from two sources: allotments made to them on sub
scriptions which they have entered to new security offerings 
eligible for bank purchases, and net purchases of already out
standing Government securities in the open market. Up to 
the end of 1942 allotments of new security offerings to banks 
were the primary source of the increase in bank holdings of 
Government securities. As a matter of fact, the banks at times 
tended to lighten holdings acquired on allotments, through 
sales to Federal Reserve Banks and other investors, and, for the 
year 1942 as a whole, market sales somewhat exceeded market 
purchases.

With the successful conclusion of the First War Loan drive 
and with an increased disposition on the part of banks to 
employ their reserve funds more fully, a definite tendency for 
banks to add to their Government security holdings through 
market purchases appeared in January of this year. The de
mand was especially strong and persistent for bonds— both the 
partially tax-exempt issues and the taxable issues eligible for 
bank purchase— but certificates of indebtedness, and to some 
extent notes and guaranteed obligations, were also added to 
bank portfolios through market purchases. These securities 
were acquired in part from Federal Reserve Banks and from 
Government security dealers who received allotments in the 
War Loan drives, but to an even larger extent from insurance 
companies, savings banks, and other investors who employed 
this means of adding to their capacities to purchase Govern
ment securities in the Second and Third War Loan drives. 
Some part of the Government securities purchased by the banks 
appears to have been supplied as a result of the practice of 
" free-ridingIn  other words, speculators have obtained allot
ments of Government securities and later resold them to obtain

the profit from the premiums commanded by the new issues 
after the closing of the books for the receipt of subscriptions.

During the first ten months of this year, we estimate that 
commercial banks increased their holdings of Government 
securities (other than Treasury bills) by approximately 
$19,500,000,000. Net market purchases came to about 
$8,000,000,000, and allotments of new offerings to about 
$13,500,000,000; redemptions of maturing issues, or issues 
called for payment prior to maturity, amounted to approxi
mately $2,000,000,000.

Ba n k  H old in g s  o f  T reasu r y  Bills

Generally speaking, market transactions have played a minor 
part in the changes in Treasury bill holdings by banks over the 
past year. Banks acquire additional bills mainly by purchases 
of the new weekly issues, or repurchases of bills previously sold 
to the Reserve Bank at the established Ys per cent buying rate. 
Holdings are reduced by redemptions of maturing bills and 
sales to the Reserve Banks under repurchase option. The bill 
holdings have shown irregular fluctuations from day to day 
and week to week, reflecting the use by the banks of changes in 
their holdings of these securities in the adjustment of their 
reserve positions. During 1942 and the first five months of
1943, bank portfolios of Treasury bills showed a pronounced 
but irregular rise from $1,050,000,000 at the beginning of
1942 to $7,025,000,000 at the end of May, 1943; since the end 
of June a moderate net contraction of banks’ holdings of bills 
has occurred.
Changes in Commercial Bank Holdings of U. S. Government Securities*

1 Exclusive of interbank deposits and less cash items in process of 
collection.

* Estimated by Federal Reserve Bank of New York. Federal Reserve Banks 
not included; October, 1943 preliminary.

f  Government securities other than Treasury bills,
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W A R  FINANCING

During November net public borrowing of the Treasury 
consisted of funds received from the sale of Savings bonds and 
notes. The only market offering during the month involved 
the exchange of certificates maturing December 1 for a new 
one-year certificate issue. Large scale financing will be resumed 
in January, with the opening of the Fourth War Loan drive to 
raise at least $14,000,000,000.

Throughout the present year, sales of Savings bonds in 
periods excluding the War Loan drives have regularly main
tained a rate of $800,000,000 to $900,000,000 monthly, except 
for a peak of $1,240,000,000 in January when limit purchases 
of Series F and G bonds and investment of accumulated funds 
in Series E bonds swelled the total. The high level of sales 
outside the drives has been due in large part to sales under 
payroll savings plans, which have been maintained at about 
$420,000,000 monthly since April. Nearly 27,000,000 per
sons are participating in these plans and contributing on the 
average about 9 per cent of their salaries or wages. In addi
tion, regular purchases are being made by individuals outside 
the payroll savings plans.

During the past twelve months, which include the three 
War Loan drives, net sales of Savings bonds (after allowing 
for redemptions) totaled slightly more than $12,500,000,000, 
compared with about $8,500,000,000 in the previous twelve 
months' period starting with our entry into the war. The bulk 
of the increase occurred in net sales of Series E bonds, which 
amounted to more than $9,000,000,000, compared with slightly 
less than $5,500,000,000 in the preceding period. Sales of 
Series F and G bonds ($3,500,000,000) were only slightly 
larger than those in the earlier period ($3,000,000,000).

In the Second Federal Reserve District, sales of Series E 
bonds by agencies other than post offices have been relatively 
stable in non-drive months, amounting to about $80,000,000 
to $90,000,000 monthly, with the exception of January, 1943 
when sales totaled $112,000,000. Second District sales of 
Series F and G bonds in months outside the drives have fluctu
ated somewhat more irregularly than Series E bonds, declining 
in the months immediately preceding and following the most 
recent War Loan drive. Series E sales in this District usually 
account for about 13 per cent of the national total; and sales 
of Series F and G bonds, for about 20 per cent.

Sales of Tax and Savings notes outside the War Loan drives 
have consistently approximated $450,000,000 monthly this 
year, except in August, the month prior to the Third War 
Loan drive, when sales amounted to only $214,000,000. Allow
ing for heavy redemptions in payment of taxes, net sales in the 
calendar year 1943 will probably not exceed $2,500,000,000, 
compared with slightly more than $3,900,000,000 in 1942. 
Gross sales in the Second District in the non-drive months 
generally account for one third of the national total, but are 
a somewhat smaller proportion during the War Loan drives.

Fo u r t h  W a r  Lo a n  D rive

On November 22, Secretary Morgenthau announced that the 
goal for the Fourth War Loan drive, which will cover the 
period January 18 to February 15, had been set at $14,000,- 
000,000. The major emphasis throughout the drive, however, 
will be placed on the quota of $5,500,000,000 for individuals. 
During the period from January 18 to February 1, only sales 
to individuals will be reported by the Treasury. Although sub
scriptions will be accepted from other nonbanking investors 
during this period, reports of sales to this group will not be 
made until February 1. All subscriptions for Savings bonds 
and Savings notes received at the Federal Reserve Banks or 
the Treasury between January 1 and February 29 will be 
credited to the drive.

The securities to be offered will consist of:

Series E Savings bonds 
Series F and G Savings bonds 
Series C Savings notes
2 V2 per cent bonds of 1965-70 
2Va per cent bonds of 1956-59 
%  per cent certificates of indebtedness

With the exception of the 2Va per cent bonds, these securities 
are similar to those offered in the Second and Third War Loan 
drives. Another innovation is that commercial banks will be 
permitted to make limited investments against their time de
posits in the 2Va and 2Vz per cent bonds under a formula to be 
announced later. Except for this limited investment, commer
cial banks will not be permitted to own the 2 Va per cent bonds 
until September 15, 1946 and the 2Vi per cent bonds until 
February 1, 1954. All three of the market issues will be dated 
February 1, 1944. The Treasury has requested that trading in 
these issues not start until after the close of the drive on 
February 15.

As in previous drives, the request is made that all subscrip
tions by corporations and firms be entered and paid for through 
the banking institutions where funds are located, so as to pre
vent disturbance to the money market. The Treasury is also 
requesting the cooperation of all banking institutions in de
clining to make speculative loans for the purchase of Govern
ment securities. Loans to facilitate permanent investment in 
Government securities are encouraged provided such loans are 
made in accord with the joint statement issued by the National 
and State Bank Supervisory Authorities on November 23,1942.

SECURITY M ARKETS

During November, the Government security market was 
characterized by firmness in issues maturing or callable within 
about four years, and small price declines in intermediate and 
long term bonds, particularly tax-exempt bonds. Trading was 
most active in the various certificate of indebtedness issues 
and the new 2 per cent Treasury bonds of 1951-53. Selling of
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Standard and Poor’ s Price Index of 90 Stocks 
(1926 average = 100 per cent)

PER CENT

the 2 per cent bonds appears to have originated principally 
with speculative subscribers; these securities were absorbed by 
banks and by other investors shifting from tax-exempt inter
mediate and long term bonds. The average yield on long term 
tax-exempt bonds advanced from 1.82 per cent at the begin
ning of the month to 1.86 per cent on November 17, and re
mained steady thereafter. Long term taxable bond yields, 
on the other hand, advanced only from 2.31 to 2.33 per cent.

Increased activity on the New York Stock Exchange during 
November was accompanied by a decline in stock prices simi
lar to that which occurred in July. The November decline took 
place during the first half of the month, reflecting favorable 
war news and rumors of an early peace with Germany. The 
largest daily decrease, 3 per cent, occurred on November 8 
when the volume of trading on the Stock Exchange exceeded
2,300,000 shares. By November 17, prices were at the lowest 
level since early last spring. Following a brief recovery, stock 
prices declined further and at the month end Standard and 
Poor’s index of 90 stocks was about 13 per cent below the 
July, 1943 high point. The greatest percentage declines since 
July have occurred in railroad issues.

Prices of corporation bonds also fell during November, with 
the decline most marked among the higher grade bonds, par
ticularly the industrials. Moody’s index of Aaa bond yields 
reached its highest point since last June, as the index rose from 
2.69 per cent on October 30 to 2.73 per cent in late November. 
The index of Baa bond yields stood at 3.84 per cent at the end 
of November compared with 3.82 per cent a month earlier. 
Municipal bond yields also rose during November. From a 
record low of 1.86 per cent on the third, Standard and Poor’s 
index of municipal bond yields increased steadily to 1.95 per 
cent on November 24.

PRODUCTION AND TRADE
Total industrial production changed only slightly between 

September and October in spite of the fact that several indus

tries reached new peaks in volume of output. Steel mill opera
tions exceeded 100 per cent of calculated capacity throughout 
October, and production averaged 251,200 net tons daily, com
pared with the previous month’s daily average of 249,600 tons. 
Output of crude petroleum continued to increase despite 
serious shortages of manpower in the industry and a decline 
in the rate of development of new wells. Contrary to the usual 
seasonal movement, electric power production was higher in 
October than in September.

Coal mining was affected by work stoppages, which began 
about the middle of October; by November 1, virtually all the 
mines were shut down. Production of bituminous coal was 
reduced from a daily average of 2,017,000 net tons in Septem
ber to 1,875,000 net tons in October.

Increased output in war industries was reflected in the War 
Production Boards index of munitions, which registered the 
largest percentage gain of any month since July. The greatest 
expansion took place in production of ammunition, aircraft, 
and communication and electronic equipment; only one major 
munitions group showed a decline— the combat and motor 
vehicles group.

The value of contracts awarded for all major types of con
struction was slightly higher in October than in September, but 
considerably lower than in October, 1942. For the first ten 
months of this year contracts were almost 59 per cent below 
those of the corresponding months a year ago. Nonresidential 
building experienced the most severe declines because of the 
curtailment of factory construction as the war expansion pro
gram approached its conclusion.

October as usual was a month of heavy freight traffic for the 
railroads. Grain was shipped from the Northwest to meet a 
feed shortage in the South and Northeast. Car loadings of

1942 1943

Oct. Aug. Sept. Oct.

Indexes of Production and Trade*
(100 =  estimated long term trend)
Index of Production and Trade................. 123 126 125p 126p

Production................................................. 131 133 133p 133p

Producers’ goods— total..................... 168 166 166p
195p
133p

166 p 
194 p 
133 p

Producers’ durable goods...............
Producers’ nondurable goods........

202
128

195
133

Consumers’ goods— total...................
Consumers’ durable goods.............
Consumers’ nondurable goods. . . .

86
37

103

89
26

110

S?\
87 p 
2 5p 

108 p

89 p 
25p 

110 p

Durable goods— total..........................
Nondurable goods— total...................

154
113

145
119

145p
119p

144 p 
120 p

Primary distribution...............................
Distribution to consumer.......................
Miscellaneous services............................

139
91

143

161
84

177

157p 
81p 

17 5p

158p 
84 p 

173 p

Cost of Living, Bureau of Labor Statistics 
(100 =  1935-39 average).......................... : 119 123 124 124 p

Wage Rates
(100 =  1926 average)................................... 144 154 157p

Velocity of Demand Deposits*
(100 =  1935-39 average)
New York City.............................................
Outside New York City..............................

60
81

68
77

88
94

74
81

* Adjusted for seasonal variation. p Preliminary.
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livestock increased sharply as the seasonal movement of cattle 
and hogs to eastern markets got under way.

A marked expansion occurred in retail trade as a result of 
the emphasis this year on early Christmas shopping. Depart
ment store sales, after adjustment for seasonal changes, in
creased 6 per cent between September and October; and nearly 
as large a gain was evident for sales of variety chains. Mail 
order house sales failed to show a substantially larger than 
seasonal advance.

EMPLOYMENT AND PAYROLLS
Total employment in New York State factories in October 

was a little lower than in September, chiefly because of seasonal 
declines in canneries and in some branches of the apparel 
industry. As shown in the accompanying table, advances in 
New York City and in the Upstate areas of Poughkeepsie, 
Syracuse, and Binghamton were more than offset by declines 
in Albany, Utica, Rochester, and Buffalo. A large part of the 
increase in New York City was due to expansion in the ship
building and communication equipment industries; likewise, 
the increase in the three Upstate areas reflected further gains in 
employment at war plants. Factory payrolls for the State con
tinued, during October, the advance that has been practically 
uninterrupted since 1940.

For the entire country, employment in manufacturing indus
tries as a whole increased a little, with most of the durable 
and nondurable goods industries showing improvement; in 
fact, the only major decline occurred in the food group, 
reflecting the seasonal decline in the canning industry.

Employment in the United States, by Age Groups and Sex*

Percentage Changes in Factory Em ploym ent and Payrolls, 
New York State*

25-34

35-44

45 -54

Employment Payrolls

Industrial area
Sept. 1943 

to
Oct. 1943

Oct. 1942 
to

Oct. 1943

Sept. 1943 
to

Oct. 1943

Oct. 1942 
to

Oct. 1943

Kingston-Newburgh-Poughkeepsie + 2 .6 +  6.3 + 6 .6 + 23 .0
+ 1 .5 + 36 .3 +  1.1 + 5 2 .8

Binghamton-Endicott-
JohnsonCity................................ + 1 .0 +  5.8 + 1 .8 + 23 .4

New York City................................. + 0 .6 +  5.6 + 2 .1 + 2 4 .9
—0.1 +  5.9 +  1.1 + 1 6 .5
— 0.7 +  7 .8 + 2 .2 + 1 8 .5
— 2.7 —  2.5 +  1.9 + 11 .6

Albany-Schenectady-Troy............. — 3.2 +  2.2 + 0 .8 +  7.6

New York State............................... — 0.1 +  5.9 +  1.6 + 20 .7

0 3
MILLIONS OF PERSONS

*  From Bureau of the Census, U . S. Department of Commerce, The Labor 
Force Bulletin, June 17, 1943, pp. 11, 12, and September 30, 1943, pp. 11, 12.

* Data of New York State Department of Labor. Figures cover wage earners only.

The total number of persons employed in the United States 
is estimated, by the Department of Commerce, at 51,900,000 
for October; the number unemployed declined to a new low 
of 700,000 persons. Labor shortages became increasingly im
portant, and the number of acute shortage areas, as classified by 
the War Manpower Commission, was increased from 71 to 77. 
To relieve the labor shortage, one million more women work
ers will be needed according to estimates of the Commission. 
During 1942 the increase in the number of women employed 
was rapid, and further increases have occurred this year. In 
the first ten months of 1943, women comprised 30.6 per cent 
of the total number of persons employed, compared with 25.9 
per cent for the corresponding period a year ago.

To meet the unprecedented manpower demands of the war, 
new sources of labor have been utilized. These sources include 
women, young persons of school age, and men heretofore con
sidered too old to continue in or return to employment. 
Changes that have occurred, during the past two years, in the 
numbers of workers, by age groups and sex, are indicated on 
the accompanying chart.1

The number of men employed declined from 38,900,000 in 
July, 1941 to 37,200,000 in July, 1943, while the number of 
women rose from 12,000,000 to 17,100,000. All age groups 
showed a rise in the number of women employed, with the 
greatest percentage increases occurring in the 14-19 and 45-54 
age groups. For men, the groups that showed increases were 
those for ages 45 and over; employment in the two groups 
most affected by military service— the 20-24 and the 25-34 
groups— declined considerably.

The various changes resulted in a shift in the order of rank 
of the different groups. In July, 1941, the 25-34 age group 
ranked first, so far as the number employed was concerned, 
whereas in July, 1943, the 35-44 age group held first place. 
The 20-24 age group dropped from fourth to sixth place in the 
two-year interval.

1 July comparisons are shown on the chart since the latest month for 
which data by age groups are available is July, 1943. The proportion 
of men and women showed no change between July and October, 
1943, and it may be assumed that the age distribution, also, would show 
little variation.
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During the first three weeks of November, department 
store sales in this District were 13 per cent greater than in 
the corresponding 1942 period. On the basis of the three 
weeks’ figures, department store sales for the month of Novem
ber are estimated to have been approximately 10 per cent 
higher than in October, after allowance for the usual seasonal 
increase. The adjusted index was the second highest on 
record, being exceeded only in February of this year. Early 
Christmas shopping probably accounted for at least part of 
the unusual increase in November.

Sales of womens wear have continued to play an important 
part in the maintenance of a high level in total department 
store trade. Approximately two fifths of total department 
store sales in the first ten months of this year were in the 
womens and misses’ wear group. Among the individual de
partments within the group, both the infants’ wear, and the 
neckwear and scarf departments showed increases of about 
30 per cent; sales of coats and suits, dresses, sportswear, 
lingerie, furs, gloves, and handbags rose approximately 20 per 
cent; and millinery sales advanced more than 10 per cent. No 
appreciable gains for the year were reported for shoes, hosiery, 
or corsets and brassieres. Sales of men’s wear departments, 
which represented approximately one tenth of total sales, were 
only slightly greater than a year ago. Other departments, in

Department and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from the Preceding Year

DEPARTMENT STORE TRADE Indexes of Sales and of Stocks on Hand for Apparel Stores and for 
W om en’s and M en’s Clothing Departments of Department Stores, 

Second Federal Reserve D istrict*
PER CENT PER CENT
2 5 0

Locality

Net sales
Stocks on 

hand 
Oct. 31, 1943Oct. 1943 Jan. through 

Oct. 1943

Department stores, Second District.. . . +  1 +  5 — 17
New York City...................................... +  2 +  7 — 20
Northern New Jersey........................... —  4 —  2 -2 2

Newark................................................ —  4 —  2 — 24
Westchester and Fairfield Counties. . — 10 —  3 — 15

Bridgeport.......................................... — 14 —  6 — 18
Lower Hudson River Valley............... +  3 +  5 0

Poughkeepsie..................................... +  4 +  7 —
Upper Hudson River Valley............... —  9 —  2 —  1

Albany................................................. —  9 —  5 —
Schenectady....................................... —  8 +  3 +  2

Central New York State..................... +  8 +11 —  8
Mohawk River Valley...................... +  3 +11 — 17

Utica................................................ +10 +12 —
Syracuse.............................................. +10 +  10 —  2

Northern New York State.................. —  7 +  2 —
Southern New York State................... +  1 +10 +  2

Binghamton....................................... +  6 +15
Elmira.................................................. —  6 —- 3 —

Western New York State.................... —  1 +  9 —  7
Buffalo................................................. —  2 +  10 —  2
Niagara Falls..................................... +12 +28 —  3
Rochester............................................ +  2 +  6 — 14

Apparel stores (chiefly New York City) +15 +20 +  4

Indexes of Department Store Sales and Stocks, Second Federal Reserve  
D istrict (1 9 2 3 -2 5  average =  100)

Item
1942 1943

Oct. Aug. Sept. Oct.

Sales (average daily), unadjusted................. 130 95 126r 137
Sales (average daily), seasonally adjusted. . 115 126 118 121

Stocks, unadjusted.......................................... 160r 123 128 131
Stocks, seasonally adjusted............................ 148r 127 123 119

100
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* Compiled by Federal Reserve Bank of New York. For sales, monthly 
average sales in 1941 =  100 per cent; for stocks on hand, January 31, 1941 =  100 
per cent. Data for stocks of department stores unavailable for February, 
March, and May, 1941. Plotted on ratio scale to show proportionate changes.

addition to those in the women’s wear group, which showed 
substantial increases over a year ago include jewelry, luggage, 
and yard goods.

Department store stocks at the close of October increased 
less than seasonally for the second consecutive month. The 
adjusted index was 6 per cent below this year’s high point 
reached on August 31, but 20 per cent above the low figure 
of last April. Compared with the all-time high for July, 1942, 
stocks were down 30 per cent. Among the individual depart
ments, changes in stocks have varied widely during the past 
year. With the principal exceptions of jewelry and wines 
and liquors, the increases in inventory have been concentrated 
in the women’s ready-to-wear departments. Sharp declines 
have occurred in men’s wear, home furnishings, sporting goods, 
luggage, and toilet articles.

As indicated in the accompanying chart, sales and stocks of 
apparel stores follow closely the fluctuations of the combined 
sales of women’s and men’s wear departments in department 
stores. In the case of sales, the apparel stores so far this year 
have made the better showing; their sales were 20 per cent 
above the first ten months of 1942 and 34 per cent above 1941. 
Corresponding figures for women’s and men’s wear in depart
ment stores were 13 per cent and 24 per cent, respectively.

Stocks in apparel stores last year did not increase so sharply 
as department store stocks of women’s and men’s wear; and 
the decline that began toward the close of 1942 was not so 
great. After July of this year apparel store stocks increased 
sharply and they reached a new high level at the end of Octo
ber; department store stocks of women’s and men’s wear, 
although showing a substantial increase between July and 
October, were 8 per cent below their peak reached in Septem
ber, 1942. In both apparel and department stores, stocks on 
hand at the close of October represented approximately 3 
months’ supply at the current rate of sales.
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Sales of reporting furniture stores in the Second Federal 
Reserve District during October were 3 per cent below the 
corresponding month last year and 11 per cent below October,
1941. For the first ten months of this year, changes from 1942 
for the five largest cities of the District ranged from an increase 
of 6 per cent for New York City to a decline of 18 per cent for 
Newark. (See accompanying table.) For the District as a 
whole, sales were unchanged from those in January-Octo- 
ber, 1942.

Department store sales of homefurnishings, in contrast, de
clined 6 per cent between the first ten months of 1942 and of
1943. When comparisons are made with the corresponding 
period of 1941, however, department store sales made the 
better showing (a decline of 6 per cent, compared with a de
crease of 11 per cent for furniture stores). The seasonal pat
terns of sales for the two groups of stores are somewhat 
different. As indicated on the accompanying chart, October 
was the peak month in both 1941 and 1942 for homefurnish
ing sales of department stores, whereas furniture store sales 
were the greatest in December of both years.

For department stores, sales of the individual departments 
within the homefurnishing group during the first ten months 
of this year have varied from an increase of about 10 per cent 
over the similar 1942 period to a decline of 65 per cent. The 
10 per cent increase was shown in sales of draperies, curtains 
and upholstery fabrics, floor coverings and rugs, pictures and

FURNITURE STORE TRADE

Furniture Store Sales, Stocks, Receivables, and Collections 
Second Federal Reserve District

Percentage change from the preceding year

Locality N et sales Stocks
on

Accounts
receiv Collec

O ct. 1943 Jan.-Oct.
1943

hand able tions 
O ct. 1943

Oct. 31, 1943

New  Y ork  C i t y .............................. +  4 
— 12

+  6 
— 14

— 32 — 26 — 13
Northern N ew  Jersey........................ — 34 — 35 — 22

N e w a rk ................................................. — 18 — 18 — 46 — 31 — 29
W estchester-Fair fie ld ....................... -f  6 —  3 — 12 +  5
Hudson River V a lie v ........................ — 26 — 14 __ — 34 — 27
Cftntrn.1 Nf»w Y ork  Statfi................. — 17 —  3 — 29 — 29 — 26

Svracusfi .......................... — 14 +  2 — 28 — 20
Northern N ew  Y ork  S ta te ............. — 15 4- 9 — 36 — 42
Southern N «w  York Statft............. — 27 — 18 — 41 — 42 — 21

Elmira........................... — 27 — 22 — 41 — 42 — 21
W estern  N ew  Y o rk  S ta te ...............

B u ffa lo ..................................................
— 20
— 24

—  3
—  7

— 34
— 39

— 30 
— 28

— 24 
— 27

Rochester............................................. — 15 —  1 — 24 — 32 — 15

Total outside N ew  Y ork  C ity — 16 —  8 — 34 — 32 — 23

Total Second District,.......... —  3 0 — 32 — 28 — 17

T otal District N ew  York  C ity
Outside 

New  Y ork  C ity

Item
O ct.
1942

Oct.
1943

O ct.
1942

O ct.
1943

O ct.
1942

Oct.
1943

Credit sales as per cent
of total sales..................

Stocks on hand, end of 
m onth, as ratio to
m onth ’s sales................

Collections, exclusive of 
down paym ents, as 
per cent of receiv
ables, first of m o n th .

83.0  

5.0

1 4 .1

83.0  

3.5

15.1

82.5

5.0

13.4

83.5

3 .3

1 4 .4

84.0

5.0

15.6

81.7

4 .0

16.6

Indexes of Sales and of Stocks on Hand for Furniture Stores and for 
Homefurnishing Departments of Department Stores,

Second Federal Reserve District*
P E R C E N T  P E R C E N T

1941 1942 1943

* Com piled by Federal Reserve Bank of N ew  Y ork . For sales, monthly  
average sales in 1941 =  100 per cent; for stocks on hand, January 31, 1941 =  100  
per cent. Data for stocks of department stores unavailable for F'ebruary, 
M arch, and M ay , 1941. Plotted on ratio scale to show proportionate changes.

mirrors, and lamps. China and glassware sales, on the other 
hand, decreased a little; sales of furniture, beds, and mattresses 
declined about 5 per cent; housewares (pots, pans, toasters, 
etc.), 10 per cent; musical instruments, 25 per cent; and major 
electric appliances about 65 per cent.

Furniture store stocks at the close of October were 36 per 
cent below the high point reached on July 31, 1942, and stocks 
of homefurnishing departments were 46 per cent below their
1942 high level. In the first half of 1942, furniture store 
stocks did not increase so rapidly as stocks of homefurnishings 
in department stores, and their subsequent decline has not been 
so great. Stocks of furniture stores are now at the level pre
vailing during the first six months of 1941, and they represent 
about 3 i/2 months’ supply at the current rate of sales.

During 1941 and the first four months of 1942, furniture 
stores in this District reported that about 88 per cent of their 
sales were made on credit. Reflecting principally increased 
individual incomes and consumer credit regulations, this per
centage declined to 80 at the close of last December. The 
proportion increased to 84l/i  per cent in April of this year, 
and averaged close to 83 per cent in the following six months.

Accounts receivable, which showed very little change from 
month to month during 1941, declined at a fairly steady rate 
from December, 1941 through August of this year; the decline 
amounted to more than 50 per cent. Receivables in Septem
ber remained unchanged from the August figure, but during 
October an increase of 2Vi per cent occurred. Collections in 
October against accounts outstanding at the close of the pre
ceding month amounted to 15 per cent. The collection ratio 
began to move upward at the close of 1941, when 10 per cent 
of accounts receivable were being collected, and the advance 
continued through May of this year; since then no significant 
change has appeared.
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(1935-39 average=100 per cent)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation 

(1923-25 average=100' per cent)

120
MO

-/-V

120
I 10

1938 1939 1942 1943

Indexes of the Cost of Living as Compiled by 
Bureau of Labor Statistics (1935-39 

average =  100 per cent)

Member Bank Reserves and Related Items
(Latest figures are for November 17)

General Business and Financial Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity was maintained in record volume in October and the early part of 
November. Value of department store sales continued at an exceptionally high level.

Industrial  Prod u ction

The total volume of industrial production continued to increase slightly in October 
and the Board’s seasonally adjusted index was at 245 per cent of the 1935-39 average, as 
compared with 240 in July and 227 in January. War production in the machinery and 
transportation equipment industries showed a further rise, reflecting largely a new high 
level of production of aircraft, aircraft engines, and parts. The total number of planes 
accepted during the month was 8,362, or 11 per cent more than the average in the third 
quarter. Deliveries of cargo vessels from merchant shipyards continued at an annual rate 
of 20,000.000 deadweight tons.

Steel mills operated during October at the highest monthly rate during the war 
period. Production of nonferrous metals also continued to rise. Announcement of per
mission to use aluminum in additional types of war products and some essential industrial 
products followed rapidly increasing output of this metal. Lumber production declined 
somewhat more than usual at this season and the prospective supply situation remains 
critical notwithstanding reduced demand for lumber for building purposes. Output of 
stone, clay, and glass products as a whole showed little change and was at about the level 
of a year ago. Cement production in October was down 40 per cent from last year but 
production of other stone, clay, and glass products, like glass containers and asbestos and 
abrasive products, was considerably higher than last year.

Output of most nondurable goods showed little change from September to October. 
Food manufacturing as a whole continued in large volume, allowing for seasonal changes, 
although butter and cheese production declined. Output of butter was 11 per cent below 
last year in October and declined further in the early part of November. Meatpacking, 
however, was at an exceptionally high level in October and continued to increase sharply 
in the first three weeks of November. There was also a rise in production of wheat flour 
and other manufactured foods in October. Output of textile and leather products remained 
at the somewhat reduced rate of recent months, while production of rubber products and 
industrial chemicals increased. Coal production declined 6 per cent in October and 
dropped sharply further during the first week of November, but increased in the middle 
of November.

The value of construction contracts awarded in October, according to reports of the 
F. W. Dodge Corporation, continued at the low level of other recent months. Total 
awards this year have been 60 per cent smaller than in the corresponding period of 1942, 
when they were at the highest level of the war period.

D istribution

Department store sales in October and the first half of November were 10 per cent 
larger in dollar volume than in the same period last year, and, allowing for seasonal 
changes, sales were somewhat higher than in the third quarter of this year. Total con
sumer expenditures for commodities and services in the third quarter were at about the 
peak level prevailing in the first half of this year and were substantially larger than a 
year ago.

Carloadings of railway freight in October were slightly less than in September, reflect
ing chiefly declines in shipments of coal and ore. Loadings of grain increased sharply to a 
level 20 per cent greater than in October, 1942, and livestock shipments were the highest 
in recent years.

Co m m o d ity  Prices

Grain prices advanced in the early part of November, while prices of livestock 
declined as livestock marketings expanded sharply. Prices of certain industrial raw 
materials, such as cotton, wool, and nonferrous metal scrap, have also declined somewhat 
since the middle of October reflecting larger supplies and uncertainties as to the extent 
of demands for these materials in war production.

The total cost of living which had declined 1.4 per cent during the summer, according 
to the Bureau of Labor Statistics, rose 0.8 per cent from mid-August to mid-October. There 
were increases in prices of food, clothing, and a number of miscellaneous items.

Bank  Credit
The average level of excess reserves at all member banks was around 1.1 billion 

dollars in mid-November reflecting some decline from the comparable October period. 
During the four weeks ended November 17 reserve funds were supplied to member banks 
by an increase of over 900 million dollars in the Government security portfolio of the 
Reserve Banks; increased holdings consisted largely of bills purchased under option and 
in part of certificates. The effect of these security purchases on excess reserves was more 
than offset, however, by a currency demand of 540 million dollars and a continued increase 
in required reserves as Treasury disbursements transferred funds from reserve-exempt war 
loan accounts to private deposits.

Following substantial bank purchases of special Treasury offerings in mid-October, 
Government security holdings at reporting member banks in 101 leading cities declined 
somewhat over the following month. The principal decrease was in holdings of bills at 
banks outside New York. Commercial loans, while decreasing during the past two weeks, 
showed a net gain for the four week period, while loans on securities, which rose to a 
high level during the Third War Loan Drive, declined substantially.
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M O N E Y  M A R K E T  I N  D E C E M B E R

Despite the seasonal peak of demand for currency and large 
movements of funds, related chiefly to quarterly income tax 
collections and other Government receipts and expenditures, 
the money market remained on an even keel during December. 
In the Government security market price changes, moderate 
in extent, reflected year-end portfolio adjustments and prepa
rations of investors for the Fourth War Loan drive opening 
January 18.

During December the reserve positions of member banks 
were chiefly influenced by the enlarged currency circulation, 
Treasury operations (which alternately drew upon and added 
to bank reserve funds), a temporary rise to a new record peak 
in Federal Reserve "float”, and increased reserve requirements. 
The combined effect of these forces made it necessary for New 
York City and other banks to take frequent action to adjust 
their reserve positions, which was reflected in a large increase 
in Federal Reserve Banks’ holdings of Government securities, 
and to some extent in borrowings by the banks from the Fed
eral Reserve Banks. Even then there were substantial week- 
to-week fluctuations in total excess reserves of all member 
banks.

In the statement week ended December 8, member bank 
reserve balances were drawn down by a substantial excess of 
Treasury receipts over expenditures as well as by increased 
currency circulation, and at the same time reserve requirements 
showed a considerable rise. Despite $569,000,000 net pur
chases of Government securities by the Reserve Banks during 
the week, and a rise of $55,000,000 to a temporary peak of 
$108,000,000 (the highest since December 1933) in member 
bank borrowings from the Federal Reserve Banks, excess re
serves of all member banks declined $180,000,000 to 
$920,000,000, the first report date on which excess reserves 
have dropped below $1,000,000,000 since October 1937. Dur
ing the following statement week, excess reserves rose tempo

rarily to $1,240,000,000 as member bank reserve positions 
were eased, chiefly by heavy Treasury expenditures on the 
fifteenth for meeting quarterly interest payments and the 
redemption of maturing Treasury notes.

In addition the collection of checks and other documents 
payable in various parts of the country, through the collection 
facilities of the Federal Reserve System, was slowed by seasonal 
congestion of the mails. As the Reserve Banks give credit 
for collection items according to a time schedule regardless of 
the time actually required to make the collections, some banks 
were credited with the proceeds of checks before the banks 
on which the checks were drawn had the checks charged 
against them. This excess of credits to banks over actual 
collections, known as Federal Reserve "float”, is usually of 
substantial proportions but it increased in the second week 
of December by an amount more than sufficient to offset the 
demand for currency and the increase in member bank reserve 
requirements in that week. The same thing, occurred in the 
third week of the month, as the Christmas peak in the mails 
occurred. Nevertheless, total member bank excess reserves 
dropped back to the previous low point of $920,000,000, 
owing to unusually large net receipts by the Treasury which 
were offset to a considerable extent, but not fully, by Reserve 
Bank purchases of an additional $538,000,000 of Govern
ment securities.

During the final statement week of the month, ended 
December 29, the Treasury drew down its deposits with the 
Federal Reserve Banks and reserve requirements declined, 
more than offsetting the further losses of reserve balances from 
the final increase of the year in currency circulation and a 
contraction in outstanding Federal Reserve float as a beginning 
was made in eliminating the pre-Christmas lag in collections 
of checks. Excess reserves of all member banks amounted to 
$1,130,000,000 on December 29.

DO ' f y o a t  PART —  B U Y  W A R  B O N D S
*  F O U R T H  W A R  L O A N  D R I V E  O P E N S  J A N U A R Y  1 8  *
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The net increase in currency circulation during December, 
due largely to Christmas shopping and holiday requirements, 
was about $550,000,000 as compared with an average rate of 
increase of $410,000,000 during the first eleven months of the 
year. The December increase was substantially less than 
might have been expected in view of the strong upward trend 
in currency circulation which has persisted for many months, 
on which was superimposed the seasonal peak of Christmas 
demand. Possible explanations offered for the relatively 
moderate demand for currency (in view of recent trends) are 
earlier Christmas shopping this year, and some use of outstand
ing currency to pay income taxes.

The further growth in reserve requirements during Decem
ber— about $225,000,000— was smaller than in November and 
a number of other months earlier in the year, reflecting a 
diminished need for calls on the War Loan Deposit accounts 
and consequently a diminished rate of conversion of such 
deposits (which are exempt from reserve requirements) into 
private deposit accounts (against which reserve requirements 
apply).

T rea su r y  O p e r a t io n s  D u r in g  D ecem ber

During the early part of December, the Treasury built up 
its deposits with the Federal Reserve Banks by temporarily 
accelerating its withdrawals from the War Loan accounts on 
the books of the commercial banks, and on December 8 Treas
ury deposits with the Reserve Banks reached $686,000,000, 
$411,000,000 above the level of December 1. These funds, 
together with $924,000,000 drawn from the War Loan ac
counts and other receipts during the following week, were 
employed to meet a $421,000,000 maturity of lVs per cent 
Treasury notes on December 15, and around $300,000,000 
quarterly payments of interest on the public debt due at the 
same time, as well as current expenditures for war and other 
purposes. After meeting these expenditures, the Treasury still 
had $379,000,000 on deposit with the Reserve Banks at the 
close of business December 15. This marked the first quarterly 
tax period since March 1942 that the Treasury has not utilized 
temporary borrowing on special certificates of indebtedness 
from the Federal Reserve Banks to moderate the effects of its 
operations on the reserve position of the banks. In March 
of this year such temporary borrowing reached a maximum of 
$1,302,000,000, in June $805,000,000, and in September 
$424,000,000.

During the week ended December 22, the Treasury had 
unexpectedly large net receipts, from heavy quarterly income 
tax collections, supplemented by $439,000,000 withdrawals 
from War Loan accounts and other receipts, which together 
were substantially greater than Government expenditures, with 
the result that Treasury deposits with the Federal Reserve 
Banks rose $588,000,000 to $967,000,000. During the final 
statement week of the month, ended December 29, no with
drawals from War Loan accounts in the banks were made and 
Treasury deposits with the Reserve Banks were drawn down to 
$764,000,000.

W ar Loan Deposits in Special Depositaries for Account of Sales of 
Government Securities, and Credits to and 

Withdrawals from Such Accounts*
BILLIONS 
OF DOLLARS

* Compiled from data of U. S. Treasury Department.

War Loan account deposits showed a net reduction of 
about $3,000,000,000 during December in comparison with 
$4,510,000,000 during November, the smaller decline in De
cember reflecting the effect of quarterly tax collections. The 
estimated balance at the end of December, $9,800,000,000, 
presumably will be reduced somewhat further up to the point 
when the Fourth War Loan drive, scheduled to open Janu
ary 18, reaches full momentum. Sales of securities under the 
Fourth drive, of course, will result in large new credits to the 
War Loan accounts in the banks, against which the Treasury 
can draw in subsequent months.

Total quarterly income tax collections during December 
are estimated at $4,300,000,000, of which about $1,100,000,000 
were met by turning in Savings ("tax”) notes. Of the 
total quarterly income tax collections during December, 
$875,000,000 were collected in the Second Federal Reserve 
District. As in previous quarterly tax months, the propor
tion of Savings notes used in meeting the tax liabilities was 
somewhat greater in this District than in the country as a whole,
28 per cent compared with 25 per cent.

R eserve Po sit io n  o f  t h e  N e w  Y o r k  Ba n k s

As in the case of all member banks, the central reserve 
New York City banks experienced alternate gains and losses 
of reserve funds through Treasury operations during December, 
although for the month as a whole these banks gained a mod
erate volume of reserves through this channel. On the 
other hand, there was a net outflow of about $500,000,000 
commercial and financial funds from New York City to 
other parts of the country in December, and enlarged cur
rency circulation absorbed somewhat in excess of $100,000,000 
of reserve funds. These losses of reserves were largely met 
by net sales of Treasury bills and certificates of indebtedness
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to the Federal Reserve Bank, although a number of the New 
York banks borrowed temporarily from the Reserve Bank to 
meet deficiencies in their reserve balances. Borrowings from 
the Reserve Bank by the New York City institutions rose 
from $9,000,000 on December 1 to $77,000,000 on the 8th, 
dropped to $15,000,000 on the 22nd, and increased again to 
$56,000,000 on the 29th. Ten banks in the city borrowed 
from the Reserve Bank at one time or another during the 
month. In the Second District outside New York City, rela
tively small amounts were borrowed during the course of 
December by 74 member institutions.

MEMBER BAN K  CREDIT
For the most part the principal changes in member bank 

credit during the four-week period, November 24 to Decem
ber 22, reflected continuations of movements which had been 
in evidence since the middle of October. On October 20 total 
loans and investments of the weekly reporting member banks 
reached a new high level, as a result of market purchases of 
Government securities by the member banks, expansion of 
loans to nonbanking investors for purchasing Government 
securities during the Third War Loan drive, and purchases 
of new issues of Government securities offered directly to 
commercial banks after the drive. Since that date the prin
cipal changes in bank credit have been (1) a reduction in 
holdings of Treasury bills and certificates of indebtedness in 
order to offset losses of reserves and rising reserve require
ments, (2) a contraction in the volume of loans for purchas
ing or carrying Government securities, as dealers and others 
repaid funds borrowed during the drive, and ( 3 ) a decline in 
the level of total deposits and a shift of deposits from War 
Loan accounts of the Government to private accounts of 
individuals and corporations.

Between November 24 and December 22 the reporting 
member banks in New York City reduced their holdings of 
Government securities by $497,000,000. Most of this decline 
was accounted for by the sale of certificates of indebtedness 
and Treasury bills. Last June, when New York City banks 
reduced their Government security portfolios considerably in 
order to offset losses of reserve balances, they relied chiefly 
on the sale of Treasury bills. During the recent period, how
ever, the sale of certificates of indebtedness also assumed

Changes in Holdings of U. S. Government Securities 
by Federal Reserve Banks, Direct and Guaranteed 

(In millions of dollars)

Week ended Bills Certificates Notes Bonds Total

1943 
Nov. 3 ............... +154 +  20 +  11 +185
Nov. 10............... +278 +103 — +  8 +389
Nov. 17............... -111 +  77 — +  1 -  33
Nov. 24............... +452 +  72 +  5 +  3 +532

Dec. 1 ............... +  2 +  66 +  12 +  3 +  83
Dec. 8 ............... +375 +176 +  5 +  13 +569
Dec. 15............... -  73 +101 -  34 +  4 -  2
Dec. 22............... +426 +  87 — +  25 +538
Dec. 29............... -  81 +134 +  10 +  63

considerable importance. Market sales of bonds, notes, and 
other obligations were relatively small in the four weeks ended 
December 22; a decline of $79,000,000 in holdings of Treas
ury notes resulted mainly from the redemption on December 
15 of maturing notes. In the 100 cities outside New York, 
the reporting member banks reduced their holdings of Gov
ernment securities by $711,000,000 between November 24 
and December 22; three fourths of the decline was accounted 
for by a net reduction in Treasury bill portfolios. Sales of 
certificates of indebtedness were somewhat smaller than in 
New York City, and purchases of Treasury bonds continued.

Total loans of the New York City banks declined 
$155,000,000 between November 24 and December 22, re
flecting principally a further contraction of loans for purchas
ing or carrying securities. Loans to banks rose to $111,000,000 
on December 15, the highest level since December 1938; 
the following week, however, brought a slight decline. There 
were indications that these loans represented largely day-to- 
day lending of reserves between New York City banks; bor
rowings reported by the same group of banks also showed a 
considerable increase in the same period. Loans for com
mercial, industrial, and agricultural purposes showed only a 
small rise during the four-week period.

Member banks in 100 other centers reported a net con
traction of $115,000,000 in the volume of outstanding loans; 
as in New York City, most of the decrease was accounted 
for by a decline in loans for purchasing or carrying securities. 
There was a small increase in loans for commercial, industrial, 
and agricultural purposes, but all other types of loans declined 
during the period.

In both New York City and the 100 other cities, the con
traction in total loans and investments was reflected in a de
cline of total deposits. The Treasury withdrew $2,782,000,000 
from its deposits with these banks during the four-week period, 
November 24 to December 22, and other deposits rose only 
$1,195,000,000.

Changes in Holdings of U. S. Government Securities 
by the Weekly Reporting Member Banks 

(In millions of dollars)

Week ended Bills Certificates Notes Bonds Guaranteed Total

New York City
1943

-1 3 3 -  22 -  16 -  39 +  1 -2 0 9
Nov. 10............... -  18 -  58 -  6 -  44 +  1 -1 2 5
Nov. 17............... +159 -  14 +  11 -  24 -  21 +111Nov. 24............... -2 6 8 +  47 -  13 -  73 -  19 -3 2 6

+112 -  28 -  4 -  6 -  15 +  59
-1 5 7 -  28 0 -  28 -  20 -2 3 3

Dec. 15............... +  3 -  73 -  56 -  10 +  12 -1 2 4
Dec. 22............... -121 -  77 -  19 +  12 +  6 -1 9 9

100 Other Cities
1943

Nov. 3 ............... -  88 +  18 -  7 +  39 -  9 -  47
Nov. 10............... -2 1 0 -  22 -  12 +  30 0 -2 1 4
Nov. 17............... +  4 -  13 -  8 +  29 4- 2 +  14Nov. 24............... -1 6 3 -  27 -  15 +  53 -  2 -1 5 4
Dec. 1 ............... -1 0 3 +  10 -  5 +  2 +  1 -  95
Dec. 8 ............... -2 0 7 -  79 -  26 +  26 +  1 -2 8 5
Dec. 15............... +  58 -  28 -  35 +  40 -  12 +  23
Dec. 22............... -2 9 6 -  36 -  14 -  3 -  5 -3 5 4
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FOURTH W A R  LOAN DRIVE

The Fourth War Loan drive covering the period January 18- 
February 15 will aim at raising at least $14,000,000,000 from 
investors other than commercial banks. This goal compares 
with one of $15,000,000,000 set for the September drive, 
which was oversubscribed by more than $3,300,000,000.

While the over-all goal is $1,000,000,000 less than in the 
September drive, the goal for individuals has been raised 
from $5,000,000,000 to $5,500,000,000. The major effort 
will be directed toward increasing sales to individuals and 
the State War Finance committees conducting the drive are 
being strengthened and expanded in an effort to reach as many 
individual investors as possible. In keeping with this effort 
is the Treasury’s decision to announce, through January 31, 
only sales to individuals, although subscriptions from others 
will be accepted during this period. New York State’s goal for 
sales to individuals during the Fourth drive is $911,000,000, 
compared with the Third drive quota of $796,000,000 and 
actual sales of $850,000,000.

The Department of Commerce has estimated that net savings 
of individuals, i.e., income remaining after personal taxes and 
expenditures for consumer goods and services, will amount to 
about $36,000,000,000 for the calendar year 1943. Currently, 
the rate of accumulation of savings is probably even greater. 
After allowing for the amount that would normally go into 
insurance and other forms of savings, a large sum still remains 
in the form of currency and demand deposits which might be 
used to bid up prices on the limited amount of goods produced 
for civilian consumption. It is desirable to have a substan
tial portion of such savings invested in war bonds, in which 
form they would be less likely to be used in ways that would 
foster inflationary tendencies.

The securities of the Fourth drive, like those of the preced
ing drives, are designed to appeal to various types of investors. 
Except for the 2 Va per cent bond of limited marketability, 
which replaces the 2 per cent and 1%  per cent fully market
able bonds of earlier drives, the securities are of the same 
types as those offered in the preceding campaigns. Savings 
bonds Series E, F, and G are designed primarily for indi
viduals; Treasury savings notes and %  per cent certificates 
of indebtedness due February 1, 1945 have the strongest 
appeal for corporations and others desiring to invest funds 
on a short term basis; and the 2 V a  per cent bonds of 1956-59 
and 2 Vi per cent bonds of 1965-70 supply an investment 
medium for mutual savings banks, insurance companies, and 
other large investors interested in long term bonds and rela
tively high coupon rates.

Although commercial banks will be excluded from the Janu
ary drive as they were in September, those banks accepting 
time deposits will be permitted to enter limited subscrip
tions for Savings bonds of Series F and G, and 2 V a  per cent 
and 21/2 per cent bonds. The Treasury has announced that 
any bank holding savings deposits, as defined in Regulation Q

of the Board of Governors of the Federal Reserve System, 
may subscribe to any or all of the four bonds up to 10 per 
cent of its savings deposits as of the last call date, or in the 
amount of $200,000, whichever is less. However, banks may 
not hold more than $100,000 of Series F and G Savings bonds 
(Series 1944) combined. It is expected that the major por
tion of the securities acquired by commercial banks under 
this program will go to banks outside the large centers. All 
subscriptions by commercial banks will be considered outside 
the $14,000,000,000 goal set for the drive.

The Treasury again stresses the importance of entering sub
scriptions through the banks where funds are located in order 
to avoid unnecessary transfers of funds. Such transfers of 
funds involve disturbances to the money market and con
siderable extra work, while they serve no purpose that the 
system of allocation does not cover adequately. Credits for 
sales during the drive will be given to any county or counties 
requested by the subscriber at the time of subscription. Insur
ance company subscriptions, however, will be credited only to 
that county in which the head office is situated. In the absence 
of a specific request, credit generally will be given to the 
counties indicated by the addresses on the subscription form.

The Treasury also requests commercial banks not to pur
chase the certificates and the market not to trade in any of 
the marketable issues until after termination of the drive on 
February 15. In an attempt to discourage "free riding”, that is, 
purchases by speculators who hope to resell the securities at 
a profit after the subscription books on a new issue are closed, 
banks are asked to refrain from making loans to finance specu
lative subscriptions. Loans for the purpose of purchasing 
Government securities for permanent investment, however, are 
approved, provided they are on a short term or amortization 
basis.

N EW  SECURITY ISSUES
The volume of domestic corporate new security issues in 

1943 about equaled the 1942 total of $1,037,000,000. Issues 
in each of the two years, however, were well below those in 
any year in the 1935-41 period, when annual totals exceeded 
$2,000,000,000. An increase between 1942 and 1943 in offer
ings for refunding purposes was offset by a decrease in issues 
to raise new capital.

While the volume of new corporation security offerings was 
approximately the same in 1943 and 1942, a rising tendency 
prevailed during 1943 in comparison with the contracting 
tendency of the preceding year. As the accompanying chart 
indicates, the monthly average of new financing by the last 
quarter of 1943 was at the highest rate in two years. The 1943 
volume of issues offered for refunding purposes amounted to 
approximately $650,000,000 and accounted for nearly two 
thirds of the year’s total; securities issued for new capital 
purposes declined to about the 1939 total of $383,000,000.

New municipal offerings in the past year continued the 
decline which has been in progress since 1940 and were the
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Monthly Average Volume of Domestic Corporate Security Issues 
for Refunding and for New Capital*

M ILLIO N S  
OF D O LLA R S

1937 1938 1939 1940 1941 1*t 2nd 3™ 4™ ist 2nd 3RD 4™ 
Y E A R  Q U A R TE R  Q UA R TE R

1942 1943

* Data from Commercial &  Financial Chronicle; figures for December in 
the fourth quarter of 1943 estimated by Federal Reserve Bank of New York.

lowest of any year in the period for which the record is avail
able (1919 to date). The decrease between 1942 and 1943 
reflected a drop of about 50 per cent in security issues for new 
capital purposes, to a level below $200,000,000; municipal 
refunding operations, on the other hand, increased.

SECURITY MARKETS
The Government security market during December was 

marked by portfolio adjustments for year-end statement and 
tax purposes, and in anticipation of the Fourth War Loan. 
At the same time, banks continued to make net sales of 
Treasury bills and certificates of indebtedness to meet increased 
reserve requirements and to replenish reserve funds lost through 
enlarged currency circulation and adverse clearings balances. 
Bills and certificates sold by the banks were largely absorbed 
by the Federal Reserve Banks. Selling of other classes of Gov
ernment securities was predominantly in the partially tax- 
exempt bonds of short and medium term maturities, while 
fully taxable short and medium term bonds, and notes, were 
in moderate demand. There was also some demand for short 
term certificates, presumably as temporary mediums of invest
ment by nonbanking investors pending the start of the Fourth 
War Loan drive. Most of the partially tax-exempt Treasury 
bonds maturing or callable within the next five years showed 
net advances in yield of 0.02 to 0.04 per cent; on the other 
hand, yields on taxable bonds maturing or callable up to eight 
years generally declined about 0.03 per cent. On long term 
bonds yields were little changed during December.

Stock prices during December recovered well over one-third 
of the loss occurring in the July-November decline. Railroad, 
industrial, and utility stocks all shared in the upturn, and 
Standard and Poor’s price index of 90 combined stocks ad
vanced 6 per cent.

Increases in prices of domestic corporate bonds were con
fined largely to the medium and lower grade railroad issues.

Moody’s index of Baa bond yields declined from 3.84 per cent 
at the end of November to 3.80 per cent at the end of the 
year, while the index of yields on Aaa corporate bonds showed 
little net change. In the early part of December, yields on 
municipal bonds, as measured by Standard and Poor’s index, 
continued the rise begun in November, and on December 8 the 
index reached 2.02 per cent, the highest level since July 7. 
Declines in the next three weeks, however, lowered the average 
to 1.98 per cent on December 29.

W HOLESALE COM M ODITY PRICES
After three years of almost uninterrupted advance, the 

Bureau of Labor Statistics index of wholesale commodity 
prices declined slightly in June and July 1943 and thereafter 
has shown little change from month to month. As indicated 
in the accompanying chart, the decline resulted from decreases 
in the indexes for farm products and foods.

For both these groups the indexes rose rapidly after the 
first quarter of 1941, since many items in each group were 
not subject to the governmental regulations that controlled 
wholesale prices of industrial commodities. In June of the 
past year, governmental orders were issued for reductions in 
the maximum prices on meats, to be accomplished by means 
of subsidy payments to processors. The lower prices of meats, 
together with seasonal decreases in the prices of fresh fruits 
and vegetables, were reflected in the downward movement of 
the price indexes for both farm products and foods. Raw 
cotton prices dropped gradually during the second half of 
the year.

Prices of industrial commodities, that is commodities other 
than farm products and foods, advanced a little in each month 
of 1943, but the net increase for the year— as in 1942— was 
very small. Between August 1939 and December 1943, prices 
of industrial commodities rose 22 per cent, food prices 58 per 
cent, and prices of farm products 99 per cent.

Indexes of Wholesale Commodity Prices*
(1926 averages 100 per cent)

P E R  C E N T

* Data of U. S. Bureau of Labor Statistics; December 1943 estimated from 
weekly figures.

t Other than farm products and foods.
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Factory employment in New York State (as measured by 
the index of the State Department of Labor), after increasing 
sharply between mid-1940 and the end of 1942, changed very 
little from month to month during most of 1943. The narrow 
fluctuations in total factory employment, however, conceal 
diverse movements among the various industries and among 
the several industrial areas of the State.

The accompanying chart shows clearly the changes that 
took place during 1943 in New York City and in industrial 
areas of Upstate New York. Factories manufacturing war 
materials in the Syracuse district continued to add to their 
numbers of workers, and employment in that area advanced 
at a rate which was about half that in the final quarter of 
1942. In the Poughkeepsie area, also, expansion in war indus
tries resulted in some further increase of total factory employ
ment. Employment in the Rochester and Binghamton districts 
tended to advance during the year, although the changes that 
occurred were relatively small.

Areas in which fairly definite downturns took place included 
Buffalo and Albany, the two districts that had made the 
greatest percentage gains in employment between 1939 and 
1942. In Buffalo the high month for employment was July; 
the losses that occurred thereafter reflected decreases at iron 
and steel plants and at transportation equipment factories. 
In Albany, the decline which began in the first half of the 
year resulted from lowered employment in the metals, machin
ery, and textile industries. Decreases in these industries also 
brought a decline, after the middle of the year, in employment 
in the Utica district.

Employment in New York City in 1943 fluctuated less 
widely than in earlier years. Declines at establishments manu

EMPLOYMENT AND PAYROLLS facturing consumers’ nondurable goods were offset by increases 
in war industries, particularly in shipbuilding.

Factory payrolls in New York State as a whole continued 
to rise last year, despite the tendency for employment to be
come comparatively stable. In November 1943 (the latest 
month for which data are available) the State Labor Depart
ment’s index of payrolls was 20 per cent above that in Novem
ber 1942. The greatest increase occurred in the Syracuse area, 
but marked advances took place also in New York City, the 
Poughkeepsie area, and the Binghamton district.

PRODUCTION AND TRADE
Preliminary data for December indicate moderate recessions 

in some lines of activity from the high levels of October 
and November. A  decline in steel production reflected both 
cutbacks in programs of some industries manufacturing war 
materials and a brief suspension of work by employees of 
several companies, following expiration of union contracts. 
Output of crude petroleum was slightly smaller than in Novem
ber, and carloadings of railway freight in the first three weeks 
of December declined about 5 per cent. On the other hand, 
with the settlement in November of the wage dispute in the 
coal industry, output of bituminous coal rose substantially and 
remained at a high level in the weeks ended December 4 
and 11. Seasonally corrected electric power production has 
changed little from week to week, and final December figures 
will probably be about the same as those for November.

Early in December the War Production Board announced 
that goals for total war output in 1944 would be 17 per cent 
above 1943 production. Cutbacks are scheduled for some indus
tries, notably in small arms ammunition and the construction 
of war plants, but these changes will be more than offset by

Indexes of Factory Employment and Payrolls iii Selected Industrial Areas in New York State* 
(1935-39 averagers lOO per cent)

1939 1940 1941 *1942 1943 1939 1940 1941 1942 1943 1939 1940 1941 1942 1943 1939 1940 1941 1942 1943 

* Data of New York State Department of Labor. Plotted on ratio scale to show proportionate changes.
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the large increases planned in output of trucks, aircraft, and 
artillery ammunition. To attain the 1944 goal, industry must 
operate at a rate only slightly higher than that prevailing dur
ing the fourth quarter of 1943.

Production in 1943 for two of the major war industries 
attained record levels. Steel production has been estimated at 
89,000,000 net tons for the year. Although not greatly above 
the output of 1942, it was 44 per cent above that of 1929 and 
nearly 80 per cent larger than in 1917.

A notable achievement during 1943 was the completion of 
steel merchant ships at American shipyards. Nearly 18,000,000 
deadweight tons were produced, more than double the amount 
for 1942 and three and one half times greater than the tonnage 
for 1919. (See accompanying chart.)

Production and  Trade in  N ovember

The volume of industrial production, adjusted for seasonal 
variation, in November differed little from that in October, 
despite declines in the output of some industries. Work stop
pages in the coal mines at the beginning of the month resulted 
in curtailed output of bituminous and anthracite coal and, to 
a lesser extent, in restricted coke production. The rate of opera
tions at steel mills, which had exceeded 100 per cent throughout 
October, averaged 98.4 per cent in November, and daily aver
age production dropped below the high level of October. A  
decline occurred also in the dollar volume of construction con
tracts awarded. The War Production Boards index of muni
tions, however, indicates that several important war industries 
showed substantial increases in output. Gains of 6 per cent in 
both the aircraft and the communication equipment industries, 
together with an advance of 4 per cent in shipbuilding and of 
3 per cent in the manufacture of guns, brought the index to the

Steel Merchant Ships Over 2,000 Gross Tons 
Completed by U. S. Shipyards*

M I L L I O N S  O F 
D E A D W E IG H T  T O N S
2 Of--------------------

1942 1943

Nov. Sept. Oct. Nov.

Indexes o f Production and Trade* 
(100 =  estimated long term trend)
Index of Production and Trade................. 125 124 126p 127p

Production................................................. 134 132 133p 134p

Producers’ goods— total...................... 171 107 167p 166p
Producers’ durable goods............... 206 195 196p 196p
Producers’ nondurable goods........ 131 135 134p 133p

Consumers’ goods— total................... 88 87 87 p 89p
Consumers’ durable goods............. 38 25 25p 25 p
Consumers’ nondurable goods. . . . 105 107 107p IlOp

Durable goods— total.......................... 157 145 146p 146p
Nondurable goods— total................... 116 119 118p 119p

Primary distribution................................ 141 157 158p 156p
Distribution to consumer..................... 93 81 84p 88p
Miscellaneous services............................ 153 172 170p 174p

Cost of Living, Bureau of Labor Statistics
(100 =  1935-39 average)............................. 120 124 124 124p

Wage Rates
(100 =  1926 average)..................... ............ 145 157 157p

Velocity o f Demand Deposits* 
(100 =  1935-39 average)
New York City............................................. 62 88 74 70
Outside New York City.............................. 82 94 81 76

1

♦Adjusted for seasonal variation. p Preliminary.

1914 ’1© *18 ’ 20 *22 *24 ’ 26 *28 *30 ’ 32 *34 , *36 *38 *40 '42

* Data from Marine Engineering and Shipping R eview ; figures for 1943 
estimated by Federal Reserve Bank of New York on basis of data for first 
eleven months.

highest level yet attained (665 per cent of the November 1941 
average). In several consumers’ nondurable goods industries, 
activity expanded sharply during November, and pronounced 
gains for the month occurred in retail trade, chiefly as a result 
of the early Christmas shopping.

FURNITURE STORE TRADE

Furniture store sales in the Second Federal Reserve District 
during November were 2 per cent higher than in October and
10 per cent above November 1942, but 4 per cent lower than 
in November 1941. For the year through November, sales 
were 1 per cent above those in the corresponding 1942 period 
but 10 per cent below January-November 1941. New York 
Citys sales for the first eleven months of 1943 were 7 per cent 
greater than a year earlier; this record was the best of any of 
the five largest cities covered by the survey. Syracuse was next 
in line with a gain of 2 per cent; Rochester reported no change; 
a decline of 6 per cent was shown for Buffalo; while Newark 
sales were down 18 per cent.

Furniture store stocks declined during November for the 
third consecutive month. At the November rate of sales, stocks 
at the close of the month represented 3.3 months’ supply, com
pared with 5.3 months’ supply one year earlier.

Although accounts receivable have increased slightly since 
the close of August, they were on November 30 more than 50 
per cent below those at the end of December 1941, the month 
when the fairly steady decline which lasted through August
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Furniture Store Sales, Stocks, Receivables, and Collections
Second Federal Reserve District

Locality

Percentage change from the preceding year

Net sales
Stocks

on
hand

Accounts
receiv

able Collec
tions 

Nov. 1943Nov. 1943
Jan.-Nov.

1943 Nov. 30, 1943

New York City............. +14 +  7 -3 0 -2 4 0
Northern New Jersey .. +  7 -1 2 -3 8 -3 2 -1 3

Newark....................... -2 0 -1 8 -4 9 -2 9 -2 4
W estchester-Fairfield. . +18 -  2 — -1 2 +12
Hudson River Valley. . -  4 -1 3 — -3 5 -2 0
Central New York State............. -  2 -  3 -2 9 -2 9 -1 7

Syracuse ....................... 0 +  2 — -2 8 -1 1
Northern New York State.......... -  2 +  8 -3 7 -4 1 —
Southern New York State........... -1 3 -1 8 -3 8 -3 9 -3 1

Elmira......................... -1 3 -2 1 -3 8 -3 9 -3 1
Western New York State............ +  2 -  3 -3 0 -2 8 -1 4

Buffalo.......................... -  1 -  6 -3 1 -2 6 -1 2
Rochester................... +  8 0 -2 6 -3 0 -1 3

Total outside New York City +  3 -  7 -3 3 -3 0 -1 5

Total Second District........... 9 +1° +  1 -3 1 -2 6 -  5

Outside
Total District New York City New York City

Item
Nov. Nov. Nov. Nov. , Nov. Nov.
1942 1943 1942 1943 i 1942 1943

Credit sales as per cent
of total sales............... 82.6 82.7 83.3 83.7 80.9 80.1

Stocks on hand, end of
month, as ratio to
month’s sales............. 5 .3 3 .3 5.2 3.2 5.5 3.6

Collections, exclusive of
down payments, as
per cent of receiv
ables, first of month. . 13.0 15.3 12.6 14.6 14.1 17.1

1943 set in. Collections in November against accounts out
standing at the close of October amounted to 15 per cent.

DEPARTM ENT STORE TRADE
Department store sales in the Second Federal Reserve Dis

trict during December, judging from sales for the four weeks 
ended December 25, about equaled the record high volume for 
December reached in 1942. In November, gift buying was 
reported to have been unusually active, and sales figures for 
that month, attaining a new high for November, were 17 per 
cent above those in November 1942. That somewhat more than 
the usual amount of early Christmas shopping took place in 
November 1943 is indicated by the fact that December of 1943 
accounted for 57 per cent of the combined two months’ sales 
total compared with 61 per cent for December 1942 and a 
range of 60 to 62 per cent for the nineteen years, 1924 through 
1942. When November and December are considered together, 
however, the combined sales for the two months attained a new 
peak for the Christmas trade. Christmas sales appear to have 
been greatest in the higher priced lines, with the luxury items 
showing substantial gains. Sales in the Second District in 1943 
were the highest of any year on record and 34 per cent above 
those in 1939, a substantial part of the increase in the four- 
year period resulting from price advances.

For the six major cities in the Second District, changes since 
1939 have varied markedly. Buffalo has shown the greatest 
increase; sales rose 52 per cent between 1939 and 1942, and a

further advance of about 10 per cent occurred in 1943. Syracuse, 
Rochester, and New York City likewise reported improvement 
in each of the four years, but for none of these three cities 
has the increase for the entire period been so great as that for 
Buffalo. Sales in Bridgeport, which had shown the largest 
increase (57 per cent) from 1939 to 1942, declined about 5 
per cent in 1943. Newark sales in 1943 dropped slightly below 
those in 1942, and the gain since 1939 has been less than that 
for any one of the other major cities in the District.

R evisio n  o f  In d e xe s  o f  D e p a r t m e n t  St o r e  Sales  
Seco n d  Federal  R eserve D istrict

The indexes of department store sales for the Second Federal 
Reserve District have been revised from 1919 to date, in 
accordance with a national program of the Federal Reserve 
System. The revised figures reflect primarily the inclusion of 
additional stores and recomputed seasonal adjustment factors, 
and they are expressed as percentages of average daily sales in 
1935-39, the base period now used for many national and 
regional business indexes. Monthly indexes for the entire 
period covered may be secured from this bank upon request. 
Work is now in progress on the revision of the index of depart
ment store stocks for the Second Federal Reserve District, and 
the revised figures will be made available in the near future.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net sales
Stocks on 

hand 
Nov. 30, 1943

Nov. 1943
Jan. through 

Nov. 1943

Department stores, Second District. . . +17 +  7 -1 3
New York City.................................... +20 +  8 -1 5
Northern New Jersey......................... +10 -  1 -1 8

+  11 0 -2 0
Westchester and Fairfield Counties. +  9 -  2 -  8

Bridgeport......................................... +  6 -  5 -1 1
Lower Hudson River Valley............. +24 +  7 -  2

Poughkeepsie.................................... +29 +  9 —
Upper Hudson River Valley............. +  8 -  1 -  4

+  9 -  4 —
Schenectady...................................... +  7 +  4 -  3

Central New York State................... +25 +12 -  7
Mohawk River Valley.................... +23 +13 -1 8

+30 +14 —
Syracuse ............................................ +27 +12 -  1

Northern New York State................ +11 +  3 —
Southern New York State................. +20 +11 0

Binghamton...................................... +23 +15 —
Elmira................................................ +13 -  1 —

Western New York State.................. +15 +10 -  7
Buffalo............................................... +18 +  11 -  5
Niagara Falls.................................... +17 +27 -  1
Rochester.......................................... +13 +  7 -1 1

Apparel stores (chiefly New York City) +30 +21 +  7

Indexes of Department Store Sales and Stocks, 
Second Federal Reserve District

Item
1942 1943

Nov. Sept. Oct. Nov.

1935-89 average =  100
181Sales (average daily), unadjusted* 161 140 156

Sales (average daily), seasonally adjusted* 132 131 136 148

1923-25 average =  100
Stocks, unadjusted 152r 128 131 132
Stocks, seasonally adjusted 135r 123 119 115

* Indexes revised from 1919 to date; available upon request, 
r Revised.
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Index of Physical Volume of Industrial Production, 
Adjusted for Seasonal Variation, 1935-39 

Average =  1 GO Per Cent. (Groups shown 
are expressed in terms of points 

in the total index.)

Income Payments to Individuals, Based on De
partment of Commerce Estimates. Wages 

and Salaries Include Military Pay. 
Monthly Figures Raised to 

Annual Rates.

Member Bank Reserves and Related Items. 
(Latest figures are for December 15.)

LLIONS of dollars

■j

.V

DEMAND DEPOSITS(ADJUSTED)
j

U.S. GOVT SECURITIES
ri

/

LOANS

US.GQVTDEPOSITS  ̂}\\n !
1939 1940 1941 1942 1943

Member Banks in Leading Cities. Demand De
posits (Adjusted) Exclude U. S. Government 

and Interbank Deposits and Collection 
Items. Government Securities Include 

Direct and Guaranteed Issues. (Lat
est figures are for December 15.)

General Business and Financial Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

TNDUSTRIAL activity was maintained at a high level in November and the early part of 
December. Value of retail sales during the Christmas buying season has been larger than 

last year's record sales.
In dustrial  Production

Industrial production in November was at 247 per cent of the 1935-39 average, the 
same as in October and 2 points higher than in September according to the Board’s seasonally 
adjusted index. Further increases in munitions production in November were offset in the 
total index by smaller output of coal and steel.

The reduction in steel output from the high October rate was small and reflected partly 
a decline in war orders for some types of steel products. Activity in the machinery and 
transportation equipment industries continued to rise in November. The Board’s machinery 
index, which had been stable from April to August, advanced 5 per cent in the past 3 months 
as a result of increases in output of electrical equipment and other machinery, which includes 
aircraft engines.

Total output of nondurable goods in November continued at the level of recent months. 
Activity in woolen mills showed little change as increased production of civilian fabrics, 
resulting from the lifting of restrictions on the use of wool, offset reduced output of military 
fabrics. Production of manufactured food products continued at a high level. Federally 
inspected meat production in November was one-fourth larger than a year ago. Newsprint 
consumption in November declined to a level 15 per cent below the same month last year. 
Output in the rubber products and petroleum refining industries continued to increase.

Coal production increased sharply in the latter part of November, but for the month 
as a whole bituminous coal output was down 9 per cent from October and anthracite 19 per 
cent. In the early part of December output of bituminous coal was at the highest rate in 
many years.

D istribution

Notwithstanding a reduced selection of merchandise, department store sales in November 
were about 10 per cent greater than the large volume of sales in November 1942, and in the 
first three weeks of December sales were about the same as a year ago. Value of department 
store stocks at the end of October was reported to be 9 per cent smaller than a year ago and 
it is estimated that, contrary to the usual seasonal movement, stocks declined in November.

Freight carloadings were maintained in large volume in November and in the first half of 
December. Loadings of coal during the four weeks ended December 11 were at the highest 
rate in many years, following a sharp drop in the first half of November. Shipments of grain 
and livestock were in unusually large volume for this time of year.

Co m m o d ity  Prices

Grain prices continued to advance from mid-November to mid-December and reached 
levels more than one-fourth higher than a year ago. Wholesale prices of other farm and 
food products showed little change, while prices of various industrial commodities, including 
coal, were increased somewhat.

The cost of living, which had increased 0.4 per cent in October, declined 0.2 per cent 
in November, according to the Bureau of Labor Statistics index.

Ba n k  Credit

Excess reserves at all member banks fluctuated around one billion dollars in November 
and December, maintaining an average level slightly below that which prevailed during the 
previous month. During the five weeks ended December 22, reserve funds were absorbed 
by a preholiday rise in money in circulation of about 800 million dollars, and required 
reserves continued to increase as Treasury expenditures transferred funds from Government 
accounts to private deposits. Needed reserves were supplied to member banks through an 
increase of 1.7 billion dollars in Government security holdings at the Reserve Banks. 
Additions to Treasury bill holdings accounted for the larger part of the increase, but certificate 
holdings also rose substantially.

During November and the first half of December, loans and investments at reporting 
member banks in 101 leading cities declined by around 2 Vi billion dollars, after increasing 
by 6V4 billion in September and October. Holdings of all types of Government securities 
decreased. Bill holdings, mainly because of sales to the Reserve Banks, showed the largest 
decline. Loans for purchasing or carrying securities continued to decline over the period.
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T h e  F e d e r a l B u d g e t  a n d  th e  F o u r th  W a r  L o a n

The Federal budget estimates for the next fiscal year (July 
1, 1944-June 30, 1945) provide a measure of the war financ
ing job to be done in coming months. War expenditures, the 
dynamic and dominant element in the Federal budget, had 
evidenced, during the second half of 1943, a tendency to 
flatten out, at a general level 
approaching $7,500,000,000 a 
month. That expenditure level 
has been projected into the 
estimates for the next fiscal 
year. It reflects the prospect 
of continued large-scale military 
operations, permitting changes 
of kind and composition of ex
penditures rather than aggre
gate size. In the preparation 
of the budget estimates no at
tempt was made to forecast 
when military operations might 
come to an end in Europe or 
in Asia. The unpredictable 
fortunes of war will determine 
when reductions in war expen
ditures can begin.

Meanwhile, military and financial officers of the Govern
ment must carry on under the assumption of continuing all- 
out war on all fronts, and the rank and file of American 
citizens must carry on under the same assumption, maintain
ing and wherever possible enlarging the measure of their

financial support of the war effort. War expenditures at a 
peak level, and their corollary (under existing tax rates) of 
monthly deficits approaching $5,000,000,000 afford no ground 
for relaxation of efforts by individuals and other nonbank 
investors to buy and to hold War bonds in the largest pos

sible amounts.
The purchase of War bonds 

serves a number of ends, of 
reciprocal advantage to citizen 
and country. It fulfills a major 
"home-front” duty of achieving 
and demonstrating unity in sup
port of the Governments finan
cial needs; it retards the com
petition of private spending 
with essential Government war 
spending; it eases the pressures 
which private spending exerts 
against prices and thus helps to 
protect the purchasing power 
of the dollar; it provides pri
vate resources for use in meet
ing the problems of postwar 
adjustments, for spending when 
civilian goods are again plenti

ful, and for the "rainy day” of the individual investor.
The Fourth War Loan drive, which opened January 18, 

presents an opportunity to fulfill a duty of citizenship and to 
promote private financial well-being. It demands the unstinted 
support of all.

Federal Government Receipts, Expenditures, and Borrowing*
BILLIONS 
OF DOLLARS

* Compiled from Daily Statement o f the United States Treasury and Presi
dent’s Budget Message of January 13, 1944. Data are for fiscal years ending 
June 30; 1944 and 1945 estimated.

t Estimates for fiscal years ending June 30, 1944 and June 30, 1945 do not 
allow for increases in tax rates.

*  LET’ S / 4 t l  B A C K  THE A T T A C K  *
F O U R T H  W A R  L O A N  D R I V E ,  J A N U A R Y  1 8  —  F E B R U A R Y  1 5
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M O N E Y  M A R K E T  I N  J A N U A R Y

The money market during the past month showed little 
of the easing experienced in January of past years, when there 
was a seasonal return flow of currency to the banks and a flow 
of funds to the New York money market for investment. A  
moderate demand for various classes of Government securities 
did develop in the early part of the month, but tended to dry 
up as the opening of the Fourth War Loan drive approached. 
At the same time, offerings of some types of securities— notably 
Treasury certificates of indebtedness— tended to increase, re
flecting the desire of institutional investors to dispose of tem
porary investments in order to increase their available funds 
for the purchase of new securities offered in the drive.

Currency circulation, which in peacetime has almost in
variably declined during January, increased slightly further 
during January of this year. The rise, however, was smaller 
than that of January 1943, partly, no doubt, as a result 
of currency payments for War bond purchases during the 
early stages of the Fourth War Loan drive. Aside from the 
increase in currency circulation, member banks lost reserve 
funds to the extent of approximately $325,000,000 through 
post-Christmas contraction in outstanding Federal Reserve 
"float” and about $160,000,000 through foreign account opera
tions (transfers of gold to foreign accounts and enlarged 
foreign central bank and government deposits on the books 
of the Federal Reserve Banks). At the same time, reserve 
requirements showed a rise of roughly $175,000,000, asso
ciated with expansion in the level of private funds on deposit 
with the member banks.

The losses of reserve balances and enlarged requirements 
were roughly offset by a reduction in Treasury deposits with 
the Federal Reserve Banks (from $764,000,000 December 29 
and $961,000,000 January 5 to $351,000,000 January 26) 
and net purchases of Government securities by the Federal 
Reserve Banks.

As a result, excess reserves of all member banks maintained 
an average level of about $1,100,000,000 during January, 
closely corresponding to the average level prevailing toward 
the end of December but somewhat above the holdings of 
November and December. The central reserve city banks 
of New York and Chicago continued to keep their funds 
fully employed and were practically without excess reserves. 
Presumably the distribution of the excess reserves in January 
was similar to that prevailing in the immediately preceding 
months— seven to eight hundred million held by "country” 
banks and the remainder by banks in the reserve city 
classification.

Reflecting the needs of individual member banks for addi
tional reserves and the character of offerings in the Govern
ment security market, the securities purchased by the Reserve 
Banks were chiefly Treasury bills and certificates of indebted
ness. During the four weeks ended January 26 Federal Re-

Distribution of Excess Reserves of Member Banks*

1942. 1943 1944

* Monthly averages of daily figures. Data for January 1944 partly estimated.

serve Banks’ holdings of Treasury bills increased $128,000,000 
and certificates of indebtedness $270,000,000. Transactions in 
other classes of Government securities by the Reserve Banks 
were limited and holdings showed little change. Member 
bank borrowings from the Reserve Banks contracted from 
$101,000,000 on December 29 to $24,000,000 on January 26.

The central reserve city banks of New York gained reserve 
funds to the extent of about $360,000,000 through Treasury 
operations during the four weeks ended January 26, as a 
result principally of the drawing down of Treasury deposits 
with the Reserve Banks and the related slackening of with
drawals from War Loan deposit accounts. This gain of funds 
provided an offset to enlarged required reserves and loss of 
reserve balances through gold and foreign account operations. 
There was an outflow of commercial and financial funds from 
New York during the month, probably associated with the 
accumulating of funds in other centers by nonbanking investors 
for payments upon subscriptions for securities to be purchased 
in the Fourth War Loan, but the outflow was much smaller 
than that occurring during the corresponding period of the 
Third War Loan. The Treasury Department has requested

Changes in Holdings of U. S. Government Securities 
by Federal Reserve Banks, Direct and Guaranteed 

(In millions of dollars)

Week ended Treasury
bills

Certificates 
of indebt

edness
Treasury

notes
Bonds Total

1943
Dec. 1 ............... 4* 2 +  66 +  12 +  3 +  83
Dec. 8 ............... +375 +176 +  5 +  13 +569

-  73 +101 -  34 +  4 -  2
Dec. 22 ............... +426 +  87 0 +  25 +538
Dec. 2 9 ............... -  81 +134 0 +  10 +  63

1944
Jan. 5 ............... -  43 +  70 +  1 +  8 +  36

+165 +  37 0 +  2 +204
Jan. 19 ............... -  8 +  64 0 +  2 +  58
Jan. 2 6 ............... +  14 +  98 0 +  1 +113
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that subscriptions to securities being offered in the drive be 
entered and paid for through the banking institutions where 
the funds of the subscribers are located, in order to avoid 
unnecessary shifts of deposit balances from one part of the 
country or from one institution to another.

In an effort to avoid padding of subscriptions to the Fourth 
War Loan drive with speculative, bank financed purchases, 
the Secretary of the Treasury early in January addressed a 
letter to banks throughout the country stating that loans to 
finance speculative subscriptions are not consistent with the 
Treasury’s policy and program. Shortly afterward the Presi
dent of this bank (and the Presidents of the other Federal 
Reserve Banks) addressed letters to security dealers and 
brokers requesting them to limit the amount of their sub
scriptions, in the drive, to the amount of securities that they 
would be able to retail to customers, other than commercial 
banks, for investment after the drive has closed, plus the 
amount required for the investment of their own funds to 
the extent these are, and are expected to continue to be, idle. 
At the same time, the public has been asked to refrain from 
entering subscriptions if subsequent prompt sale of the securi
ties is intended.

Discouragement of speculative subscriptions, which were 
a growing element in the first three War Loan drives and 
introduced a fictitious element into the record of sales to 
nonbank subscribers, naturally will have the effect of reduc
ing the volume of securities sold in the Fourth drive below 
the volume that would otherwise have been reached. It is, 
however, in terms of the amount of securities purchased by 
individuals and other nonbanking investors and retained by 
them, that the real success of the Fourth War Loan drive will 
be measured.

Changes in Holdings of U. S. Government Securities 
by the Weekly Reporting Member Banks 

(In millions of dollars)

Week ended
Treasury

bills

Certificates
of

indebted
ness

Treasury
notes Bonds

Guaranteed
obligations Total

1943
N<?w York City

Dec. 1 ............... +112 — 28 — 4 — 6 _ 15 +  59
Dec. 8 ............... -157 — 28 0 — 28 — 20 -2 3 3
Dec. 15 ............... +  3 — 73 — 56 — 10 + 12 -1 2 4
Dec. 2 2 ............... -121 — 77 — 19 + 12 + 6 -199
Dec. 2 9 ............... +  63 — 8 — 6 + 21 + 2 +  72

1944
Jan. 5 ............... -  65 + 16 + 10 + 49 _ 8 +  2
Jan. 12............... -1 5 9 + 33 — 20 25 _ 4 -1 7 5
Jan. 19............... +  83 + 39 — 23 + 60 + 40 +199
Jan. 2 6 ............... -231 + 56 ~~ 8 + 68 + 11 -1 0 4

100 Other Cities
1943

Dec. 1 ............... -1 0 3 + 10 — 5 + 2 + 1 -  95
Dec. 8 ............... -207 — 79 — 26 + 26 + 1 -2 8 5
Dec. 15............... +  58 — 28 — 35 + 40 12 +  23
Dec. 22 ............... -2 9 6 — 36 — 14 3 — 5 -3 5 4
Dec. 2 9 ............... -  23 — 86 - 7 - 14 - 2 -1 3 2

1944
Jan. 5 ............... 4* 6 — 96 — 13 + 26 _ 1 -  78
Jan. 12............... +  70 + 74 — 5 + 52 — 5 +186
Jan. 19............... -  19 + 43 + 9 + 71 + 5 +109
Jan. 26 ............... +166 + 80 6 +105 8 +337

MEMBER BANK CREDIT
The contraction, since the latter part of October 1943, in 

loans and investments of the weekly reporting member banks 
in 101 leading cities was interrupted during the statement 
week ended January 12, 1944. In the following week, total 
earning assets of the banks rose sharply, as member banks 
made net additions to their holdings of Government securi
ties, partly by purchasing securities offered by nonbanking 
investors seeking to enlarge their capacity to purchase new 
issues during the Fourth War Loan drive.

During the four weeks ended January 19, the weekly 
reporting member banks in New York City showed a net 
increase of 98 million dollars in their holdings of Government 
securities. These banks were net purchasers of certificates of 
indebtedness, Treasury bonds, and a small amount of guar
anteed obligations; Treasury bill and note portfolios were 
reduced moderately. Outside New York the reporting banks 
in 100 cities increased their holdings of Government securi
ties by 85 million dollars. Their net purchases, however, 
were limited to bonds and a small amount of bills; they were 
net sellers of other types of securities.

Over the same period, December 22, 1943 to January 19,
1944, total loans of the reporting banks declined 234 million 
dollars chiefly as a result of contraction in the commercial, 
industrial, and agricultural loan and in the "all other” loan 
(including consumer credit) classifications. In New York 
City, loans to banks were reduced 50 million dollars. Part 
of these declines, however, were offset by increases in loans 
for purchasing or carrying securities, apparently in anticipa
tion of the Fourth War Loan drive. Most of the increase in 
this category in New York City represented a rise in loans 
to dealers, while outside New York loans to others were the 
principal factor.

Although adjusted demand deposits (primarily deposits of 
individuals and business concerns) rose 677 million dollars 
further between December 22 and January 19, in neither 
New York City nor the 100 other cities did such deposits 
re-attain the level of September 8, just prior to the Third 
War Loan drive. However, Government deposits with the 
reporting banks, although drawn down more than 7 billion 
dollars since the peak of October 20, still amounted to over
6 billion on January 19, at the opening of the Fourth War 
Loan drive, compared with 2.8 billion before the Third drive.

SECURITY MARKETS
During January, activity in the Government security market 

reflected for the most part the adjustment of investment 
positions by nonbanking groups, in preparation for the Fourth 
War Loan drive, and adjustments of investment and reserve 
positions by banks. Nonbanking investors sold Treasury bonds 
and certificates of indebtedness, as a means of increasing their 
capacities to purchase securities being offered in the Fourth 
War Loan drive, but apparently added moderately to their
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portfolios of Treasury notes. Securities sold by nonbank in
vestors were absorbed by commercial banks and dealers, and 
to some extent by the Federal Reserve Banks. On the other 
hand, the Federal Reserve Banks purchased certificates from 
some banks experiencing losses of reserve funds. The bulk of 
the trading in bonds was in tax-exempt issues and in taxable 
issues eligible for bank holding, and yields on these securities 
displayed a tendency to decline as the month progressed. Cer
tificates of indebtedness, particularly those sold in the previous 
drives, were in supply but there was an active demand for 
the certificates maturing February 1. Holders of these certi
ficates on January 24 were offered the opportunity to exchange 
them for 0.90 per cent 13 months’ Treasury notes. At the 
close of the month the new notes were quoted on a yield 
basis of 0.85 per cent bid, when issued.

The volume of trading in the corporate bond market during 
January rose to the highest level since early last spring. Except

for high grade industrial and utility bonds, bond prices in 
general advanced during the month. Railroad bonds, partic
ularly the medium and lower grade issues, showed the most 
pronounced gains. Moody’s index of yields on the Baa bonds 
declined from 3.80 per cent at the end of December to 3.74 
per cent at the end of January, a record low for the index. 
Moody’s index of Aaa bond yields stood at 2.74 per cent toward 
the end of the month, showing little net change since Decem
ber 31. Standard and Poor’s index of municipal bond yields 
continued to decline, and on January 26 was at 1.88 per cent, 
about the same level as mid-November.

Share prices, as measured by Standard and Poor’s index of 90 
combined stocks, rose approximately 1 per cent during Janu
ary. While prices of railroad issues increased about 6 per 
cent, the gain of the combined index was modified by the 
industrial and utility groups, which showed only small net 
changes.

F E D E R A L  B U D G E T  E S T I M A T E S  F O R  F I S C A L  Y E A R  1 9 4 5

On January 13 the President sent to Congress a budget 
for the fiscal year 1944-1945 which anticipates total expendi
tures ( including net outlays of Government corporations other 
than for debt retirement) of 100 billion dollars— about Vi 
billion more than the revised estimates for the current fiscal 
year ending June 30, 1944. Net receipts (without allowance 
for new tax legislation) are estimated at 41 billion, slightly 
less than estimates for the current fiscal year; thus an indi
cated deficit of 59 billion is left to be met by borrowing. 
Somewhat more than 1 billion additional will have to be 
borrowed to redeem guaranteed debt obligations, so that the 
estimated rise in the direct public debt totals 60 billion dollars 
— from 198 billion on June 30, 1944 to 258 billion on 
June 30, 1945.

Ex p en d itu r es

War expenditures, of course, continue to dominate the 
budget picture. On the assumption that the war will con
tinue through June 30, 1945, such expenditures are tentatively 
estimated at 90 billion dollars (including net war outlays of 
Government corporations) in the fiscal year 1945, compared 
with a revised estimate of 92 billion for the current fiscal 
year. In order to achieve the estimate for the current year, 
war expenditures during January-June 1944 will have to 
reach an average annual rate of 97 billion dollars. (The 
average annual rate during July-December 1943 was about 
87 billion.) From the inception of the defense program in 
July 1940 through December 1943, war expenditures totaled 
153 billion dollars. If the budget estimates are realized, these 
cumulative expenditures will rise to 202 billion by the end 
of June 1944 and to 292 billion by June 30, 1945.

In his budget message, the President included the following 
table showing the rate of war expenditures in different periods 
and the percentage distribution of the total between (1) mu

nitions, (2 ) pay, subsistence, agricultural lend-lease, and other 
civilian war activities, and (3) war construction. War con
struction has been of declining importance in the total since 
1942, although the average annual rate of expenditure (10.9 
billion) in the November 1942-December 1943 period was 
slightly higher than in December 1941-October 1942. Muni
tions expenditures, on the other hand, have continued to 
increase both absolutely and relative to the total, and are 
expected to reach a peak in the first half of 1944 with an 
average annual rate estimated at 62 billion dollars. Pay, 
subsistence, and other war expenditures also have increased 
in absolute amount and in proportion to the total.

Expenditures other than those specifically classified for war 
purposes are estimated at 9.8 billion dollars for the fiscal year
1945, an increase of 2.5 billion over the estimate for the cur
rent fiscal year. Interest on the public debt, estimated at 
3.75 billion dollars in the 1945 budget, accounts for 1.1 billion 
of the increase over the preceding year. Refunds of taxes in 
the amount of 1.8 billion are the other important factor, being 
1.4 billion higher than the estimate for the current fiscal year.

War Expenditures 
(Including net outlays of Government corporations)

Average
Estim ated per cent of to ta l

Period
annual 

rate  
( In  billions 
of dollars)

M unitions,
including

ships

Pay,
subsist

ence*

W a r
construc

tion

Preparedness:
July 1940-Novem ber 1941 .......... 9 .8 50 30 20

Defensive war:
December 1941-October 1942 . . 4 5 .7 56 22 22

Aggressive deployment:
Novem ber 1942-December 1943 83 .5 59 28 13

Offensive war:
January 1944-June 1944f ........... 9 7 .0 64 30 6
July 1944-June 1945

(fiscal year 1945)........................ 9 0 .0 63 33 4

♦Including also'agricultural lend-lease and other civilian w ar activities. 
fOn basis of 92a,billion^dollars for fiscal year 1944.
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Summary of the Federal Budget, 1943-45 
(In millions of dollars)

Classification

Receipts
Direct taxes on individuals..............................
Direct taxes on corporations...........................
Employment taxes.............................................
Excise taxes and customs.................................
Miscellaneous receipts.......................................

Total receipts..................................................
Less transfer to old age trust fund................

Net receipts.....................................................

Expenditures 
Regular budget

W ar....................................................................
Interest on public debt.................................
Veterans’ pensions and benefits..................
Refunds............................................................
Other..................................................................

Total..............................................................

Government corporations 
(net expenditures)
W ar....................................................................
Other (excluding debt retirement).............

Total.............................................................

Total expenditures.............................................

Excess of expenditures..........................................

Trust account net expenditures......................
Retirement of Government corporation debt 
Increase in Treasury balance...........................

Net increase in public debt..................................

Net borrowing from the public............................

Fiscal years ending June 30

1943 1944 
Actual Est.

6,952
9,916
1,508
4,101

907

23,385
1,103

22,282

72,109
1,808

600
79

3,583

78,179

2,976
-1 ,476

1,500

79,679

57,397

-  333 
694 

6,515

64,274

60,564

19,423
14,137

1,882
4,694
2,443

42,578
1,392

41,186

88,500
2,650

865
411

3,525

95,951

3,500 
-  175

3,325

99,276

58,090

-  2 
2,770 

46

60,904

54,227

1945
Est.

18,113
15,404
3,182
4,690
2,037

43,425
2,656

40,769

88,200
3,750
1,252
1,799
2,953

97,954

1,800
15

1,815

99,769

59,000

-  47 
1,346 

101
60,400

52,694

R eceipts f r o m  T a x a t io n  a n d  Bo r r o w in g

Net receipts from taxation and miscellaneous sources are 
estimated, on the basis of existing legislation, at 41 billion 
dollars for fiscal 1945. This figure is slightly below the 
revised estimate for the current fiscal year, primarily because 
the transition to the pay-as-you-go system resulted in a tempo
rary bulge in receipts during July-December 1943.

The estimated excess of expenditures over receipts in fiscal 
1945 is about the same as the revised estimate of 58.1 billion 
dollars for fiscal 1944 and an actual total of 57.4 billion in 
fiscal 1943. In addition to financing the deficit, the Treasury 
will have to borrow an estimated 1.3 billion dollars in fiscal 
1945 for the retirement of Government corporation debt, in 
contrast to an estimated 2.8 billion in fiscal 1944 and an 
actual 0.7 billion in fiscal 1943. No significant change is 
assumed over the two fiscal years 1944 and 1945 in the 9.5 
billion Treasury general fund balance held on June 30, 1943. 
In fiscal 1943, the Treasury borrowed additional funds to build 
up its balances by 6.5 billion dollars.

From the viewpoint of the magnitude of Treasury financing 
operations and the absorption of Government securities by 
banks and nonbanking investors, a more significant measure 
than the increase in the public debt is the amount of net bor
rowing from the public. The latter figure is obtained by 
deducting from the increase in public debt the retirement of 
Government corporation debt, borrowing from Federal trust 
funds and agencies, and noncash accruals of liabilities for

future payments on public debt account (such as accrued 
interest on Savings bonds and issuance of postwar excess 
profits tax refund bonds). In the budget derivation of net 
public borrowing, adjustment is also made to include refund
able corporation excess profits tax payments as public borrow
ing rather than as tax receipts. After these adjustments, net 
public borrowing is estimated at 52.7 billion dollars for fiscal 
1945, compared with 54.2 billion in fiscal 1944.

The amount of this borrowing which will have to be 
obtained through the banking system will depend, of course, 
on the net absorption of Government securities by indi
viduals, corporations, and institutional investors. During the 
calendar year 1943, net takings by nonbanking investors 
(excluding Federal agencies and trust funds) amounted to 
about 28 billion dollars. This total consisted of 9.0 billion 
dollars of Series E War Savings bonds, 3.3 billion of Series F 
and G bonds, 2.2 billion of Tax and Savings notes, about 
5.3 billion taken by insurance companies and savings banks, 
and about 8.2 billion of market issues taken by individuals, 
corporations, etc. Unless this net absorption by nonbanking 
investors is increased substantially, the banking system will 
still be called upon to furnish between 20 and 25 billion 
annually if the deficit is of the magnitude indicated by the 
budget estimates.

CONSTRUCTION
The volume of construction in the United States, after an 

unprecedented increase in 1942, declined sharply in 1943, as 
the peak in construction for war purposes was passed and as 
restrictions were continued in force on nonessential civilian 
building. The value of construction contracts awarded in 
37 Eastern States, according to reports of the F. W . Dodge 
Corporation, was 60 per cent below the record figure attained 
in 1942 and about the same as the average for 1938-39.

The decline last year reflected largely a sharp decrease in 
the volume of contracts awarded for public construction, which 
had risen substantially in 1942; although awards for private 
construction also were less than a year earlier, the decline in 
dollar value was relatively unimportant, in view of the low 
level of such awards in 1942. The ratio of private to total 
awards, however, rose a little— from 13 per cent in 1942 to 
18 per cent last year.

Among the various classes of building, the greatest 1943 
decrease was shown in awards for nonresidential construction. 
The bulk of this decline occurred in contracts for manufac
turing plants, which dropped 66 per cent below the high 
level of 1942 when facilities for war purposes were expanded 
sharply. Both residential awards and contracts for public 
works and utilities also were well below those of the earlier 
year.

Contract awards in New York and Northern New Jersey, 
which had shown only small annual changes for several years, 
dropped sharply in 1943 to a level lower than in 1932-33, as
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Value of Construction Contract Awards in 37 Eastern States and in 
New York and Northern New Jersey*

B ILL IO N S  
OF D O LLA RS
to

1919*20 *22 *24 '26 *2Q ’30 *32 *34

* Data of the F. W . Dodge Corporation.

indicated by the accompanying chart. This marked decline 
reflected decreases both in Upstate New York and in Metro
politan New York and Northern New Jersey. For 1942, 
however, a substantial rise had been reported for Upstate 
New York, where plant facilities to meet the requirements 
of war industries were increased; contracts for Metropolitan 
New York and Northern New Jersey in that year dropped 
considerably. The share of the entire region in total contracts 
for the 37 Eastern States declined to about 7 per cent in 1943, 
compared with 9 per cent for 1942 and about 20 per cent 
for the decade of the thirties.

PRODUCTION AND TRADE
By the second week of January 1944, the rate of operations 

at steel mills had recovered from the recession of late Decem
ber to approximately 99.6 per cent of estimated capacity. This 
rate was sustained, more or less, during the remainder of the 
month. Daily average production of bituminous coal in the 
first half of January was about 2.6 per cent greater than in 
December. Output of electric power and of crude petroleum, 
however, remained substantially unchanged, and a slight de
cline took place in the average number of freight cars loaded 
during the first half of the month. On the whole, the few 
indexes that are now available for January indicate a continua
tion of the narrow fluctuations in general industrial activity 
which have been characteristic of the past several months.

Pr o d u c t io n  a n d  T rade  in  D ecem ber

Total industrial output, after allowance for seasonal changes, 
was somewhat smaller in December than in November. Steel 
production declined moderately reflecting partial observance of 
the Christmas holiday and a brief strike that occurred toward 
the end of the month. Daily average production of pig iron 
showed a slight decline for the third consecutive month, and 
output of nonferrous metals such as copper and zinc ( for which

1942 1943

Dec. Oct. Nov. Dec.

Indexes of Production and Trade* 
(100 =  estimated long term trend)
Index of Production and Trade................ 123 125 127p 124p

Production................................................. 136 133 135p 133p

Producers’ goods— total.....................
Producers’ durable goods...............

171 167 166p 164p
207 195 196p 194p

Producers’ nondurable goods . . . . 131 134 132p 130p

Consumers’ goods— total...................
Consumers3 durable goods.............

91 87 91p 91p
39 25 2 5p 26p

Consumers’ nondurable goods. . . . 108 107 113 p 112p

Durable goods— total......................... 157 145 146p 145p
Nondurable goods— total................... 117 118 121p 119p

Primary distribution............................... 142 158 149p 152p
Distribution to consumer....................... 82 85 90p 79 p
Miscellaneous services............................ 147 171 174p 174p

Cost of Living, Bureau of Labor Statistics
(100 =  1935-39 average)........................... 120 124 124 124p

Wage Rates
(100 =  1926 average)................................. 146 157 157p

Velocity of Demand Deposits* 
(100 =  1935-39 average)
New York City............................................. 69 74 70 65
Outside New York City.............................. 82 81 76 74

*Adjusted for seasonal variation. p Preliminary.

data have recently been made public) remained substantially 
unchanged, seasonal factors considered. Output of electric 
power, seasonally adjusted, declined for the first time since 
March 1942, and preliminary estimates for crude petroleum 
production indicate a slight recession from the November 
peak. Several of the nondurable goods industries showed con
tractions during December. Reduced activity at cotton textile 
mills resulted in a 7 per cent decline in daily average cotton 
consumption; and operations in the chemical industry de
creased, reflecting cutbacks in Government orders for small 
arms ammunition. An industry that showed a sizable gain in 
December was coal mining, which had recovered from the 
effects of the November strike and was operating under a new 
wage agreement. The daily average output of bituminous 
coal increased 19 per cent and that of anthracite approximately
11 per cent.

Suspension of Production and Trade Indexes 
of the Federal Reserve Bank of New York  

With the figures for December, published in the 
foregoing table, the monthly indexes of production and 
trade of this bank are being suspended. The indexes 
stand in need of considerable revision, in the light of 
the radical shifts that have occurred in the economy 
during the war period, and it is not possible to undertake 
the work of revision under existing conditions. Suspen
sion was chosen as an alternative to continuation on a 
basis that we did not consider satisfactory. W e regret 
the inconvenience caused users of the indexes by this 
necessary wartime curtailment.
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Daily Average Production of Electric Power in the United States 
and in New York and New Jersey, without Adjustment 

for Seasonal Variation*

* Based on data from Federal Power Commission, Production o f Electric 
Energy in the United States. Plotted on ratio scale to show proportionate 
changes.

The expansion in retail trade between November and De
cember was less sharp than in most other years. Since gift 
buying in November was exceptionally active, sales figures for 
that month were unusually high. Seasonally adjusted indexes 
showed declines between November and December of 18 per 
cent for sales of department stores and mail order houses, 
and 14 per cent for sales of variety chain store systems.

The accompanying chart shows the course of electric power 
production for the years 1929 to date. Since the beginning of 
the war, production in the country as a whole has increased 
rapidly and steadily, primarily because of the greater utilization 
of electrical power by industry. The chemical industry, the 
largest user of electric energy in 1943, increased its consump
tion by an estimated 170 per cent between 1939 and 1943; 
the nonferrous metals industry by 225 per cent; and the trans
portation equipment industry by 250 per cent.

Regional differences in the growth of electric power output 
have been quite marked in the past few years. Areas such as 
the Tennessee and Columbia River Valleys have attracted 
industries because of the unused resources of new power imme
diately available at the start of the war. The most rapid 
expansion in electric power output, therefore, took place in 
the East South Central region and in the Pacific States. In 
New York and New Jersey the rate of growth between 1939 
and 1942 lagged behind that of the rest of the country, but 
estimates for 1943 indicate that output in this area is again 
keeping pace with that in the country as a whole.

EMPLOYMENT AND PAYROLLS

Employment in the various nonagricultural industries of 
the country, as estimated by the Bureau of Labor Statistics,

showed diverse movements between November and Decem
ber; the net result was a small increase in the total number 
employed. In trade an addition of 250,000 persons, due 
largely to seasonal factors, was reported. Factory employment, 
on the other hand, declined, reflecting both cutbacks in war 
production and the general tightness of the labor market. 
During the past several months, employment in manufactur
ing industries in general has tended to level off; in fact the 
only line reported as showing a substantial increase in the 
number of workers between December 1942 and December
1943 was the munitions industry. The Bureau of Agricul
tural Economics reports that the number of workers on 
farms on January 1, 1944 was slightly greater than a year 
earlier but smaller than on the same date of any other year 
in the 18-year period for which records are available.

Estimates of the War Manpower Commission indicate that 
both the civilian labor force and total employment in July
1944 will be a little smaller than in July 1943. Although the 
munitions industry is expected to gain workers, employment 
in most other industries is expected to decline. Additional 
requirements of the Army and Navy over the twelve months 
are estimated at about 2,000,000 men, not including re
placements.

Factory employment in New York State declined in Decem
ber, according to the State Department of Labor— the first 
November-December decline in four years. Decreases oc
curred not only in industries producing consumers’ goods, 
such as food and clothing, but also in war industries, such as 
munitions, machinery, and steel plants. In the food and 
apparel industries, seasonal factors were at least partially 
responsible for the decline; and strikes at steel mills caused 
a lowering of employment. In addition, the Labor Depart
ment reports that illness among workers was considered by 
many employers as a major factor in reducing the numbers 
at work. All industrial areas of the State reported decreases 
with the exception of the Binghamton-Endicott-Johnson City 
area, where war industries added a few additional workers. 
This area also was the only one in which payrolls remained 
approximately the same as in November; for all other regions 
declines ranging from 2.0 to 5.2 per cent occurred. The 
decline in factory payrolls for the State as a whole was the 
first December decrease in six years.

DEPARTM ENT STORE TRADE

Department store sales in the Second Federal Reserve Dis
trict during January are estimated to have been about 3 per 
cent greater than in the corresponding month of 1943. The 
seasonally adjusted index of sales was approximately 15 per 
cent above the index for December (which was affected by 
an unusual amount of early Christmas shopping), only 3 per 
cent below the high figure of November, and 6 per cent below 
the all-time peak reached in February last year.

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

February 1, 1944



16 MONTHLY REVIEW, FEBRUARY 1, 1944

In 1943 department store sales in this District reached the 
highest total of any year on record. Although receipts of mer
chandise were in fairly substantial volume, they were less than 
sales, and stocks at the end of December were somewhat lower 
than they had been a year earlier. The downward movement 
in stocks began in the second half of 1942 and continued with 
practically no interruption through April 1943 (see accom
panying chart). As stocks reached a low level during the 
early months of the year, when sales were exceptionally heavy 
for that season, outstanding orders increased rapidly. New 
orders were placed in such large volume throughout the first 
half of the year that unfilled orders in July were 3V  ̂ times as 
great as in December. Subsequently, merchandise receipts 
rose fairly sharply, and for most months in the second half of 
the year they exceeded sales. Stocks increased in this six months* 
period so that by the year end they were 12 per cent above the 
level of April; when compared with the peak figure of August
1942, however, they showed a decline of 34 per cent. Although 
outstanding orders, as the year closed, were considerably smaller 
than they had been in the summer months, they were 2 Vi times 
those at the end of 1942. Trade sources indicate that depart
ment stores last year were placing orders from four months to 
one year ahead of expected deliveries.

Among the various broad departmental groupings, the great
est increase in stocks between the end of 1942 and the end of

Indexes of Sales, Receipts of Merchandise, Stocks on Hand, and Out
standing Orders of Department Stores, Second Federal Reserve 

District* (1940 monthly average=100 per cent)
PER  C E N T

* Compiled by Federal Reserve Bank of New York from returns from a 
limited number of stores. For sales and receipts, data pertain to entire month; 
for stocks and orders, to end of month. The receipts series is derived from 
sales and changes in stocks, and represents approximately the new merchandise 
received during each month. The figures presented are not corrected tdl 
seasonal changes.

1943 occurred in women’s and misses’ wear. Sales for this 
group of merchandise rose substantially in 1943, but receipts 
were in even greater volume than sales, and stocks at the year 
end exceeded those at the close of 1942 by 16 per cent. Stocks of 
mens wear, on the other hand, dropped sharply, although sales 
for the year were about the same as those for 1942. Both sales 
and stocks of homefurnishings decreased. These three groups 
together comprise close to three fourths of total department 
store stocks. At the close of 1943, stocks of women’s and 
misses’ wear amounted to about 32 per cent of all stocks, men’s 
wear to 11 per cent, and homefurnishings to 27 per cent; the 
respective percentages for 1942 were 25, 12, and 33.

During the four years since the outbreak of war, department 
store stocks and unfilled orders have fluctuated widely. In
creases in outstanding orders were particularly marked at the 
middle of 1941 and in the early months of 1942, as well as in 
the first part of 1943— periods in which sales of certain classes 
of merchandise were exceptionally large for those seasons of 
the year (reflecting either real or anticipated shortages of 
goods), and receipts failed to keep pace with sales. Likewise, 
sales in the months that followed these periods of heavy buying 
were accompanied by receipts in excess of sales, increases in 
stocks, and declines in unfilled orders.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Net isaies
Stocks on

Locality

Dec. 1943
Jan through 

D ec. 1943

hand 
D ec. 31,1943

Department stores, Second District.. .
New York C ity....................................
Northern New Jersey.........................

Westchester and Fairfield Counties..
Bridgeport........................................

Lower Hudson River Valley.............
Poughkeepsie....................................

Upper Hudson River Valley.............

Schenectady......................................
Central New York State...................

Mohawk River Valley................

Northern New York State.................
Southern New York State.................

Binghamton......................................

Western New York State...................

Niagara Falls....................................
Rochester..........................................

-  1
0 

_  8
-  9
-  7 
-1 0
+  5

-  2
-  4 
+  3
+  5+  7 
+  3 
+  1 
+  2 
+  4
-  5 
+  4 
+  7 
+  5

0

+  6
+  7 
-  2 
-  2
-  3
-  6 
+  7 
+  9 
-  1
-  4 
+  2 
+11  
+11  
+13 ' 
+  11
+  3 
+  9 
+14
-  2 
+  9 
+  11 
+24  
+  6

-  7
-  6
-  15 
-1 6

0
-  7
-  2

-  4

+  2 
+  1 
-1 5

+10

-  2

-  3
-  2 
+  3 
-  5

Apparel stores (chiefly New York City) +13 +20 +14

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

1942 1943

Item
Dec. Oct. Nov. Dec.

1935-39 average. — 100 
Sales (average daily), ufiail#ug|Ml ............. 229r 156 181 227
Sales (average daily), seasonaliy'^ttjusted*. 124r 136 148 123

1923-25 average =  100 
Stocks, unadjusted........................................... 119r 131 132 112
Stocks..se&sonaJlY adjusted............................ 121r 119 115 115

Iltd|te«^^reftA419I8DtN(iAt4 available upon request. 
Revised.
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation, 1935-39 

Average — 100 Per Cent. (Groups shown 
are expressed in terms of points 

in the total index.)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation. 

(1923-25 average =  100 per cent.)

Indexes of the Cost of Living as Compiled by 
Bureau of Labor Statistics. (1935-39 

average =  100 per cent.)
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Member Bank Reserves and Related Items.
(Latest figures are for January 19.)

General Business and Financial Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity declined slightly in December from the record levels reached in pre
ceding months. Prices of commodities at retail showed little change and distribution was 

maintained in large volume.
Industrial  Prod u ction

The Board’s seasonally adjusted index of industrial production, which had been at 247 
per cent of the 1935-39 average in October and November, declined to 245 in December, 
reflecting largely decreases in output of steel and chemicals.

Steel production dropped 6 per cent in December to the same rate as in December 1942. 
Output for the year, however, totaled 88.9 million tons, which was 2.8 million tons larger 
than the year before. Activity in the transportation equipment and machinery industries 
was maintained in December at a high level. The number of aircraft accepted during the 
month was slightly larger than in November and was at approximately the average monthly 
rate scheduled for 1944. The average weight of planes to be produced, however, will con
tinue to increase. Deliveries of merchant vessels in December were the largest on record, 
bringing the total for the year to 19,238,626 deadweight tons, as compared with 8,089,732 
tons in 1942. Lumber production in the last two months of 1943 was above the level of a year 
ago in contrast to the first 10 months of 1943 when output averaged 10 per cent below the 
same period in 1942.

Activity in the chemical industry declined 5 per cent in December, reflecting a large reduc
tion in output of small arms ammunition in accordance with plans of the armed forces. Cotton 
consumption declined further in December to a level 13 per cent below December 1942. 
Newsprint consumption declined seasonally. Further restrictions on its use, as well as on 
the use of printing paper in books and magazines, were made effective January 1, 1944, 
owing to inadequate supplies of pulpwood. Output in the petroleum refining and rubber 
products industries increased further.

Crude petroleum production showed little change in December and output of coal was 
restored to a high level. Bituminous coal production for the year exceeded 1942 output by 
1.6 per cent. Iron ore production continued to decline seasonally in December and output 
for the year was approximately 4 per cent below 1942.

The value of construction contracts awarded in December, according to reports of the 
F. W. Dodge Corporation, was greater than in recent months, reflecting mainly increased 
Federal awards for manufacturing and other nonresidential buildings.

D istribution

December department store sales were slightly larger than a year ago and combined with 
November sales were 11 per cent larger than in the corresponding months last year. For the 
year 1943 total value of sales reached a new peak— about 12 per cent larger than 1942 and 
55 per cent larger than 1939. Sales during the first two weeks of January were about the 
same as last year.

Railway freight traffic in December and the first part of January was unusually heavy for 
this season. For 1943 total freight carloadings were about the same as in 1942. Shipments 
of grain and livestock averaged about 20 per cent above 1942, while loadings of ore, forest 
products, and less-than-carload-lot freight averaged 8 per cent lower.

Co m m o d it y  Prices

Wholesale prices of agricultural and industrial commodities showed little change from the 
middle of December to the middle of January and the general index of the Bureau of Labor 
Statistics remained at 103 per cent of the 1926 average.

Retail food prices declined slightly from mid-November to mid-December, while other 
groups of cost-of-living items increased and the total index advanced 0.2 to 124.4 per cent 
of the 1935-39 average.

Ba n k  Credit

During the latter part of December and the first two weeks of January excess reserves at 
all member banks were maintained at an average level close to 1.1 billion dollars. Purchases 
of Government securities by the Federal Reserve Banks offset the effect on reserves of increases 
in nonmember deposits at the Reserve Banks and the increase in currency in circulation. 
The System portfolio of Government securities increased by 900 million dollars in the five 
weeks ended January 19. After allowance for expected seasonal movements, currency in 
circulation increased less in December than in November but there was little post-Christmas 
return flow.

Loans and investments of reporting member banks in 101 leading cities, which had been 
decreasing steadily since late October, declined by an additional 620 million dollars during the 
five weeks ended January 19. A large part of the decline reflected sales of Government securi
ties, principally Treasury bills, to the Federal Reserve Banks. Holdings of United States 
Government securities were reduced by 370 million dollars. Total loans declined by 230 
million dollars, representing reductions in loans to banks, in commercial and industrial loans, 
and in "other” loans, mainly instalment credit. Adjusted demand deposits, which had 
increased sharply from the middle of October to the middle of December, declined some
what over the year end, but increased again in the first half of January. United States Gov
ernment deposits at banks continued to decline.
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The Fourth War Loan drive officially was brought to a close 
February 15. Inasmuch as sales of Savings bonds and notes 
reported to the Treasury up to the end of the month were 
credited to the drive total, final figures on aggregate sales are 
not available at this writing, but it has been estimated that the 
over-all total would exceed $16,250,000,000. Securities offered 
to commercial banks, under special restrictions related to 
amounts of savings deposits held by such banks, were not in
cluded in the goal for the drive.

The emphasis of the Fourth War Loan, quite properly, was 
on gaining the maximum possible distribution to individuals, 
rather than on the aggregate sales total. The objective goal 
for sales to individuals was raised from $5,000,000,000 for the 
September campaign to $5,500,000,000 while the over-all sales 
goal was lowered from $15,000,000,000 to $14,000,000,000. 
By deliberate policy, a good deal of the "froth” that had 
entered into the results of the earlier drives was eliminated 
from the Fourth War Loan. In the Second and Third drives 
large volumes of securities were acquired during the drives by 
nonbank investors and paid for by borrowing from banks, 
with the intention of subsequent resale to obtain profits from 
the premiums commanded by the securities after the close of 
the campaigns as well as from differentials between coupon 
rates of interest and interest charged by the banks. These 
securities were generally absorbed by commercial banks, direct 
offerings to which had been restricted as a means of checking 
the rapid growth of bank deposits, and in this way securities 
which soon went to banks were included in the drive totals for 
sales to nonbank investors. Speculative activities of this type, 
and the associated indirect participation of banks in the drive, 
were checked in connection with the Fourth War Loan by 
requests to banks and security dealers to refrain from financing 
subscriptions where subsequent prompt sale of the securities 
was intended. This policy was reinforced by the relatively 
small premiums which speculative purchasers had been able 
to obtain on securities purchased in the Third War Loan.

It may be estimated, roughly, that bank loans to nonbank 
investors subscribing to securities during the Fourth drive 
amounted to $1,250,000,000, about 40 per cent less than the

volume of the Third War Loan. There is reason to believe 
that the bulk of the purchases of securities paid for by bank 
borrowing in the recent drive was made with a view to liqui
dating the loans out of income, and that the contraction in the 
amount of credit extended subscribers may be taken as a crude 
measure of the reduction in the "speculative” participation.

Another element which has served to inflate the drive totals 
has been selling by nonbank investors of Government securities 
previously held by them and the investment of the proceeds in 
the securities offered in the drives. Some such transactions 
have been in the nature of portfolio adjustments while others 
have enabled the sellers to show larger subscriptions in the 
drives. In any case, the result has been a transfer of securities 
from the hands of nonbank investors to banks and an enlarge
ment of the War Loan drive sales totals.

No effort has been made to interfere with the normal pro
cesses of portfolio adjustments by nonbank investors in prepa
ration for and during the course of the War Loan drives, and 
so long as there is an active demand on the part of banks for 
the securities which nonbank investors may be disposed to 
sell, a flow of securities from nonbank investors to banks in 
connection with the drives is perhaps inevitable, though the 
increased emphasis in the drives upon sales of securities to 
individuals has lessened the pressure upon institutional in
vestors to sell securities in order to enlarge their subscriptions 
for the new offerings.

So far as the banks are concerned, their demand for Govern
ment securities is intensified during the periods of the War 
Loan drives by the sharp reductions in their reserve require
ments as customers’ purchases of Government securities trans
fer funds from classifications of deposits against which reserves 
are required to War Loan account deposits which are free 
from reserve requirements.1 In the Fourth War Loan, as in 
the Second and Third, the banks made large market purchases 
of Government securities. However, shifts of Government 
securities from nonbanking investors to banks during Novem
ber and December, prior to the opening of the Fourth War

1 This influence has been operative since April 13, 1943, at the 
start of the Second War Loan drive, when reserve requirements against 
War Loan account deposits were removed.
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Estimated Absorption of United States Government Securities 
by Nonbanking Investors*

(In billions of dollars)

D ate
T otal

absorption
(net)f

Participation
in

W ar Loan  
drives

N et  
participation  
in Treasury  

financing out
side W a r Loan  

drives J

N et market 
sales ( —) of 
certificates, 
notes, and 

bonds

1942
2nd h alf.............................. +  1 4 .9 +  7 .6 +  1 0 .4 — 3 .0

1943
1st h a lf ............................... +  1 3 .7 + 1 3 .1 +  4 .3 3 .7
2nd h a lf ............................. +  1 4 .2 + 1 8 .3 +  1 .0 — 5 .1

1942
July ....................................... +  1 .9 0 +  2 .2 — 0 .2
A u gu st................................. +  2 .2 0 +  2 .5 — 0 .3
Septem ber......................... +  1 .8 0 +  2 .1 — 0 .2
O ctober............................... +  2 .3 0 +  2 .9 — 0 .7
N ovem ber......................... +  0 .8 0 +  1 .5 — 0 .7
D ecem ber.......................... +  5 .9 +  7 .6 -  0 .8 — 0 .8

1943
January......................... +  1 .1 0 +  1 .6 — 0 .5
February........................... +  2 .1

+  0 .4
0 +  2 .4 — 0 .3

M arch ................................. 0 +  0 .7 — 0 .3
A p ril-M a y ......................... +10 .5 +  1 3 .1 -  0 .2 — 2 .4
June...................................... -  0 .4 0 -  0 .2 — 0 .3
Ju ly ....................................... +  0 .7 0 +  1 .6 — 0 .9
A u g u st................................ +  0 .1 0 +  0 .9 — 0 .9
Septem ber-October. . . +  1 3 .5 +  1 8 .3 -  2 .1 — 2 .7
N ovem ber......................... +  0 .4 0 +  0 .8 — 0 .4
D ecem ber.......................... -  0 .4 0 -  0 .3 — 0 .2

1944
Janu ary-F ebruary.. . . +  12 v +  16?) -  I p 3 V

* U. S. Governm ent agencies and trust funds excluded.
f  Because of rounding, the totals in some cases do not agree with the sums of the 

individual items.
% Allotm ents of new market issues plus purchases of “ tap”  issues outside W ar  

Loan drives less redemptions of securities for cash or in paym ent of taxes. 
A ll changes in Treasury bill holdings of nonbank investors are placed in this 
item, 

p Preliminary.

Loan, were substantially smaller than in the months imme
diately preceding the Third drive, as indicated in the "net 
market sales” column of the accompanying table.

M ember Ban k  Reserve Positions

During the early part of February, as the heavy sales of 
Government securities in the War Loan drive shifted large 
amounts of funds from private deposits to War Loan account 
deposits, reserve requirements of all member banks dropped 
by about $1,000,000,000. At the same time reserve balances 
were enlarged by a reduction in Treasury balances held in the 
Reserve Banks. The member banks responded to the improve
ment in their reserve positions by making large purchases of 
Government securities, partly from the Federal Reserve Banks 
(Treasury bills) and partly from nonbanking investors (chiefly 
Treasury certificates). The banks also added to their Govern
ment securities by purchasing Series F and G Savings bonds 
and 2lA  and 2^2 per cent Treasury bonds offered in the drive 
under a special provision permitting limited investments in 
these securities against savings deposits.

Despite member bank purchases of Government securities, 
their excess reserves rose from the $1,100,000,000 average 
level of January to about $1,400,000,000 during the first part 
of February. Later in the month, as reserve requirements 
again increased, and as Treasury deposits with the Federal 
Reserve Banks were built up, excess reserves dropped off and 
on February 23 had returned to around $1,100,000,000.

Total holdings of Government securities by the Federal

Changes in Holdings of U. S. Government Securities 
by Federal Reserve Banks, Direct and Guaranteed 

(In millions of dollars)

W eek  ended Treasury
bills

Certificates 
of indebt-| 

edness
T  reasury 

notes
Bonds Tota l

1944 
Jan. 5 ................... -  43 +  70 • +  1 +  8 +  36
Jan. 1 2 ................... + 1 6 5 +  37 0 +  2 + 2 0 4
Jan. 1 9 ................... -  8 +  64 0 +  2 +  58

+  14 +  98 0 +  1 + 1 1 3

Feb. 2 .................... - 4 2 1 - 1 2 8 + 2 6 6 +  37 - 2 4 6
Feb. 9 .................... - 6 4 0 +  38 I -  11 + "  2 - 6 1 1
F e b .1 6 .................... + 1 4 4 +  78 -  1 +  4 + 2 2 5
F e b .2 3 ................... + 4 4 7 +  8 ? -  36 +  3 + 4 2 2

Reserve Banks declined $857,000,000 to $11,169,000,000, 
during the two weeks ended February 9- Treasury bill hold
ings, taken alone, declined $1,061,000,000 during this period 
as the banks repurchased bills previously sold to the Reserve 
Banks under repurchase option and took larger amounts of 
the weekly bill offerings. The Reserve Banks, on the other 
hand, made net purchases of other classes of securities, prin
cipally certificates of indebtedness, absorbing a part of the 
sales of such securities by corporations and other nonbank 
investors. Between February 9 and 23 the Federal Reserve 
Banks made additional purchases of certificates, and, with the 
falling off in excess reserves, member bank sales of Treasury 
bills led to a rise of nearly $600,000,000 in the Federal Reserve 
bill portfolio.

For the central reserve city banks of New York, the drop 
in reserve requirements, which approached $400,000,000 in 
the aggregate, was concentrated to a large extent in the state
ment week ended February 2. The reserves thus released, 
together with nearly $300,000,000 gained through Treasury 
operations, were partly absorbed by a $400,000,000 net out
flow of commercial and financial funds to other sections of 
the country, and for the rest were used largely to repurchase 
Treasury bills from the Reserve Banks. During the following 
statement week, ended February 9, the New York banks again 
employed their available funds to increase further their Gov
ernment security portfolios. Between February 9 and Feb
ruary 23, however, Treasury transactions resulted in losses of 
reserves and the New York banks were net sellers of Treasury 
bills to the Reserve Bank in the day-to-day adjustments of 
their reserve positions.

The outflow of commercial and financial funds from New 
York during the week ended February 2 marked the approxi
mate end of the shifts of balances out of the city for the pre
sumed purpose of entering subscriptions to War Loan drive 
securities in other centers. The aggregate outflow, which 
amounted to approximately $700,000,000 between the end of 
December and February 2, was considerably smaller than for 
the period of the Third War Loan when the outflow totaled 
$1,400,000,000. Although the difference probably reflects in 
some part seasonal factors, it would appear that transfers of 
funds out of New York in connection with the Fourth War 
Loan were considerably less than those of the Third drive.
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FOURTH WAR LOAN DRIVE
On February 23, the Treasury announced that the Fourth 

War Loan drive, with a goal of $14,000,000,000, had been 
oversubscribed by $1,884,000,000 with a week’s tabulating 
yet to be completed before a final total would be reached. 
Although the drive closed officially on February 15, sales of 
Savings bonds and Savings ("tax” ) notes cleared through the 
Federal Reserve Banks during the remainder of February were 
to be included in final drive totals. Limited purchases which 
commercial banks were permitted to make against their savings 
deposits are not included in the drive figures. During the 
Third drive, when the goal was $15,000,000,000, the Treasury 
raised $18,313,000,000. Sales to nonbank investors during 
the Second and First drives were $13,085,000,000 and 
$7,590,000,000, respectively.

The major emphasis during the January-February drive was 
placed on securing as many subscriptions and as large sums 
as possible from individual investors. Thus, not only does the 
Government obtain needed funds for carrying on the war, 
but the danger is lessened that these funds might be used to 
bid up prices on the limited amount of available consumer 
goods. Up to February 23, tabulated sales to individuals 
amounted to $4,562,000,000. This was about 83 per cent of 
the quota which had been set at $5,500,000,000, and may be 
compared with final Third drive sales of $5,377,000,000. The 
reduction from the total of the Third drive undoubtedly is 
explained by a sharp drop in speculative purchases of market 
issues as well as the incomplete returns from the Fourth drive. 
Sales to individuals in the Second and First drives were 
$3,290,000,000 and $1,593,000,000, respectively.

By February 23, sales of Series E Savings bonds, the type 
especially designed for the small investor, amounted to 
$2,585,000,000, and it seems likely that the goal of 
$3,000,000,000 will be met. These results are gratifying, for 
even the incomplete figures show improvement over the 
previous War Loan when sales of this issue totaled 
$2,472,000,000, although a goal of $3,000,000,000 had also 
been set at that time. Improvement over the earlier drives 
is even more pronounced; only $1,473,000,000 Series E bonds 
were sold in the Second campaign and $726,000,000 in the 
First.

The decline in sales during the Fourth drive centered 
largely about the IVz per cent and 2 Va per cent bonds, both 
of limited marketability. Reduced selling of previously held 
Government securities, on the part of life insurance com
panies, savings banks, and other institutional investors, to 
supplement funds available for the purchase of drive offerings, 
was an important factor in this decline. By the latter part 
of February, Savings ( "tax” ) notes had not reached the Third 
drive figures, but it seems that, with the additional tabu
lating days remaining, the difference (which amounts to 
$330,000,000) will be scaled down considerably. Sales of

certificates of indebtedness ran well ahead of the Third drive 
totals.

By February 15, the day when subscription books to the 
new market issues closed, both New York City and New York 
State had exceeded their over-all goals. Preliminary figures 
through February 25 showed sales of $4,589,000,000 for the 
State against a quota of $4,198,000,000, and $3,967,000,000 
for the City against a goal of $3,683,000,000. Both these 
figures will be raised as the additional sales of Savings bonds 
and Savings notes are included. By February 25, tabulations 
of sales to individuals in the State showed a total of about 85 
per cent of the established quota, and in New York City a 
total of about 82 per cent. Series E bonds, however, in both 
New York City and State, as in the nation, were already sub
stantially in excess of sales during the entire Third campaign. 
New York State showed Series E bond sales of $310,000,000 
and New York City sales of $187,000,000.

Fin a n c in g  O utside  t h e  D rive

The opportunity was offered to holders of certificates of 
indebtedness of Series A -1944, maturing on February 1, 1944, 
to exchange them for 0.90 per cent Treasury notes of March 
1, 1945. Of the $2,211,161,000 certificates outstanding, 
$2,126,447,000 were offered in exchange for the new thirteen 
month notes; $1,029,319,000 were exchanged in the Second 
District.

MEMBER BANK CREDIT
Although commercial banks were excluded from direct 

participation in the Fourth War Loan drive, the principal 
changes in member bank credit during the past two months 
to a large extent were closely associated with the drivfe. These 
changes included a marked increase in bank holdings of 
Government securities, an expansion in loans for purchasing 
or carrying securities, a rise in total deposits, and a shift in 
deposits from private to public accounts.

The weekly reporting banks in 101 cities purchased about 
3 billion dollars of Government securities during January 
and through the week of February 16. Part of this increase 
represented the repurchase of Treasury bills from the Reserve 
Banks, part the purchase of F and G Savings bonds and 
of IVa per cent and IVz per cent Treasury bonds which was 
limited to a portion of their savings deposits; the bulk of the 
increase, however, represented market purchases of already 
outstanding issues from nonbank investors. During last Sep
tember and October, the months of the Third War Loan 
drive, the weekly reporting member banks purchased some
what more than 4 billion dollars of Government securities, but 
in that instance nearly half the increase was accounted for by 
purchases of two issues offered to commercial banks after the 
close of the drive, namely %  per cent certificates of indebted
ness and 2 per cent bonds.

Of the 3 billion dollar increase, since the first of the year, 
in Government security portfolios of the weekly reporting
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Changes in Holdings of U. S. Government Securities 
by the Weekly Reporting Member Banks 

(In millions of dollars)

Week ended
Treasury

bills

Certificates
of

indebted
ness

Treasury
notes Bonds

Guaranteed
obligations Total

New York City
1944

Jan. 5 ............... — 65 +  16 +  10 +  49 — 8 +  2
Jan. 12............... -1 5 9 +  33 -  20 -  25 — 4 -175
Jan. 19............... +  83 +  39 -  23 +  60 +  40 +199
Jan. 26............... -231 +  56 -  8 +  68 + 11 -1 0 4

Feb. 2 ............... +344 -136* +307* +100 + 8 +623
Feb. 9 ............... +239 +  75 +  14 +  51 — 19 +360
Feb. 16............... -1 2 6 +  78 +  10 +  29 — 9 -  18
Feb. 23............... -1 5 8 -  9 -  10 -  22 7 -206

100 Other Cities
1944

Jan. 5 ............... +  6 -  96 -  13 +  26 — 1 -  78
Jan. 12............... +  70 +  74 — 5 +  52 — 5 +186
Jan. 19............... -  19 +  43 +  9 +  71 + 5 +109
Jan. 26............... +166 +  80 -  8 +105 8 +337

Feb. 2 ............... +227 — 168* +557* +135 _ 29 +722
Feb. 9 ............... +324 +  52 +123 +104 + 9 +612
Feb. 16............... +  28 +140 +  13 +  62 + 12 +255
Feb. 23............... -2 7 8 +  46 0 +  55 1 -1 7 8

* Affected by the exchange of an issue of Treasury certificates of indebtedness 
which matured February 1 for 0.90 per cent Treasury notes.

member banks, 2.1 billion was accounted for by purchases of 
the reporting banks in 100 cities outside New York City. 
These banks’ holdings of Treasury bills increased about 800 
million dollars, and their net purchases of bonds amounted 
to about 560 million. Holdings of notes increased 680 mil
lion, while holdings of certificates of indebtedness rose 125 
million. The increase in notes was largely accounted for by 
the exchange on February 1 of a maturing issue of %  per cent 
certificates for a new issue of 0.90 per cent notes. Holdings 
of guaranteed securities declined slightly, largely because of 
the retirement of a Federal Public Housing Authority note 
issue on February 1. The net increase in Treasury bill port
folios of the New York City banks amounted to 85 million 
dollars; in holdings of bonds and notes, to roughly 300 million 
dollars each; and in certificates of indebtedness, to 160 million.

The expansion in loans for purchasing or carrying securities 
associated with the Fourth War Loan drive was considerably 
smaller than in the Third drive. In New York City loans to 
brokers and dealers rose 325 million dollars during the six 
weeks ended February 16, compared with an increase of 689 
million during the six weeks ended October 6, while the 
increase in loans to others for purchasing or carrying securities 
amounted to 430 million compared with 465 million in the 
earlier period. For banks outside New York City, the expan
sion in loans to brokers and dealers during the six weeks 
ended February 16 amounted to 123 million dollars compared 
with 343 million in the August 25-October 6 period, and 
loans to others rose only 188 million as against 295 million.

The expansion in loans and investments was accompanied 
by a sharp rise in total deposits of the weekly reporting banks 
during January and February. As usual during War Loan

drives, there was a marked shift in deposits from accounts of 
individuals and corporations to War Loan accounts of the 
Treasury, associated with book credit payments for new issues 
of Government securities. The shift did not become apparent 
in the statements of the reporting banks until after the middle 
of January, but from January 19 through February 16 adjusted 
demand deposits declined 3.4 billion dollars, while Govern
ment deposits rose by 6.9 billion.

SECURITY MARKETS
During February, the Government security market con

tinued to reflect the influences of the Fourth War Loan drive. 
With the fall in their reserve requirements, associated with 
the drive, the banks made large additions to their Government 
security portfolios. While the banks purchased all types of 
securities which they are eligible to hold, transactions in 
certificates of indebtedness and partially tax-exempt bonds 
were relatively the heaviest. The securities acquired by the 
banks were supplied mainly by corporations (in the case of 
certificates) and insurance companies and savings banks (in 
the case of bonds), which generally employed the proceeds to 
enlarge their subscriptions to drive offerings. The Federal 
Reserve Banks, through their participations in operations 
conducted under the direction of the Federal Open Market 
Committee, absorbed a part of the certificates of indebtedness 
that were offered in the market. In the latter part of the 
month demands for partially tax-exempt bonds increased con
siderably and their prices strengthened.

Over the course of the month, yields on partially tax-exempt 
bonds showed declines ranging for the most part from 
0.06 to 0.10 per cent. Among the taxable bonds, yields 
were little changed on issues callable or maturing after twelve 
years, but yields on most of the earlier maturing issues in this 
category receded 0.02 to 0.05 per cent. On Treasury notes, 
especially those in the tax-exempt classification, yields also 
declined.

Railroad stock prices rose about 3 per cent during February, 
continuing the upward movement which began in December, 
although as the month closed they were still below their July 
1943 high level. Public utility share prices also registered net 
gains, as the result of advances that occurred late in the month. 
Industrial stock prices, after declining about 3 per cent in the 
early part of February, rose during the remainder of the month; 
the recovery, however, was not quite sufficient to cancel the 
earlier loss. The volume of trading on the New York Stock 
Exchange remained at about the January level.

Trading in corporate bonds continued active. Prices of 
medium and lower grade issues rose slightly while the higher 
grade issues showed little net change. Railroad and indus
trial issues in the Baa classification again registered gains, but 
similar grade utilities declined slightly. Among the higher 
grade issues, utilities rose while the railroad and industrial
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issues declined. At the end of February, Moody’s index of 
Aaa bond yields was 2.74 per cent, unchanged for the month; 
the Baa bond yields declined slightly from 3.74 per cent to 
3.72 per cent. Standard’s index of municipal bond yields 
declined from 1.88 per cent on January 26 to 1.85 per cent 
on February 9, and remained at that level for the remainder 
of the month.

INDUSTRIAL A C TIV ITY  IN THE W A R  PERIOD
The gearing of the nation’s economy to total war began 

with the initiation of the Emergency Defense Program in 
the middle of 1940, was hastened by the inauguration of 
lend-lease in March 1941, and was intensified immediately 
after the United States entered the war in December 1941. 
Industrial output increased sharply through 1942, and further 
gains were registered in 1943 although the rate of increase 
last year was markedly lower than in the years immediately 
preceding. The slower rate of increase in 1943 reflected 
several factors: the conversion program was completed; the 
program providing for additional industrial facilities and 
equipment essential for the war effort drew to a close; and 
the manpower supply was being drawn down rapidly. That 
gains in war production will be limited during the current year, 
and that shifts in output from one war product to another 
will be made, are indicated by the 1944 goals announced 
late last year by the War Production Board. Production of 
merchant ships and of army ordnance and signal equipment 
is expected to be only moderately above that of last year, 
but substantial increases are indicated for aircraft, trucks, and 
artillery. On the other hand, sharp reductions from 1943 
levels are anticipated for the construction industry, the build
ing of tanks, and the output of small arms.

Cutbacks of certain products in the war production program

occur at the same time that output of other products is being 
expanded, so that, on the whole, plant facilities are not re
leased for nonwar purposes. Canceled contracts are replaced 
by the War Production Board with new war work where 
possible. The cutbacks indicated in 1944 war output re
flect such varying factors as revised needs based on battle 
experience, which account for the scheduled reduction of com
bat tanks and small arms munitions; changes in strategic 
requirements, which bring about a shift from merchant ship
building to landing craft; and the slackening of army expan
sion, with the accompanying drop in requirements for army 
capital equipment such as ordnance and signal equipment.

The shortage of manpower, which has been a major de
terring influence in several important lines of production, is 
expected to continue as a limiting factor. Estimates of the 
War Manpower Commission indicate that additions to the 
armed forces have not been completely offset by new entrants 
into the labor market; the civilian labor force in July 1943 
is estimated to have been smaller than a year earlier by some
1.3 million persons, and a further decrease of 1.1 million per
sons is expected by July 1944. About 30 per cent of this 
smaller labor force will probably be employed in the major 
war industries by the middle of next year; these industries 
and the food industries are the only ones that are expected to 
gain workers. The sharp decline that is anticipated in con
struction activity will result in the employment of a smaller 
number of persons in that field; and employment in the trade 
and service industries also is expected to decrease further.

The bulk of the production gains in the past few years 
occurred in the durable goods industries, whose share in the 
total industrial production index of the Board of Governors of 
the Federal Reserve System rose from 38 per cent in 1939 
to 57 per cent in 1943. The most striking advances were

Measures of Activity in Selected Industries*
TH O US AN D S THOUSANDS TH O U S A N D S

Daily averages, by months, adjusted for seasonal variation by the Federal Reserve Bank of New York. Plotted on ratio scale to show proportionate changes.
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in the transportation equipment group, which is dominated 
by aircraft and shipbuilding, and in the machinery industries. 
In the steel industry, a rate of operations close to capacity 
was attained in 1941, and since then the volume of output 
has continued fairly steady. (See accompanying chart.) 
Attainment of production goals has resulted recently in a 
somewhat less stringent steel situation. Some orders have 
been canceled, and recommendations have been issued for 
the discontinuance of a number of steel plant expansion 
projects.

Output of nonferrous metals and products, as a whole, 
increased substantially after mid-1940. Copper production, 
shown on the chart, fluctuated rather narrowly in 1940 and
1941, at a level considerably above that in 1939; in 1942 it 
advanced, following the introduction of premium price pay
ments; and in 1943 it remained at about the level of the 
preceding year. The supply of copper has become somewhat 
easier at the present time, although the smaller demand for 
copper for small arms ammunition has tended to be counter
balanced by increased use of copper and brass in other mili
tary products.

The completion of war construction programs is reflected 
in the very sharp decline that occurred in cement output 
last year. No upturn is expected as long as the restrictions 
on private building persist.

Among the nondurable manufactures, the chief advances 
have occurred in the chemicals and in the rubber products 
industries, where war activity has predominated. Output of 
manufactured food products also has increased. Among the 
foods industries, the increase in meatpacking that occurred 
after 1939 reflected substantial requirements of the armed 
forces and the lend-lease program, and larger civilian consumer 
demand because of increased incomes.

Reduced operations last year in the cotton textile industry, 
which are indicated by lowered mill consumption of cotton, 
may be contrasted with the sharp gains that occurred in 1940-42. 
The lower rate last year was due in large part to the shortage 
of skilled workers; and continuation of manpower difficul
ties may well retard activity in 1944.

Gains in bituminous coal production were restricted dur
ing 1943. Consumption has been running substantially in 
excess of output, and stocks have been drawn down to fill 
requirements.

The sharp contraction that has occurred in the output of 
civilian products is indicated by the shift in the civilian pro
portion of total industrial output, from 78 per cent in 1941 
to 34 per cent in 1943, a shift that was even more marked 
in the production of durable goods for civilian consumption. 
As a result of the expansion in total industrial production, 
however, the relatively low figure for civilian output in 1943 
was equivalent to fully 80 per cent of average production 
for civilian use during 1935-39. Approval has recently been

granted to manufacture specified quantities of electric ranges 
for home use, flat irons, ice refrigerators, bath tubs, prewar 
model baby carriages, and radio tubes. The War Production 
Board has included in its 1944 goals (contingent, however, 
upon the availability of facilities, manpower, and materials) 
production of heating and plumbing equipment, washing 
machines, alarm clocks, electric fans, gas ranges, electric re
frigerators, and vacuum cleaners. The situation in regard to 
supplies of raw materials, so disturbing an influence in the 
production picture earlier in the war program, became markedly 
improved by the end of 1943. But despite the improvement 
in raw materials supply, no general resumption of civilian pro
duction can be anticipated at the present time. The manpower 
situation is still critical; parts and materials, such as electric 
motors, may remain scarce; and although the total supply of 
metals is easier, as in the steel and aluminum industries, fabri
cating facilities are still tight.

The most drastic curtailment in the war output program 
has occurred in the construction industry. The volume of 
building in 1943 declined sharply from that in the peak 
year 1942, and schedules for 1944 call for a further drop, 
to 33 per cent of the peak year rate. The decline has largely 
reflected completion both of the Government financed indus
trial facilities program and of military and naval construction. 
Machinery and equipment provided for new industrial facili
ties have contracted, with machine tool deliveries in December
1943 about 54 per cent below the peak volume attained in 
December 1942. Decisions to retain present restrictions on 
new private construction will insure a further decline in 
total building.

Indexes of Business

Index
1943 1944

Jan. Nov. Dec. Jan.

Industrial production*, 1935-39 =  100 . . . . 227 247 241 242p
(Board of Governors, Federal Reserve 

System)
Munitions output, Nov. 1941 =  100.......... 453 661 662p 649p

{War Production Board)
Electric power output*, 1935-39 = 100 . . . 176 200 197 199p

(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 =  100 214 216 225p 232p

(Federal Reserve Bank of New York) 
Sales of all retail stores*, 1935-39 =  1 0 0 ... . 159 176 171 p

(Department of Commerce)
Factory employment

United States, 1939 =  100........................ 165 171 169 166p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100............. 156 161 160 158p
( New York State Dept, of Labor)

Factory payrolls
United States, 1939 =  100........................ 291 336 329p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100............. 265 304 297 300p
( New York State Dept, of Labor)

Income payments*, 1935-39 =  100............. 197 222 225p
(Department of Commerce)

Wage rates, 1926 =  100................................. 147 157 158 p
(Federal Reserve Bank of New York)

Cost of living, 1935-39 =  100...................... 121 124 124 124p
(.Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =100 
(.Federal Reserve Bank of Nevj York)
New York City............................................. 67 70 65 74
Outside New York City.............................. 78 76 74 81

*Adjusted for seasonal variation. p Preliminary
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C O N S U M E R  C R E D I T

The total volume of consumer short term credit at the end 
of 1943 amounted to about 5.1 billion dollars, roughly one 
billion dollars less than that at the end of 1942 and about 4.6 
billion less than the peak figure of 9.7 billion reached at the 
end of September 1941. According to estimates of the Board 
of Governors of the Federal Reserve System, the net contrac
tion during 1943 lowered the volume of consumer short term 
indebtedness to a level a little below that prevailing at the 
end of 1935.

The factors which produced the contraction during 1943 
were, for the most part, those whose effects had been in 
evidence since the fall of 1941. Of these probably the most 
important were a diminishing supply of durable goods avail
able for civilian consumption, a rapidly rising volume of pur
chasing power in the hands of the public, tending to encourage 
cash payments for purchases, and regulations of the Board of 
Governors of the Federal Reserve System (Regulation W )  
limiting the amount of credit that may be extended to con
sumers.

The data in the accompanying table indicate that the decline 
in the volume of consumer credit in 1943 was smaller than in 
1942 (about 1 billion dollars in contrast to 3.3 billion), and 
was due primarily to smaller net declines in both classes of 
instalment credit —  loans to finance retail sales and cash loans. 
As such debt approached minimum levels in certain fields, the 
size of the monthly declines, of course, decreased. For example, 
the volume of outstanding instalment debt arising from the 
sale of automobiles was reduced from 2,200 million dollars 
at the end of September 1941 to less than 300 miilion dollars 
at the close of March 1943, an average of 100 million dollars 
a month. During the remaining portion of 1943, the monthly 
declines averaged about 12 million dollars. Instalment debt re
sulting from sales of furniture, household appliance, and depart
ment stores and of mail order houses also continued to decline 
during 1943, but in no case was the decline so large as in the 
previous year. The contraction in instalment cash loans re
sulted, to a large extent, from a sharp decline in loans for the 
repair and modernization of residential property, as such con
struction was held to a minimum by restrictions on the use of 
building materials for nonessential purposes. Although re
payments of cash loans made by banks and other lending in-

Estimated Change in the Volume of Consumer 
Short Term Credit*

(In millions of dollars)

Type of credit 1942 1943

Instalment credit
Sale......................................................... -2 ,253 -  680
Cash loan............................................. -  746 -  368

Charge accounts...................................... -  251 -  15
Single-payment loans............................ -  132 -  13
Service credit........................................... +  38 +  43

Total.............................................. -3 ,344 -1,033

stitutions continued to run ahead of the volume of new loans, 
the net declines in the amount of loans outstanding were gen
erally less than half as great as in the previous year.

A second factor accounting for the smaller contraction dur
ing 1943 in total consumer credit outstanding was the greater 
than usual increase in charge account debt during the last four 
months of the year, which was closely associated with the 
brisk pre-Christmas shopping season. Declines in instalment 
loans were more than offset by the expansion of charge account 
sales, and the total volume of consumer credit outstanding 
rose somewhat during the four months’ period, the first increase 
of any size since September 1941.

Finally, the volume of single payment loans outstanding 
(principally loans from banks) also showed an increase 
during the last months of the year, after declining in the first 
three quarters, and it is estimated that the volume of service 
debt (i.e., amounts due to doctors, hospitals, and service in
stitutions) rose continuously throughout the year.

D epartment and Furniture Stores in  the 
Second Federal Reserve D istrict 

Data collected from a group of leading department stores 
in the Second Federal Reserve District reveal that even though 
the absolute volume of charge account sales declined by only 
relatively small amounts during 1942 and 1943, charged pur
chases accounted for a progressively smaller percentage of the 
total sales of these stores. In May 1942 Regulation W  was 
broadened to include charge account sales, and the new reg
ulations stipulated that if purchases were not paid for by the 
tenth day of the second calendar month following the date of 
purchase, the account would be in default. As a result, the 
rate at which charge accounts were paid off rose sharply, and 
the amount of charge account debt outstanding on December

Estimated Short Term Consumer Debt Outstanding at End of 
Each Month, Classified by Principal Types of Debt*

b i l l i o n s
O F  D O L L A R S  
12

* Data of the Board of Governors of the Federal Reserve System.

1934 1935 1936 1937 1938 1939 1940 1 9 4 1 1 9 4 2 1 9 4 3

* Data for 1934-August 1942 are those of the Department of Commerce • 
for September 1942-December 1943, those of the Board of Governors of the 
federal Reserve System.
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Cash and Credit Sales, Department and Furniture Stores,
Second Federal Reserve District

Classification

Percentage
distribution*

Percentage 
change from  

preceding year*

1941 1942 1943 1942 1943

D epartm ent stores
N et sales— to ta l....................................... 100 100 100 +  9 +  6

C a sh ........................................................... 60 66 70 + 1 9 +  12
Charge accou nt................................... 31 27 24 -  3 -  5
In sta lm e n t............................................ 9 7 6 - 1 6 -  5

Furniture stores
N et sales— to ta l....................................... 100 100 100 - 1 0 -  1

C a s h .......................................................... 12 16 17 + 2 3 +  8
Creditf ................................................... 88 84 83 - 1 4 -  3

* D ata  are for calendar years.
t Predom inantly instalm ent credit; separate data not generally available.

31, 1942 was one-quarter lower than on December 31, 1941. 
During 1943 the rate of collections on charge accounts re
mained close to the level of the second half of 1942, and as 
there was no appreciable decline in the total value of charged 
sales, the amount of such debt outstanding at the end of 1943 
was roughly equal to that at the end of the previous year. 
On a percentage basis, the contraction in instalment sales 
during the two-year period was somewhat greater than that 
for charge accounts. However, the importance of this decline 
was relatively minor, as such sales accounted for only a fraction 
of total sales of these stores.

In 1942 the volume of credit sales at a group of leading 
furniture stores in this District declined sharply, while cash 
sales, which usually account for a relatively small proportion 
of the total, showed a marked increase. As there was also an 
increase in the rate of collections, the amount due these stores 
for credit purchases was reduced about one third between the 
end of 1941 and the end of 1942. In 1943 receivables at 
furniture stores were again reduced, in contrast to receivables 
at department stores which showed almost no change. The 
contraction of furniture store receivables in 1943 was due 
entirely to a further increase in the rate at which amounts due 
were repaid; the absolute value of credit sales in 1943 was about 
the same as in 1942.

Collection Ratio and Percentage Change in Accounts 
Receivable, Department and Furniture Stores, 

Second Federal Reserve District

Classification
Collection ratio*

Accounts receivable, 
percentage change from  

preceding year

D ec.
1941

D ec.
1942

Dec.
1943

Dec. 31, 
1942

D ec. 31, 
1943

Departm ent stores 
Charge accounts.......... 41 53 52 - 2 5 -  4
Instalm ent accounts . 19 26 26 - 3 1 -  4

Furniture stores
T ota l a c c o u n ts !........... 13 19 22 - 3 3 - 2 5

^Collections daring m onth as per cent of accounts receivable at beginning of m o n th . 
fPredom inantly instalm ent accounts; separate data not generally available.

DEPARTM ENT STORE TRADE
For each of the first two months of this year, the seasonally 

adjusted index of sales of department stores in the Second 
Federal Reserve District compared favorably with that for

each of the two peak months of 1943, February and Novem
ber. The adjusted index advanced in both January and 
February, and in the latter month it was only 3 per cent 
below that in November last year— when early holiday shop
ping was exceptionally heavy— and 5 per cent under the all 
time peak of February 1943— when a buying wave occurred, 
particularly in clothing, because of fears of future rationing. 
Department store stocks, after allowance for seasonal changes, 
increased moderately during January. As the month closed, 
stocks were well above the low of last April, but still con
siderably less than at mid-1942, when the all time high 
was recorded.

Reports of sales in the six largest cities of this District 
indicate that in Newark and Bridgeport the decline which 
began in 1943 has continued at an accelerated rate. Syra
cuse sales, on the other hand, in the first two months this 
year were substantially above a year ago, while those in 
New York, Buffalo, and Rochester showed very little change. 
Data for stocks indicate that Newark and Bridgeport were 
the only ones of the six cities in which stocks declined 
(approximately 15 per cent) between January 1943 and 
January 1944. Stores in Syracuse reported a stock increase 
of 11 per cent, while in the three other large cities stocks 
remained approximately the same as at the close of January 
a year earlier.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

N et sales
Stocks on 

hand 
Jan. 31, 1944

Jan. 1944
Jan. through  

D ec. 1943

Departm ent stores, Second D istrict. . . +  2 +  6 -  1
New Y ork  C ity .............................................. +  3 +  7 0

— 4 -  2 - 1 1
N ew ark .......................................................... -  6 -  2 - 1 2

Westchester and Fairfield Counties.. - 1 2 -  3 - 1 0
Bridgeport.................................................... - 1 6 -  6 - 1 7

Lower Hudson River V alle y ................. + 2 0 +  7 +  1
Poughkeepsie............................................. +  19 +  9 —

Upper Hudson River V alley ................. -  1 -  1 +  2
A lb a n y ........................................................... +  6 -  4 —
Schenectady................................................ -  8 +  2 + 1 0

Central New Y ork S tate ......................... +  9 +  11 +  5
M ohaw k River V alle y .......................... -  2 +  11 -  5

+  1 +  13 —
+ 1 5 + 1 1 + 1 1
+  4 +  3 —

Southern N ew  Y ork  S tate ...................... +  4 + 1 0 +  8
B ingham ton ................................................ +  3 +  14 —
E lm ira ............................................................ +  5 -  2 —

W estern New  Y ork  S ta te ........................ +  3 +  9 +  3
B u ffalo ........................................................... +  5 + 1 1 +  5
Niagara F alls ............................................. -  6 + 2 3 0
Rochester...................................................... +  2 +  6 +  2

Apparel stores (chiefly New  Y ork  City) +  6 + 2 0 + 1 5

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

1943 1944

Item
Jan. N ov . D ec. Jan.

1985-39 average =  100  
Sales (average daily), unadjusted ..................... 109 181 226 112
Sales (average daily), seasonally adjusted. . 138r 148 123 141

1923-25 average =  100 
Stocks, u n ad ju sted ..................................................... 109r 132 112 109
Stocks, seasonally a d ju sted .................................. 119r 115 115 119

r Revised
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Isidex of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(1935-39 average.”  100 per cent)

Indexes of Wholesale Prices Compiled by Bureau 
of Labor Statistics (1926 average—100 per 

cent; latest figures are for week ended 
February 19)

G en era l Business and F in a n cia l C on d ition s  in  th e U n ited  States 
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity was maintained in January following a decline from November to 
December. Commodity prices were steady and retail sales continued in large volume in 

January and the first three weeks of February.

In d u s t r ia l  Pr o d u c t io n

In January the Board’s seasonally adjusted index of industrial production stood at 242 
per cent of the 1935-39 average as compared with the peak level of 247 in October and 
November 1943.

Steel production increased 4 per cent in January and continued to rise in the first three 
weeks of February, reflecting large military requirements for landing craft and other invasion 
equipment as well as increasing use of steel for farm machinery and railroad equipment. 
Aluminum production was curtailed in January from the peak rate in the last quarter of 1943.

Activity in the transportation equipment group was 5 per cent lower in January than 
at the peak in November. The largest decline occurred in commercial shipyards, many of 
which were changing from the production of Liberty ships to Victory and other types of 
ships. In the automobile industry production of 3,000 trucks was reported during the month 
under the greatly enlarged civilian truck program for 1944 which calls for the production of 
92,000 mediumweight and 31,500 heavy trucks during the year.

Output of textiles, shoes, and manufactured foods rose slightly in January, following 
small declines in December. Chemicals production continued to decline, reflecting a further 
curtailment of small arms ammunition output. Output of petroleum and rubber products 
showed little change.

Production of coal increased and crude petroleum output continued at a high level in 
January and the early part of February. Sunday work was instituted in anthracite mines 
during February as a measure to increase production, and output for the week ended Febru
ary 12 was 13 per cent higher than the preceding week.

The value of construction contracts awarded in January, according to reports of the 
F. W. Dodge Corporation, declined to the lowest level for the month since 1935.

j R1QWRED RESERVES

u _

Sa. excess re

P 4 4

V/ednesday Figures of Total Member Bank Re
serve Balances at Federal Reserve Banks, 

with Estimates of Required and Excess 
Reserves (Latest figures are for 

February 16)

D is t r ib u t io n

Value of department store sales in January and the first three weeks of February was 
maintained at a high level for this season of the year. Sales in January exceeded the large 
volume of a year ago by about 6 per cent but in February sales were somewhat smaller than 
last year when a buying wave developed following the announcement of shoe rationing.

Freight carloadings declined less than usual in January and the first half of February, 
owing chiefly to the heavy volume of coal shipments. Movement of grain continued at the 
high level of last fall and livestock and lumber shipments were in large volume.

Co m m o d ity  Prices

Wholesale prices of most commodities continued to show little change in January and 
the early part of February. Maximum prices for coke, wood pulp, furniture, and certain 
other products were increased moderately.

The cost of living index of the Bureau of Labor Statistics declined from 124.4 per cent 
of the 1935-39 average in December to 124.1 in January.

Member Banks in Leading Cities. Demand Deposits 
(Adjusted) Exclude U. S. Government and Inter
bank Deposits and Collection Items. Government 

Securities Include Direct and Guaranteed Issues 
(Latest figures are for February 18)

Ba n k  Cr e d it

Purchases of securities in the Fourth War Loan Drive by corporations and individuals 
resulted in a release of required reserves of member banks because funds were drawn from 
private deposit accounts, which require reserves, to the Government war loan accounts, which 
are exempt from reserve requirements. As a consequence, member banks repurchased bills 
from the Reserve Banks, and the latter’s holdings of Government securities declined by 520 
million dollars.

At reporting member banks in 101. leading cities, adjusted demand deposits decreased 
by 3.4 billion dollars in the four weeks ended February 16, while U. S. Government deposits 
increased by 6.9 billion, reflecting purchases of Government securities by bank customers 
during the war loan drive. Government security holdings at reporting member banks 
increased 2.8 billion dollars over the four weeks.

Loans to brokers and dealers increased by 320 million during the drive which was 
substantially less than in either of the two previous campaigns. Loans to others for purchas
ing or carrying Government securities rose by about 610 million, two-thirds of which was 
at New York City banks. Commercial loans, which had increased substantially during the 
Third War Loan Drive, showed little increase during the current period.
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The March income tax date was marked by the character
istically heavy flows of funds in the money market. Income 
tax payments, due on the 15 th, poured into the Collectors’ 
offices in growing volume as the deadline approached; the 
credits to the Treasury’s general account balances on the books 
of the Federal Reserve Banks and the charges against member 
bank reserve accounts reached their peaks a few days after 
the 15 th, because of the lag occasioned by the need for proc
essing the returns and remittances by the Collectors. The 
Treasury also made heavy payments of interest on the public 
debt on the 15 th— about $400,000,000 falling due.

The filing of estimated income tax returns against 1944 
income, together with payments against tax liabilities in ex
cess of amounts covered by withholding, was deferred from 
March 15 to April 15 under regulations issued by the Treasury 
on February 22, so that a part of the income taxes that would 
otherwise have been payable March 15 were shifted from 
March to April.1 Nevertheless, income tax collections for the 
month approached $5,000,000,000, compared with the pre
vious record total of $4,700,000,000 in March 1943. Collec
tions in the Second Federal Reserve District, aggregating about 
$1,150,000,000, accounted for 23 per cent of the national 
total. For the country as a whole about 26 per cent of tax 
payments in March were met by turning in Savings notes, 
about the same percentage as in December or March 1943. 
In the Second District, where the proportion of tax pay
ments made by turning in Savings notes has run consistently 
higher than in other parts of the country, the corresponding 
figure was 28 per cent.

Credits to the Treasury’s deposits on the books of the 
Federal Reserve Banks from income tax collections attained 
substantial volume by the 10th of the month and reached 
a peak rate between March 16 and March 22, falling off 
gradually toward the end of the month as the offices of 
the Bureau of Internal Revenue worked their way through

1 Income tax payments were due March 15 against 1943 profits of 
corporations, and against 1943 tax liabilities of individuals not covered 
by the quarterly payments made last year and by taxes withheld by 
employers; and, at the same time, one-half of the "unforgiven” portion 
of tax liabilities against either 1942 or 1943 incomes— whichever were 
the lower— fell due.

the millions of returns and remittances. As a result of the 
cash income tax payments, the Treasury was able to lighten 
its calls on War Loan deposit accounts during the statement 
week ended March 15, and to suspend calls entirely during 
the period March 16-25. For the last five days of the month, 
limited calls were issued to supplement income tax collec
tions and other receipts. Total War Loan account withdrawals 
during March amounted to $3,290,000,000; about $14,300,-
000,000 remained on deposit in the War Loan accounts March 
31, largely representing untapped proceeds from the Fourth 
War Loan drive.

M em ber  Ba n k  R eserve Po sitio n s

During the first part of March, excess reserves of all member 
banks fluctuated between $1,000,000,000 and $1,200,000,000, 
rising temporarily to $1,300,000,000 on the 15th through the 
effect of heavy interest payments on the public debt. During 
the following statement week, ended March 22, excess re
serves dropped to about $900,000,000, as income tax collec
tions built up Treasury deposits with the Federal Reserve 
Banks (from $77,000,000 on March 15 to $495,000,000 on 
the 22nd) and dipped to about $600,000,000 on the 29th, 
the lowest Wednesday level in more than ten years, through 
the effect of a further increase (to $753,000,000) in Treasury 
deposits with the Reserve Banks and enlarged currency cir
culation in reducing reserve balances.

Currency circulation continued to increase through March 
15, declined $72,000,000 during the statement week ended 
March 22, apparently reflecting some use of currency in 
making income tax payments, and resumed the rise during 
the remainder of the month. The gold stock was drawn 
down $112,000,000 during March, through the effect of ear
markings for foreign accounts. The losses of member bank 
reserve funds which resulted from the net increase in cur
rency circulation, gold and foreign account operations, and 
other factors, together with a rise of roughly $400,000,000 
in reserve requirements, were compensated for to a large 
extent by net purchases of Treasury bills and certificates of 
indebtedness by the Federal Reserve Banks. During the five 
weeks ended March 29, total Government security holdings 
of the Reserve Banks were enlarged by $481,000,000.
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In the same five-week period, the central reserve New 
York City banks lost a moderate volume of reserves through 
a net outflow of commercial and financial funds to other 
sections of the country. Treasury operations, despite heavy 
interest payments to the market on the 15 th, also resulted 
in net transfers of funds out of New York. The New York 
banks adjusted their reserve positions largely through pur
chases and sales of various classes of Government securities. 
Total Government security holdings of the weekly reporting 
member banks in New York showed a net decline of 247 
million dollars over the five weeks.

Be h a v io r  o f  R equ ired  R eserves 
Since April a year ago, when reserve requirements against 

War Loan account deposits were suspended, the amount of 
reserves which member banks have been required to carry 
against their deposits has shown an oscillating rise. The 
wave-like movements have been associated with the periodical 
War Loan drives, while the rising tendency, which is appar
ent from the fact that each peak and valley has been higher 
than the preceding one, has been related to a persistent 
growth in the volume of funds which depositors have found 
it necessary or convenient to maintain, and which they ha' 
been unable or unwilling to employ in the purchase of Gov
ernment securities or in the liquidation of debt. When de
positors build up their bank balances instead of investing 
their funds, the Government must sell securities, directly or 
indirectly, to the banks, in order to obtain the necessary vol
ume of funds to meet its expenditures. Increased deposits 
on the books of the banks are matched by enlargement in 
bank Government security portfolios.

Net Demand Deposits Plus Time Deposits, and 
Reserve Requirements of All Member B a n k s *

8  ILLIO N S

* Monthly averages of daily figures. Adjustments, indicated by broken lines 
on the chart, were made for purposes of comparability. War Loan account 
deposits were subject to reserve requirements and included in net demand 
deposits through April 12, 1943 but not thereafter.

The accompanying chart portrays the behavior of deposits 
subject to reserve requirements, as well as the behavior of 
reserve requirements themselves, since December 1942, the 
month of the First War Loan drive. (The data are monthly 
averages of daily figures.) For the period December 1942- 
April 1943 adjustments have been made in the curves so as 
to show how reserve requirements, and the deposits subject to 
the requirements, would have fluctuated during that period if 
War Loan account deposits, which have been exempt from 
reserve requirements (and excluded from net demand deposits) 
since April 13, 1943, had been exempt throughout. From 
the end of one War Loan drive to the beginning of the 
next, net demand plus time deposits of all member banks 
have risen $5,400,000,000 to $6,900,000,000, and reserve 
requirements by $900,000,000 to $1,200,000,000. During 
a War Loan drive, the deposits requiring reserves have 
fallen $2,300,000,000 to $3,300,000,000, and requirements 
$500,000,000 to $700,000,000.

If a line is drawn through the successive low points— of 
December 1942, May and October 1943, and February 1944 
— when War Loan drives had tapped that part of bank depos
its which were made available for investment in Government 
securities, one finds that "unavailable” deposits have been 
rising at a fairly constant rate averaging about $730,000,000 
monthly. Between War Loan drives, deposits have risen faster 
than this, the difference representing accumulations of invest
ment funds to be placed in Government securities during the 
next War Loan drive.

Member bank reserve requirements, naturally, have shown 
fluctuations corresponding to those in the deposits subject to 
reserve requirements. The monthly rate of increase from 
one post-drive low point to the next, averages $100,000,000.

Reserve requirements, over the past year, have shown a 
perceptibly smaller rate of increase than net demand deposits 
plus time deposits. This fact is explained by the geographic 
distribution of the expansion in net demand deposits and by 
the relatively faster increase in time deposits than in demand 
deposits.

MEMBER BANK CREDIT
Between February 16 and March 22 total loans and invest

ments of the weekly reporting member banks in 101 cities 
declined nearly 1.5 billion dollars from the high levels reached 
in the first half of February, at the time of the Fourth War 
Loan drive. The expansion during the drive amounted to 
about 4.3 billion dollars as commercial banks made large 
market purchases of Government securities and extended loans 
to dealers and others for purchasing Government securities.

Government security holdings of the weekly reporting 
member banks in New York City declined 361 million dol
lars during the five weeks ended March 22. This contraction 
was only half as great as that which occurred in the five weeks
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following the peak associated with the Third War Loan. Sales 
were fairly evenly divided among the various types of secur
ities. A major shift in the composition of Government security 
portfolios occurred, however, as a result of the large scale re
funding operation on March 15 when the Treasury offered to 
the commercial banks 1 Vi per cent Treasury notes in exchange 
for their holdings of the two Treasury notes, one Treasury 
bond, and four guaranteed issues maturing or callable between 
March 15 and June 15. Primarily as a result of this ex
change, note holdings of the New York banks showed an 
increase of 968 million dollars during the statement week 
ended March 15 while bonds and guaranteed obligations de
clined 354 million and 674 million dollars, respectively.

In 100 cities outside New York, the reduction in the Gov
ernment security holdings of the reporting member banks over 
the five weeks’ period amounted to 449 million dollars, com
pared with a drop of 572 million dollars during the five weeks 
following the peak after the Third War Loan drive. These 
banks were net sellers of a large volume of Treasury bills 
and a moderate volume of certificates of indebtedness and 
guaranteed obligations, but were net purchasers of Treasury 
notes, after adjustment for the March 15 exchange.

The volume of loans outstanding of the weekly reporting 
New York City banks declined between February 16 and 
March 22, chiefly as a result of the net repayment of 400 
million dollars of loans to dealers and others for purchasing 
or carrying Government securities; commercial, industrial, 
and agricultural loans showed practically no change. In the 
100 cities outside New York, both loans for purchasing securi
ties and loans for commercial, industrial, and agricultural 
purposes decreased during the five weeks’ period.

FOURTH W A R  LOAN DRIVE

A total of $16,730,000,000 was announced by the Treasury 
early in March as the final figure of the Fourth War Loan 
drive. This result, which excludes $968,000,000 of securities 
sold during the drive to Government agencies and trust funds 
and commercial banks, was substantially in excess of the goal 
that had been set at $14,000,000,000. Sales to nonbank inves
tors, excluding Federal agencies and trust accounts, amounted 
to $18,313,000,000 in the Third drive, $13,085,000,000 in 
the Second, and $7,590,000,000 in the First.

The over-all goal was lowered from $15,000,000,000 in 
the Third drive to $14,000,000,000 in the Fourth, and 
major stress was placed on reaching the individual investor. 
Although this group failed to attain its quota, sales were only 
slightly less than in the previous drive. There were declines 
in sales to insurance companies and mutual savings banks, 
dealers and brokers, and other corporations and investors. 
One factor in the decline was the closer spacing between 
the Third and Fourth drives than there had been between 
the Second and Third. In other words, there was a shorter

interval of time in which funds could accumulate for use in 
purchasing Government securities in the drive. There were 
also considerably fewer speculative, bank financed subscrip
tions during the past campaign than previously, a condition 
that was due at least in part to the Treasury’s determined 
efforts to discourage "free-riding.”

Although banks made large purchases in the market dur
ing and immediately preceding the last drive, the net absorp
tion of Government securities by nonbanking investors dur
ing the interval, November through February, amounted to 
almost 70 per cent of the increase in the public debt. During 
a corresponding period surrounding the Third drive (July 
through October) net absorption of these investors amounted 
to a little more than 50 per cent of the rise in the public 
debt. This indicates a substantial improvement in the 
Treasury’s efforts to increase the actual participation of non
banking investors in the drives.

As indicated in the accompanying table, total sales credited 
to the Second Federal Reserve District amounted to 
$5,451,000,000 in the Fourth drive which is equal to 33 per 
cent of the national total, compared with $6,334,000,000 or 
35 per cent of all sales in the Third. Gross subscriptions 
here amounted to $6,117,000,000 in the past drive compared 
with $6,949,000,000 in the previous campaign. A  small rise 
in net allocations to other districts of subscriptions entered 
here is indicated by the difference between gross sales and 
the amount credited to this District in the two drives. As 
in previous drives, sales to insurance companies, mutual sav
ings banks, and other corporations accounted for a major 
portion of total sales in the Second District. Funds of insur
ance companies and mutual savings banks, in particular, are 
concentrated to a large extent in the Second District and pur
chases here by these investors accounted for almost 60 per cent 
of their total takings. Individuals purchased $1,030,000,000 
during the Fourth drive compared with $1,021,000,000 in 
the Third.

Sales During Third and Fourth War Loan Drives, by Type of Investor, 
United States and Second Federal Reserve District*

United States Second Federal Reserve District

Type of investor
Millions of dollars Millions of dollars

Percentage 
of U. S.

Third
War
Loan

Fourth
War
Loan

Third
War
Loan

Fourth
War
Loan

Third
War
Loan

Fourth
War
Loan

Individuals, partnerships, 
and personal tru st

5,377 5,309 1,021 1,030 19.0 19.4
Insurance companies and 

mutual savings banks. . . . 4,128 3,403 2,495 2,013 60.4 59.2
Other corporations, associa

tions, and investors! • . . . 7,915 7,585 2,188 2,107 27.6 27.8
Dealers and brokers............. 894 433 629 301 70.4 69.7

18,313 16,730 6,334 5,451 34.6 32.6

* For data for earlier drives, see this Review, November 1, 1943, p. 86. 
t Includes State and local governments.
j  Because of rounding, the totals in all cases do not agree with the sum of 

individual items.
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S U R V E Y  O F  B U S I N E S S  A N D  P E R S O N A L  D E M A N D  D E P O S I T S

In the light of the rapid expansion of the money supply 
in the United States over the war period, this bank, as part 
of a general Federal Reserve System project, has made a series 
of three surveys of the distribution of demand deposits of 
business enterprises and individuals with member banks in 
the Second Federal Reserve District.1 In the third of these 
surveys, just completed, based on figures for February 1944, 
the coverage, particularly of smaller institutions, was widened 
further, and a number of the banks added to the cooperating 
group were able to go back into their records and make up 
reports for periods covered by earlier surveys; thus an 
improved basis has been provided for gauging changes in 
the breakdown of business and personal deposits and for 
estimating relative rates of increase in various classifications 
over the period of our active participation in the war.

The total money supply— exclusive of currency held by 
the banks and Federal Treasury, and of War Loan account 
and interbank deposits— now aggregates more than 110 
billion dollars, in comparison with 76 billion at the end of 
1941 and 62 billion in August 1939, at the time of the 
outbreak of the war in Europe. Of the increase in the total 
money supply since December 1941, about half is accounted 
for by demand deposits of individuals, partnerships, and 
corporations held with member banks of the Federal Reserve 
System. The results of the surveys of the ownership of 
these deposits have indicated that two thirds to three fourths 
of the wartime expansion in demand deposits of individuals,

Table I
Distribution, by Type of Owner, of Demand Deposits of Individuals, 

Partnerships, and Corporations in 129 Banks in the Second 
Federal Reserve District, February 1944

Type of owner
Dollar 

amount 
(In millions)

Per cent 
of total 

classified

Per cent 
of total 
deposits

Nonfinancial business
Manufacturing and mining......................... 4,853.1 54.2 38.2
Public utilities, transportation, and com

munications ................................................ 1,093.5 12.2 8.6
Retail and wholesale trade and dealers in 

commodities............................................... 642.4 7.2 5.0
All other nonfinancial business, including 

construction and services........................ 325.6 3.6 2.6

Total................................................ 6,914.6 77.2 54.4

Financial business............................................. 1,264.0 14.1 10.0
Nonprofit organizations................................... 142.8 1.6 1.1
Personal (including farmers).......................... 640.0 7.1 5.0

Total classified deposits................................... 8,961.4 100.0 70.5
Total unclassified deposits.............................. 3,744.7 29.5

Total demand deposits of individuals, 
partnerships, and corporations.............. 12,706.1 100.0

1 Results of the first and second of these surveys were discussed in 
the July 1943 and the October 1943 issues, respectively, of this Review.

partnerships, and corporations has been accounted for by 
business balances and one fourth to one third by personal 
accounts.

In order to obtain significant indications of the breakdown 
of business and personal deposits, and at the same time not 
impose an undue volume of work on the member banks, 
the banks were asked to classify, by various types of depos
itors, only their larger accounts. While the banks partici
pating in the February survey thus classified three per cent 
of the number of their demand deposit accounts, they never
theless provided a detailed breakdown for 71 per cent of 
the total dollar volume of their business and personal demand 
deposits, and for 52 per cent of the total demand deposits of

Table II
Percentage Distribution, by Type of Owner, of Classifiedl Demand Deposits of Individuals, Partnerships, and Corporations, 

According to Size of Accounts in Different Size Banks, Second Federal Reserve District, February 1944

Accounts of Accounts Accounts of Accounts
$3,000 to $10,000 over $10,000 $10,000 to $100,000 over $100,000

Type of owner Size of bank measured by range of deposits in millions of dollars

Under 1 1-10 Under 1 1-10 10-50 50-250 10-50 50-250 Over 250
(1) (2) (3) (4) (5) (6) (7) (8) (9)

Manufacturing and mining....................................................... 4 .9 7.2 34.9 43.5 25.9 36.3 61.2 54.0 55.2
(a) Metal mining and metal manufactures, including

machinery and transportation equipment........... 11.6 11.5 43.8 37.0 33.4
(b) All other manufacturing and mining................... 14.3 24.8 17.4 17.0 21.8

Public utilities, transportation, and communications........ 4 .9 2 .4 9.3 6 .7 4.4 3.3 19.3 14.5 12.3
Retail and wholesale trade and dealers in commodities. . 29.2 25.8 23.2 18.4 25.5 16.9 8.5 7.9 6 .5
All other nonfinancial business, including construction

and services.............................................................................. 7 .3 8.7 9.3 6 .0 9.2 6.7 1.9 2.8 3.5

Total nonfinancial................................................. 46.3 44.1 76.7 74.6 65.0 63.2 90.9 79.2 77.5

Insurance companies.................................................................. 4.1 3.7 1.8 4 .6 6 .4
Trust funds of banks.................................................................. 0 .7 0.1 2.1 4 .4 2.9
All other, including investment, loan, and real estate

business, etc.............................................................................. 8 .0 10.5 1.5 6 .0 5 .0

Total financial........................................................ 2 .5 4.5 2.3 6.9 12.8 14.3 5.4 15.0 14.3

Nonprofit organizations............................................................. 4.9 4.3 4.7 3.0 4.6 3.6 1.5 2.1 1.5
Personal........................................................................................ 46.3 47.1 16.3 15.5 17.6 18.9 2 .2 3.7 6 .7

(a) Farmers....................................................................... 19.5 7.7 4.7 2.3
(b) Other personal accounts.......................................... 26.8 39.4 11.6 13.2

Total classified deposits............................................................. 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
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individuals, partnerships, and corporations of all member 
banks in the Second Federal Reserve District.

Br e a k d o w n  o f  Classified  D eposits  fo r  Fe br u ar y

It must be borne in mind that limiting the classification 
to the larger accounts overemphasizes the importance of the 
balances of large business organizations, and minimizes the 
importance of personal and small trade balances. Undoubt
edly, a substantial part of the unclassified deposits fall into 
the last two categories.

Of the total classified deposits in the 129 banks cooper
ating in the February survey, about 77 per cent comprised 
those of nonfinancial business, 14 per cent was made up by 
financial business, 7 per cent by personal accounts, and less 
than 2 per cent by nonprofit organizations (Table I). Depos
its of all classes of nonfinancial business made up larger 
proportions of total classified deposits than in July 1943. On 
the other hand, associated with the fact that February came 
at the close of a War Loan drive, the proportion for financial 
business was smaller than in July, 14 per cent compared 
with 17 per cent.

The marked variations, from one deposit range to another, 
in the percentage distribution of the classified deposits, as 
of February, are apparent in Table II. For example, manu
facturing and mining accounts comprised 54 to 61 per cent 
(for various groups of banks) of the classified deposits above 
100 thousand dollars, but only 5 to 7 per cent of the classi
fied deposits in the 3 thousand dollar to 10 thousand dollar 
range. On the other hand, trade, and to an even greater 
extent personal accounts, made up larger proportions of the

classified deposits in the lower deposit ranges than in the 
higher ones. In the 3 to 10 thousand dollar deposit range, 
personal accounts comprised 46 to 47 per cent of classified 
deposits, and trade accounts 26 to 29 per cent; for accounts 
over 100 thousand dollars, the percentages ranged from 2 
to 7 per cent for personal accounts and from 7 to 9 per cent 
for trade accounts.

In the interpretation of these figures, it should be borne 
in mind that, as the table indicates, the breakdowns covering 
the lower ranges of deposits are based upon data supplied 
by the smaller institutions, while those for deposits over 100 
thousand dollars are based upon information provided by the 
larger banks. Deposits within the range of 3 to 10 thousand 
dollars for the larger banks may differ significantly from the 
distribution of the deposits within this range for the smaller 
banks. Nevertheless, it is very probable that for the larger 
banks the distribution of deposits within the 3 to 10 thousand 
dollar range is closer to that of deposits within this range 
for the smaller banks than it is to the distribution of their 
own deposits of more than 100 thousand dollars.

Ch a n g e s  Sin c e  D ecem ber  1941
Table III, based upon a group of banks which have reported 

their deposit breakdowns for December 1941, July 1943, and 
February 1944, provides an indication of both the absolute 
and relative changes for the various deposit classifications. 
The figures are presented separately for the large New York 
City banks (for which deposit accounts over 100 thousand 
dollars were classified), and for other member banks in the 
District (outside New York City, all accounts over 3 thousand

Table III
Classified Demand Deposits of Individuals, Partnerships, and Corporations in 25 Banks Outside New York City* 

and in 6 Banks in New York City, Distributed by Type of Owner, December 1941, July 1943, and 
February 1944, and as Percentage of Deposits in December 1941

Type of owner

25 Banks outside New York City* 6 Banks in New York City

Dollar amounts in millions
As percentage of deposits 

in December 1941 Dollar amounts in millions
As percentage of deposits 

in December 1941

Dec. July Feb. Dec. July Feb. Dec. July Feb. Dec. July Feb.
1941 1943 1944 1941 1943 1944 1941 1943 1944 1941 1943 1944

Manufacturing and mining...................... 117.1 244.0 248.4 100 208 212 1,706.0 2,470.9 2,337.0 100 145 137
Public utilities, transportation, and

communications...................................... 39.0 60.4 63.2 100 155 162 594.6 598.8 570.8 100 101 96
Retail and wholesale trade and dealers

in commodities........................................ 27.7 56.4 53.0 100 204 191 204.1 239.5 221.1 100 117 108
All other nonfinancial business, includ

ing construction and services............. 11.4 19.3 19.6 100 169 172 106.4 111.9 120.0 100 105 113

Total nonfinancial............................. 195.2 380.1 384.2 100 195 197 2,611.1 3,421.1 3,248.9 100 131 124

Insurance companies................................. 302.9 251.4 218.7 100 83 72
Trust funds of banks................................. 205.9 185.2 158.7 100 90 77
All other, including investment, loan,

and real estate business, etc................ 255.9 245.1 212.9 100 96 83

Total financial................................ 66.1 66.1 66.2 100 100 100 764.7 681.7 590.3 100 89 77

Nonprofit organizations............................ 6 .7 8.9 10.7 100 133 160 51.0 57.7 59.0 100 113 116
Personal (including farmers) .................. 28.3 33.1 35.3 100 117 125 354.2 219.2 222.5 100 62 63

Total classified deposits........................... 296.3 488.2 496.4* 100 165 168 3,781.0 4,379.7 4,120.7 100 116 109
Total unclassified deposits....................... 116.5 127.6 156.3 100 110 134 1,498.3 1,754.6 1,643.6 100 117 110
x ocai aemana qgposils 01 inQiviQiiais,

partnerships, and corporations.......... 412.8 615.8 652.7 100 149 158 5,279.3 6,134.3 5,764.3 100 116 109

* Accounts $10,000 and over in 14 banks, accounts $3,000 and over in 11 banks.
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dollars being classified by the smaller banks and all accounts 
over 10 thousand dollars by the larger).

For the banks outside New York City, classified manu
facturing and mining accounts more than doubled between 
December 1941 and February 1944. Trade accounts, which 
had shown about the same percentage increase as manufac
turing and mining between December 1941 and July 1943, 
dropped back slightly between July and February. Deposits 
held by nonprofit organizations in February 1944 were almost 
two-thirds greater than in December 1941. In contrast, 
classified financial accounts showed little change. Classified 
personal accounts, which had risen 17 per cent between 
December 1941 and July 1943, showed a further growth of
7 per cent between July 1943 and February 1944. Unclassi
fied deposits, which undoubtedly include a considerable pro
portion of personal accounts, rose 34 per cent from December
1941 to February 1944.

The proportion of total demand deposits of individuals, 
partnerships, and corporations which were classified by these 
banks rose from 72 per cent in December 1941 to 79 per 
cent in July 1943 and then fell back to 76 per cent in Feb
ruary 1944. The variations in this percentage, and the varia
tions in the comparative rates of increase of classified deposits 
on the one hand and unclassified deposits on the other, indi
cate that a number of accounts which had been below the 
classification limits in December 1941 had, through their 
growth, entered into the classification for July, thus to some 
extent exaggerating the increases in classified deposits for the 
December 1941-July 1943 period. Between July 1943 and 
February 1944 there appears to have been a shift in the oppo
site direction, possibly indicating the effect of investments in 
Government securities during the Fourth War Loan drive in 
pulling certain accounts below the classification limits.

For the group of large New York City banks (right-hand 
block of Table III), the increases that took place in the two- 
year interval were much smaller than for banks outside New 
York City, and in a number of classifications decreases 
occurred. Deposits with the New York City banks appear 
to have been influenced more strongly than those of other 
institutions by Government war financing and also, so far 
as large accounts of individuals are concerned, by the heavy 
taxes on large incomes. The large blocks of investment 
funds, customarily held with New York City banking insti
tutions, appear to have been more effectively tapped than the 
smaller accumulations of funds held with medium-sized and 
smaller banks throughout the country. There are definite 
evidences of this in the considerable contraction of personal 
accounts above 100 thousand dollars in contrast to a sharp 
rise in personal accounts in the 3 to 10 thousand dollar range, 
and in the drawing down of deposits held in New York 
City by large institutional investors.

A considerable increase in the average return on capital 
funds of all member banks in the Second Federal Reserve 
District occurred in 1943. Net profits, after taxes on net in
come, averaged 7.2 per cent of capital funds, compared with
4.4 per cent in 1942 and 8.9 per cent in 1936, which was the 
maximum for any year since the late 1920’s. Although profits 
were largely used, as in the previous year, to strengthen the 
capital structure of the banks (more than a 5 per cent increase 
in 1943), the average ratio of capital funds to total deposits 
declined from nearly 14 per cent in 1942 to less than 11 per 
cent in 1943, because of the rapid growth in deposits. The 
ratio of capital funds to total assets other than cash assets and 
Government securities, however, increased from less than
29 per cent in 1942 to 34 per cent in 1943.

The principal cause of the increase in net profits of the 
banks was an excess of profits and recoveries on securities sold 
during the year over charge-offs on other assets. It was not 
due so largely, as might have been supposed, to greater income 
resulting from the banks’ substantially increased holdings of 
Government securities; for the average bank, the ratio of 
net current earnings (before charge-offs, recoveries, and taxes 
on net income) to total earnings was only moderately larger 
than in 1942. Investments in Government securities, it is 
true, increased substantially; for the year they averaged 47 
per cent of total assets compared with about 31 per cent in
1942. The average yield on bank investments declined, how
ever, owing to a shortening of the average maturity of Gov
ernment security holdings and to a reduction in holdings of 
higher yielding securities. Meanwhile loans, which for most 
banks yield a considerably higher rate of income than invest-

MEMBER BANK EARNINGS IN 1943

Selected Average Operating Ratios of All Member Banks 
Second Federal Reserve District

1942 1943

Number of Banks. . . 786 796
Percentage of Total Capital Accounts

Net current earnings...................................................... 6 .7 7.3
Profits before income taxes........................................... 5.1 7.9
Net profits after income taxes..................................... 4 .4 7 2
Cash dividends declared................................................ 1.8 2.0  

45 0
Percentage of Total Earnings

Interest and dividends on securities........................... 38.1
Earnings on loans........................................................... 48.5 39.5

7.0Service charges on deposit accounts........................... 7 .0
All other earnings............................................................ 8 .4 8.5

Total earnings......................................................... 100.0 100.0

Salaries and wages........................................................... 31.5 31.5
14.8
27.2

Interest on time and savings deposits........................ 15.1
All other expenses......................................................... 28.4

Total expenses......................................................... 75.0 73.5
26.5Net current earnings....................................................... 25.0

Net charge-offs (net recoveries + ) .............................. 5.7 + 2 .9
2.5Taxes on net income....................................................... 2 .4

Net profits after income taxes............................. 16.9 26.9

Percentage of Total Assets
U. S. Government secur ties......................................... 30.8 47.0  

9.6  
19 4

Other securities.............................................................. 13.2
28.7
24.6 22.0
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ments, declined from nearly 29 per cent of total assets in
1942 to less than 19 V2 per cent in 1943.

The annual compilation of operating ratios of all member 
banks in the Second Federal Reserve District for 1943 was 
recently published in circular form by this bank. The accom
panying table gives a number of the more important ratios. 
A copy of the circular, No. 2772, dated March 6, 1944, giving 
all the ratios compiled, may be obtained upon request.

SECURITY MARKETS
During March the market for Government securities was 

influenced by a slackening in commercial bank demand and by 
a major refunding operation by the Treasury. In contrast to 
the situation in January and February when commercial banks 
purchased large volumes of Government securities in the 
market, during March banks tended to be net sellers of Gov
ernment securities in order to offset rising reserve require
ments and an excess of Treasury receipts, including income tax 
collections, over disbursements.

The Treasury’s refunding operation on March 15 (the 
exchange of seven issues callable or maturing from March 
through June for a new issue of IV2 per cent notes and 2lA  
per cent and IV2 per cent bonds) resulted in generally firmer 
prices in the market despite the fact that there was a sub
stantial supply of "rights” and later of the new IV2 per cent 
notes due September 1948. Many holders sold these issues 
in order to purchase other outstanding issues, particularly 
short term partially tax-exempt bonds, while others sold their 
holdings in order to raise funds with which to meet their 
income tax liabilities. However, there was a considerable 
demand for the new notes on the part of commercial banks, 
and on March 30 these securities were selling at a premium 
of 7/32. On March 22 subscription books were opened for 
Ys per cent certificates of indebtedness due April 1, 1945 in 
exchange for certificates maturing on April 1. On March
30 the new certificates were selling to yield 0.84 per cent, 
when issued.

For the month as a whole yields on short term partially 
tax-exempt and intermediate and long term taxable bonds 
declined. On the other hand, yields on long term tax-exempt 
bonds were unchanged to 0.05 per cent higher and yields on 
shorter term taxable bonds rose moderately. The increase 
in the yield on long term tax-exempt bonds (exempt from 
normal but not from excess profits taxes and surtaxes) was 
largely associated with fears that the normal tax rate on 
corporation incomes might be lowered and the surtax rates 
raised in line with the House Ways and Means Committee’s 
plan to reduce the normal tax on individual incomes and 
increase the surtaxes.

Activity on the New York Stock Exchange rose during 
March; daily volumes exceeded 1,000,000 shares on about 
half the trading days of the month. Stock prices rose through 
the first half of March and by March 17, as measured by

Standard and Poor’s index of 90 combined shares, were 
about 4 per cent above the February close. During this 
period, railroad stock prices rose to their best levels since 
October 1937, while industrials and utilities also registered 
gains. A  decline followed in the second half of the month, 
however, which canceled a large part of the earlier advance. 
By the end of the month, Standard’s composite index showed 
a net rise of only about 2 per cent since February 29.

Prices of medium and lower grade corporate bonds rose 
slightly during March and Moody’s index of the Baa bond 
yields declined for the fourth successive month. By the 
latter part of March, this index stood at 3.71 per cent com
pared with 3.72 at the end of February. Higher grade bond 
prices showed little net change for the month; yields on these 
issues remained at the February 29 level of 2.74 per cent. 
Standard’s index of municipal bond yields declined from 1.85 
per cent on February 23 to 1.83 per cent on March 29.

EMPLOYMENT AND PAYROLLS
Total nonagricultural employment in the country as a 

whole declined in February for the second consecutive month, 
according to reports of the Department of Labor. Contrac
tions occurred in all but one industry classification ( the finance, 
service, and miscellaneous group), but the major decline was 
in manufacturing. Most of the decrease in manufacturing 
reflected reductions at plants producing transportation equip
ment, automobiles, and chemicals. Agricultural employment 
in February showed about the usual seasonal gain; the total 
number of workers on farms on March 1, however, was the 
smallest number on record for that date, as reported by the 
Department of Agriculture.

In New York State, factory employment declined a little 
in each of the three months after November. By February 
the index had fallen to 157.1 per cent of the 1935-39 aver
age, a figure 3 per cent below the November peak. In Feb
ruary declines were reported for all areas except the Elmira 
and the Binghamton-Endicott-Johnson City areas, where 
slight increases occurred. The index of factory payrolls for 
the State was practically the same in February as in January. 
Declines were reported for most Upstate areas. These were 
offset by an increase in New York City— an increase that re
flected primarily a seasonal rise in activity in the apparel 
industry.

The changes that have occurred during recent years in 
factory employment and payrolls in both New York City 
and Upstate New York are shown in the accompanying 
chart. In each area, a large proportion of the increase in 
employment in the past four years resulted from substan
tially greater activity in the metals and machinery industries. 
Other industries that showed increases, although not so great 
as the advance in the metals group, include stone, clay, and 
glass products, rubber, chemicals, and foods. Employment 
in the apparel industry and in printing and publishing 
changed very little, while that in textiles declined. The
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Indexes of Factory Employment and Payrolls in 
New York City and in Upstate New York* 

(1935-39 averages 100 per cent)
P E R C E N T  P E R C E N T

* Data of New York State Department of Labor. Plotted on ratio scale 
to show proportionate changes.

decreases that have occurred in total employment since last 
November have resulted chiefly from a reduction in the 
number of workers in the metals and machinery industries 
and in the stone, clay, and glass products group, as well as 
from the usual seasonal decline in the foods industries.

The rapid advance of the index for factory payrolls after 
mid-1940 was due more to increases in average weekly earn
ings than to the greater volume of employment. As indicated 
in the accompanying chart, the percentage increase in payrolls 
for the Upstate areas has considerably exceeded that for New 
York City.

Indexes of Business

Index
1943 1944

Feb. Dec. Jan. Feb.

Industrial production*, 1935-39 =  100. . . 232 241 242 243p
(Board of Governors, Federal Reserve 

System)
Munitions output, Nov. 1941 =  100.......... 476 662 647 641p

( War Production Board)
Electric power output*, 1935-39 =  100. . . 179 197 200 201 p

(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39=100 226 228 236p

(Federal Reserve Bank of New York) 
Sales of all retail stores*, 1935-39 =  100. . 170 171 179 p

(Department of Commerce)
Factory employment

United States, 1939 —  100........................ 166 169 167 166 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100............ 158 160 158 157p
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 —  100....................... 298 328 327p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100............ 275 297 300 300p
(New York State Dept, of Labor)

Income payments*, 1935-39 =  100............
(Department of Commerce)

Wage rates, 1926 =  100................................

201 225 228p

148 159 159p
(Federal Reserve Bank of New York)

Cost of living, 1935-39 —  100...................... 121 124 124 124p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York City............................................ 69 65 74 88
Outside New York City............................. 75 74 81 87

Department store sales in the Second Federal Reserve Dis
trict during March were approximately 15 per cent above 
those in March 1943, reflecting in large part stimulation of 
retail trade due to the impending rise in the excise taxes 
on certain commodities and the earlier date of Easter this 
year. Sales of cosmetics, furs, jewelry, and liquors were excep
tionally large. After allowance for seasonal factors, the index 
of department store sales increased af>out 5 per cent between 
February and March, and was only a little below the all-time 
high of February 1943.

An unusually large volume of merchandise was received by 
the department stores during February. Despite the high 
level of sales, stocks on hand at the close of the month again 
increased, after adjustment for seasonal variation. In the 
first two months of this year most of the loss that had occurred 
in the last four months of 1943 was regained.

Outstanding orders for merchandise purchased by the de
partment stores but not yet delivered to them declined a little 
during February, and at the end of the month they were 
about 25 per cent below the peak reached last summer. The 
current volume, however, is two-thirds larger than on Feb
ruary 28, 1943.

DEPARTMENT STORE TRADE

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net 

Feb. 1944

Sales

Jan. and 
Feb. 1944

Stocks on 
hand 

Feb. 29, 1944

Department stores, Second District. . . -  3 0 +  11
New York City..................................... -  1 +  1 +12
Northern New Jersey.......................... -  9 -  7 +  5

-1 2 -  9 +  5
Westchester and Fairfield Counties.. -  6 -  9 +  4

Bridgeport.......................................... -1 1 -1 4 —  6
Lower Hudson River Valley.............. +10 +15 +  5

Poughkeepsie..................................... +  8 +13
Upper Hudson River Valley.............. -  4 -  3 +  4

+  5 +  5
Schenectady....................................... -1 1 -  9 +  8

Central New York State..................... 0 +  4 +13
Mohawk River Valley..................... -  6 -  4 0

-  5 -  2 —
+  2 +  8 +21

Northern New York State................. +  5 +  4 —
Southern New York State.................. -1 4 -  4 +22

Binghamton....................................... -1 5 -  7 —
-  8 -  2 —

Western New York State................... -  5 -  1 +16
-  6 -  1 +18

Niagara Falls..................................... -1 4 -  7 +10
Rochester........................................... -  1 0 +15

Apparel stores (chiefly New York City) -1 1 -  3 +32

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

Item
1943 1944

Feb. Dec. Jan. Feb.

1935-39 average =  100
Sales (average daily), unadjusted................ 123 226 112 114
Sales (average daily), seasonally adjusted. 152 123 141 141

1923-25 average —  100
Stocks, unadjusted.......................................... 106r 112 109 119
Stocks, seasonally adjusted............................ 111 115 119 125

*Adjusted for seasonal variation. p Preliminary. r Revised
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation, 1935- 
39 Average=100 Per Cent (Groups shown 

are expressed in terms of points in 
the total index)

Income Payments to Individuals, Based on De
partment of Commerce Estimates. Wages 

and Salaries Include Military Pay. 
Monthly Figures Raised to An

nual Rates
01LUON8 OP DOLLARS

Government Security Holdings of Banks in 
Leading Cities. Guaranteed Securities Ex

cluded. Data not Available Prior to 
February 8, 1939; Certificates First 

Reported on April 15, 1942 
(Latest figures are for 

March 15)

Member Banks in Leading Cities. Demand De
posits (Adjusted) Exclude U. S. Government 
and Interbank Deposits and Collection Items. 

Government Securities Include Direct and 
Guaranteed Issues (Latest figures are 

for March 15)

General Business and Financial Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

TNDUSTRIAL activity was maintained at a high level in February and the early part of 
March. Commodity prices and retail sales showed little change.

Industrial Production

Output at factories and mines was at about the same rate in February as in 
January and the Board’s seasonally adjusted index advanced 1 point to 243 per cent of 
the 1935-39 average.

Steel production continued to advance in February and in the first three weeks of 
March. Output of nonferrous metals showed little change as curtailment of aluminum 
production offset increases in output of other metals. Magnesium production was ordered 
curtailed, beginning in March, by approximately 3,000,000 pounds per month or 7 per 
cent of January output. Activity in the machinery, transportation equipment, and other 
durable goods industries showed little change from January to February.

Output of textile products was maintained at the January level and production of 
most manufactured food products declined less than is usual at this season. Butter and 
cheese* .production continued to increase seasonally in February. The volume of hogs 
slaughtered under Federal inspection declined 6 per cent from the exceptionally high 
January level; a much larger decline is usual in this month. Chemical production con
tinued to decline as output of small arms ammunition and explosives was further curtailed.

Fuel production rose slightly in February to a level 10 per cent above the same month 
last year. Output of bituminous coal and crude petroleum was maintained at a high 
level, and anthracite coal production increased 19 per cent as a result of a seven-day work 
week in effect for the month of February.

D istribution

Total retail sales in February continued about as large as in January and exceeded 
somewhat the volume of a year ago. At department stores sales in February were about 
10 per cent smaller than last year when there was a buying wave in clothing. During 
the first three weeks of March department store sales exceeded the volume of a year ago, 
reflecting in part the earlier date of Easter this year.

Freight carloadings, after allowance for seasonal changes, were maintained during 
February and the first two weeks in March in the unusually large volume reached in 
December and January.

Commodity Prices

Prices of cotton and livestock increased somewhat from the middle of February to 
the middle of March while most other wholesale commodity prices showed little change.

Retail food prices declined 1 per cent from mid-January to mid-February owing 
chiefly to seasonal decreases in prices of eggs and citrus fruit. Retail prices of most other 
goods and services advanced slightly.

Bank  Credit

During the latter part of February and the first half of March the average level of 
excess reserves at all member banks fluctuated around one billion dollars. Member bank 
reserve requirements increased by about 400 million dollars as the result of private deposit 
expansion which, in turn, was the result of Treasury disbursements from War Loan 
accounts which require no reserves. Money in circulation increased 400 millions and the 
gold stock declined by 130 millions. Funds to meet these demands were supplied by 
additions to Reserve Bank security holdings and a temporary decline in Treasury deposits 
at the Reserve Banks. In the four weeks ended March 15, Government security holdings 
of the Federal Reserve Banks rose by 720 million dollars, reflecting mainly substantial 
increases in bill holdings under repurchase option; note and certificate holdings also 
increased.

At reporting member banks in 101 leading cities Government security holdings 
declined by 540 million dollars during the four weeks ended March 15. Holdings of 
notes rose by 1.5 billion dollars while bonds and guaranteed obligations declined as the 
result of an exchange of maturing and redeemable issues for a new 1 ^  per cent note 
issue. Holdings of bills also declined, reflecting principally sales to the Reserve Banks. 
Loans to brokers, dealers, and others for purchasing or carrying Government securities, 
which had increased moderately during the Fourth War Loan Drive, fell by 340 million 
dollars in the following four weeks. Commercial loans also declined somewhat.

Adjusted demand deposits rose by 1.9 billion dollars during the four weeks ended 
March 15, representing a gain of more than half of the funds withdrawn from such 
accounts during the drive. Government deposits at these banks fell by 2.6 billion dollars 
in the month following the drive.
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As a result of the Treasury Department’s deferment, from 
March 15 to April 15, of the deadline for filing estimated in
come tax returns against 1944 incomes, more than $1,500,000,- 
000 of income tax collections were shifted from March into 
April. These funds, together with other tax receipts and the 
unusually large volume of Treasury deposits with the Federal 
Reserve Banks which had been accumulated toward the end 
of March, met roughly half of the Government’s expenditures 
during April. The balance of the Treasury’s cash require
ments were met by withdrawals of $4,300,000,000 from 
War Loan deposit accounts with commercial banks. There 
still remained in these accounts, at the end of April, about 
$10,500,000,000, mainly representing unexpended proceeds of 
the Fourth War Loan. These funds will be available to meet 
the excess of expenditures over tax receipts until proceeds 
from the Fifth War Loan, scheduled for June 12-July 8, begin 
to come in.

M em ber  Ba n k  R eserve Po sitio n s

During April the central reserve New York City banks 
gained a considerable volume of reserves through an inflow 
of funds from other sections of the country; deposit balances 
of out-of-town banks with their New York correspondents 
were increased about $50,000,000, and at the same time there 
was a $350,000,000 influx of other commercial and financial 
funds. Reserves gained through these channels, however, were 
roughly offset by a rise in required reserves and losses of re
serve balances from increased currency circulation, gold and 
foreign account operations, and net Treasury receipts. Reflect
ing a rough balancing of gains and losses to their reserve 
positions, the Government security holdings of the New York 
City banks showed little net change for the month.

Excess reserves of all member banks, which had temporarily 
dipped to about $600,000,000 on March 29, fluctuated for the 
most part between $900,000,000 and $1,000,000,000 during 
most of April, but again dropped down to around $600,000,000 
on April 26. The principal influences tending to enlarge the 
volume of excess reserves over the four weeks ended April 26 
were a net reduction in Treasury deposits with the Federal Re
serve Banks, from $753,000,000 on March 29 to $373,000,000 
on April 26, and an increase of $701,000,000 in Federal

Reserve Bank holdings of Government securities, principally 
accounted for by net purchases of Treasury bills. These 
factors were roughly offset by a rise of $500,000,000 in reserve 
requirements and losses of $360,000,000 in reserve balances 
through enlarged currency circulation and $235,000,000 
through gold and foreign account operations.

G r o w t h  o f  M em ber  Ba n k  D eposits

In the April 1 issue of this Review, it was pointed out that 
member bank reserve requirements over the past year have 
been rising at a somewhat slower rate than their deposits sub
ject to reserve requirements. For example, between May 1943 
and February 1944— two months which are more or less com
parable from the standpoint of the timing of the War Loan 
drives— total net demand plus time deposits of all meiiiber 
banks rose 10.4 per cent while reserve requirements were 
enlarged 8.7 per cent. This difference is explained by the 
geographic distribution of the expansion in net demand de
posits and the relatively faster increase in time deposits than 
in demand deposits. The accompanying chart, showing the 
relative growth in member bank deposits in New York, Chi
cago, reserve city and ’ country” banks, provides a basis for 
further analysis of the rise in deposits and reserve requirements.

As the chart illustrates, the most rapid growth in demand 
deposits has occurred at ’ country” banks, whose reserve require
ments against net demand deposits are 14 per cent, compared 
with 20 per cent for reserve city and central reserve city 
member banks. As a matter of fact, taking account of the 
wave-like fluctuations associated with the periodic War Loan 
drives and measuring from one post-drive low point to the 
next, net demand deposits with the central reserve city banks 
of New York and Chicago have risen very little, while those 
of the reserve city banks have expanded only about half as 
fast, in percentage terms, as those of the "country” banks.

For more than a year the rate of increase in time deposits, 
against which reserve requirements are only 6 per cent (as 
compared with 14 and 20 per cent against net demand depos
its), has been perceptibly greater than the over-all rise in net 
demand deposits, thus tending somewhat to check the growth 
of reserve requirements in relationship to the expansion in 
total deposits. All classes of member banks have experienced
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N e t  Demand Deposits and Time Deposits of All Member Banks, by 
Reserve Classification of Banks, December 1942-March 1944* 
(Monthly averages of daily figures. In billions of dollars.)

C E N TR A L R E S E R V E  C E N T R A L  R ES E R V E  R E S E R V E  
M .V C .8 A N K S  C H iC A G O  B A N K S  C IT Y  B A N K S

NET DEMAND DEPOSITS

C O U N T R Y
B A N K S

* From Federal Reserve Bulletin. Plotted on ratio scale to show proportion
ate changes.

t Adjusted to exclude War Loan account deposits.

substantial increases in their time deposits since the begin
ning of 1943, in contrast to 1942 when these deposits increased 
less than 3 per cent.

MEMBER BAN K  CREDIT
Both loans and investments of the weekly reporting member 

banks in 101 cities showed a further net decline during the 
four-week period from March 22 through April 19. Although 
Government security holdings of the New York City banks 
increased 117 million dollars, the rise was not sufficient to 
offset a net decline in the holdings of member banks in 100 
cities outside New York. This decline amounted to 336 
million dollars, the decrease being due almost entirely to the 
sale of Treasury bills to the Reserve Banks. Small net sales 
of certificates of indebtedness and Treasury notes were about 
offset by purchases of Treasury bonds and guaranteed issues. 
In New York City, the increase resulted from purchases of 
Treasury bills (107 million dollars) and certificates of indebt
edness (135 million dollars), which exceeded sales of Treasury 
notes, bonds, and guaranteed obligations.

Member banks in both New York and 100 other cities re
ported a decline in total loans for the four-week period, due 
in part to the continued liquidation of loans made during the 
Fourth War Loan drive for purchasing or carrying Govern
ment securities, and in part to a decrease in commercial, indus
trial, and agricultural loans. On April 19, loans on Govern
ment securities to brokers and dealers by the reporting banks 
were 138 million dollars less than on January 5, before the 
increase in dealers’ borrowing in connection with the Fourth 
War Loan, but loans on such securities to other borrowers 
remained 95 million dollars higher than on January 5.

In the nine weeks since the close of the Fourth War Loan

drive, adjusted demand deposits of the New York City banks 
have been rebuilt about as rapidly as they were in the nine- 
week period following the Third War Loan drive. In the 
100 other centers, however, such deposits have expanded only
1.5 billion dollars since the Fourth drive, compared with an 
increase of 2.4 billion dollars after the Third.

SECURITY M ARKETS
Activity in the Government security market during April 

was characterized largely by portfolio adjustments, in some 
cases in anticipation of the Fifth War Loan drive scheduled 
to open June 12. The announcement on April 3 of the securi
ties to be sold during the Fifth War Loan drive was well 
received by the market and resulted in an improved demand 
for certificates of indebtedness, notes, and taxable bonds. In 
the following week, the firmer tone was broadened to include 
partially tax-exempt bonds, yields on which had tended to rise 
somewhat in March. During the latter part of April, however, 
yields on tax-exempt bonds again rose, and the demand for 
taxable bonds contracted.

Interest in Treasury bonds centered chiefly in the taxable 
issues callable within six years, in the 2 V4 per cent bonds of 
1956-59 sold during the Fourth drive, and in the intermediate 
partially tax-exempt issues, and yields on these bonds showed 
net declines during April. On the other hand, yields on many 
of the longer term taxable and tax-exempt bonds were un
changed or showed increases for the month.

Demand for taxable Treasury notes and certificates of indebt
edness resulted in lower yields, while yields on tax-exempt 
notes tended to rise. Certificates due April 1, 1945, which 
were exchanged for a maturing issue on April 1, were selling 
to yield 0.79 per cent by the end of the month; the certificates 
due May 1, 1945, to be issued in exchange for another matur
ing issue on May 1, were also selling to yield 0.79 per cent, 
when issued.

The volume of trading on the New York Stock Exchange 
was light during April, and Standard and Poors 90-stock price 
index showed a slight net decline for the month. At the end 
of April, the index was about 4 per cent below the 1944 high, 
attained around the middle of March.

Corporation bond prices rose slightly during April, in a 
quiet market. Gains were registered by industrial and rail
road bonds, especially the medium and lower grade issues, 
although there was some recession toward the end of the 
month. Moody’s index of Baa bond yields declined from 3.70 
per cent on March 31 to 3.66 per cent on April 29, establishing 
a new low for the index for the fourth successive month; the 
index of Aaa bond yields declined from 2.74 per cent to 2.73 
per cent. Standard and Poor’s index of municipal bond yields 
rose from 1.83 per cent on March 29 to 1.88 per cent on April 
26. This marks the first month since December that the index 
has registered an advance.
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RETAIL CREDIT
This bank, as part of a Federal Reserve System project, 

recently completed a survey for 1943 of retail credit sales and 
accounts receivable in the Second Federal Reserve District.1 
Between 250 and 300 retail merchants in the District partici
pated in the survey and made available comparative figures 
for 1942 and 1943 on cash and credit sales and a number of 
balance sheet items.

As indicated in the chart below (Chart I), total sales 
volumes expanded between 1942 and 1943 for most retail 
lines in the District. The largest increases were experienced 
by jewelry stores (29 per cent) and women’s specialty shops 
(25 per cent), reflecting increased demands, advanced prices, 
and the shifting of consumer purchases to higher-grade mer
chandise. Sales of automobile dealers and automotive supply 
stores rose 14 per cent, following a sharp decline in 1942; the 
increase probably stemmed in considerable part from enlarged 
maintenance expenditures on cars and from sales of non
automotive classes of merchandise which had been taken on 
by merchants in this field. On the other hand, for household 
appliance stores, and lumber and building material dealers, 
where production cuts and restrictions on supplies had been 
imposed later and more gradually than in the case of auto-

SURVEY FOR 1943
Chart II

Percentage Distribution of Sales, 1942 and 1943, by Type of SaJe, 
for Various Classes of Stores Covered in the Retail Credit 

Survey, Second Federal Reserve District

S E C O N D  D IS T R IC T

CHARGE A C C O U N T % ////\  IN S T A L M E N T

1 The annual Retail Credit Survey, formerly conducted by the 
Bureau of Foreign and Domestic Commerce of the Department of 
Commerce, was transferred to the Federal Reserve System in 1942 as 
part of a program of centralizing the collection and analysis of con
sumer credit statistics. An analysis of the results of the first Survey 
conducted by the Federal Reserve System, that for 1942, was published 
by the Board of Governors in July 1943.

Chart I
Percentage Changes, 1942 to 1943, in Sales and Accounts Receivable, 

for Stores Covered in the Retail Credit Survey, by Type 
of Business, Second Federal Reserve District*
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mobiles, sales volumes dropped 28 and 18 per cent, respec
tively. Sales of many hardware and furniture stores also.Re
clined in 1943, while department store sales were 7 per cent 
greater than a year earlier.

The proportion of credit sales to total sales, which had 
dropped sharply in 1942, decreased further in most lines last 
year (Chart II). The chief influences behind the relative 
contraction in credit sales have been restrictions on the pro
duction of many classes of consumer goods, especially the more 
durable types sold extensively on credit; consumer credit regu
lations, first imposed in the autumn of 1941; and enlarged 
individual incomes. Both charge account and instalment credit 
sales have been affected by these influences.

Changes between December 31, 1942 and December 31, 
1943 in accounts receivable reflect differences in sales experi
ence in various lines, shifts (mostly reductions) in the pro
portions of credit business, and changes (generally increases) 
in rates of collections against receivables. As indicated in 
Chart I, women’s specialty shops showed considerable increases 
in receivables as well as in sales, but the increases in receiv
ables were less marked than in the case of sales. Instalment 
accounts outstanding of jewelry stores and of the automotive 
group declined, but charge accounts increased, indicating a 
shift from the instalment to the charge account type of credit 
business. For department stores and the other groups experi
encing sales growth of less than 10 per cent, receivables gen
erally declined. Where 1943 sales fell below 1942 levels 
receivables also dropped̂ — in every case more than sales.

The data supplied by the stores covered in the survey indi
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cate that the largest increases in retail sales, between 1942 
and, 1943, occurred in Binghamton, Buffalo, and Syracuse. 
Two cities, Bridgeport and Newark, showed small decreases. 
The rise in New York City was roughly comparable to the 
increase for the remainder of the Federal Reserve District 
taken as a whole. Instalment credit receivables declined in 
each of the 11 cities covered— the decreases ranging from 13 
per cent in New York to 51 per cent in Elmira. Charge 
account receivables, on the other hand, rose in 4 cities and 
declined in the remaining 7.

Cu r r e n t  A ssets a n d  Lia bilities

In the light of the important changes that are occurring in 
balance sheet positions of business over the war period, fig
ures on additional current asset items (supplementing the 
data which have been collected regularly on receivables) and 
on current liabilities were collected for the first time in con
junction with the Retail Credit Survey for 1943.

For the reporting retailers in the Second Federal Reserve 
District, current liabilities generally increased during 1943—  
apparently the result of an enlargement in tax reserves which 
more than counterbalanced reductions in borrowing from 
banks. Current assets rose even more than current liabilities, 
through growth in resources held to meet tax liabilities, 
accumulations of undisbursed depreciation funds, and reten
tion of earnings in the business. The entire gain in current 
assets went into cash on hand and in banks, and into market
able security holdings; in addition, there was some conversion 
of accounts receivable and inventories into these liquid forms.

Changes of this kind in the balance sheet positions of 
retail merchants are symptomatic of changes which have been 
occurring in the balance sheet positions of individuals and 
of business generally over the war period— especially the rapid 
accumulation of liquid assets, in the shape of currency, bank 
deposits, and Government securities; the using up of physical 
assets; and the reduction of indebtedness. In these develop
ments there is the making both for a firm credit basis in the 
postwar period and for needs to make capital outlays.

Sales and Current Assets and Liabilities, 1942 and 1943,
Stores Covered in the Retail Credit Survey,

Second Federal Reserve District*

for

In millions of dollars
Percentage

1942 1943
change, 

1942 to 1943

Sales

Total salest................................................

Charge account....................................
Instalment.............................................

702.9
392.2
237.1

73.6

757.4
453.4  
234.7

69.3

+  8 
+16
-  I
-  6

Current assets and liabilities

Total accounts receivablef.................... 85.6 79.1 -  8
Charge account.................................... 47.7 47.9 0
Instalment............................................. 37.9 31.2 -1 8

Cash on hand and in banks*................. 35.8 50.8 +42
Marketable securitiesj............................ 24.4 i 35.2 +44
Inventories, at costj................................ 75.5 71.9 j -  5

Notes payable to bankst........................ 5 .6 4.3 j -2 3
Other current liabilities^........................ 46.1 50.7 1 + io

* Sales figures are annual totals; other figures are end of year data, 
f  Based on reports for 274 stores. 
t  Based on reports for 214 stores.

Lim it a t io n s  o f  t h e  D a t a  

In making use of the results of the Retail Credit Survey, it 
must be borne in mind that the figures are based entirely upon 
the records of credit-granting stores, and for this reason the 
proportions of cash sales tend to be understated and biases 
may arise from divergent trends between credit-granting stores 
and stores operating solely on a cash basis. Generally speak
ing, the coverages of larger department, womens apparel, 
and furniture stores are the most satisfactory; department 
stores embraced in the survey are estimated to account for 
about 70 per cent of total department store sales in the Second 
Federal Reserve District, the furniture store coverage is esti
mated at 25 per cent, and the womens apparel store coverage 
at 20-25 per cent. For the other classes of stores, the compila
tions are based upon small samples. While the results in 
these cases appear to be reasonable and to fit into a general 
pattern, they are necessarily subject to considerable margins 
of error.

T H E  W O R K I N G  P O P U L A T I O N  O F  N E W  Y O R K  C I T Y

An analysis of the working population of New York City 
provides a useful background for an understanding of the 
problems that will arise in relation to postwar adjustments 
arid developments. A  survey of the long term changes in the 
occupational structure of the City's resident population, re
vealing the major shifts that have occurred over a period of 
years, and a detailed study of the occupational distribution 
before the economy was affected by the war, afford particu
larly effective means for determining the broad economic basis 
of the City’s livelihood. While many aspects of the economic 
life of the City have been affected by wartime developments, 
thtse developments have been less important than in other

large industrial centers of the country so that radical changes 
in the occupational structure of the City after the war are not 
presently in prospect.

Lo n g  T e rm  T rends 
The accompanying table, based on Census data, reveals 

clearly the major shifts that have occurred since 1890 in New 
York City’s resident working population. In order to obtain 
comparable data for the fifty year period, the 1940 classifica
tions published by the Census were regrouped to conform to 
the tabulations of the earlier years. Over the fifty years, 
the proportion engaged in transportation, communications, and 
trade ( including banking, brokerage, and other financial activi-
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Percentage Distribution of New York City Residents 
Gainfully Occupied, 1890-1940*

Group 1890 1900 1910 1920 1930 1940

Manufacturing and mechanical
industries................................ 39.2 37.6 40.6 37.6 32.0 28.6

Transportation, communica
tion, and trade...................... 29.2 32.0 24.7 25.0 26.7 33.6

Clerical occupations.................
Domestic and personal

f 10.9 15.9 16.8 17.0
j 26.2 24.0

services .................................... t 15.5 12.1 14.1 9.9
Professional services.................

I 4 9 5.7 5.9 6.7 8.0 8.1
Government............................... 1.9 2.4 2.2 2.6
Agriculture and mining........... 0 .5 0.7 0 .5 0.3 0 .2 0 .2

* Based on data from U. S. Bureau of the Census, Census of the United States, 
1890-1940, Population. Data of the 1940 Census were reclassified to conform to the 
tabulations of the previous censuses.

ties) increased without interruption, and in 1940 this group 
was the largest of all the occupational groups. Clerical employ
ment, the third largest group, increased substantially from 1910 
through 1940, while the percentage for the domestic and per
sonal service group dropped irregularly and in 1940 was more 
than one-third lower than in 1910. A decrease in the percent
age of residents of New York City who are employed in a 
particular industry does not necessarily mean that the industry 
is declining. For example, a decreasing percentage of bank 
employees recorded by the Census of Population can mean 
either that fewer jobs are available in that industry, that em
ployment in banks has grown less rapidly than total employ
ment, or that the number of bank employees who have taken 
up residence in suburban counties has increased.

No data on the total working population including com
muters, as contrasted with the occupations of the resident 
population analyzed in the table, are available. On the basis 
of incomplete data it might be estimated that on or about 
April 1, 1940 between 3,200,000 and 3,300,000 persons were 
gainfully employed in New York City, compared with about
2,800,000 gainfully employed residents.

O c c u p a t io n a l  St r u c tu r e  o f  R e siden t  
Po p u l a t io n  in  1940

The distribution, by industry, of the 2,839,000 residents of 
New York City who were employed on April 1, 1940 is shown 
on the accompanying chart. The percentage distributions 
shown on the chart are based on classifications from the 1940 
Census and are somewhat different from those presented in the 
table. The major difference is that the 1940 Census allocated 
clerical workers to the industries in which they were employed, 
whereas previous Censuses classified in one group the clerical 
workers of all industries.

The predominance of occupations not directly connected 
with the production of commodities and usually designated as 
service functions characterizes the economic structure of this 
City. In 1940 less than one third of the City’s residents were 
engaged in production (manufacturing, mining, construction, 
and agriculture), compared with 37.3 per cent in all other 
urban areas of the country. Those engaged in manufacturing

proper represented 27.0 per cent, and of this number only 
two thirds were factory operatives. The remaining one third 
held clerical or similar jobs connected with manufacturing, 
which is an unusually high proportion. This is due to the 
fact that administrative offices of many concerns, which have 
manufacturing plants located throughout the United States, 
are in New York City. Trade absorbed nearly the same per
centage of the total working population as in other cities, 
while the proportion of employed residents engaged in finance, 
insurance, and real estate was almost twice as high as else
where. With the exception of domestic service, employment 
in the various service industries was relatively larger in New 
York City than in other urban areas.

Pr in c ip a l  Sources o f  Em p l o y m e n t  

In 1940 New York City’s 2,300,000 private wage and salary 
earners were employed in as many as 300,000 different estab
lishments of which only about 75,000 had more than 4 em
ployees. The number of workers per establishment averaged 
less than 8. This small number was due partly to the pre
dominance of trade and service industries, and partly to the 
prevalence of small manufacturing establishments. The num
ber of jobs offered by the large public utility companies and 
railroads was greater than employment in the largest units of 
the manufacturing industry. The City-owned rapid transit 
system employed in 1940 about the same number of people 
as the combined manufacturing establishments of the City with
1,000 or more employees. Establishments with large unit 
employment could also be found among banks, insurance com-

Distribution of Employed Residents of New York City, 
by Industries, as of April 1, 1940*

AG RICULTURE & MINING

* Based on data from U. S. Bureau of the Census, Census of the United 
States, 1940, Population.
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panies, administrative offices of corporations, department stores, 
hotels, and hospitals.

O u t l o o k

A rather reasonable assumption is that after the postwar 
period of reconversion and readjustment the pattern of em
ployment in New York City may be much the same as in the 
years before the war. It does not appear likely that the trends 
which have been operating since the beginning of the century 
will be reversed. New York City will probably remain the 
financial and wholesaling center of the country. The activity 
of thousands of manufacturing, mining, and trade establish
ments throughout the United States will be directed from 
administrative offices located in the City. New Yorks impor
tance in the nation’s publishing and advertising business may 
be expected to continue. Its manufacturing industries will 
probably continue to show less wide fluctuations than those of 
the country generally. When war production is discontinued, 
the City will no doubt again employ twice as many people at 
desks and sales counters as in factories. New York City’s 
prosperity will again depend more on economic conditions in 
the country at large than on the volume of production of its 
own manufacturing establishments.

BUSINESS A C TIV ITY  IN RECENT MONTHS
Activity in many industries manufacturing war materials 

has been somewhat lower in the past few months than in 
the final quarter of 1943. Change-overs in production from 
one type of war goods to another, and difficulties in securing 
an adequate supply of manpower in some areas, have pre
vented many industries from maintaining the high rate of 
output reached late last year. In a few cases, cutbacks in the 
munitions program have brought about reductions in output 
of a particular commodity; in such cases, however, critical 
materials and facilities released by cutbacks are being shifted 
to other types of war goods, in so far as possible. Production 
for civilian use continues to be restricted, although the restric
tions have been relaxed for a few items such as electric irons, 
typewriters, tires, farm machinery, and railroad equipment.

The Federal Reserve index of industrial production (sea
sonally adjusted) was 243 per cent of the 1935-39 average in 
January, 244 in February, and 242 in March, compared with 
last fall’s high figure of 247. Among the individual indus
tries in which production decreased in the first quarter were 
the chemical and transportation equipment industries. Cut
backs in the manufacture of small arms ammunition and 
explosives were primarily responsible for the decline in chem
ical production. Reduced activity in shipbuilding, as com
mercial yards converted from Liberty ships to Victory or 
other type vessels, and a decrease in the production of heavy 
trucks, caused the decline in transportation equipment indus
tries. Output of lumber and of cement also was smaller 
than In the final quarter of last year. Production of most

minerals and metals, however, increased during the first 
quarter of 1944. Daily average coal production was 11 per 
cent greater than in the preceding three months, when mine 
operations were hindered by strikes. Steel production rose 
about 2 per cent, and other metals, such as pig iron* copper, 
lead, and zinc, also registered gains.

Department store sales for the country as a whole increased 
about 7 per cent during the quarter, after adjustment for 
seasonal changes; sales in March were large as a result of the 
early date of Easter and because of expanded consumer buying 
in anticipation of an increase in Federal excise taxes on April
1. Sales of variety chains rose about 5 per cent during the 
quarter, grocery chains 3 per cent, and mail order house sales 
approximately 9 per cent.

Despite the falling off in industrial activity in the first three 
months of 1944, income payments to individuals were esti
mated at an annual rate of 154 billion dollars, compared with 
148 billion dollars in the preceding quarter.

Preliminary data for the first three weeks of April indicate 
that electric power production was down one per cent from 
the March level; except for a brief decline last December, the 
seasonally adjusted index of electric power output had ad
vanced steadily during the two years since March 1942. Some 
reduction in bituminous coal production is also indicated for 
the first half of April. Steel production for the month is 
estimated at an all time high of about 254,000 tons daily, 
with operations during the last week of the month reaching 
100 per cent of the industry’s estimated capacity. Sales of 
department stores declined following the March buying rush.

Indexes of Business

1943 1944
Index

Mar. Jan. Feb. Mar.

Industrial production*, 1935-39 =  100. . . 
(Board of Governors, Federal Reserve 

System)

235 243 244 242p

Munitions output, Nov. 1941 =* 100...........
(War Production Board)

518 647 643 660p

Electric power output*, 1935-39 =  100. . . 
(Federal Reserve Bank of New York)

181 200 201 202p

Ton-miles of railway freight*, 1935-39 =100 
(Federal Reserve Bank of New York)

226 235 237p

Sales of all retail stores*, 1935-39 =  100 . . 
(Department of Commerce)

161 178 177 p

Factory employment
United States, 1939 =* 100........................ 168 167 166 164p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100............. 161 158 157 155p
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 =  100........................ 305 328 328p
*(Bureau of Labor Statistics)
New York State, 1935—39 =  100............. 286 300 300 299p
(New York State Dept, of Labor)

Income payments*, 1935—39 =  100............. 206 226 230p
(Department of Commerce)

Wage rates, 1926 =  100................................. 149 160 160p
(Federal Reserve Bank of New York)

Cost of living, 1935—39 =  100...................... 123 124 124 124p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =100 
(Federal Reserve Bank of New York)
New York City............................................. 63r 74 88 79
Outside New York City. ............................ 78 81 87 82

* Adjusted for seasonal variation. p Preliminary. r Revised
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Reports of the War Production Board reveal the part that 
Second Federal Reserve District industries are playing in the 
war program. War supply and facility contract awards within 
the District, as reported to the War Production Board between 
June 1940 and the early months of 1944, amounted to about 
27.8 billion dollars— about 15 per cent of total awards in the 
United States. Supply contracts, consisting of aircraft, ships, 
ordnance, and other war products, amounted to 25.7 billion 
dollars, or 93 per cent of all Second District contracts; the 
remainder were facility contracts for industrial and military 
projects.

The proportion of total supply contracts let in the District 
through February 1944 to supply contracts awarded throughout 
the nation during the same period was 17 per cent. This 
figure closely approaches the prewar proportion (18 per cent) 
of the value of products of manufacturing industries in the 
District to the value of products of manufacturing industries 
in the continental United States, as reported in the 1939 Census 
of Manufactures. The value of supply contracts placed in the 
Second District, from the launching of the national defense 
program in June 1940 up to the early part of 1944, was two 
and one-half times the value of the manufacturing products 
of the District in 1939.

Reflecting to a considerable extent the influence of strategic 
considerations in the location of new plants, camps, and other 
military installations, the Second Federal Reserve District’s 
share of facility contract awards has been much smaller than 
its share of supply contracts— only 9 per cent of the national 
total in the case of awards for new industrial facilities and 4 
per cent in the case of military facilities. Facility contract 
awards for the country as a whole were of considerable impor
tance during the early stages of the war program, but with 
the facilities part of the war program very largely completed

by the end of 1942, facility awards over the past year have 
been minor.

Of the District’s eleven major industrial areas in which 
war supply and facility contracts are concentrated, Newark- 
Jersey City, New York City, and Buffalo are the areas that 
received the largest share of war work. Their proportion of 
total contracts awarded in the Second District amounted to 
33 per cent, 19 per cent, and 12 per cent, respectively. The 
distribution of war contracts among various areas in the Sec
ond District is shown in the accompanying table. The air
craft contracts placed in the Newark-Jersey City, Buffalo, and 
Nassau areas made up 85 per cent of all aircraft contracts let 
in the District. Four areas combined (New York City, 
Newark-Jersey City, Albany-Schenectady-Troy, and Bridge
port) accounted for about 70 per cent of the ordnance con
tracts, while more than 80 per cent of all contracts for ships in 
the District were placed in the Newark-Jersey City and New 
York City areas. The table also reveals the relative importance 
of the different types of contracts within each area.

The proportion of supply contracts received by certain areas 
in the District was far in excess of the share of those areas in 
the 1939 total value of products of manufacture for the Dis
trict. Thus the Nassau County area, which had accounted for 
only 0.2 per cent of the District’s 1939 value of products, 
received 9 per cent of the supply contracts, reflecting the 
expansion of aircraft production in that area. Likewise, the 
proportion of supply contracts awarded in the Albany- 
Schenectady-Troy and Bridgeport areas was substantially 
larger than the share of each area in the 1939 total value of 
products. On the other hand, New York City’s share of war 
supply contracts was 19 per cent in contrast to its 42 per cent 
share in the District’s 1939 value of products.

Value of Major War Supply and Facility Contracts, United States and Second Federal Reserve District*
(In millions of dollars)

Area

Supply contracts 
(Cumulative from June 1940 through February 1944)

Facility contracts 
(Cumulative from June 1940 through 

January 1944)

Totalf Totalf Aircraft Ships Ordnance All other Totalf Industrial Military

Total United Stalest............................... 186,159 156,523 49,349 25,138 35,332 46,704 29,636 15,947 13,689

Second Federal
Reserve District................................... 27,784 25,740 9,129 2,390 5,538 8,683 2,044 1,480 564

Albany-Schenectady-Troy................. 1,924 1,849 86 83 765 916 75 43 32
Binghamton.......................................... 434 406 250 1 62 93 28 28 __
Bridgeport............................................. 1,738 1,689 759 23 650 256 49 49 §
Buffalo................................................... 3,406 3,120 2,247 107 304 462 286 282 4
Dover..................................................... 138 123 § 1 50 73 15 10 5
Nassau................................................... 2,433 2,314 2,165 16 30 102 120 111 9
New York City.................................... 5,225 4,818 187 571 1,593 2,467 407 317 90
Newark-Jersey City............................ 9.067 8,588 3,391 1,392 935 2,869 480 379 101
Rochester.............................................. 933 897 3 28 449 417 36 36 __
Syracuse................................................ 632 558 7 73 222 256 74 58 16
Utica....................................................... 300 238 § 1 129 107 62 22 41
Remainder of Second District.......... 1,553 1,141 34 93 348 666 412 146 266

* Compiled from War Production Board, Summary of War Supply and Facility Contracts, By State and Industrial Area, Cumulative through February 1944 (March 27 
1944). The counties included in the various industrial areas (all of which are in New York State unless otherwise specified) are as follows: 1. Albany-Schenectady-Troy 
area: Albany, Rensselaer, Schenectady. 2. Binghamton area: Broome. 3, Bridgeport (Connecticut) area: Fairfield. 4. Buffalo area: Erie, Niagara. 5. Dover (New Jersey) 
area: Morris. 6. Nassau area: Nassau. 7. New York City area: Bronx, Kings, New York, Queens, Richmond, Westchester. 8. Newark-J ersey City (New Jersey) area: 
Bergen, Essex, Hudson, Middlesex, Passaic, Union. 9. Rochester area: Monroe. 10. Syracuse area: Cayuga, Onondaga. 11. Utica area: Oneida, 

t  Because of rounding, the totals do not agree in all cases with the sum of individual items.
I Includes also off continent contracts.
§ Less than $500,000.
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During March total employment in nonagricultural estab
lishments declined to 36.9 million persons, compared with 
37.1 million in February, and 38.1 million in March 1943. 
A decrease, between February and March, of about 225,000 
workers in manufacturing industries, together with small re
ductions in construction and mining, more than offset increases 
in other industry divisions (Government, trade, finance, serv
ice, and transportation and public utilities). Cutbacks in the 
munitions program continue to be the main factor affecting 
employment in plants manufacturing small arms ammunition, 
explosives, and machine tools. Reductions have occurred also 
in plants producing aircraft, aircraft engines, and ships. For 
manufacturing industries as a whole, the number of workers 
employed has been declining since last November. Agricul
tural employment advanced less than is usual between March 1 
and April 1, and the total number of workers on farms on 
April 1 was 2.5 per cent less than a year earlier. The West- 
South-Central region reported the largest decrease from last 
year, due to unseasonable weather and scarcity of labor.

The number of wage earners employed in New York State 
factories was 1 per cent lower in March than in February, 
according to the State Department of Labor; the decrease from 
the peak attained last November has amounted to 3.7 per cent. 
Cancellation of contracts and tightening up of military defer
ments were reported as responsible for the over-all decline in 
war industries during March. The only industry group to show 
a substantial percentage increase was lumber and timber basic 
products, but the apparel group showed a small net gain. Each 
reporting area in the State indicated that its total number of 
factory employees was smaller than in February, the declines 
ranging from 0.1 per cent for Buffalo to 3.0 per cent for Utica. 
For several areas, including Albany-Schenectady-Troy, Utica, 
Rochester, and Buffalo, there has been a steady drop since the 
summer of 1943. Payrolls reported to the State Department 
changed only slightly between February and March; the index 
stood at 298.5 per cent of the 1935-39 average, a figure 0.4 per 
cent below February but 4.4 per cent above March 1943. 
Average weekly earnings were $47.59 in March, compared 
with $44.08 a year ago.

DEPARTM ENT STORE TRADE
Department store sales in the Second Federal Reserve Dis

trict during March and April exceeded by approximately 10 
per cent sales during the corresponding two months of 1943. 
The increase was due almost entirely to higher sales in March; 
April sales differed little from those a year earlier. The large 
purchases in March resulted in part from the earlier Easter 
trade this year, but more largely from anticipation of the 
increased excise tax on certain commodities, effective April 1; 
the "beat-the-tax” buying gained momentum particularly in 
the final week of the month. The March seasonally adjusted

EMPLOYMENT AND PAYROLLS index of department store sales exceeded by 3 per cent the 
previous record figure attained in February 1943. The April 
index, however, was more than 10 per cent below the March 
peak, and approximately the same as in January and February 
of this year.

March sales for the seven departments affected by the higher 
taxes were 80 per cent greater than in March 1943; sales of 
all other departments rose only 15 per cent. The largest gain 
(141 per cent) was reported for the fur department, followed 
by increases of 88 per cent for handbags, 84 per cent for 
liquor, and 73 per cent for jewelry. Sales of silverware, and 
also of toilet articles, were up 62 per cent, and of luggage 30 
per cent. In spite of these substantial increases in sales, stocks 
of handbags, toilet articles, and jewelry at the close of March 
were about 25 per cent greater than a year earlier; liquor 
stocks were up almost 5 per cent. Silverware, luggage, and 
furs, on the other hand, decreased approximately 10 per cent.

Outstanding orders of department stores again declined 
during March, and were the lowest since April 1943. Such 
orders are now about four-fifths the dollar volume of stocks on 
hand; the proportion was about one third in 1940, before short
ages, actual or anticipated, led to a rapid rise in outstanding 
purchase commitments.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net Sales
Stocks on 

hand 
Mar. 31, 1944

March 1944
Jan. through 
March 1944

Department stores, Second District. . . . +21 +  7 +12
New York City...................................... +23 +  9 +14
Northern New Jersey........................... +16 +  1 +  4

Newark............................................... +15 -  1 +  4
Westchester and Fairfield Counties. . +  7 -  4 +  3

Bridgeport.......................................... +  4 i| -  8 -  4
Lower Hudson River Valley............... +26 1 +19 +  15

Poughkeepsie..................................... +23 ! +  17
Upper Hudson River Valley............... +15 i +  4 +  1

Albany................................................ +18 I +10
Schenectady....................................... +11 ! — 2 +  4

Central New York State..................... +20 +  10 +19
Mohawk River Valley...................... +11 ! +  1 +  3

+12 +  3 —
+24 +14 +28

Northern New York State.................. +17 +  10 —
Southern New York State.................. +17 +  3 +22

Binghamton....................................... +20 +  3
Elmira................................................. +16 +  5 _ _

Western New York State.................... +18 +  6 +  10
+24 +  8 +  9

Niagara Falls..................................... +13 -  1 +  7
Rochester............................................ +11 +  4 +12

Apparel stores (chiefly New York City) +25 +  7 +26

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

Item
1943 1944

Mar. Jan. Feb. Mar.

1985-39 average —100
Sales (average daily), unadjusted.................
Sales (average daily), seasonally adjusted . .

115
137

112
141

114
141

138
157

1928-25 average —100 
Stocks, unadjusted........................................... 107 109 119 121
Stocks, seasonally adjusted............................ 106 119 125 120
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(1935-39 average=100 per cent)

Indexes of the Cost of Living as Compiled by 
Bureau of Labor Statistics. Last Month in 

Each Calendar Quarter through September 
1940, Monthly Thereafter (1935-39 

average =  100 per cent)
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Member Bank Reserves. Breakdown between
Required and Excess Reserves Partly Esti

mated (Latest figures are for April 19)

General Business and Financial Conditions in the United States 
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity declined slightly in March. Retail sales were maintained at an excep
tionally high level and commodity prices were relatively stable.

INDUSTRIAL PRODUCTION
Output of manufactures and minerals was slightly smaller in March than in the previous 

two months and the Board’s index of total industrial production declined 2 points to 242 per 
cent of the 1935-39 average.

Steel production advanced somewhat further in March and the first three weeks of April. 
Output of lumber was maintained at the level of the first two months of the year and produc
tion in the first quarter is indicated to be 3 per cent larger than in the first quarter of 1943.

The number of aircraft delivered increased about 4 per cent above the level of the pre
ceding 4 months to a new high of 9,118 planes. Deliveries of merchant ships continued to 
rise from the low January rate and in March were at approximately the level of a year ago. 
Output of other products in the machinery and transportation equipment industries declined 
somewhat in March.

Output of nondurable manufactures, as measured by the Board’s index, declined about 
1 per cent in March: This decline was due largely to the continued drop in small arms 
ammunition production. Manufactured food production was 11 per cent greater than in 
March of last year.

Coal production declined 6 per cent in March from the exceptionally high rate in Febru
ary owing partly to the return to a six-day work week in anthracite mines and partly to a con
tinuation of manpower shortages in both hard and soft coal mines. Output of crude petroleum 
and metals was maintained in large volume.

The value of construction contracts awarded in March, according to reports of the F. W. 
Dodge Corporation, was slightly greater than in January and February, but was still lower 
than in any corresponding month since 1935.

D is t r ib u t io n

Department store sales increased more than seasonally in March and continued at a high 
level in the first half of April. Sales in March were about 18 per cent larger than in the 
corresponding month last year, reflecting in part the earlier date of Easter this year and the 
heavy buying of jewelry, cosmetics, furs, and other items before higher tax rates became 
effective on April 1.

Freight carloadings declined slightly in March from the high level of earlier months, 
owing chiefly to a drop in the movement of coal and grain products. Total loadings were 
maintained in the first half of April.

Co m m o d ity  Prices

The general level of wholesale commodity prices advanced slighdy from the middle of 
March to the middle of April. Federal maximum prices for cement, lumber, and various 
other industrial commodities were increased.

Retail food prices showed little change from February to March, while retail prices of 
most other commodities continued to advance slightly.

Bank  Credit

Continued growth in currency and the transfers from Treasury War Loan deposits to 
deposits subject to reserve requirements resulted in a decline in excess reserves of member 
banks and in substantial purchases of Government securities by the Reserve Banks during 
March and the first three weeks of April. Owing to special factors, excess reserves declined 
to a low point of 600 million dollars at the end of March but increased in April and on 
April 19 were about 900 million dollars, somewhat less than had generally been held in 
recent months.

Federal Reserve Bank holdings of U. S. Government securities were at a new high level 
of 12.7 billion dollars on April 19, after increasing by half a billion in the preceding four 
weeks. Most of the growth was in holdings of Treasury bills.

Reporting member banks in 101 leading cities reduced their holdings of Treasury bills 
by 325 million dollars in the four weeks ended April 12, while holdings of other Govern
ment securities showed little change. The greater part of the decline in bill holdings in the 
four-week period occurred at banks outside New York and Chicago, but there were wide 
fluctuations within the period reflecting transactions at Chicago banks associated with the 
April 1 personal property tax assessment date in Illinois. Loans for purchasing or carrying 
Government securities continued to decline, as repayments were made on funds advanced 
during the Fourth War Loan Drive; these loans to brokers and dealers have fallen by 450 
million dollars since the end of the drive and are now less than at any time in recent months; 
loans to others, which rose by 600 million during the drive have subsequently declined by 
400 million. Commercial loans declined by 210 million over the month.

Adjusted demand deposits, which declined somewhat in the latter half of March, increased 
during the first half of April, bringing the total outstanding to about a billion less than the 
level prior to the opening of the drive. Government deposits at these same banks fell by 1.5 
billion dollars during the four weeks ended April 12.
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During the past month a large amount of Federal Reserve 
credit was again required by member banks to offset their losses 
of reserve funds, chiefly due to the continued increase in cur
rency circulation, and to maintain their reserves at the levels 
required by the volume of 
their deposits. Total Federal 
Reserve credit outstanding in
creased by more than 1 billion 
dollars in the four weeks from 
April 26 to May 24, and on 
the latter date was 3 billion 
dollars greater than at the low 
point of the year on Febru
ary 9, at the conclusion of the 
Fourth War Loan drive. The 
increase during the past year 
has been approximately 8 bil
lion dollars.

The factors responsible for 
the heavy demand for Federal 
Reserve credit in May were 
the same as those that have 
been operative for a number 
of months. These factors and 
their relative magnitude are 
illustrated by the accompany
ing chart, which also shows 
the principal method by which 
the demands have been met—
Federal Reserve Bank purchases of Government securities. As 
the chart indicates, the one dominant factor which is responsi
ble for the greater part of member bank needs for additional 
reserve funds is the persistent public demand for currency. 
During the period of rapid expansion of war production, the

rise in the volume of currency outstanding paralleled fairly 
closely the growth in industrial production and the accompany
ing increase in wage payments. Despite the leveling off in 
industrial activity and payrolls since the latter part of last

year, the volume of currency 
outstanding has continued to 
rise at much the same rate 
as in 1943. This continued 
growth in currency outstand
ing, which has its parallel in 
practically all parts of the 
world, suggests a growing use 
of currency in avoidance of 
taxation and for illicit trans
actions in violation of war
time restrictions and regula
tions, as well as for accumu
lations of individual savings 
in cash despite more favor
able alternatives such as in
vestment in interest bearing 
Government securities or de
posits in banks.

Another persistent, but much 
less important, factor affect
ing bank reserves has been 
the growth in foreign deposits 
and earmarked gold in the 
Federal Reserve Banks. Heavy 

payments for strategic materials obtained in foreign countries 
for the war program and payments for the maintenance of our 
armed forces abroad, in the absence of the offsetting exports 
which characterized our peacetime international trade, have 
resulted in a fairly steady accumulation of dollars by a number

Principal Factors Affecting Member Bank Reserves, 
Changes since December 30, 1942*

Billions 
of dollars

* Cumulative weekly data.
Sources: Board of Governors of the Federal Reserve System and Federal 

Reserve Bank of New York.

S a c k  d e  r f t t a c A  -  B u y  M O R E  T han  B e fo r e
*  F I F T H  W A R  L O A N  D R I V E  O P E N S  J U N E  1 2  • *
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of foreign countries during the period of our participation in 
the war. Considerable amounts of these dollars have been con
verted into gold, while smaller amounts have been invested in 
United States Government securities and other amounts have 
been deposited in foreign central bank or government accounts 
in the Federal Reserve Banks. Foreign purchases of gold in 
this country during the war period and the accumulation of 
dollar claims by foreigners are discussed in more detail else
where in this Review.

The third principal factor, and the one which is responsible 
for a major part of the fluctuations (as distinguished from 
growth) in the demand for Federal Reserve credit, is the irregu
lar increase in required reserves of member banks which has 
accompanied the wartime growth in their deposits. As the 
chart indicates, member bank reserve requirements have been 
subject to wide swings since the early part of 1943, reflecting 
the shifts of deposits from private accounts to Government 
War Loan accounts (which are secured by collateral but require 
no reserve) during War Loan drives, and the subsequent use 
of Government deposits to meet war and other expenditures of 
the Government, which results in renewed growth in private 
deposits and in the required reserves of the banks.

During 1941 and 1942, a considerable part of the drain on 
member bank reserves caused by these factors was met by the 
use of idle funds in the banks. Excess reserves of member 
banks were drawn down from nearly 7 billion dollars at the 
beginning of 1941 to approximately 2 billion in the early part 
of 1943. Subsequently, excess reserves were reduced more 
slowly, to about 1 billion at the end of 1943, and thus far in
1944 have fluctuated between a maximum of a little over l l/l  
billion dollars and a minimum of approximately 600 million. 
During this period the remaining excess reserves frequently 
have not been located at the points of greatest need, and it has 
been necessary to meet most of the demands for reserve funds 
by extensions of Federal Reserve credit, chiefly through pur
chases of Government securities by the Reserve Banks, although 
there has recently been an increase in bank borrowing from the 
Reserve Banks.

The major part of the Reserve Bank acquisitions of Govern
ment securities since the end of 1942— 7.5 billion dollars out 
of a total of 8.0 billion— has taken the form of purchases of 
Treasury bills. A  large portion of the total has been acquired 
through direct sales of Treasury bills by member banks to the 
Federal Reserve Banks to obtain needed reserves, the member 
banks retaining an option to repurchase the bills at any time 
before maturity. Because of the persistent demand for currency 
and other factors affecting the reserves of the banks, however, 
considerable portions of the bills sold in that manner were not 
repurchased, but remained in the Federal Reserve Banks to 
maturity. Other sizable amounts of Treasury bills were pur
chased in the market from dealers and others for the System 
Open Market Account. From time to time other types of 
Government securities have been purchased by the System

Open Market Account, the type and amount depending on con
ditions in the Government security market, but on the whole, 
such purchases have constituted a relatively small part of the 
total extensions of Federal Reserve credit since the end of 1942. 
In the four weeks ended May 24, 1944, for example, purchases 
of Treasury bills accounted for 859 million of the total acquisi
tions of 991 million dollars of Government securities by the 
Reserve Banks.

As the result of these operations, a large part of the available 
supply of Treasury bills has gradually come to rest in the 
Federal Reserve System. At the end of April, the System held 
about 58 per cent of all outstanding Treasury bills in contrast 
to 32 per cent in June 1943. The amount of bills held out
side the Federal Reserve System fell from about 8.1 billion 
dollars last June to approximately 5.5 billion at the end of 
April 1944. Holdings of Treasury bills by weekly reporting 
member banks, both in New York City and in other principal 
cities throughout the country, have fallen in recent weeks to 
the lowest levels since September 1942 (when the total avail
able supply was only about Al/z billion dollars compared with 
more than 13 billion now). The possibility of continuing to 
supply needed Federal Reserve credit through purchases of 
Treasury bills from the banks consequently has tended to 
become progressively more limited in recent months.

Partly as a means of increasing the available supply, and 
partly as a means of providing the Treasury with additional 
funds to supplement the funds obtained in the War Loan drives 
and through current revenues, the Treasury increased its weekly 
offerings of bills by 200 million dollars to 1.2 billion dollars 
beginning with the issue of May 11. This increase in the sup
ply of bills is somewhat in excess of the average weekly rate of 
demand for Federal Reserve credit over extended periods and 
should, if continued, permit member banks to increase moder
ately the amount of Treasury bills at their disposal for use in 
adjusting their reserve positions. During the first three weeks, 
however, the increased issues of Treasury bills resulted in no 
increase in holdings by member banks in the principal cities, as 
purchases of new bills by the banks were more than offset by 
sales of bills previously held, owing to the combined effect of 
heavy demands for currency by their customers, substantial 
increases in reserve requirements, and, in the case of individual 
banks, losses of funds through transfers to other institutions or 
localities.

There has been a noteworthy increase recently in the number 
of member banks which have obtained needed reserves by bor
rowing from their Federal Reserve Banks— a method which for 
a long period had fallen into disuse and which the banks had 
shown some reluctance to revive. A few small banks used the 
borrowing method intermittently throughout the years of huge 
accumulations of excess reserves by the banking system as a 
whole, but even after excess reserves had largely disappeared 
most banks refrained from using that method of obtaining 
reserve funds. A revival of borrowing has been spreading gradu
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ally, however, beginning with some of the banks in New York 
City, and during the past month the number of important bank
ing institutions in this District which borrowed at the Reserve 
Bank, at least for brief periods, was the largest in a number of 
years. For the country as a whole, total member bank borrow
ings rose on May 24 to 227 million dollars, the largest amount 
in nearly eleven years. This figure compares with approxi
mately 90 million four weeks earlier, and a minimum for the 
year to date of 22 million on February 9.

Demands for Federal Reserve credit may be expected to con
tinue in substantial volume until the Fifth War Loan drive gets 
well under way, owing in part to the continued accumulation 
of deposits in private accounts and the accompanying increase 
in member bank reserve requirements, and to the continued 
demand for currency. After the issue date for Fifth War Loan 
securities (June 26), however, heavy payments for the securi
ties may be expected to result in a large shift of deposits to 
War Loan accounts and an accompanying large reduction in 
member bank reserve requirements, which should permit the 
retirement of some Federal Reserve credit called into use before 
that date. So long as war activities continue on the present 
scale, however, a generally upward trend in the volume of 
Federal Reserve credit in use may be expected, with only inter
mittent irregularities caused by War Loan drives and, even 
more temporarily, by changes in the volume of Treasury 
deposits in the Reserve Banks. The magnitude of the increase 
will depend mainly upon the demand for currency and upon 
the amount of bank credit required to supplement public 
absorption of Government securities in financing the war 
program; the extent to which the public accumulates currency 
not needed for actual circulation will be an especially impor
tant factor in determining the needs of the banks for Federal 
Reserve credit.

MEMBER BAN K  CREDIT
In order to meet increases in reserve requirements, asso

ciated with the continuing shift of deposits from War Loan 
accounts to private deposits, and to offset the sustained out
flow of currency into circulation, member banks in recent 
weeks have been large sellers of Government securities, princi
pally Treasury bills. During the five-week period from April 
19 through May 24, the weekly reporting member banks in 
New York City sold 492 million dollars of bills, reducing 
their holdings to 780 million, the lowest level since Sep
tember 1942. In addition, these banks made small net sales 
of Treasury notes, certificates of indebtedness, and guaran
teed issues, which were offset in part by purchases of Treas
ury bonds. Bill holdings of the reporting banks in 100 
cities outside New York decreased 364 million dollars be
tween April 19 and May 17, to 1,628 million, again the lowest 
level since September 1942. Holdings of certificates, Treas
ury bonds, and guaranteed issues declined moderately, while 
holdings of notes increased.

In both New York and the 100 other centers, the total 
volume of loans declined further, principally as the result of 
a continued contraction in commercial, industrial, and agri
cultural loans.

Total deposits of the member banks in 101 cities continued 
to decrease, since the contraction in the Government accounts 
outweighed the expansion in adjusted demand and time de
posits, combined. The latter have, however, increased 4.2 
billion dollars since the close of the last War Loan drive.

FOREIGN PURCHASES OF GOLD
One of the most significant wartime developments arising 

out of this country’s balance of international payments has 
been the increasing tendency on the part of foreign central 
banks and governments to purchase gold to be earmarked 
for their accounts in this country and, in some cases, ex
ported subsequently. The significance of this development 
lies not so much in the amounts being purchased— the 
volume thus far has not been large relative to other items in 
our wartime international balance of payments— but in the 
fact that the foreign buying has brought about a sustained 
’ outflow” of gold for the first time since 1933.

It will be recalled that, owing first to the prewar political 
crises in Europe and then to the Allies’ need for American 
war supplies after the war began, an unprecedented inflow 
of foreign gold occurred in the years before and immediately 
after the outbreak of war. From the beginning of August 
1938 through the first few months of 1941 about 9 billion 
dollars of foreign gold was acquired by the United States. By 
the early part of 1941, however, not only had the German 
occupation of large parts of Europe brought to a halt shipments 
from those European countries which previously had been large 
sellers of gold, but the British gold reserves had been virtually 
exhausted by the large scale liquidation prior to the inaugura
tion of the lend-lease program. As a result, such gold as was 
shipped to the United States after the early part of 1941 was 
limited principally to new production.

The shift from an inward to an outward movement was 
not completed, however, until foreign monetary authorities 
began to buy gold here. The foreign buying first became 
apparent around the middle of 1941, and by November 1941 
the purchases had reached sufficient proportions to cause a re
duction in our monetary gold stock— the first sizable monthly 
decline since 1937. Foreign purchases of gold continued at 
a moderate rate through the end of 1942, when conversions 
of dollar exchange into gold were stepped up substantially. 
From the October 1941 peak the United States gold stock 
has declined nearly IV2 billion dollars, or about 6 V2 per cent. 
After gold acquired through domestic production is taken 
into account, the indicated loss of gold to foreign countries has 
amounted to around 1.7 billion dollars, or at an average monthly 
rate of about 55 million dollars.

It should be emphasized, however, that despite our loss of
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Increase in U. S. Gold Stock and in Reported Net Liability to 
Foreigners,* Cumulative since December 1934

Billions 
o f do llars

* Reported net liability to foreigners includes changes in foreign deposits 
and holdings of American marketable securities, and changes in American 
deposits abroad and holdings of foreign securities.

Source: Federal R eserve Bulletin.

gold since October 1941, this country’s gold reserves at pres
ent are far larger in relation to its net liability to foreigners, 
arising out of foreign deposits and investments in this country, 
than they were when the war began. As can be seen from the 
accompanying chart, the United States’ current holdings of 
gold are still 4.8 billion dollars above the level prevailing at 
the beginning of the war in 1939. However, this country’s 
reported net liability to foreigners on capital account ( through 
increases in foreign deposits in this country and changes in 
foreign holdings of American marketable securities and in 
American deposits abroad and holdings of foreign securities) 
is only about 2.5 billion dollars higher. Therefore, our gold 
reserves in relation to the net liability to foreigners on capital 
account are now 2.3 billion dollars more than they were 
before the war, when we had experienced the largest inflow 
of foreign gold in the history of the country. The gold stock 
of the United States is still over 21 billion dollars, or about 
three fifths of the total monetary gold stock of the world.

As to the motives for the foreign buying of gold, most of 
the countries which have been the chief buyers of gold have 
two characteristics in common. In the first place, all have been 
accumulating substantial amounts of dollar exchange in re
cent years. This has been chiefly the result of our large scale 
expenditures abroad for the purchase of strategic materials 
and other war purposes, combined with the inability of foreign 
countries to fulfill their demand for American civilian goods 
because of our restricted production of these goods and limited 
shipping facilities. Furthermore, most countries have had 
large increases in their currency circulation during the war 
period which require corresponding increases in their required 
monetary reserves, except where legal reserve requirements 
have been modified or suspended.

Secondly, most of the gold buying countries had experienced 
serious drains on their gold reserves in previous years. This 
can be seen from an examination of published figures on 
foreign gold reserves, although, since the data cover gold 
held at home as well as abroad, they do not necessarily reflect 
only the amounts acquired in the United States. Argentina, 
for example, had been obliged to liquidate a large part of its 
gold reserve between 1928 and 1934. According to the 1943 
Annual Report of the Argentine central bank, that bank’s 
total gold holdings at the end of 1943 amounted to 939 
million dollars, an amount more than twice that held in 
August 1939- When allowance is made for the change in 
the dollar value of gold in 1934, however, the present hold
ings are still below the 1928 level. The largest percentage 
increase in Latin American gold reserves in recent years has 
occurred in Brazil’s total holdings, which have risen more 
than 600 per cent since 1939 to around 250 million dollars. 
However, Brazil had lost virtually all of its gold reserves in 
1930 and the recent acquisitions have merely restored the 
gold stock to about the equivalent of the volume held in 1929. 
Gold holdings of Chile and Uruguay, which have been in
creased substantially in recent months, also are about equal 
to the highs reached in the 1920’s, while the gold resources 
of Mexico, Venezuela, and Colombia are at all-time highs, 
owing in part to the fact that even in the predepression years 
these countries did not hold sizable reserves in gold.

The gold reserves of all the Latin American republics at 
the end of March 1944 may be estimated as in the neighbor
hood of 2.1 billion dollars. As can be seen from the accom
panying table, this is about triple the amount held in August 
1939; nevertheless, it is only about 25 per cent above the

Monetary Gold Reserves* 
(In millions of dollars)

Change

Country Aug. 1939 June 1941 Mar. 1944f Aug. 1939 
to

Mar. 1944f

June 1941 
to

Mar. 1944f

United States............. 16,646 22,624 21,429 (Apr.) +4,783 -1,195

Estimated total foreign
(Excl. U.S.S.R.)........ 10,800 8,200 11,900 +1,100 +3,700

Estimated total
Latin America........... 710 845 2,100 +1,390 +1,255

Argentina............... 431 t 939 (Dec. ’43) +  508 _
4 4 13 (Feb.) +  9 +  9

Brazil..................... 35 62 255 (Feb.) +  220 +  193
Chile...................... 30 30 55 (Feb.) +  25 +  25

20 18 79 +  59 +  61
4 5 18 (Feb.) +  14 +  13

El Salvador............ 7 7 11 (Feb.)
19 (Dec. ’42)

+  4 + 4
Guatemala............. 8 11 +  11 + 8

29 59 230 + 201 +  171
Peru....................... 20 20 33 +  13 + 13
Uruguay................. 68 108 117 (Nov. ’43) + 49 + 9

52 40 100 + 48 + 60

Other countries
t 42 (Dec. ’41) 85 (Sept. ’43) — + 43

355 192 421 + 66 +  229
Switzerland............ 587 528 993 +  406 +  465
Turkey................... 30 97 171 (Jan.) +  141 +  74

* The individual countries listed here in general represent those which 
publish figures regularly on their total gold reserves, 

t Or date for which latest data are available, 
j  Published figure for total gold reserves not available.
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1929 level, after adjustment for the 1934 change in dollar 
value.

Published figures also indicate large increases in Swiss and 
Swedish holdings during the last few years, following heavy 
losses before and immediately after the start of hostilities. 
Swiss holdings, at 993 million dollars, were at a record level 
at the end of last March, but the Swedish gold stock, at 421 
million, was only moderately above the level prevailing before 
the war. Turkish gold reserves also have increased consider
ably, the holdings as of last January being 141 million dollars 
above the level in August 1939. On the other hand, gold 
stocks of our European Allies, some of whom sustained heavy 
losses in the early part of the war period, are presumably 
still below prewar levels.

It seems clear that the current acquisitions of gold repre
sent chiefly a desire on the part of many foreign monetary 
authorities to utilize the wartime— and therefore perhaps 
temporary— accumulation of dollars to recoup gold reserves 
lost in the prewar and early war years. Legal prohibitions 
or limitations of the holding of central bank reserves in the 
form of dollars or other foreign currencies undoubtedly have 
also been a factor in gold purchases here by some countries. 
Political considerations may have been a factor in a few 
instances. In general, the world-wide demand for gold con
stitutes an answer to the fears or a denial of the expectations 
expressed a few years ago that the use of gold for monetary 
reserves was about to be abandoned by many countries.

From the point of view of our balance of international 
payments, and under existing world conditions, the present 
program of gold buying may be regarded as a moderate, but 
salutary, redistribution of the world’s gold supply which had 
previously accumulated in this country. The movement of 
gold away from the United States therefore can be considered 
as a corrective— at least for the time being— of previous un
settling factors in our balance of international payments, and 
should facilitate the establishment and maintenance of stability 
in the exchange values of foreign currencies after the war.

SECURITY MARKETS
The major portion of the trading in Government securities 

during May consisted of switching operations by investors who 
were adjusting their portfolios in anticipation of the Fifth War 
Loan drive. In addition, there was a moderate volume of out
right predrive selling by nonbanking investors, particularly by 
savings banks and to a lesser extent by insurance companies, 
but such selling for the most part was readily absorbed by the 
market. On the whole, these adjustments were accomplished 
with only relatively small changes in the yields on Govern
ment securities.

Yields on taxable Treasury bonds showed almost no change 
for the month despite a moderate volume of selling by savings 
banks and insurance companies. Changes in yields on most 
issues of short and intermediate tax-exempt bonds were mixed, 
although in the early part of May there was a fairly strong 
corporate demand for the intermediate obligations. On the 
other hand, yields on the longer term tax-exempt bonds tended 
to decline, in contrast to the experience in March and April 
when a considerable rise occurred. In order to adjust their 
reserve positions, many commercial banks sold certificates of 
indebtedness as well as Treasury bills during May, and yields 
on some certificates tended to rise slightly. System Account 
purchases absorbed a portion of these sales.

Although the volume of trading on the New York Stock 
Exchange continued to be relatively light throughout May, 
stock prices made moderate advances. Standard and Poor’s 
index of 90 combined stocks rose 3 Vi per cent through May 
29, to a level only slightly below the 1944 high of March 17.

Small increases in prices of domestic corporate bonds were 
for the most part confined to medium and lower grade rail and 
industrial issues. Moody’s index of Baa bond yields declined 
further from 3.66 per cent to 3.60 per cent on May 29, while 
the index of yields on Aaa corporate bonds showed no change. 
As measured by Standard and Poor’s index, yields on munici
pal bonds declined slightly from 1.88 per cent on April 26 to 
1.85 per cent on May 24, following a rise in yields in April.

M A N U F A C T U R I N G  I N D U S T R I E S  I N  N E W  Y O R K  C I T Y

More than one fourth of New York City’s gainfully em
ployed residents are employed in manufacturing establish
ments. Although manufacturing is not New York’s dominant 
industry, developments in that field must be one of the im
portant considerations in any analysis dealing with the eco
nomic future of the City. Some light on the postwar problems 
of the City's manufacturing industries may be afforded by an 
examination of changes that have occurred in the position of 
New York as the leading manufacturing city of the country, 
and by an analysis of the structure of the City’s manufacturing 
industries in 1939.

New York in 1939 had nearly one and one-half times as 
many manufacturing wage earners as Chicago, its nearest com
petitor. ( See accompanying table.) A lead of about the same 
magnitude is indicated, also, by the value of products and by

the value added by manufacture. From 1899 to 1939, however, 
the share of New York City in the country’s total number of 
wage earners engaged in manufacturing decreased from 8.4 to
6.5 per cent (according to Census of Manufactures data). At 
the same time, the percentage of the population of the United

Comparison of Five Leading Manufacturing Cities 
of the United States, 1939 
(Dollar figures in millions)

City
Number of 

manufacturing 
wage earners

Value of 
products

Value 
added by 

manufacture

New York City.........................
Chicago.......................................
Philadelphia...............................
Detroit........................................

512,666
347,839
196,356
182,373
112,092

$ 4,109 
2,843 
1,418 
1,583 

882

$ 1,871 
1,280

652
650
434

Source: U. S. Bureau of the Census, Census of the United States, 1940, Manu
factures, I, pp. 264, 496, 718, 806, 900.
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States living in New York City increased from 4.5 to 5.7 
per cent.

Until the end of World War I the decline was only in rela
tion to changes in the United States as a whole; the actual 
number of manufacturing wage earners employed in New York 
City increased continuously. After 1919, however, the number 
of workers in manufacturing declined irregularly. Even in 
prosperity years, it never reached the level of 1919. In 1939 
wage earners and salaried employees (including factory em
ployees not directly engaged in manufacturing) numbered 
about 690,000 persons. Substantial increases during recent 
war years have raised the number to more than one million 
persons, a figure higher than in 1919.

The factors mentioned most frequently as those responsible 
for the relative decline until 1939 are the shifting of the center 
of population to the West, a tendency to locate industrial 
establishments on the fringe of rather than in the midst of 
large cities, the decline of foreign trade and of the supply of 
cheap immigrant labor, and a higher level of wages and cost 
of living than exists in many other communities. Undoubtedly, 
each of these adverse factors affects to a varying degree the 
competitive position of the different industries of the City. 
But some of these factors, and other disadvantages, can be 
found in many other manufacturing centers. While the dis
advantages are outweighed in other industrial centers by 
proximity of raw materials, cheap electric power, and good 
railroad connections, very different compensating advantages 
are offered by New York City: proximity to wholesale markets, 
extensive financial facilities, diversified labor force. Industries 
that find conditions in New York City particularly favorable are 
those which manufacture nonstandardized products, very 
sensitive to changes in style. In such industries, success de
pends on promotional effort, rapid distribution, and ingenuity 
in material and design of products, rather than on low 
unit costs.

Str u c tu r e  o f  N e w  Y o r k  C it y ’s 
M a n u f a c t u r in g  In d u stry

New York City’s manufacturing industries are primarily 
those producing consumers’ nondurable goods, as indicated by 
the accompanying chart. The real strength and nation-wide 
importance of the City’s industries lie in this field, which 
in 1939 employed four out of five of New York’s manufactur
ing wage earners. At that time, more than one tenth of the 
entire country’s workers in consumers’ nondurable goods manu
factures were employed in New York City.

Less than 1 per cent of the country’s wage earners in primary 
manufacturing, such as refining of metals and petroleum, 
worked in New York. In the field of producers’ and con
sumers’ durable goods industries (including metal products, 
machinery, and furniture), the City’s position was somewhat 
stronger; about 3-5 per cent of the nation’s workers in these 
industries were employed in the City’s factories. One of the 
strong elements in the City’s economic structure is the diversi
fication of New York City’s durable goods industries; this is 
particularly true in comparison with other important manufac
turing centers that depend primarily on one single large dur
able goods industry. In past decades, employment in New

Distribution of W age Earners in Manufacturing Industries, 1939* 
percent UNITED STATES NEW YORK CITY

* Based on data from U. S. Bureau of the Census, Census of the United 
States, 1940, Manufactures.

York City fluctuated less than in the country as a whole be
cause durable goods industries, where cyclical swings are par
ticularly pronounced, are relatively unimportant in the City.

O u t l o o k

New York City has been affected by the war to a lesser 
degree than most other industrial areas. In the early months, 
it was little affected by the first wave of war orders, which 
were channeled to regions with large war plants. When full 
employment of resources was approached, and large corpora
tions increasingly met the bottlenecks of dwindling labor 
supply and limited plant facilities by subcontracting, the small 
establishments of New York City began to benefit more largely 
by the war production boom.

During the transition period, New York City’s manufactur
ing industries will be in a better position than those of many 
war boom areas because their reconversion problems are rela
tively small, because they did not experience an inflow of war 
workers, and because their present high level of employment is 
due to fuller utilization of existing facilities, rather than to the 
addition of new plants. Once this reconversion is completed 
New York City’s manufacturers will face the same problems as 
the rest of the country. During the last few decades, total em
ployment in the nation’s manufacturing industries tended to 
level off in spite of the rapid increase in the volume of output. 
The increase in productivity which caused these divergent 
trends in output and employment reflects technological and 
managerial progress, which will certainly continue or even be 
accentuated after the war.

The outlook for manufacturing industries in New York City 
must be viewed against the background of a general shift in 
urban employment opportunities from manufacturing to sec
ondary activities, such as distribution and various service in
dustries. If the relative share of manufacturing in the eco
nomic life of the metropolis is to be maintained, the demand 
for its. products must increase constantly or new industries must 
be attracted.

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

June 1, 1944



FEDERAL RESERVE BANK OF NEW YORK 47

The predominance in the City of consumers’ nondurable 
goods industries is a valuable asset for the postwar period. If 
this country succeeds in maintaining, after the war, high levels 
of employment and consumption, demand for nondurable 
goods cannot fail to expand, and New York City is well 
equipped to supply the country with a wide variety of such 
products. In the earlier part of the postwar period, foreign de
mand for consumers’ goods might be an additional factor, 
though the accent will probably be on cheapness of such prod
ucts rather than on style and quality. As a whole, the manu
facturing industries of New York City depend more directly 
on the volume of expenditures of consumers than do the 
manufacturing industries in large centers where producers’ 
goods are the most important products.

BUSINESS AC TIV ITY  IN APRIL
Fluctuations in total industrial activity have been small in 

recent months, and suggest that output as a whole has passed 
its wartime peak; significant increases in the next few months 
are likely to be confined to those industries vital to the war 
production program and to civilian needs. During April addi
tional cutbacks were made in the production of small arms 
ammunition and explosives, in accordance with the program 
announced last December, and output of aluminum was further 
curtailed. Emphasis has shifted to output of landing craft, 
which showed an increase of 35 per cent in April, to the heavy 
shell program, and to the production of farm machinery, which 
in April exceeded the highest rate of output attained in any 
peacetime year. Reflecting the high level of output in these 
industries, steel production in April reached a rate of more 
than 252,300 tons daily.

Manpower shortages have limited operations in such im
portant industries as copper, lumber, and cotton textiles. Daily 
average copper production declined 9 per cent on a seasonally 
adjusted basis during April, and lumber output decreased 
slightly for the fourth consecutive month. In the cotton tex
tile industry consumption of cotton by the mills has fallen off 
sharply since last summer, as indicated by the accompanying 
chart; for the first four months of 1944 it averaged 11 per cent 
less than a year ago. Since late 1942 the number of workers 
in cotton textiles has been declining, as large numbers have 
been drafted for the armed forces and many more have left 
the industry for higher paid jobs in shipbuilding and aircraft 
plants. The rate of labor separations was still high in March 
1944— 8.19 per hundred workers compared with 7.27 for all 
manufacturing— although it had declined from the peak of 
9.59 per hundred reached in March 1943. In an effort to halt 
the decline in cotton textile output, the War Manpower Com
mission has ordered the industry on a 48-hour week effective 
May 14, 1944; producers of cotton yarn have been directed to 
maintain the highest rate of production reached in any quarter 
of 1943; and revisions in price ceilings of cotton goods are 
under consideration.

Output in other branches of textile manufacturing has not
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Measures of Activity in Textile Manufacturing*
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* Data for cotton and wool are daily averages, by months, adjusted for sea
sonal variation by the Federal Reserve Bank of New York. Adjusted index 
for rayon deliveries is that of the Board of Governors of the Federal Reserve 
System. Plotted on ratio scale to show proportionate changes.

been so seriously affected as that in cotton textiles. Mill con
sumption of wool, in the first quarter of this year, averaged 3 
per cent less than a year ago, reflecting primarily the sharp 
decline in military demand for wool fabrics since mid-194 3 
which has enabled many mills to convert to light weight civilian 
fabrics. Rayon deliveries for the first four months of 1944 
were 5 per cent higher than a year ago, chiefly because of the 
expanding need for rayon cord in synthetic rubber tires.

Indexes of Business

Index
1943 1944

Apr. Feb. Mar. Apr.
Industrial production*, 1935-39 =  100........ 237 245 242 240p

{Board of Governors, Federal Reserve 
System)

Munitions output, Nov. 1941 =  100........... 547 636r 667r 652p
{War Production Board)

Electric power output*, 1935-39 =  100. . . . 183 201 201 202p
(Federal Reserve Bank of New York) 

Ton-miles of railway freight*, 1935-39 =  100 229 237 233p
{Federal Reserve Bank of New York)

Sales of all retail stores*, 1935-39 =  100. . . 159 177 178 p
{Department of Commerce)

Factory employment
United States, 1939 =  100.......................... 168 166 164 161 p
{Bureau of Labor Statistics)
New York State, 1935-39 =  100............... 160 157 155 152p
{New York State Dept, oj Labor)

Factory payrolls
United States, 1939 =  100......................... 310 328 325p
{Bureau of Labor Statistics)
New York State, 1935-39 =  100............... 289 300 299 286p
{New York State Dept, of Labor)

Income payments*, 1935-39 =  100.............. 208r 231r 230p
{Department of Commerce)

Wage rates, 1926 =  100.................................. loir- 160r 160p
{Federal Reserve Bank of New York)

Cost of living, 1935-39 =  100........................ 124 124 124 125 p
{Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =100 
{Federal Reserve Bank of New York)
New York C ity ............................................. 84 r 88 79 73
Outside New York City.............................. 89 87 82 76

* Adjusted for seasonal variation. p Preliminary. r Revised.
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Preliminary data for the first three weeks of May indicate 
that electric power production declined more than is usual at 
this season of the year, and crude petroleum production was 
about 2 per cent above the high level of April. Carloadings 
of railway freight were nearly 5 per cent greater than in the 
previous month, and estimates of sales of department stores 
(seasonally adjusted) indicate an increase of 4 per cent.

DEPARTM ENT STORE TRADE

Heavy demand for department store merchandise in May 
was reflected in a sharp rise of the seasonally adjusted index 
of sales for this District, to a level estimated as only 5 per 
cent below the all-time high reached last March. Compared 
with May 1943, total department store sales last month showed 
a gain of about 20 per cent. Trade sources indicate that sub
stantial gains were shown in sales of piece goods, dresses, 
sportswear, infants wear, and homefurnishings. Declines were 
concentrated in the departments affected by the higher excise 
taxes, thus continuing the sharp downward movement evident 
in April when sales of these departments were about 20 per 
cent below those in April last year; purchases during March, 
in anticipation of the increased taxes, had been 80 per cent 
greater than in March 1943.

Stocks on hand in the department stores declined 7 per cent 
during April; by the close of the month the seasonally adjusted 
index had dropped back to the level of June 1943 but was 12 
per cent above the low of April 1943. Outstanding orders of 
the department stores, increasing slightly during April, were 
17 per cent above those a year earlier.

Department Store Sales, 1939-43, Second Federal Reserve District*
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Estimates of annual sales by departmental groups for all 
stores in the Second District have recently been completed by 
this bank. Between 1939 and 1943 total sales rose from 546 to 
729 million dollars, an increase of 34 per cent. As indicated 
on the accompanying chart, almost half of the increase took 
place in the womens and misses’ wear group, their sales increas
ing from 179 to 261 million dollars, or 46 per cent. The 
smallest percentage gain among the departmental groups 
occurred in homefurnishings. Sales for this group, after increas
ing sharply in 1940 and 1941, declined in the following two 
years; for the four-year period the gain amounted to only 20 
per cent. Increases in the other groups were piece goods, 50 
per cent;, small wares, 37 per cent; mens and boys’ wear, 21 
per cent; and basement store, 25 per cent.1 The chart shows 
the relative dollar volume of sales in the principal groups of 
departments for each of the past five years and also the per
centage distribution of total sales among these departmental 
groups.

1 A discussion of department store sales by individual departments 
over the war period was presented in the August 1, 1943 issue of this 
Revieiu. A table comparing estimated sales of 35 lines of merchan
dise in 1943 with sales in 1939 will be supplied on request.

Department and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from the Preceding Year

N et Sales
Stocks on

Locality hand
Jan.through Apr. 30, 1044

April 1944 April 1944

Department stores, Second District. . . . +  1 +  5 + 1 2
New York C itv .............................................. +  3 +  7 + 1 4
N c rtbei n ersey................................. -  8 -  1 +  8

N e w a rk ......................................................... - 1 1 -  4 +  6
V, e‘-t<+ .orei ipkI Fairfield Counties. . -  4 -  4 -  2

i ‘ i-( < tv  •J ........................................... -  8 -  8 -  6
Tovei i t um r i-h er v ui:py ............... + 1 4 + 1 7 +  15

i I ! ( \ .p .......................................... + 1 1 + 1 5
1 i pet 1 i d '-n  h:\er \pMev.................. -  8 0 +  2

A .b a i.v ........................................................... -  2 +  6
- 1 4 -  6 +  4

Centi a 1 a  evv '  cv1 S * u ’ o .......................... +  7 +  9 +  19
j\Ji bav k i ,u e r  \ e y ........................ +  1 +  1 + 1 1

1 idea........................................................... +  5 +  4
F\ racu.se........................................................ + 1 0 + 1 3 + 2 4

N n r l ( 1  \ \ \ 1 i i<e .................. +  6 +  8
Scull t \c\ \ ( t i ( ................... +  9 +  5 + 1 4

r :i «t i f i .................. +  9 +  5
I1 hi ira......................................................... +  9 +  6 —

"\\ e^tein New ^ orx t i a i e ......................... -  1 +  4 + 1 1
F u ;a !o ........................................................... -  4 +  4 + 1 1
Nia^nia 1 a l ls ........................................... -  4 -  1 + 1 2
iu cl e.-ter..................................................... +  4 +  4 + 1 3

Apparel stores (chiefly New  York City) 0 +  5 + 2 4

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

Item
1943 1944

Apr. Feb. Mar. Apr.

1935-39 average — 100
Sales (average daily), unadjusted................. 129 114 138 136
Sales (average daily), seasonally adjusted .. 127 137r 157 139

1923-25 average — 100
Stocks, unadjusted............................................ 100 119 121 112
Stocks, seasonally adjusted........................... 99 124r 120 111

r Revised.
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1942 1944

Index of Physical Vo-lume of Industrial Produc
tion, Adjusted for Seasonal Variation, 1935-39 

Average^ 100 Per Cent. (Groups shown 
are expressed in terms of points in 

the total index)

Indexes of Wholesale Prices Compiled by Bureau 
of Labor Statistics (1926 average=100' 

per cent; latest figures are for week 
ended May 13)

Member Banks in Leading Cities. Demand De* 
posits (Adjusted) Exclude U.S. Government and 

Interbank Deposits and Collection Items. 
Government Securities Include Direct 
and Guaranteed Issues (Latest figures 

are for May 17)
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Member Bank Reserves and Related Items
(Latest figures are for May 17)

General Business and Financial Conditions in the United States
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL production and employment at factories and mines declined somewhat further 
in April, reflecting principally reduction in output of metal industries. The number of 

industrial wage-earners was about 6 per cent or 800,000 less than in November 1943.

Industrial Production

The Board’s seasonally adjusted index of output in manufacturing and mining industries 
was at 240 per cent of the 1935-39 average in April, as compared with 242 in March and 
245 in February.

Small declines in output of metals and metal products continued to account for most 
of the decrease in industrial production. Electric steel production decreased further in April 
to a level 5 per cent below the same month last year. Production of most nonferrous 
metals declined, reflecting partly planned curtailments and partly the effects of labor shortages 
in mines and smelters. A further curtailment of aluminum production was announced in 
May. Activity at plants producing munitions in the machinery and transportation equipment 
industries declined somewhat in April. Production under the farm machinery program con
tinued to increase and was reported at a rate above the highest volume recorded in any 
peacetime year.

Output of nondurable manufactured goods showed little change in April. Activity at 
cotton mills was maintained at the level of recent months, approximately 15 per cent below 
the peak level of April 1942. As a measure to increase production, a 48-hour work week 
was ordered in the cotton textile industry, effective May 14.

The number of animals slaughtered continued at an exceptionally high level in April, 
and effective May 3 most meat products were removed from rationing. Output of dairy 
products continued to rise seasonally and supplies available for civilians increased.

Mineral production was maintained in large volume in April. Production of both 
bituminous and anthracite coal for the year through May 6 was approximately 5 per cent 
more than in the same period in 1943.

Crude petroleum production in April continued at a level about 12 per cent above a 
year ago. Mine production of iron ore showed a large seasonal rise, reflecting the opening 
on April 10 of the season for lake shipments.

D istribution

Department store sales declined in April and, after allowance for usual seasonal changes, 
were about 10 per cent below the high level which prevailed in the first quarter of this year. 
In the first half of May sales were maintained and were considerably larger than in the 
corresponding period of 1943.

Carloadings of railroad freight in April and the first half of May were maintained in 
large volume. Grain shipments continued to decline from the exceptionally high levels of 
January and February. Ore loadings increased sharply in April and were 60 per cent greater 
than a year ago.

Commodity Prices

Wholesale prices of most commodities showed little change from the middle of April to 
the third week of May. Prices of farm products and foods were slightly lower, while 
maximum prices of some industrial commodities were raised.

The cost of living index advanced one-half per cent from mid-March to mid-April, 
reflecting higher retail prices for foods and furniture and increased excise taxes effective 
April 1.

Bank  Credit

From the end of the Fourth War Loan Drive in the second week of February through 
the middle of May, demand deposits of individuals and businesses at weekly reporting banks 
increased by about 3 billion dollars. Time deposits also increased appreciably. During the 
same period war loan accounts at reporting banks declined by more than 6Ms billion dollars. 
Holdings of U. S. Government securities by these banks declined by about 2 billion dollars 
and loans contracted by more than IV2 billion dollars. A large part of the loan decline was 
the liquidation of credits extended during the war loan drive. Loans to brokers and dealers 
are now less than they were before the Fourth War Loan Drive and loans to others for 
purchasing and carrying U. S. Government securities are down to about pre-drive levels. 
During the same period commercial loans also declined rapidly.

Sales of U. S. Government securities by commercial banks were paralleled by equivalent 
purchases by the Federal Reserve System. System holdings are now about 2 V2 billion dollars 
larger than they were at the end of the Fourth War Loan Drive. These purchases were made 
to supply member banks with reserve funds needed to meet a continued increase in currency 
and the growth in required reserves which resulted from shifts of deposits from Treasury 
war loan accounts to other accounts. Some of these needs have been met by a decline in 
excess reserves. Sharp declines in excess reserves at the end of March and April were 
associated with unexpectedly large tax receipts and the building up of Treasury balances at 
Reserve Banks. Currency in circulation, which increased somewhat less rapidly during the 
first quarter of 1944 than in the same period last year, renewed its rapid outflow late in April 
and during early May. In the four weeks ended May 17 the currency outflow was over 
500 million dollars.
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M O N E Y  M A R K E T  I N  J U N E

The Fifth War Loan was the dominant influence in the 
money market during June. As usual, there were large with
drawals of funds from New York after the beginning of the 
drive on June 12, and the New York City banks found it 
necessary, for a time, to draw rather heavily upon the Federal 
Reserve Bank for funds with which to maintain their reserves 
at the required levels. Selling of outstanding Government 
securities appeared to be smaller before the opening of the 
drive and during its early stages than in the corresponding 
period of any of the four preceding War Loans. The compari
son was reversed, however, by large increases in bank holdings 
of Government securities and in loans to security dealers on 
June 26 which suggested that sales were arranged in unusually 
heavy volume for clearance on the issue date for the marketable 
War Loan securities. The market for outstanding Government 
securities in general was firm during the whole period, although 
temporary unbalance between supply and demand developed 
occasionally in particular types of securities.

The invasion of France had little effect on the Government 
security market, but gave some impetus to the sale of new 
securities during the initial phase of the War Loan drive, and 
had an inhibiting effect on redemptions of War Savings bonds. 
Purchases of War Savings bonds by small subscribers especially 
were unusually numerous. (Large subscribers in many cases 
had subscribed during the Fourth War Loan to all the War 
Savings bonds they are permitted to buy this year, and conse
quently were limited to purchases of other securities in the 
Fifth Loan.) Redemptions of Series E bonds in this District 
were less in June than in May, contrary to the usual tendency 
of redemptions to increase in quarterly income tax periods.

One of the less satisfactory aspects of the situation during 
the opening weeks of the War Loan drive was a repetition 
of the large scale shifting of funds which has been characteris
tic of other War Loan drives, despite the urging by the Treasury

and the Federal Reserve System that subscriptions be placed 
where funds are deposited, and that the subscribers apply, if 
they so desire, for the allocation of parts of their subscription 
to other communities instead of transferring funds. Alloca
tions to other districts of subscriptions received in this District 
have been much more numerous than in any previous War 
Loan; nevertheless, withdrawals of funds from New York dur
ing the two weeks ended June 28 appear to have been fully as 
large as in the corresponding weeks of either the Third or the 
Fourth War Loan drive. The total outflow of funds from New 
York City for business accounts amounted to nearly 900 million 
dollars in the two weeks. Part of this outflow may have been 
related to quarterly income tax payments, especially by cor
porations, and part reflected payments for securities sold in the 
New York market by institutions in other parts of the country; 
a substantial part, however, appears to have represented with
drawals of funds from New York to pay for subscriptions 
placed elsewhere.

In addition to meeting this drain on their reserves, the New 
York City banks were called upon to purchase large amounts 
of Government securities offered for sale by other investing 
institutions to increase the funds at their disposal for the pur
chase of securities offered in the Fifth War Loan. In the four 
weeks ended June 28, New York City banks purchased a total 
of more than 900 million dollars of Government securities 
other than Treasury bills, and in addition made loans totaling 
500 million dollars to Government security dealers, chiefly to 
enable the dealers to take up some of the securities sold by 
other institutions.

Although business transfers of funds to other parts of the 
country were partly offset by an increase in the New York 
balances of out-of-town banks and by net Government disburse
ments in New York during the first two weeks of the War 
Loan drive, the New York City banks sustained a net loss of

“S a c k  t& e  r f t t a z A  -  B u y  M O R E  Than B e fc ? e
*  D U R I N G  F I F T H  W A R  L O A N  D R I V E  *
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Principal Factors Affecting Member Bank Reserves in the 
Second Federal Reserve District, Exclusive of 

Federal Reserve Credit*

reserves which necessitated substantial sales of Treasury bills 
to the Federal Reserve Bank, and intermittent borrowing, to 
maintain their reserves at the required levels.

The situation of member banks in the country as a whole 
did not indicate a need for additional Federal Reserve credit 
in this period, but the heavy shifting of funds caused an uneven 
distribution of reserves among individual banks and communi
ties. Some banks— chiefly in other districts— accumulated 
excess reserves, while other banks, including the New York 
City banks, required additional Federal Reserve credit to main
tain their reserves. As a result, excess reserves of all member 
banks increased considerably in the first three weeks of June, 
rising from about 700 million dollars on May 31, to nearly 
double that amount on June 21. In the following week, which 
included the issue date, June 26, for War Loan securities other 
than Savings bonds and Savings notes, excess reserves of all 
member banks increased further to 1,500 million dollars despite 
the retirement of a moderate amount of Federal Reserve 
credit through the repurchase by member banks of Treasury 
bills previously sold to the Reserve Banks under repurchase 
options and through repayments of loans from the Reserve 
Banks. This further rise was caused by a large reduction in 
private deposits on June 26, reflecting payments for War Loan 
securities, and a corresponding increase in Government War 
Loan deposits against which the banks are not required to 
maintain reserves. Estimated reserve requirements for all 
member banks were reduced by about 800 million dollars dur
ing the week as a result of this shift of deposits from private 
to Government accounts.

T rea su r y  O pe r a t io n s  in  th is  D istrict

Treasury operations during June were conducted in such a 
manner as to minimize effects on the reserve positions of com
mercial banks of the large quarterly income tax payments as 
well as cash payments for securities sold during the drive. As 
the tax date approached, the Treasury suspended withdrawals 
of funds from War Loan deposit accounts and, pending the 
receipt of funds in large volume from tax collections, drew 
down its balances with the Federal Reserve Banks in meeting 
current disbursements. During the latter half of the month 
Government expenditures were more than covered by cash 
receipts from tax collections and from sales of securities, so 
that no further withdrawals from War Loan deposits were 
required.

The proportion of income taxes paid by the surrender of 
Treasury Savings notes, rather than cash, is higher in the 
Second District than in the rest of the country, and the great 
bulk of securities sold during the War Loan drives are paid 
for initially with credits to War Loan deposit accounts on the 
books of the banks, rather than in cash. Consequently, Govern
ment disbursements in the Second District ran well in excess 
of cash receipts during the latter half of June. Disbursements 
in this period were augmented by large interest payments on 
the public debt, and by cash redemptions of the unexchanged 
portion of a Treasury note issue that matured on June 15, a 
large part of which was held in this District. As the accom
panying chart shows, member banks in this District, after a 
steady and substantial loss of funds through Treasury opera
tions since the early part of April, had some net gain through 
such transactions after the first two weeks of June. The funds 
gained in this manner helped to meet the loss of funds through 
business transfers, referred to previously.

On the whole, withdrawals of funds from this District by 
the Treasury have been considerably less rapid thus far in 1944 
than in the corresponding period of 1943. In the first five 
months of this year, the Treasury transferred approximately 
1,250 million dollars out of this District to other parts of the 
country, compared with 1,900 million in the first five months 
of 1943. Revenue collections in the District were about 2,600 
million dollars greater than in the first five months of 1943, but 
Government disbursements were nearly 2 billion dollars more, 
and Treasury receipts from public debt operations ( including 
withdrawals from War Loan deposit accounts as well as cash 
receipts from security sales) were almost 1,300 million less.

Income tax collections in the first five months of 1944 were 
nearly double those of a year previous, and miscellaneous re
ceipts, including excise taxes, proceeds of war contract rene
gotiation, and other items, also increased considerably. On the 
other hand, Government checks deposited in the banks of the 
District, representing largely war expenditures, increased 
substantially.

Most of the reduction in receipts from public debt operations 
was due to the smaller net increase in Treasury bills outstand
ing in the early months of 1944 as compared with 1943. From
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January through May of 1943 the increase in Treasury bills 
outstanding amounted to more than 4,200 million dollars, 
whereas in the corresponding months this year the increase 
was less than 700 million dollars. Net sales of bills in this 
District in the first five months of the year, consequently, pro
duced about 1,200 million less cash for the Treasury this year 
than last. Net sales of other securities in the District showed 
no material change, increases in sales to nonbank investors

being offset by the virtual elimination of direct offerings of 
securities to the banks.

On the whole it appears that, underlying these divergent 
trends in the major classes of Government receipts and dis
bursements, there is a tendency toward closer balance between 
total receipts and disbursements in the Second Federal Reserve 
District, and a consequent reduction in the net drain of funds 
from the District to other parts of the country.

I N D U S T R I A L  L O A N S  O F  T H E  F E D E R A L  R E S E R V E  B A N K  O F  N E W  Y O R K

Under an amendment to the Federal Reserve Act dated 
June 19, 1934, the Federal Reserve Banks were authorized to 
make working capital loans, or to enter into commitments to 
make such loans. These loans must be for periods not ex
ceeding five years, and may be made either directly to es
tablished business enterprises, or indirectly through advances 
on, or discount or purchases of, up to 80 per cent of the value 
of loans extended by other financial institutions. In view of 
the fact that ten years have now elapsed since the Reserve 
Banks received authority to make such loans, and that little of 
the business now remains on the books of the Federal Reserve 
Bank of New York, this is a convenient time to review the 
experience and to draw some conclusions concerning it. 
Furthermore, such a review seems appropriate at this time in 
view of current public interest in the availability of credit, 
especially to small businesses, in the postwar period.

Applications at this bank for working capital loans have 
largely disappeared during the war period. There have been 
many instances in which war contractors have needed credit in 
amounts substantially greater than they could reasonably expect 
to obtain from their usual banking connections on the basis 
of their current position, but these needs have been largely met 
by advance payments by Federal procurement agencies or by 
loans made by commercial banks, with guarantees obtained 
through this bank from the War Department, the Navy De
partment, or the Maritime Commission under the provisions 
of Regulation V  of the Board of Governors of the Federal 
Reserve System.

Aside from the effects of the war on business activity and 
on business financing, however, there has been a downward 
trend in applications received by this bank for direct loans to 
industry, or for commitments to participate with other lenders, 
since the initial period following the enactment of the legisla
tion in June 1934. The total of outstanding loans and commit
ments of this bank, as of any one date, fell from a peak of 
approximately 8 million dollars in December 1935 to a low 
of 120 thousand dollars at the end of May 1944 (exclusive of 
loans in default). In general, applications to this bank for 
direct loans have been most numerous in periods of depression 
and have diminished as business conditions improved. The 
growing tendency of commercial banks to extend credit for 
longer periods (term loans) and to adopt other new methods 
of financing business during the period under review may also

have been a factor in the reduction in demand for Federal 
Reserve industrial loans.

In the ten years since the inception of the industrial loan 
program, over 5,000 inquiries for loans have been reviewed 
by the Credit Department of this bank. Many of the inquirers 
sought types of loans clearly ineligible under the law; in 
numerous cases applicants for funds were found to be in need 
of fixed capital rather than working capital. The financial 
position of still others was such as to present no sound basis 
for the extension of credit. As a result, the number of formal 
applications filed was reduced to 1,380, and many of these 
applicants failed to qualify for working capital loans; a few 
withdrew their applications before final action was taken. The 
total number of loans approved was 538, but in 162 cases the 
applications were withdrawn after approval. Credits actually 
drawn upon numbered 376, involving 285 individual bor
rowers and a total amount of close to $32,000,000. A  small 
portion of these credits was not used, however.

The total liability of the Federal Reserve Bank of New York 
for loans actually made over the whole period amounted to 
$22,000,000, of which $6,000,000 consisted of direct advances 
to business enterprise and $16,000,000 consisted of commit
ments to participate with other financing institutions. Inasmuch 
as this bank was called upon to take up only $6,000,000 of 
these commitments, the total of Federal Reserve funds actually 
advanced was $12,000,000. On the other hand, although the 
participating commercial banks and other financial institutions 
had limited their liability to $9,000,000, they actually retained

Industrial Loans and Commitments Approved in the 
Second Federal Reserve District*

(June 1934-May 1944; values in thousands)

Loans and commitments

Size of loan Direct Indirect** Total

Number Amount Number Amount Number Amount

$ 10,000 and under.. . . 64 $ 308 42 $ 274 106 $ 581
10,001—  25,000... 41 657 45 785 86 1,442
25,001—  50,000... 34 1,128 35 1,202 69 2,330
50,001—  100,000... 24 1,477 29 2,052 53 3,530

100,001—  250,000... 12 1,840 24 3,844 36 5,684
250,001—  500,000... 6 1,650 13 5,160 19 6,810
500,001— 1,000,000... 0 0 5 4,982 5 4,982
Over 1,000,000............ 0 0 2 6,400 2 6,400

181 $7,060 195 $24,699 376 $31,759

* Exclusive of applications approved but subsequently withdrawn.
** Includes liability of both Federal Reserve Bank of New York (approximately 

$15,500,000) and other financial institutions (approximately $9,000,000).
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full liability on loans totaling $18,000,000. About $1,000,000 
of commitments was not used by the borrowers.

Individual loans have varied in original amount from $300 
to more than $4,000,000, with an average of about $85,000. 
As may be seen from the accompanying table, the smaller loans 
of $25,000 or less came to more than 50 per cent in number 
but only 6 per cent in value of all loans. Loans of over 
$250,000 constituted 7 per cent in number and more than 55 
per cent in value. Two thirds of the borrowers were engaged 
in manufacturing, largely in the durable goods industries. The 
remaining borrowers were mainly in wholesale and retail dis
tribution, construction and contracting, and in the service 
trades. More than 40 per cent of the dollar amount of the 
loans was secured by first mortgages on real estate. A wide 
variety of other security devices was used including liens on 
commodities and inventories and on machinery and equip
ment, and assignments of accounts receivable, contracts, and 
cash surrender value of life insurance policies. About 15 per 
cent in amount were unsecured loans.

Gross earnings from industrial advances and commitments 
of this bank in the almost ten years ended May 31, 1944 came 
to approximately $1,816,000, compared with expenses of 
$867,000, leaving a balance of about $949,000 available for 
absorption of losses. Expenses have been relatively high ( even 
though no overhead charges have been allocated to the in
dustrial loan operations), because the financial position of 
most borrowers necessitated extensive credit investigation, and 
close supervision over loans once granted. In addition, this 
bank has absorbed costs of handling loans ordinarily borne by 
borrowers (accounts receivable loans are a case in point). 
Finally, expenses have been swollen, especially during the first 
year, by the cost of interviewing the large number of inquirers 
and instructing those who decided to file applications.

N et reali2ed losses to date have amounted to $646,000, and 
it is now estimated that further losses on loans in default and 
still unsettled will amount to approximately $332,000 addi
tional, for which reserves have been provided. Thus it now 
appears that expenses and losses on loans made to date will 
exceed earnings by a small margin. The loss experience on

loans has been more favorable than might have been the case 
under ordinary circumstances. The high level of industrial 
activity induced by the war appreciably facilitated disposal 
of buildings and other collateral pledged as security for de
faulted loans. And a continuation of these favorable condi
tions for the disposal of remaining collateral is assumed in the 
estimate of future losses.

All but 15 advances and one commitment out of the total 
of 376 have been repaid in full, although in about one third 
of the cases extensions or renewals of loans or other relaxation 
of terms have been made. Losses were heaviest among the 
larger loans, those with original amounts of over $250,000. 
Concentration of losses among the larger loans has occurred 
chiefly because in several cases such loans were made, with full 
recognition of the high degree of risk involved, primarily to 
continue in operation businesses that were large factors in the 
maintenance of employment in their respective communities. 
On the other hand, the relative absence of losses among the 
small loans has been offset by a lack of profitability for other 
reasons. Income from such advances has often been exceeded 
by the high cost of handling them. Whereas losses have been 
relatively high among large loans, the latter have provided 
the bulk of the revenue.

A general conclusion that may be drawn from this bank’s 
experience over the last ten years is that the type of business 
financing which the bank was called upon to undertake was 
definitely a marginal one, not to be expected to result in profits 
but not necessarily committed to losses. Some of the borrowers 
failed in spite of the financial assistance they received, but 
others have been enabled to reestablish themselves on a firm 
basis, and meanwhile have helped to provide employment in 
their communities. The volume of loans made has been a 
small factor in the over-all total of business financing in the 
District, of course, and the effects have been of importance in 
individual communities rather than in the District generally. 
The whole episode represents an experiment, in a field where 
further experimentation is probably desirable, to determine 
the extent to which the credit requirements of marginal 
borrowers can reasonably be met and the best means of supply
ing them.

C O N S U M E R S ’ G O O D S  I N D U S T R I E S  I N  N E W  Y O R K  C I T Y

The real strength and nation-wide importance of New York 
City’s manufacturing industries lies in the field of consumers’ 
nondurable goods, as pointed out in the June 1 issue of this 
Review. The extent to which these industries depend on mar
kets in the rest of the country varies tremendously. Some in
dustries, such as bread baking, by the very nature of their 
product rely essentially on the local market, whereas other in
dustries, such as furs and apparel, supply consumers from coast 
to coast.

Three groups of consumer industries produce substantially 
more than the City’s population purchases: the apparel indus
tries, printing and allied industries, and those light industries 
that are lumped together as ’miscellaneous.” The output of

these three groups is largely for national markets and is ex
changed for goods and services of other regions. The impor
tance of these industries in the manufacturing activities of the 
City is indicated by the fact -that these industries together 
employ nearly 58 per cent of the City’s manufacturing wage 
earners.

In three other industries— food and kindred products (which 
is the second largest industry group in the City), leather and 
leather products, and paper and allied products—output is on 
the whole not much greater than the City can absorb. Of course, 
high grade shoes and certain leather goods find national mar
kets, and less expensive goods are imported from other pro
duction centers. The same is true to a lesser extent for certain
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New York City’s Share in Total Employment of Wage Earners in Various Manufacturing Industries, 1939
Major Groups

Consumers’ Nondurable Goods 
Producers’ & Consumers’ Durable Goods 

Primary Products
Durable Goods

Nonferrous Metal Products 
Transportation Equip. Excl. Autos 

Furniture 
Iron & Steel Products 
Electrical Machinery 

Chemicals 
Machinery Excl. Electrical 

Rubber Products 
Automobiles & Equipment

Apparel 
Miscellaneous Light Industries 

Chemical Preparations 
Printing &. Allied Industries 

Food & Kindred Products 
Paper & Allied Products 

Leather & Leather Products 
Textiles 

Tobacco Products

Based on data from U. S. Bureau of the Census, Census of the United 
States, 1940, Manufactures.

products of the food industry, but the bulk of the food indus
tries located in the City supply the local and transient popula
tion. The paper industry also produces about the number of 
containers, bags, and similar products required by the City’s 
production and trade.

In only two groups of consumers’ nondurable goods indus
tries does New York City’s output fall short of the require
ments of the metropolis. The cigar and cigarette industry, 
once important in the City, has nearly disappeared; and many 
of the major industries in the textile group are barely repre
sented here. The City’s many apparel industries are supplied 
with textile products from various parts of the country, and 
only a few finishing industries of the textile group are located 
in New York.

Principal IndustriesApparel industries
The apparel industries are paramount among New York 

City’s manufacturing industries. In 1939, this group of in
dustries alone employed 208,000 of the City’s manufacturing 
wage earners, a number greater than the total employed by the 
automobile industry in the entire Detroit industrial area or by 
the steel industry in the Pittsburgh area. Because of the pre
dominance of distributive and service industries in New York, 
however, the economic life of the City does not depend on the 
apparel industries to the same extent that the welfare of 
either Pittsburgh or Detroit depends on its leading manufac
turing industry.

The apparel group consists of a large number of more or 
less connected industries. Nearly all degrees of mechaniza
tion, standardization, and integration can be encountered, and 
all of the industries are highly specialized and closely related 
to the wholesale trade. According to the 1940 Census of 
Manufactures, no less than 56 different apparel industries were

represented in New York City; they provided employment 
for 27.6 per cent of all the wage earners in the country engaged 
in the various apparel industries. Some of these industries 
in New York were exceedingly small; others employed thou
sands of wage earners each.

The women’s clothing industry (including childrens and 
infants’ wear), which is the most important component of 
the apparel group, employed 115,000 wage earners in 1939. 
During the past two or three decades, however, New York 
City has not fully retained its dominant position in this in
dustry; in 1939 its share in the national total of all wage 
earners in the womens clothing industry was only 41 per cent, 
compared with the peak figure of 62 per cent for 1914. The 
decline between the two years was continuous. Manufacturers 
of the lower priced lines tended to seek factory locations 
where operations could be carried on at lower costs. Since 
the machinery investment in the dress industry is relatively 
small, removal (or entry of out-of-town competitors into the 
field) is relatively easy. Many firms maintain only designing 
rooms and sales offices in New York; their manufacturing 
plants are located in neighboring areas outside the City. 
Nevertheless, the number of people employed by the industry 
in the City has not shown an actual decline over the years; the 
reduction in the City’s share of the national total has been only 
relative, and is attributable to more rapid growth in some other 
areas. During recent years, efforts have been made to make 
New York City the world fashion center for womens dresses. 
It is premature to judge whether after the war New York City 
will be able to supersede Paris as the world’s style center, but 
thus far it has maintained its leading position as a fashion 
center in this country.

New York City never dominated in the men’s clothing in
dustry to the same extent as in the production of women’s 
clothing. The City’s share in the total number of wage earners 
in the men’s clothing industry, after reaching a peak of 28 per 
cent in 1909, declined continuously to 10.0 per cent in 1933; 
it was 11.5 per cent in 1939. The actual number of workers 
employed in this industry also declined, in contrast to the 
women’s clothing industry.
Printing industries

While the number of wage earners employed in the printing 
industries is considerably smaller than that in the apparel in
dustries, the activities of the printing industries contribute 
substantially to the manufacturing life of New York City. 
The City retains a large share of the nation’s printing business, 
although a significant decline has occurred since the first 
World War. Newspaper printing has been an exception to 
the general trend, particularly since the advent of the tabloid. 
The printing of periodicals has suffered the greatest losses. 
Beginning in the early twenties, national magazines, one after 
another, transferred the manufacture of their publications 
from New York City to more central locations which offered 
economies in mailing charges, although many of the magazines 
retained publication offices in the City.
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The largest group of wage earners in the printing industry 
in 1939 was employed in the general commercial job printing 
branch. Despite the fact that New York’s losses in this trade 
were heavy after the early twenties, the printing which has 
remained in New York City is in many cases so closely asso
ciated with the immediate needs of the City (newspapers, 
printing of reports, circulars, forms, pamphlets required in 
large quantities by corporate offices, banks, insurance com
panies, trade associations, etc.) that a continuation of the de
cline can hardly be anticipated.
Miscellaneous light industries

The group of miscellaneous industries—which includes a 
wide range of unrelated industries, such as hair work, optical 
instruments, plastic products, and umbrellas—covers more than 
2,100 establishments and employs almost as many wage earners 
as printing. Most of these industries require neither heavy 
plant equipment nor bulky raw materials. No statistical data 
can adequately describe the amount of ingenuity, initiative, and 
adaptability required by these industries to meet the changing 
tastes of the public, and to create constantly new fashions, new 
needs, and new demand. Because of the rapid style changes, 
a location near the New York wholesale markets is favored by 
many concerns within this group. This influence, among 
others, is reflected in the large and increasing share of New 
York City in the country’s total output of a substantial number 
of the 'miscellaneous” industries.
ADEQUACY OF LABOR SUPPLY IN  TH E 

SECOND FED ERA L RESERVE DISTRICT
The labor supply in relation to war labor requirements is 

considerably more adequate in the Second District than in 
the country as a whole, according to ratings given the various 
areas of the country by the W ar Manpower Commission. All 
labor market areas in which there is a central city with a popu
lation of 25,000 or more, or which have special labor supply 
problems, have been classified by the Commission into four 
groups: Group I — Areas of current acute labor shortage; 
Group 11 — Areas of labor stringency and those anticipating a 
labor shortage within six months; Group 111 — Areas in which 
a slight labor reserve will remain after six months; and 
Group IV —  Areas in which a substantial labor reserve will 
remain after six months. Classification is based on estimates 
of anticipated labor requirements and Selective Service with
drawals, and of the presently available and potential labor 
supply.

During June, 24 labor market areas in the Second District 
were classified in the four groups. The favorable position of 
the District, in so far as the adequacy of the labor supply is 
concerned, is indicated by the fact that only about 6 per cent 
of the total population of the District was included in Group I, 
whereas the comparable figure for the entire country was about 
20 per cent. (See accompanying table.) Furthermore, the 
ratings indicate that the labor market in this District has not, 
on the whole, become materially tighter since the beginning

Population of Labor M arket 
Areas as Percentages of Total Population

Labor market areas

Second District United States

January
1943

June
1944

January
1943

June
1944

Classified areas................................. 91.0 91.8 60.5 66.5
7.4 6 .4 7.8 20.4

26.0 28.1 19.4 21.7
Group I I I ...................................... 7.1 6 .8 16.5 12.8

50.5 50.5 16.8 11.6
Unclassified areas............................ 9.0 8.2 39.5 33.5

Total.......................................... 100.0 100.0 100.0 100.0

of last year, contrary to the situation in the country as a whole.
Because of the predominantly urban character of the District, 

the population included in the classified labor market areas 
represents about 90 per cent of the District’s total population, 
while the comparable figure for the nation is considerably 
lower. Areas of labor shortage (Groups I and II) , which 
include about 35 per cent of the population of all classified 
areas in the District, have received roughly two thirds of the 
total war supply and facility contracts let in the classified areas. 
This concentration of contracts has been the chief cause of the 
labor shortages.

The position of labor market areas in the W.M.C. classifica
tion is of considerable significance, since the W ar Production 
Board places adequacy of labor supply second among the factors 
to be considered by procurement agencies in awarding war 
contracts, and prime contractors are requested to pursue the 
same policy in letting subcontracts. Also, limitations have 
recently been placed by the W ar Production Board on the 
resumption of civilian production in Group I and Group II 
areas.

Apparently in response to such factors as changes in the 
volume of war contracts, recruitment drives, etc., which influ
ence the adequacy of labor supply, many Second District areas 
have shifted from one group to another at different times.1 
Bridgeport, Connecticut was classified as an area of current 
acute labor shortage (Group I)  during all of 1943, but moved 
into Group II in 1944; Massena, N. Y. was classified in Group 
I between October 1943 and February 1944, but at other 
times it was included in Group II; Plainfield-Somerville, N. J. 
has been a Group I area except from October 1943 to March 
1944; and Buffalo-Niagara Falls, N. Y. has been placed in 
Group I continuously since January 1943.

As of July 1 the W ar Manpower Commission has extended 
the application of several of its special programs designed to 
relieve labor shortages. Manpower Priorities Committees, 
which fix manpower allocations in accordance with the need 
for war products, were established in all Group I and Group II 
areas. These Committees, therefore, are now in operation in 
15 labor market areas of the Second District, whereas formerly 
they were confined to 9 areas. Employment ceilings, limiting 
the number of workers which can be hired by major firms, 
were established in all Group I and Group II areas; formerly 
they were utilized in the Second District only in the Bridge-

1 The W.M.C. classification is available beginning January 1943.
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port, Newark, Paterson, and Plainfield-Somerville areas. A 
nation-wide system of priority referrals was established, pro
viding for the hiring of all male workers through the U. S. 
Employment Service or other approved agencies; in the Second 
District, such plans were previously in operation only in the 
Buffalo-Niagara Falls, Newark, and Syracuse areas. The new 
War Manpower Commission ruling also limits replacements 
in nonessential industries to women, and intensifies programs 
for transferring workers from areas with surplus labor to areas 
with shortages.

Production Urgency Committees, which establish production 
urgency ratings for war products to enable Manpower Priorities 
Committees to allocate workers in accordance with these needs, 
are utilized in the Albany-Schenectady-Troy, Buffalo-Niagara 
Falls, New York City, Newark, Paterson, Rochester, and 
Syracuse areas. The minimum wartime work week of 48 
hours is in force in seven areas of the District: Bridgeport, 
Buffalo-Niagara Falls, Massena, Newark, Perth Amboy, Plain
field-Somerville, Utica-Rome. Every classified labor market 
area in the Second District has in operation at least one of the 
special programs of the War Manpower Commission designed 
to relieve labor shortages.

Indexes of Factory Employment and Payrolls in New York State*
(1935-39 average=100 per cent)

CLASSIFIED LABOR MARKET AREAS, JUNE 1944 
Second  Federal R eserve D istrict 

Group I 
Buffalo-Niagara Falls, N. Y.
Plainfield-Somerville, N. J.

Group 11 
Albany-Schenectady-Troy, N. Y.
Auburn, N. Y.
Bridgeport, Conn.
Geneva, N. Y.
Massena, N. Y.
Morristown, N. J.
Newark, N. J.
Norwalk, Conn.
Paterson, N. J.
Perth Amboy, N. J.
Rochester, N. Y.
Stamford, Conn.
Syracuse, N. Y.

Group 111

Batavia, N. Y. 
Binghamton, N. Y. 
Dunkirk, N. Y.
Elmira, N. Y. 
Jamestown, N. Y.
Long Branch, N. J. 
Sidney, N. Y. 
Utica-Rome, N. Y.

Group IV

New York Metropolitan 
Region, N. Y.

EMPLOYMENT AND PAYROLLS
The number of wage earners employed in manufacturing 

industries in the United States declined by 165,000 between 
April and May, to 13,007,000, a figure 7 per cent below the 
peak reached last November. The decline reflects the con
tinued withdrawal of men into the armed services, more 
efficient use of labor in war industries, completion of many 
war contracts, cutbacks in certain industries, and a continued 
low level of output of some consumer goods. The downward 
tendency of recent months for the country as a whole has also 
been apparent in New York State, as indicated on the accom
panying chart.

In general, those New York State industries which had re
ported the greatest expansion between 1940 and 1943 have 
shown the largest declines in recent months. Employment in 
the metals and machinery industries, which had increased to

about two and a half times its prewar level, has declined 10 
per cent from the November peak; reductions have been 
especially large at plants producing aircraft, tanks, munitions, 
and electrical and scientific equipment.

Among the various industrial areas of the State, the decreases 
in employment between November and May have ranged from
3.6 per cent for Rochester to 14.3 per cent for Utica. In several 
areas, such as Albany-Schenectady-Troy, Utica, Buffalo, and 
Rochester, the contraction of the last six months is a continua
tion of the decline that began in the summer of 1943.

The State index of factory payrolls dropped from 286.0 per 
cent of the 1935-39 average in April to 284.3 per cent in May; 
the May figure was slightly below the level of May 1943 and

Indexes of Business

Index
1943 1944

May Mar. Apr. May
Industrial production*, 1935-39 =  100......... 239 241 239 237p

(Board of Governors, Federal Reserve 
System)

Munitions output, 1943 =  100f................... 9 5r 117r 113r 114 p
( War Production Board)

Electric power output*, 1935-39 =  100........ 190 201 202 198p
(Federal Reserve Bank of New York) 

Ton-miles of railway freight*, 1935-39 =  10C 
(Federal Reserve Bank of New York)

Sales of all retail stores*, 1935-39 =  100 . .  .

236 232 243p

155 178 167p
(Department of Commerce)

Factory employment
United States, 1939 =  100.......................... 167 164 161 159 p
(Bureau of Labor Statistics)
New York State, 1935-39 =100................. 159 155 152 149 p
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 =  100......................... 314 324 318p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100 ............... 285 299 286 284p
(New York State Dept, of Labor)

Income payments*, 1935-39 =  100............... 209 230 230p
(Department of Commerce)

Wage rates, 1926 =  100 .................................. 152 161 161p
(Federal Reserve Bank of New York)

Cost of living, 1935-39 =  100......................... 125 124 125 125 p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of New York 
New York City.............................................. 85 79 73 66
Outside New York City.............................. 80 82 76 72

* Adjusted for seasonal variation. p Preliminary,
f  Base shifted from November 1941 to year 1943.

r Revised.
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6.6 per cent below the November 1943 peak. The April-May 
decrease was due to the lower employment at war plants in 
most areas of the State, and to a seasonal decline in the number 
of workers in the apparel industries; the latter decrease was 
especially sharp in New York City and in the Kingston- 
Newburgh-Poughkeepsie area. Advances in payrolls occurred 
in the iron and steel mills in Syracuse and Buffalo, and in 
the photographic and optical goods and the metals and ma
chinery industries in Rochester.
D EPA RTM EN T STORE TRADE

Department store sales in this District during June are 
estimated to have been about 10 per cent above those in the 
corresponding month of 1943. So far this year sales in the 
District have shown approximately the same percentage in
crease since a year ago as sales in the country as a whole. In 
the period since 1939, however, the District’s gain has been 
considerably less than that for the entire country and the 
smallest of any one of the Federal Reserve Districts. Depart
ment store sales in the United States are now approximately 
70 per cent above the 1939 level.1 Increases for the various 
districts are: Atlanta and Dallas, 120 per cent; San Francisco, 
95 per cent; Richmond and Kansas City, 90 per cent; St. Louis, 
75 per cent; Cleveland, 65 per cent; Chicago, Philadelphia, 
and Minneapolis, 55 per cent; Boston, 50 per cent; and New 
York, 45 per cent. As indicated on the accompanying chart, 
the slower rate of growth in this District, compared with that 
in the entire country, was most pronounced during 1942 
and 1943.

The largest dollar volume of department store sales of any 
city in the country is that for New York City. In this City 
the annual rate of department store sales is now approximately 
400 million dollars; apparel store sales account for an additional 
300 million. New York City, therefore, currently accounts for

1 Department store sales in 1939 for each district are given in the 
article, “Revised Index of Department Store Sales,” in the Federal 
Reserve Bulletin for June 1944.

Revised Indexes of Department Store Sales, United States and Second Federal Reserve District
(1935-39 daily averages 100 per cent; adjusted for seasonal variation)

Per cent 200

1 8 0

1 6 0

140

120

100

8 0

Source: Board of Governors of the Federal Reserve System and Federal
Reserve Bank of New York.

about 8 per cent of all department and apparel store sales in 
the United States. Among the ten cities in the country with 
the largest volume of sales, New York City has shown one 
of the smallest increases since 1939; in fact, only two of these 
large cities—Los Angeles and Baltimore—have reported sales 
increases greater than the average for the country. Sales in 
each of these two centers were up 85 per cent, compared with 
70 per cent for the United States. Percentage increases for the 
other cities are: Washington, 70; Philadelphia, Detroit, and 
Cleveland, 60; Pittsburgh, 55; New York City, 45; Chicago and 
Boston, 40. In general the small cities of the country have 
shown greater increases in retail sales during the war period 
than the large cities.

In all districts, department store sales as a percentage of 
income payments have dropped sharply during the war period. 
Because of increased taxes and savings, consumer expenditures 
have been accounting for a decreasing proportion of total 
income payments. For the country as a whole, consumer ex
penditures declined from 87 per cent of total income payments 
to individuals in 1939 to 64 per cent in 1943. Taxes during 
the four-year period rose from an estimated 4 per cent to 13 
per cent, and savings increased from 9 per cent to 23 per cent. 
The situation in the New York District is similar; retail trade 
appears to have expanded considerably less than the income 
of the District, which in turn has increased less than that of 
the country as a whole.

Department and Apparel Store Sales and Stocks, Second Federal 
Reserve D istrict, Percentage Change from the Preceding Year

Locality

Net 

May 1944

Sales

Jan.through 
May 1944

Stocks on 
hand 

May 31, 1944

Department stores, Second District. . . . +19 +  8 +13
New York City...................................... +23 +11 +14
Northern New Jersey........................... +14 +  2 +12

Newark............................................... +12 -  1 +12
Westchester and Fairfield Counties. . +  6 -  2 0

Bridgeport.......................................... +  1 -  6 -  7
Lower Hudson River Valley............... +16 +17 +19

Poughkeepsie.................................... +19 +16
Upper Hudson River Valley............... +  4 +  1 +  1

+  5 +  6
Schenectady........................................ +  5 -  4 0

Central New York State..................... K19 +11 +16
Mohawk River Valley...................... - 8 +  3 +  5

1-13 4 +  6
0 V *  1 +15 +22

Northern New York State................... f  8 ] +  8 __
Southern New York State................... +  7 +12

Binghamton....................................... l-l 2 ■+ .6 .\
bl9 \ +  9 , —

Western New York State...........V-v? -15 +  6 s  +11
[-14 +  6 / ; ,  +11

Niagara Falls..................................... <■*' - -10 • +  1 . / v . ^ - i i
Rochester............................................ bl9 +  7 * ,. '+ 1 0

Apparel stores (chiefly New York City) - H r +  8 y + i8

Indexes of Departm ent Store Sales am^&tocks 
Second Federal Reserve D istrict^

Item
1943 .

• -/ —...•' '' s f
1944

May Mar. Apr. May

1935-39 average =  100 
Sales (average daily), unadjusted................. 124 138 136 142
Sales (average daily), seasonally adjusted. . 130 157 139 149

1923-25 average =  100 
Stocks, unadjusted.......................................... 104 121 112 118
Stocks, seasonally adjusted............................ 102 120 111 116
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1 140
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(1935-39 average=100 per cent)

Income Payments to Individuals, Based on De
partment of Commerce Estimates. Wages and 

Salaries Include Military Pay. Monthly 
Figures Raised to Annual Rates

Member Bank Reserves and Related Items 
(Latest figures are for June 14)

Member Banks in Leading Cities. Demand De
posits (Adjusted) Exclude U. S. Government 

and Interbank Deposits and Collection 
Items. Government Securities Include 
Direct and Guaranteed Issues (Latest 

figures are for June 14)

G eneral Business and F inancial Conditions in  the  U nited States 
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL activity and employment declined slightly further in May. Value of retail trade 
was maintained in May and the first three weeks of June and commodity prices showed 

little change.
In d u s t r ia l  Pr o d u c t io n

Industrial production continued to decline in May and the Board’s seasonally adjusted index 
was 237 per cent of the 1935-39 average as compared with 239 in April. Small declines in out
put of metal products and nondurable goods accounted for most of the decrease in the total index.

Steel production was maintained at a high rate. Supplies of aluminum and magnesium 
continued to exceed military requirements after further curtailment of output in May, and relaxa
tion of restrictions on the use of these metals in civilian products was announced on June 18. 
Activity in munitions industries declined slightly in May. Aircraft production was at approxi
mately the same daily average rate as in the preceding month. Deliveries of merchant ships 
declined somewhat from the April rate, reflecting curtailment of Liberty ship construction; the 
number of Victory ships delivered rose further in May.

Output of lumber and of stone, clay, and glass products declined further in May. Addi
tional Federal control was established over lumber consumption, effective in the third quarter, in 
order to assure sufficient supplies for essential requirements.

Production of most nondurable goods was likewise somewhat lower in May than in April. 
Cotton consumption declined 6 per cent from the rate prevailing earlier this year to a level 16 
per cent below May 1943. Output of manufactured dairy products showed a large seasonal rise 
in May while manufacture of most other food products declined somewhat, after allowance for 
seasonal changes.

Output of crude petroleum and coal continued to rise and iron ore production reached an 
exceptionally high level for this season of the year.

D is t r ib u t io n

Department store sales in May were maintained at the April level, and the Board’s season
ally adjusted index, as recently revised, was 183 per cent of the 1935-39 average. During the 
first half of June sales continued at about the April-May rate and were 4 per cent larger than 
in the corresponding period last year.

Railroad freight traffic was maintained at a high level during May and the early part of June.

Co m m o d it y  Pric es

Wholesale commodity prices continued to show little change in May and the early part of 
June. Retail prices showed a further slight increase in May. The wholesale price index and the 
cost of living index of the Bureau of Labor Statistics were both at the same level as they were 
in May 1943.

A g r ic u l t u r e

Crop prospects on June 1 were better than on the same date in the last 10 years except 1942. 
The total wheat crop appeared likely to exceed a billion bushels as compared with a harvest of 
836 million bushels in 1943 and 974 million in 1942. Prospects for other grains, however, 
were not as favorable and, with grain stocks reduced, it is expected that total supplies available 
to meet food, feed, and industrial needs will continue short. In recent months the feed situation 
has been eased by generally good condition of the hay crops and pastures.

Ba n k  Cr e d it

In the five months from the beginning of the Fourth War Loan Drive to the beginning of 
the Fifth Drive, Federal Reserve Bank holdings of U. S. Government securities increased by 
more than 3 billion dollars. Member bank borrowings at Federal Reserve Banks also increased 
somewhat during the period, and at times exceeded 200 million dollars for the first time in more 
than a decade. These additions to Reserve Bank credit supplied the market with funds to meet 
a growth of nearly 2 billion dollars in money in circulation, an increase of 700 million in mem
ber bank required reserves, and a loss of gold of 700 million. Excess reserves, which declined 
to as low as 600 million dollars during the period, amounted to 1.1 billion on June 14.

During the Drive, purchases of Government securities by businesses and individuals will 
shift deposits to reserve-exempt Government war-loan accounts and reduce the amount of reserves 
that member banks are required to hold. This will result in some further increase in excess 
reserves and some repurchases of Government securities by member banks from the Reserve Banks.

Adjusted demand deposits at member banks in leading cities have risen by about 5 34 billion 
dollars since the end of the Fourth Drive and are more than 214 billion dollars above the level 
prevailing prior to that Drive. Time deposits also increased steadily.

Government security holdings at reporting banks declined by close to 2 billion dollars 
between mid-February and mid-June, following an increase of around 3 billion during the 
Fourth Drive. Bill holdings declined substantially, paralleling increases in such holdings at the 
Reserve Banks. Loans to brokers and dealers in securities, which by the end of May had declined 
well below their early January levels, increased somewhat in the first two weeks of June prepara
tory to the Drive. Other loans for handling Government securities are close to their pre-Fourth 
Drive level. Again in the Fifth Drive, as in the previous one, borrowings for speculative pur
chases will be discouraged.
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M O N E Y  M A R K E T  I N  J U L Y

While the final results of the Fifth War Loan drive are not 
available as this Review goes to press, it is clear that the 
Treasury has succeeded in raising an amount of funds sub
stantially greater than in any preceding War Loan. Data in 
the daily Treasury statements suggest that the total amount 
raised in the Fifth War Loan will prove to be approximately 
as great as the sum of sales during the Third War Loan 
drive plus the sales of ap
proximately 3 billion dollars 
of securities to commercial 
banks following that drive.
The working balance of the 
Treasury was at record levels 
by the middle of July, close 
to 22 V2 billion dollars, and 
subsequently was reduced only 
moderately during the latter 
part of the month.

It appears, however, that 
although there were no direct 
offerings of securities for sub
scription by commercial banks 
in the Fifth War Loan, with 
the exception of relatively 
small amounts—perhaps 750 
million dollars—for the par
tial investment of time de
posits, total bank purchases of 
Government securities during June and July, exclusive of 
Treasury bills, will prove to have been at least as large as in 
the months of September and October last year (Third War 
Loan), when the banks were permitted to make direct sub
scriptions for two security issues of IV2 billion dollars each. 
Reflecting exceptionally heavy purchases of securities from 
other investors, directly or through the market, holdings of 
Government securities (other than Treasury bills) at weekly 
reporting member banks increased by more than 3J/2 billion 
dollars between the end of May and July 12. If other com
mercial banks bought securities in proportionate amounts, 
total additions to Government security holdings of all com

mercial banks during this period may have been at least 6 
billion dollars, including the direct purchases of perhaps Va 
billion dollars of securities from the Treasury for the invest
ment of a part of the banks’ time deposits. These heavy pur
chases of outstanding securities by the banks, of course, con
tributed large amounts to the funds available to other inves
tors to cover subscriptions placed in the Fifth War Loan drive.

In addition, reporting mem
ber banks’ loans on Govern
ment securities increased by 
approximately 1,900 million 
dollars during the same period 
(May 31 - July 12). Approxi
mately 600 million dollars of 
this increase represented loans 
to security brokers and deal
ers and about 1,300 million 
dollars represented loans to 
other borrowers. In many 
cases, it was evident that the 
banks made a real effort to 
avoid the making of loans to 
finance speculative subscrip
tions, in accordance with the 
request of the Treasury before 
the drive. But in some cases 
and some areas there were 
indications that loans were 

made without close scrutiny and were not limited, as requested, 
to the financing of subscriptions which might reasonably be 
expected to be paid, within a few months, out of anticipated 
income of the subscribers—not by the sale of the securities 
purchased and pledged as collateral for the loan.

Despite this evidence that a large volume of bank credit was 
involved in the huge amount of subscriptions received during 
the Fifth W ar Loan, it is also clear that the net absorption of 
Government securities by nonbank investors, exclusive of those 
financed by bank credit, was larger than in any preceding War 
Loan with the possible exception of the Third. This can be 
considered a very substantial accomplishment in view of the

Adjusted Demand Deposits of Weekly Reporting Member Banks
Billions  
of dol I a rs

Source: Board of Governors of the Federal Reserve System.
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fact that prewar accumulations of idle funds available for 
investment were probably largely exhausted during the early 
War Loans.

As the accompanying chart indicates, the Fifth W ar Loan 
was successful in absorbing a large part of the growth in 
demand deposits of the reporting member banks during the 
period since the Fourth W ar Loan. "Adjusted” demand de
posits in reporting New York City banks, which had increased 
by 2,485 million dollars between February 16 and June 14, 
declined more than 2,200 million dollars by July 12. In one 
hundred other principal cities throughout the country, such 
deposits in the reporting member banks increased by 3,235 
million dollars between February 16 and June 14, and then 
dropped 2,530 million dollars between June 14 and July 12.

A review of the whole period since the United States 
entered the war indicates that a considerable degree of suc
cess has been achieved in diverting to the use of the Govern
ment, for the financing of the war, the funds that have accu
mulated in private hands between Treasury financing opera
tions, and thus in retarding the growth in the deposit accounts 
of individuals, corporations, and others. Between the mid
dle of 1942 and the end of that year (just after the First War 
Loan drive) adjusted demand deposits of weekly reporting 
member banks showed a net increase of approximately 2% 
billion dollars, an average of nearly 460 million dollars a 
month. Between the end of 1942 and the end of the Second 
War Loan drive, the net increase amounted to about 1.3 billion 
dollars, an average of about 325 million dollars a month. Since 
that time, up to the low point on July 12 in connection with 
the Fifth W ar Loan, the average monthly rate of increase has 
been reduced to a little over 200 million dollars a month.

It is true that, in addition, there has been a growth in time 
deposits which in general has only been checked, not reversed, 
during W ar Loan drives. This growth has been at an accel
erating rate since 1942, and during the first half of 1944 
averaged nearly 100 million dollars a month. However, there 
are indications that the increase in such deposits represents 
to a large extent real savings, and consequently involves less 
threat of inflationary pressure than the growth in demand 
deposits.

W a r  F in a n c in g  in  F is c a l Y e a r  1943-44
A comparison of the record of war financing during the 

fiscal year which ended on June 30, 1944 with that of the 
preceding fiscal year gives further evidence of the degree of 
progress in efforts to finance the war in noninflationary ways. 
In the past fiscal year, net Government receipts from income 
and other taxes and other revenues covered 46 per cent of 
total Government expenditures (including net expenditures 
of Government corporations), compared with 28 per cent in 
the year ended June 30, 1943. Of the excess of expenditures 
over receipts, 65 per cent was covered in the past year by net 
sales of Government securities to nonbank investors, compared 
with 50 per cent in the preceding year. Nearly 9Vi per cent 
additional was covered by security purchases by Government

agencies and trust funds during the fiscal year 1943-44, com
pared with a little less than 6 V2 per cent in the preceding 
year. (Most of the funds so invested represent tax collec
tions by the Federal Government and by the States to support 
old age and unemployment benefits; such taxes are largely 
excluded from the reported net receipts of the Treasury.) It 
should be noted, however, that the last fiscal year included all 
of two W ar Loan drives, and a considerable part of a third 
which was still in progress as the year closed, so that investors 
were afforded an opportunity to invest their funds as fully as 
they wished right up to the end of the year.

Government expenditures, receipts, and net expenditures, 
as well as the increase in the interest-bearing public debt, and 
the sources of funds for the absorption of such debt, are sum
marized in the following table. Despite a substantial

(In billions of dollars)

Fiscal years ended June 30

1943 1944

Total Government expenditures*.................................... 79.7 95.3
Net Treasury receipts......................................................... 22.3 44.2

Excess of expenditures........................................... 57.4 51.1

Net absorption of Government securities by
Nonbank investors......................................................... 28.7 33 .4f
U. S. Government agencies and trust funds............... 3 .7 4 .8 f

32.4 38 .2f

Commercial banks................................................... 26.0 15.7f
Federal Reserve Banks................................................... 4 .6 7.7

30.6 23 .4f

Increase in interest-bearing debt
(direct and guaranteed)............................................ 63.0 61.6

* Including net expenditures of Government corporations, 
t Preliminary estimates.

further increase in expenditures, the Government deficit in the 
last fiscal year was more than 6 billion dollars less than in the 
preceding year, owing to the fact that net Treasury receipts 
were nearly double those of the fiscal year 1943. The increase 
in the public debt was substantially greater than net expendi
tures in both years, but especially in the later year, reflecting 
large increases in the Treasury’s working balance as the result 
of War Loan drives. Despite the great increase in tax collec
tions, the volume of securities absorbed outside the commer
cial banks and Federal Reserve Banks was larger in the fiscal 
year 1944 than the preceding year, accounting for about 62 
per cent of the total funds borrowed. The Federal Reserve 
Banks purchased at least 3 billion dollars more Government 
securities in the fiscal year 1944 than in the preceding year, 
as they continued putting funds into the market to offset drains 
on the reserves of member banks which the member banks 
were no longer able to meet, in any substantial part, by draw
ing upon idle funds. The commercial banks increased their 
holdings of Government securities about 16 billion dollars in 
fiscal year 1944, a reduction of 10 billion dollars from the 
preceding year.

Unquestionably bank absorption of Government securities 
is still a substantial factor in war financing, but it has become 
a much smaller factor than in the earlier part of the war period.
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The shift of demand deposits from private accounts to 
Government W ar Loan accounts during the Fifth W ar Loan 
drive was of such magnitude as to permit the retirement of 
nearly 800 million dollars of Federal Reserve credit between 
June 21 and July 19, and at the same time an increase in 
excess reserves of member banks from around 700 or 800 
million dollars early in June to around IVi billion in the four 
weeks ended July 19. Member bank borrowings from the 
Federal Reserve Banks were largely repaid during this period 
and the Government security holdings of the Reserve Banks 
were reduced by approximately 625 million dollars. The bulk 
of the reduction was in Treasury bills, reflecting in part the 
repurchase of such bills by banks which had previously sold 
them to the Reserve Banks to obtain needed reserves, and in 
part increased purchases by member banks of new issues of 
bills after their reserve positions became easier, so that Reserve 
Bank maturities were not replaced in full in some weeks.

In the week ended July 19, however, part of the reduction 
in Reserve Bank holdings of Government securities was in 
Treasury notes and bonds, reflecting the development of a 
strong market for Government securities after the close of the 
subscription books for the marketable securities offered in 
the drive. The active demand at that time apparently 
originated largely from banks in various parts of the country 
which had substantial excess reserves. It resulted not only in 
some reduction in Reserve Bank security holdings, but also in 
reductions of 214 million dollars in reporting member bank 
loans to Government security holders and 176 million in other 
loans on Government securities, and in some sales of Treasury 
certificates and notes by the New York City banks. Other 
reporting banks showed substantial increases in holdings of 
Treasury bonds and some increase in Treasury notes in that 
week.

During the remainder of the month, activity in the Govern
ment security market subsided. Prices, which had been quite 
strong around the middle of the month, eased slightly for a 
few days and then became firm in a quiet market. Excess 
reserves diminished somewhat, reflecting chiefly the effects 
of Treasury withdrawals and disbursements of funds from 
War Loan accounts which resulted in the beginning of a 
renewed increase in private deposits and reserve requirements 
of member banks, and some banks again found it necessary 
to sell Treasury bills to obtain additional reserves.
FIFTH WAR LOAN DRIVE

On the official closing date of the Fifth W ar Loan drive, 
July 8, the Treasury announced that the goal of 16 billion 
dollars had been exceeded by 650 million dollars. Figures 
shown in daily Treasury statements indicate that the final total 
for the drive will be well over 20 billion dollars, including 
sales of marketable issues that had not been tabulated on 
July 8 and all Savings bonds and notes processed at the 
Reserve Banks during the month of July. This indicated

M ember Ba n k  Reserves an d  Federal R eserve Credit total compares with 16.7 billion for the Fourth War Loan, and 
would be much the largest amount raised in any drive. Even 
after allowance for the substantial volume of bank credit 
obtained, directly through bank loans, or indirectly through 
sales of other securities in the market, the net absorption of 
Government securities by nonbanking investors during the 
months of June and July will compare favorably with any of 
the preceding W ar Loans.

The over-all success of the Fifth W ar Loan drive was due 
largely to the substantial purchases of market issues by institu
tional investors. The Treasury’s daily statement indicates that 
through July 27 the Treasury raised about 15.3 billion dollars 
from the sale of marketable issues of bonds, notes, and certifi
cates of indebtedness. More than 1 billion dollars of this total, 
however, probably reflects sales to Government agencies and 
trust funds, and to commercial banks under the Savings deposit 
formula, and these sales will not be included in the drive 
totals. Even so, the final figures for sales of marketable issues 
during the drive will be substantially above the 10.3 billion 
dollars sold in the Fourth drive and probably well in excess of 
any previous drive.

The daily statement shows that sales of Savings notes by 
July 27 had already reached 2.5 billion dollars, indicating that 
the final figures will exceed the Fourth drive total of 2.2 billion 
by a substantial margin. On the other hand, sales to in
dividuals probably will not exceed the Fourth drive by as wide 
a margin as sales to other nonbanking investors. Sales of 
Savings bonds, which are largely purchased by individuals, 
amounted to 3.6 billion dollars through July 27, and although 
the final figures will include bonds processed through the end 
of the month, it is questionable whether the final total will 
reach the 4.2 billion dollars of Savings bonds credited to the 
Fourth drive.
REDEMPTION OF SERIES E SAVINGS BONDS

The rate of redemption of Savings bonds, measured by the 
ratio of redemptions to the volume of bonds outstanding, has 
shown remarkably little change during the past year, following 
a rapid increase in the closing months of 1942 and early 
months of 1943. The dollar value of bonds redeemed, par
ticularly Series E bonds, has, of course, increased considerably 
but the increase in redemptions has not been out of proportion 
to the rapid growth in the amount of bonds outstanding. In 
the Second Federal Reserve District, the rate of redemption 
appears to have been below that of the country as a whole. 
Because of the irregularity of monthly data, the present study 
has been based on quarterly figures. Furthermore, the dis
cussion has been limited to Series E Savings bonds, as these 
bonds account for all but about 10 per cent of all Savings bonds 
redeemed in the country.

Through the third quarter of 1942 the volume of Series E 
bonds redeemed in any quarter averaged about IVz per cent 
of the amount outstanding at the beginning of the quarter. 
In absolute amounts, redemptions never exceeded 60 million
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Redemptions of Series E  Savings Bonds as Per Cent o f

dollars a quarter during that period. During the last quarter 
of 1942 and the first quarter of 1943, however, the rate of 
redemption increased rapidly, but since that time the rate has 
leveled off at about 3^/2 per cent. (See accompanying chart.)

In the Second Federal Reserve District, also, the rate of 
redemption has tended to flatten out during the past year. 
Although figures on the amount of Savings bonds outstanding 
in this District are not available, a rough estimate may be 
constructed by cumulating net sales in the District since the

second quarter of 1941, when such bonds were first sold, and 
adding a small allowance for the accrual of redemption values. 
On this basis, it appears that redemptions in each quarter of the 
past year have been running at a little more than IVi per cent 
of outstandings at the beginning of the quarter, compared with 
roughly 3 Vi per cent for the country. The somewhat lower 
rate for the District reflects the fact that while sales in the 
New York District have been accounting for about 14 per cent 
of total sales, redemptions in the District have been running 
at about 12 per cent of all redemptions.

Figures quoted from time to time on the ratio of redemp
tions to sales of War Savings bonds have tended to give a dis
torted impression of the rapidity of the growth in redemptions. 
Since there is a heavy concentration of sales in W ar Loan drive 
periods, and redemptions tend to be larger in months between 
drives and around income tax payment dates, the ratio of re
demptions to sales shows extremely wide fluctuations from 
month to month. In nondrive months the ratio tends to be so 
high as to give the impression that redemptions are rapidly 
overtaking sales, while in drive months the ratio falls to rela
tively low levels. For this year as a whole, it appears unlikely 
that redemptions will exceed 25 per cent of sales, although the 
percentages in some months have been considerably higher.

The ratio of redemptions to sales naturally rises as the 
volume of War Savings bonds outstanding grows, but the ratio 
to the amount outstanding is the more significant figure in 
gauging any changes in the rate of redemption.

N E W  Y O R K  C I T Y  A S  T H E  C O R P O R A T E  C A P I T A L  

O F  T H E  U N I T E D  S T A T E S 1

The last fifty or sixty years have been characterized by 
growth of the corporate form of enterprise, and one of the 
most important of the numerous changes associated with such 
growth has been the spread of the multiple unit system in 
production and distribution. Originally, executive offices of 
corporations were usually located at the premises of the main 
plant. As the size of corporations grew, however, and as the 
various establishments—scattered over the entire country or 
even located abroad— increased in number, many corporations 
established administrative headquarters entirely separate from 
their production facilities. New York City attracted a large 
proportion of such administrative offices. W ith the concen
tration in the City of executive offices of corporations which 
employ millions of wage earners in all parts of the country, 
the strategic importance of New York in the economic life 
of this country is self-evident.

Historically, the position of New York City as the leading
1 This study is based upon a more extensive analysis made by this 

bank. Copies of the more detailed study may be obtained upon 
request.

financial center of the country contributed much toward 
attracting headquarters of corporations. In the nineties, the 
financial interests of the City participated actively in the 
organization of industrial corporations of nation-wide impor
tance. After the first large corporations had made New York 
their operational headquarters, those that were formed later 
also found it convenient to establish executive offices here. 
Few corporations, however, would maintain their head offices 
in the City for purely historical reasons, and new ones would 
not locate here if New York did not offer distinct and im
portant advantages. In addition to predominance in the field 
of commercial and investment banking, the City’s principal 
advantages are its leading position in wholesale and foreign 
trade and its excellent transportation and communication facili
ties. The concentration of publishing and advertising in New 
York, the existence in the City of numerous specialized market 
research organizations, credit rating services, and various other 
business services, and the availability of numerous leading law 
and accounting firms have made it convenient for large cor
porations to have their administrative offices here.
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Corporations with executive offices located in New York 
City differ widely in character. Some are holding companies 
with subsidiaries operating on an independent or semi-inde
pendent basis. In such cases, the work of the New York office 
is devoted almost exclusively to financial activities and the 
staffs are relatively small. Other cases, however, include cor
porations with nation-wide activities which are managed from 
headquarters located in New York. These executive head
quarters include not only financial offices but also sales, pro
motional, purchasing, and engineering departments and, in 
addition, administrative offices of domestic and, in many cases, 
foreign subsidiaries.

Data available for a sample of large corporations indicate 
that headquarters of a substantial proportion of those with 
nation-wide activities are located in New York City. Of the 
1,872 nonfinancial corporations which in 1937 had securities 
listed on a national securities exchange, 383 or more than one 
fifth had their principal executive offices in this City (Table 
I ) .1 However, the degree of concentration of executive offices 
in New York, as shown by this sample, varies from industry 
to industry. It is significant that the City’s share is relatively 
high for consumers’ industries. Eleven of the country’s 21 
administrative offices in the tobacco group, and 19 of the 60 
corporations in the textile group, are located here. Among 
the producers’ goods industries, on the other hand, the non- 
ferrous metals industry is the only one in which nearly half 
of all listed corporations have executive offices in New York 
City. Head offices of only four of the 53 corporations in the 
iron and steel group, and of only 38 of the 356 corporations 
in the machinery and transportation equipment industries, 
may be found here. In the relatively new and expanding chem
ical industry, administrative offices of 29 of the 76 corpora
tions surveyed are located in the City. These differences indi
cate that heavy industries tend to locate their administrative 
offices near production facilities, whereas light industries, in 
which contact with large distributors and the ultimate con
sumer is so important, gain distinct advantages by locating in 
New York. In the merchandising field, New York City is 
clearly leading. W ithin this group, 33 of the 84 corporations 
that operate chain stores maintain their executive offices in 
the City. For service industries, New York is the home of 
more than half of the corporations included in the sample.

Chicago, the only city other than New York in which a 
large number of main offices of corporations of nation-wide 
importance are located, has about 140 executive offices of 
listed corporations, only one third of the number for New 
York City. Each of seven other cities has more than fifty 
such offices, largely of local corporations; only a few of the 
offices are those of firms of really nation-wide importance.

Executive  O ffices Located in  N ew  Y ork City Table I
Number of Principal Executive Offices of 

Listed Corporations in 1937, by Selected Industry Groups

* Based on data of the Securities and Exchange Commission which 
exclude railroads and most corporations in the communications field. 
In the industries covered, the corporations included in the sample 
account for substantially more than half of the aggregate assets.

Industry groups United States New York City

M in ing ........................................................................... 313 32
Manufacturing, to ta l............................................... 1,054

100
202

Food........................................................................... 19
Tobacco products....................................... 21 11
Textiles and textile products............................... 60 19
Chemicals................................................................. 76 29
Iron and steel.......................................................... 53 4
Nonferrous metals............................. 37 18
Machinery and tools.............................................. 192 23
Transportation equipment................................... 164 15

Merchandising............................................................. 178 57
Transportation and communication*.....................
Service industries........................................................

53
44

16
24

Public utilities............................................................ 168 28
All nonfinancial corporations................................... l,872 f 3831

Source: Securities and Exchange Commission, Statistics of American Listed Cor
porations, Part I,  Table 36, and tabulations of the S. E. C.

* Excludes railways and other common carriers, and most telephone, telegraph, 
cable, and broadcasting companies.

t  In  addition to above groups, total includes agricultural, real estate, construc
tion, and miscellaneous corporations.

The leadership of New York is even more striking if the 
assets of the corporations with New York executive offices 
are considered (Table II) . The share of New York City 
increases with the size of assets. Of the 32 corporations with 
assets in excess of half a billion dollars, 20 were managed 
from New York headquarters.

The concentration of corporate activities in New York City 
provides employment to a large number of the City’s residents 
and commuters. According to the New York State Depart
ment of Labor, about a thousand administrative offices located 
in the City employed 62,000 persons in September 1942, 
mainly in a clerical capacity. Employment in executive and 
other administrative offices of corporations exceeded that in 
all banks and trust companies in the City. As a source of 
clerical employment, administrative offices were outranked 
only by insurance companies. In addition, industries which 
derive a major part of their business from servicing these 
offices offer numerous jobs. It is impossible to estimate even 
approximately the volume of employment in the City’s law, 
accounting, and engineering firms, advertising agencies, trade 
associations, printing offices, and commercial banks and trust 
companies which is dependent on the presence in New York 
City of a large number of corporate headquarters.

Table II
N um ber of Principal Executive Offices of 

Listed Corporations in 1937, by Size of A sse ts*

Assets f  
(In  millions of dollars)

912 90
5—  50........................................................................ 731 201

50— 100........................................................................ 125 42
100— 200........................................................................ 76 28
200— 500........................................................................ 56 14

32 20

1,9371 398#

United States New York C ity

Source: Securities and Exchange Commission, Statistics of American Listed Cor
porations, Part I ,  Table 37, and tabulations of the S. E. C.

* Includes, in addition to corporations included in Table I,  a few miscellaneous 
financial corporations other than banks and insurance companies.

t Inclusive of lower and exclusive of upper limits, 
j  Includes 5 companies with unknown assets.
# Includes 3 companies with unknown assets.
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R e c e n t  C h a n g e s  
No clear-cut trend, either toward or away from New York 

City, is revealed by a comparison of the location in 1925 and 
in 1942 of executive offices of a representative sample of 416 
large nonfinancial corporations.1 Of 23 corporations which 
relocated their headquarters between 1925 and 1942, New 
York City’s gains balanced losses. The sample includes 41 
corporations which were formed between 1925 and 1942; 15 
of them chose New York City for their headquarters. Six of 
the 13 firms which liquidated or went into receivership had 
their principal offices in New York City.

1 Our sample covers all nonfinancial corporations (excluding rail
ways and public utilities) included in Poor’s index of stock prices in 
1925, and in Standard and Poor’s index in 1942.

Continuance of the movement toward concentration in 
production and trade increases the importance of the larger 
organizations, many of which, as pointed out above, are 
already located in New York City. In recent years, a number 
of independent corporations that had executive offices else
where have been absorbed by corporations with headquarters 
in this City.

On the whole, it may be concluded that New York City 
is fully maintaining its position as the corporate capital of 
the nation; the various factors which have attracted executive 
offices to the City show no sign of losing their weight. Other 
factors favoring the location of administrative offices here are 
further specialization of industry and the probable expansion 
of foreign trade after the war.

T H E  P O S I T I O N  O F  T H E  N E W  Y O R K  I N D U S T R I A L  R E G I O N  I N  W A R  P R O D U C T I O N

The industries of the New York industrial region have taken 
a leading part in supplying our armed forces with the imple
ments of war. According to the records of the W ar Pro
duction Board, the New York region in the period from June 
1940 to March 1944 received war supply contracts valued at 
over 27 billion dollars, a figure well in excess of that for any 
other region. The nearest competitors are the Chicago and 
Detroit regions, which received contracts valued at 19-6 and 
19.5 billion dollars, respectively. These figures are for prime 
contracts, and do not give any indication of geographic dis
tribution of subcontracts.

The industrial regions of the W ar Production Board do not 
conform to the geographical outlines of the Federal Reserve 
districts. All of New York State, for example, is included 
in the New York Federal Reserve District, while only those 
counties of the State that are industrially important are part 
of the New York industrial region of the W ar Production 
Board. Another illustration is the inclusion of Detroit in the 
Chicago Federal Reserve District, whereas the W ar Produc
tion Board has set up separate industrial regions for Detroit 
and Chicago. If the comparison of war supply contracts is

made on the basis of Federal Reserve districts, Chicago takes 
the lead with New York in second place.

W ar supply contracts have, on the whole, been widely dis
tributed among the industrial regions. Certain exceptions 
to this rule may result in temporary hardships when the time 
for contract termination arrives; for example, difficulties are 
likely to result from the dominance of aircraft contracts in 
San Francisco and Kansas City, ship construction in Seattle, 
and ordnance production in Denver and Minneapolis. To 
what extent such situations may prove critical depends upon 
a number of factors, among which the volume of orders out
standing and scale of operations at the time of contract ter
mination are probably the most important.

Position of the N ew  Y ork M etropolitan A rea 
in  W ar Production

The New York Metropolitan area is the most important 
center of war production in the United States. From June 1940 
through March 1944 its industries received war contracts 
valued at 16.5 billion dollars, or 60 per cent of all war con-

Distribution o f M ajor W a r  Supply Contracts 
by Leading Urban Industrial Areas

June 1940— March 1944

Urban industrial area
In  m illions of dollars Per cent of to ta l

T o ta l A ircra ft Ships Ordnance A ll other T o ta l A ircraft Ships Ordnance A ll other

N ew  Y o rk  M etropolitan  a re a .................................... 16,462.1
9,037.6
7.424.5 

12,865.4
9.215.6
7.060.7
4.239.0 
3,886.5
3.357.2
3.155.0
2.984.2
2.246.1 
2,072.9
1.925.0
1.272.1

5,989.9
3.509.5 
2,480.4
3.872.0
6.987.1
1.625.6 

959.7

1,903.0 
1,325.7 
> 577 3

2,654.3
991.6

5,914.9
3,210.8
2.704.1
4.032.1 

687.6

100.0 36.4 11.6 16.1 35.9
N ew  Jersey p o rt io n * ................................................. 109.0 38.8 14.7 11.0 35.5
N ew  Y o rk  p o rtio n *................................................... 1,662.7

4,324.3
253.0

100.0 33.4 7.8 22.4 36.4
D e tro it ................................................................................ ^ 637.0 100.0 30.1 5 .0 33.6 31.3
Loa Angeles....................................................................... 1,287.9 100.0 75.8 14.0 2 .8 7 .4
Chicago............................................................................... 150.8 2,315.1

765.8
2,969.2
1,413.4

509.5

100.0 23.0 2.1 32.8 42.1
C leve land ........................................................................... 1,100.1 

97 6
100.0 22.6 26.0 18.1 33.3

B u ffa lo ................................................................................ 2,986.3
1,881.9

182.4

293.1 100.0 76.8 2 .5 7 .6 13.1
Seattle -T acom a............................................................... 1,180.0

1,231.9
2,474.3

80.8

34.7 260.6 100.0 56.1 35.1 1.0 7 .8
B oston................................................................................. 316.3 1,424.4 100.0 5 .8 39.0 10.0 45.2
San Francisco-O akland................................................ 3.4 76.0 430.5 100.0 0.1 82.9 2.6 14.4
St. L o u is ............................................................................. 354.7 1,441.4

76.8
369.2 100.0 15.8 3.6 64.2 16.4

D a llas-F t. W o r th ............................................................ 1,913.3
1,269.8

47.2

82.8 100.0 92.3 0 .0 3.7 4 .0
TCpmsns C i t y ...................................................................... 21.6 394.7 238.9 100.0 66.0 1.1 20.5 12.4
M in n .-S t. P a u l................................................................. 31.1 915.5 278.3 100.0 3.7 2 .4 72.0 21.9

*  The New  Jersey portion includes seven counties in  N . E . N ew  Jersey- 
N ew  Y o rk  C ity , Nassau County, and Westchester C ounty.

-Bergen, Essex, Hudson, Middlesex, M o rris , Passaic, and Union. The N ew  Y o rk  portion includes
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Value of War Supply Contracts in New York Metropolitan Area*

4 94 1 . 1942  1 9 4 3  1 944

* Includes New York City, Nassau County, Westchester County, and seven 
counties in New Jersey— Bergen, Essex, Hudson, Middlesex, Morris, Passaic, 
and Union. Data are cumulative from June 1940 through May 1944; 
recessions at certain points are due to corrections for cancellations and con
tract changes.

tracts in the entire New York industrial region. Contracts 
awarded in the seven counties of Northern New Jersey 
amounted to 9 billion dollars and contracts totaled nearly 
IVi billion in New York City, Nassau County, and West
chester County. The total value of all goods manufactured 
in the Metropolitan area in 1939 was 7.0 billion dollars; the 
war orders, therefore, are equal to approximately two years and 
four months of peacetime production at the 1939 rate.

New York industries are playing a major role in each of 
the principal fields of war production—aircraft, ships, and 
ordnance and munitions. In fact, in each of these fields the 
Metropolitan area holds second place in the value of war 
supply contracts awarded. But in contrast to most other pro
duction centers no one type of contract holds a dominant 
position in the New York Metropolitan area, a fact that reflects 
the diversified industrial character of the Metropolitan region.

Aircraft orders placed in the Metropolitan area from 
June 1940 through March 1944, amounting to almost 6 bil
lion dollars, represented only 36 per cent of the area’s total 
war supply contracts. In Los Angeles, the only urban area that 
exceeded New York’s record, aircraft orders reached a total 
of approximately 7 billion dollars and accounted for 76 per 
cent of total awards in that area. W hen the New York area 
is compared with such important aircraft centers as Detroit 
and Dallas-Fort Worth, New York’s output is seen to have 
exceeded the combined production of these cities. (See ac
companying table.)

The San Francisco-Oakland area is first in ship construction,

with orders aggregating 2.5 billion dollars or 83 per cent of 
the area’s war business. In this field the New York Metro
politan area has received orders valued at 1.9 billion dollars, 
which account for only 12 per cent of the area’s total war orders.

Detroit holds a wide lead in the field of ordnance and muni
tions. The value of such Detroit contracts is 4.3 billion dol
lars as against 2.7 billion dollars for New York. The Detroit 
contracts comprise 34 per cent of the city’s war business, 
whereas in New York ordnance awards account for but 16 
per cent of total contracts.

The distribution of contracts for aircraft, ships, and ordnance 
in the New York Metropolitan area shows clearly that the in
crease in activity here during the war period has been less de
pendent upon the demand for a particular war product than is 
the case in some other urban centers. The Dallas-Fort Worth 
area has 92 per cent of its war business in aircraft, and, as 
indicated above, the war contracts for the San Francisco- 
Oakland District are primarily for the production of ships.

The closer approach to a balanced situation in New York 
will probably aid in bringing about a more gradual and a 
smoother industrial transition from war to peace than will be 
possible in communities dominated by a single type of produc
tion. The impressive fact concerning the area is that it is 
an outstanding manufacturing center for war goods as well as 
the leader in meeting the requirements of peace.
BUSINESS ACTIVITY AND 

MANPOWER SHORTAGES
During the second quarter of 1944 manpower shortages 

continued to be one of the principal factors limiting industrial 
production. The number of wage earners employed in fac
tories is now almost one million less than a year ago. Some 
industries have been able to offset recent declines in their 
working forces by more intensive use of men and machinery; 
in this group are the various fuel producing industries, which 
have maintained output at a high level since the beginning of 
1944. Crude petroleum production rose steadily from January 
to June, reaching an all-time high of 4,560,000 barrels daily 
in the latter month, and both bituminous and anthracite coal 
output fluctuated around levels close to the peaks of early 1943.

Output of steel, however, which is urgently needed for the 
accelerated tank production program, decreased 5 per cent 
between March and June, as shortages of men in furnaces and 
mills, shutdowns for repairs, and scattered strikes restricted 
operations. A critical shortage of men in foundries and forge 
shops threatened to hold up production of trucks and other 
munitions items. Seasonally adjusted output of copper, re
quired for the recently expanded heavy artillery program, 
declined 10 per cent between March and June. Lumber 
operations during the second quarter were affected both by 
shortages of men and by lack of heavy trucks for hauling; 
the adjusted index of production fell 11 per cent between 
March and June. The W ar Production Board has tightened 
restrictions on distribution of lumber, effective August 1, to
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Indexes of Business

Index
1943 1944

June Apr. May June

Industrial production*, 1935-39 = 100 .........
(Board of Governors, Federal Reserve 

System)
Munitions output, Nov. 1941 =100. ..

237

97

239

113

237

ll4p

198

234p

Y72p

159

235p

(War Production Board)
Electric power output*, 1935-39=100........

(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 =100 

(Federal Reserve Bank of New York) 
Sales of all retail stores*, 1935-39 =100. . . .

(Department of Commerce)
Factory employment

United States, 1939 = 100 .........................

190

218

165

169

202

243

168

161

198p

158j>

148p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100 ................ 159 152 149
( New York State Dept, of Labor) 

Factory payrolls
United States, 1939 = 100 .................. 317 318 318p

284
(Bureau of Labor Statistics)
New York State, 1935-39 = 100 ................ 288 286 283p
( New York State Dept, of Labor) 

Income payments*, 1935-39 = 100 .............. 212 229 231p

163p

125

(Department of Commerce)
Wage rates, 1926 =100..................... 153 162

(Federal Reserve Bank of New York) 
Cost of living, 1935-39 = 1 0 0 ................. 125 125 125p

88 p 
87 p

(Bureau of Labor Statistics)
Velocity of demand deposits*, 1935-39 =100 

(Federal Reserve Bank of New York)
New York City.......................... 71 73

76
66
72Outside New York City. .......................... 75

* Adjusted for seasonal variation. p Preliminary.

insure an adequate supply for packing, crating, military con
struction, and other essential uses. Activity at cotton textile 
mills in the second quarter continued the downward movement 
in progress for about a year. For the quarter as a whole, the 
Federal Reserve index of total industrial production averaged 
237 (1935-39=100), compared with 243 in the first three 
months of the year.

Lack of manpower has prevented any extensive reconver
sion of industry even where plant facilities and raw materials 
are available. Some relaxation of Government controls over 
output was effected during July when the W ar Production 
Board removed restrictions on the use of aluminum and mag
nesium and granted permission to manufacturers to make 
experimental models and to place orders for machine tools.

In contrast to the gradual decline in industrial production 
during the second quarter, the volume of transportation and 
trade was about the same as in the first three months of the 
year. Ton-miles of railway freight, after allowance for seasonal 
changes, remained at the level of the first quarter, while passen- 
ger-miles flown by domestic airlines continued to increase and 
in May were equal to those in the peak month of April 1942. 
The value of exports during May was the largest of any month 
in history, and the value of imports was the highest since 
October 1929. Seasonally adjusted sales of retail stores (in 
cluding department stores, grocery chains, variety chains, and 
mail order houses), continued at high levels during the 
second quarter.
DEPARTMENT STORE TRADE

The dollar volume of department store sales in this District 
in July was approximately 5 per cent greater than in July 1943.

The index of sales, adjusted for variations in the number of 
shopping days and for seasonal changes, rose moderately above 
the level to which it had fallen in June, and was about the 
same as the index for May. It was only 5 per cent below the 
all-time high attained last March.

In the first six months of the year, sales of both department 
and apparel stores in the District were 8 per cent greater than 
during the first half of 1943. Among the six largest cities in 
the District, Syracuse reported the greatest increase over a 
year ago (14 per cent) in sales of department stores. The gain 
in sales of New York City stores1 (11 per cent) also exceeded 
the average for the District as a whole, but the increases in 
Buffalo and Rochester were less than average. Decreases were 
reported for Newark and Bridgeport. Sales in these last two 
cities reached a peak in 1942, whereas for the four other 
cities sales thus far this year indicate continuance of the 
increase that has been in progress throughout the war period. 
On the basis of sales in the first six months, the percentage 
increases between 1939 and 1944 are estimated for the six 
cities as follows: Syracuse, 80; Buffalo, 80; Rochester, 50; 
New York, 45; Bridgeport, 40; Newark, 20. For Bridge
port and Newark, the increases between 1939 and the peak 
year 1942 were 57 and 25 per cent, respectively.

1 New York City department stores account for more than one 
half of all department store sales in this District and apparel store 
sales in the City comprise more than 60 per cent of the District’s total.

Indexes of Department Store Sales and Stocks 
Second Federal Reserve D istrict

Item
1943 1944

June Apr. May June

1935-39 average—100 
Sales (average daily), unadjusted................. 122 136 141r 131
Sales (average daily), seasonally adjusted. . 131 138r 149 141

1923-25 average =100 
Stocks, unadjusted........................................... 104 112 118 113
Stocks, seasonally adjusted............................ 109 111 116 118

r Revised.

Department and Apparel Store Sales and Stocks, Second Federal 
R eserve District, Percentage Change from the Preceding Year

Locality

Net 1 

June 1944

Sales

Jan. through 
June 1944

Stocks on 
hand 

June 30, 1944

Department stores, Second District. . . +  9 +  8 +  8
New York City.................................... +12 +11 +  8
Northern New Jersey......................... +  3 +  2 +  6

0 -  1 +  7
Westchester and Fairfield Counties.. -  1 -  2 -  3

Bridgeport......................................... -  7 -  7 -1 0
Lower Hudson River Valley............. +13 +16 +19

Poughkeepsie.................................... +13 +15
Upper Hudson River Valley............. -  3 0 +  2

-  1 +  5
Schenectady...................................... -  3 -  3 -  3

Central New York State.................... +  4 +10 +13
Mohawk River Valley.................... — 5 +  1 +  8

Utica............................................... _  4 +  4
+  9 +14 +16

Northern New York State................ +  4 +  7 —
Southern New York State................. +  9 +  7 +11

Binghamton...................................... +  9 +  7
+12 +  9

Western New York State.................. +  3 +  6 +  7
+  3 +  6 +  7

Niagara Falls.................................... +  1 +  1 +11
Rochester........................................... +  2 +  6 +  5

Apparel stores (chiefly New York City) +  8 +  8 + 1 4 -
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Index of Physical Volum e of Industrial Production, 
Adjusted for Seasonal Variation, 1 9 3 5 -3 9  A v er

age = 1 0 0  Per Cent (Groups shown are ex
pressed in term s of points in the total index)

Indexes of Value of Departm ent Store Sales and 
Stocks, Adjusted for Seasonal Variation  

(1 9 3 5 -3 9  a v e r a g e s  100  per cent)

Billions or dc

M em ber Bank Reserves. Breakdown between R e
quired and Excess Reserves Partly Estim ated  

(Latest figures are for July 19)

M em ber Banks in Leading Cities. Demand Deposits 
(A dju sted) Exclude U . S. Governm ent and Inter
bank Deposits and Collection Item s. Govern

ment Securities Include Direct and Guaran
teed Issues (L atest figures are for July 12)

General Business and F inancial Conditions in  the U nited States 
(Summarized by the Board of Governors of the Federal Reserve System)

E MPLOYMENT and production at factories continued to decline slightly in June; output of 
minerals was maintained in record volume. Retail trade and commodity prices showed 

little change in June and the early part of July.

In d u s t r ia l  Pr o d u c t io n

The Board’s seasonally adjusted index of industrial production was 235 per cent of the 
1935-39 average in June as compared with 237 in May and 243 in the first quarter.

Steel production declined 4 per cent from the rate in May, reflecting partly manpower 
shortages. Output of nonferrous metals dropped 8 per cent, largely owing to the continued 
planned curtailment of aluminum and magnesium production. The lifting on July 15 of 
some of the restrictions on use of these metals was the initial step in a program to prepare 
for limited reconversion to peacetime output. Activity in the machinery and transportation 
equipment industries in June was maintained at the level of the preceding month. Increasing 
emphasis was reported on output of heavy artillery and artillery shells and of tanks. Lumber 
production continued to decline and was approximately 10 per cent below June 1943.

Production of nondurable goods was maintained in June. Meatpacking activity declined 
further from the exceptionally high level in the first quarter, but output of most other food 
products continued to rise seasonally. Refinery output of gasoline advanced further and 
reached the earlier record level of December 1941. Activity in cotton textile mills and in 
the chemical and rubber industries showed little change in June.

Mine production of metals and coal was maintained in large volume and crude petroleum 
production continued to rise to new record levels.

D is t r ib u t io n

Department store sales declined more than seasonally in June, following a considerable 
increase in May, and the Board’s index was 175 per cent of the 1935-39 average as com
pared with 183 in May and an average of 177 in the first four months of this year. Value 
of sales in the first half of 1944 was 7 per cent greater than in the first half of 1943. In 
the early part of July sales were 9 per cent larger than a year ago.

Railroad freight carloadings showed little change in June and the first three weeks of 
July after allowance for seasonal movements.

Co m m o d it y  Pric es

Legislation extending Federal price controls for one year was enacted June 30; certain 
restrictive provisions were relaxed, especially those relating to prices of cotton products. 
Prices of most commodities in wholesale and retail markets have recently shown little change.

A g r ic u l t u r e

Well over a billion bushels of wheat and almost 3 billion bushels of corn were in 
prospect on July 1. This is an improvement over June 1 prospects and aggregate crop pro
duction in 1944 may be about the same as in 1943 and larger than any year prior to 1942.

The number of chickens raised this year was 19 per cent smaller than last year; the 
spring pig crop was 24 per cent smaller and the fall crop may be a third smaller than in 
1943. Marketings of cattle, however, have been normal in relationship to the numbers 
and unless marketings are increased during the rest of this year no material reduction of 
the large numbers of cattle on farms will occur.

Ba n k  Cr e d it

As payments for securities purchased during the Fifth Drive transferred funds from 
private deposits to reserve-exempt Government accounts, the average level of required reserves 
at all member banks declined by close to 1 Va billion dollars. Reserve balances were reduced 
by about 800 million dollars and excess reserves rose by around 400 million. Reserve funds 
were absorbed through declines in Reserve Bank holdings of Government securities, by a 
moderate increase in currency, and by temporary increases in Treasury deposits at the Reserve 
Banks. Over the four weeks ended July 12, money in circulation rose by 230 million dollars, 
which is a smaller rate of growth than prevailed in recent months, reflecting the influence of 
the war loan drive.

During the Fifth Drive, between June 14 and July 12, Government security holdings 
at reporting member banks in 101 leading cities increased by 4.7 billion dollars. Additions 
to bank holdings resulted from purchases of securities from investors who were adjusting 
their positions prior to subscriptions during the drive, from increased purchases of Treasury 
bills, and from subscriptions to new securities in limited amounts.

Loans for purchasing and carrying Government securities increased by 1.8 billion dollars 
over the Fifth War Loan, an increase larger than that of any other drive. Of the total 
amount advanced by banks in 101 cities, loans to brokers and dealers accounted for 500 
million and loans to others for 1.3 billion.

Accompanying purchases of securities during the Fifth Drive, adjusted demand deposits 
declined by 4.7 billion dollars at banks in 101 cities. Government deposits at these same 
banks increased by 10.5 billion dollars. The difference reflected the effect of the increase 
in bank loans and investments.
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O f Credit and Business Conditions

F E D E R A L  R E S E R V E  B A N K  O F  N E W  Y O R K

V ol. 26 S E P T E M B E R  1, 1 9 4 4  No. 9

M O N E Y  M A R K E T  I N  A U G U S T

The usual contraction of member banks’ excess reserves, 
which follows War Loan drives, has been apparent during 
August. The shift from reserve-free W ar Loan deposits, 
created during the Fifth drive, to private deposits requiring re
serves, began during the week ended July 19 and proceeded 
at an accelerated pace thereafter. Owing largely to this shift, 
reserve requirements of mem
ber banks rose some 700 mil
lion dollars during the August 
period.

Treasury withdrawals from 
W ar Loan deposit accounts 
amounted to 4.9 billion dol
lars during the five weeks un
der review. In addition.
Treasury receipts were aug
mented by quarterly Social 
Security taxes and withheld 
income taxes. These aggre
gate receipts, however, were 
just about counterbalanced by 
Treasury disbursements which 
appear in the member bank 
figures as deposits of Govern
ment checks to the account of 
private depositors. T h u s  
Treasury operations had lit
tle effect on the actual amount 
of member bank reserves; 
their principal effect was to 
raise reserve requirements as 
W ar Loan d e p o s i t s  were 
drawn down and private deposits increased.

In addition, there was a renewed flow of currency into cir
culation which involved a substantial drain on bank reserves. 
In the three weeks ended July 26, there occurred a reduction of 
14 million dollars in currency circulation, which led to hopes 
that the public demand for currency might be leveling off. 
It now appears, however, that the reduction was only temporary 
and may have been related to cash purchases of Government

securities during the War Loan drive. In the five weeks ended 
August 30, currency outstanding increased at an average rate 
of about 130 million dollars a week, compared with a weekly 
rate of 155 million in the corresponding period a year ago.

The heavy public demand for currency, together with some 
loss of funds by the banks through foreign account transactions,

and the increase in reserve re
quirements, led to an increase 
in member bank needs for 
Federal Reserve Bank credit 
which rose by more than one 
billion dollars during the five- 
week period. Most of the 
increase was in Reserve Bank 
holdings of Treasury bills, for 
the most part acquired direct
ly from the member banks in 
need of additional reserves. 
Member bank borrowing from 
Reserve Banks also increased 
slightly. The expansion of 
Reserve Bank credit, though 
substantial, was considerably 
less than the losses of reserves 
by the member banks, and 
the increase in reserve re
quirements. Consequently, ex
cess reserves declined from
1.3 billion dollars on July 26 
(and a peak of 1.6 billion on 
July 12) to about 900 million 
on August 23, and remained 

unchanged in the last statement week of the month. Most of 
this contraction occurred among the country and reserve city 
banks where gains in excess reserves during the War Loan 
drive had been largest. Excess reserves of New York and 
Chicago central reserve city banks remained nominal.

New York City banks, which had experienced a net gain 
of funds through Government transactions during the Fifth 
War Loan drive, sustained considerable losses of funds through

Principal Factors Affecting Member Bank Reserves, Changes since December 30, 1942*
Billions 
of dollars

* Cum ulative weekly data.
Sources: Board of Governors of the Federal Reserve System  and Federal 

R eserve B ank of N ew  Y ork .
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such transactions in August. During the drive, Treasury with
drawals of War Loan deposits in the banks were greatly re
duced, partly as a result of quarterly income tax collections in 
the latter half of June, and partly as a result of cash payments 
for securities sold during the drive. Meanwhile deposits of 
Government checks in the New York banks continued in large 
volume. Subsequently, however, large withdrawals of War 
Loan deposits again were made and, together with other 
Treasury receipts, exceeded deposits of Government checks 
in the New York banks. In addition, there was an accelerated 
demand for currency at New York City banks as in other parts 
of the country. These losses of funds were only partly offset 
by some inflow of funds from other sections of the country, 
which was probably related, to a considerable extent, to the 
redistribution of Government securities after the close of the 
drive. In addition, the reserve requirements of the New York 
City banks increased considerably. Consequently, the New 
York City banks found it necessary to obtain substantial 
amounts of Federal Reserve credit, chiefly through the sale 
of Treasury bills to the Federal Reserve Bank of New York. 
(For the four weeks ended August 23, the amount of such 
sales totaled approximately 430 million dollars.) In addition, 
the New York banks sold moderate amounts of other securities, 
chiefly Treasury certificates and notes, in the market, and in
creased their borrowings at the Reserve Bank moderately.

R e d istr ib u t io n  o f  Fif t h  W a r  Lo a n  Secu rities

The brisk demand which developed in the market for Gov
ernment securities after the close of the drive quieted down 
in August. The market, on the whole, continued firm, how
ever, as there was a persistent, though moderate, demand especi
ally for the new 2 per cent bonds and 1V4 per cent notes 
sold in the drive, and offerings were limited. Switching opera
tions by investing institutions seeking to obtain securities of 
desired maturities were numerous, and resulted in a good 
demand for other fully taxable medium term bonds and the 
longer term notes. In these circumstances, there was a rapid 
liquidation of loans contracted for the purpose of carrying 
Government securities during the Fifth War Loan drive, and 
by August 23 loans to security brokers and dealers, both in 
New York City and at reporting member banks in other prin
cipal cities, had fallen to predrive levels. Loans to individuals 
and others which had increased even more rapidly during the 
drive than had loans to brokers and dealers, also were reduced 
substantially, either through sales of securities acquired during 
the drive or through payments against loans out of current 
income. The rapidity of the reduction in such loans suggested 
that a considerable part of the reduction was accomplished by 
the sale of securities which were subscribed for during the

drive, or by the sale of other securities. In New York City, 
approximately 45 per cent of such loans arranged during the 
drive were liquidated in the six weeks following its close, and 
at reporting member banks in 100 other principal cities 
throughout the country, the liquidation was even more rapid, 
amounting to approximately 60 per cent.

Despite the rapid liquidation of securities financed by tem
porary loans, the demand for medium term bonds and the 
longer term notes was in such volume that the Federal Reserve 
System Open Market Investment Account found it desirable 
to supply securities of those types to the market rather steadily. 
The demand was reported to have come largely from banks 
all over the country.

M em ber  Ba n k  Credit

Data for weekly reporting member banks in the principal 
cities account for only part of the buying, and suggest that a 
considerable portion came from nonreporting member banks 
and nonmember banks. Reporting banks in 100 cities outside 
New York increased their holdings of Government bonds by 
170 million dollars during the five weeks ended August 23, 
and their holdings of Treasury notes and certificates showed 
little net change. Their holdings of Treasury bills were re
duced by 324 million dollars as the result of sales by some 
banks to the Federal Reserve Banks to obtain needed reserves. 
New York City reporting banks increased their holdings of 
Government bonds by only 62 million dollars during the five- 
week period and sold 110 million of Treasury certificates and 
62 million of Treasury notes, in addition to their heavy sales 
of Treasury bills to the Reserve Bank, mentioned previously.

Just as the decline in private deposits during the Fifth War 
Loan drive was smaller than the gain in Government War 
Loan deposits, because of bank purchases of Government se
curities and loans to subscribers which provided funds for sub
scriptions to the securities offered during the drive, so the 
subsequent rise in private deposits has been smaller than the 
reduction in War Loan deposits. A reduction of approximately 
2,970 million dollars in Government deposits in reporting 
member banks between July 12 and August 23 was accom
panied by an increase of about 2,160 million dollars in the 
sum of "demand deposits—adjusted” and time deposits. At 
the same time, interbank deposits in the reporting banks were 
reduced by about 690 million dollars. The explanation for 
the disparity between the reduction in Government deposits 
and the growth in other deposits may be found mainly in a 
shrinkage during that period of about 1,300 million dollars in 
total loans and investments of reporting banks, due chiefly to 
the liquidation of loans on Government securities. In addi
tion, public demands for currency were a smaller factor limiting 
the growth in private deposits.
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W A R T I M E  C H A N G E S  I N  F O R E I G N  C E N T R A L  B A N K  R E S E R V E  R E Q U I R E M E N T S

Primarily because of the rapid wartime growth in the 
volume of currency outstanding, the reserve ratio of the 
Federal Reserve Banks has declined from a peak of 91 per cent 
in 1941 to 55 per cent as of August 23, 1944. Since the 
expansion in currency here has its parallel in all parts of the 
world, it may be instructive to examine briefly the wartime 
experience of foreign central banks with regard to their 
reserve requirements.

Traditionally, central banks throughout the world have been 
obligated by law to hold specified amounts of reserves against 
their notes, or against their notes and deposits. Requirements 
have been of essentially two major types. By far the most 
common type, exemplified by requirements of the Federal 
Reserve System, has been the maintenance of a proportional 
legal reserve against notes, or against notes and deposits in 
the same or differing ratios. Generally, this requirement has 
been coupled with the provision that, subject to certain condi
tions such as the payment of a penalty tax, the reserve ratio 
might be permitted to fall below the legal minimum. In some 
cases the legal reserves have consisted only of gold; in other 
cases foreign exchange holdings, generally in specified 
currencies or up to specified percentages, also have been 
included—a practice fostered by the widespread adoption of 
gold exchange standards during the interwar period. The 
second type of reserve requirement was exemplified by the 
Bank of England fiduciary note issue principle, under which 
the central bank was empowered to issue a fixed amount of 
notes covered only by government securities, with all notes in 
excess of that amount covered 100 per cent by gold. In some 
cases the nonfiduciary note issue had to be covered not 100 
per cent in gold but by a smaller per cent. Elasticity was 
usually provided by the provision that the fiduciary issue, 
subject to certain conditions, could be increased.

Although there was a noticeable tendency during the thirties 
for reserve requirements to be relaxed and in certain cases, 
such as Germany, Italy, and Greece, completely suspended, 
nearly all central banks at the outbreak of the war were still 
subject in varying degrees to legal reserve requirements. 
Because of the almost complete elimination, before the war, 
of internal convertibility of notes into gold, the essential func
tion of these reserves, to the degree that they exceeded the 
legal minimum, was to settle balance of payment deficits.

Since the beginning of the war substantial changes, ranging 
all the way from moderate liberalization to complete suspen
sion, have been made in the reserve requirements of many 
foreign central banks. In some countries these changes have 
been motivated by a desire to make the national stock of gold 
fully available to meet an anticipated balance of payments 
deficit arising out of greatly expanded wartime import require
ments. In most cases, however, the changes have been the 
result of actual or anticipated increases in note circulation.

accentuated in some instances by decreases in the monetary 
reserves, which made or would have made the maintenance of 
the preexisting reserve requirements either impossible or 
intolerable. Increases in the deposit liabilities of foreign 
central banks, in those cases where such liabilities had to be 
covered by reserves, have not been an important cause of 
changes in reserve requirements.

The outstanding illustration of a complete break with the 
prewar reserve requirements is provided by the Bank of 
England. In order to centralize all British gold holdings in the 
hands of a single authority and to make them available for use 
in meeting an unavoidable deficit in England’s wartime balance 
of payments, the gold stock of the Bank of England, amount
ing to roughly 280 million pounds, was transferred early in 
September 1939 to the Exchange Equalization Account in 
exchange for Treasury bills. By this step the fiduciary note 
issue of the bank was automatically raised from 300 million 
pounds to 580 million pounds, and since then virtually the 
entire note issue of the bank has been unsecured by gold. 
Moreover, twelve subsequent increases in the fiduciary issue, 
totaling 620 million pounds, have had to be authorized by 
Parliament. In similar fashion, all the gold holdings of the 
Bank of Canada, valued at 226 million dollars, were sold to 
the Canadian Foreign Exchange Control Board on May 1, 1940 
for government securities; simultaneously, the legal reserve 
ratio of 25 per cent gold cover for notes and deposits was 
suspended.

At the outbreak of war reserve requirements were suspended 
by the Bank of France, which had previously required 35 per 
cent in gold against note and other demand liabilities, and by 
the National Bank of Denmark, whose legal minimum reserve 
ratio had been 25 per cent in gold against notes. In occupied 
Belgium, the Nazi-dominated institution which still styles 
itself the "National Bank of Belgium” was "relieved” by the 
German Military Commander in March 1942 of the obligation 
to maintain a 40 per cent reserve in gold and gold exchange 
against notes and deposits.

Other foreign central banks met the problem of greatly 
expanded note circulations (coupled in some cases with 
reduced reserves) either by lowering their legal reserve per
centages or by broadening their definitions of legal reserves. 
For example, in September 1939 the required reserve of the 
National Bank of Rumania, previously consisting of 35 per 
cent in gold and gold exchange against notes and deposits (at 
least 25 per cent in the form of gold), was lowered to 25 per 
cent in gold alone. In December 1941 it was further provided 
that legal reserves could include not only gold but effective 
gold claims as well; the purpose of this provision was to make 
eligible for reserves Rumanian gold holdings that were blocked 
in the United States and Great Britain. In the case of the 
National Bank of Bulgaria legal reserves, which had consisted
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of gold and gold exchange, were broadened in May 1941 to 
include all other foreign exchange, in order to make possible 
the use of large accumulated clearing balances in Germany as 
cover for note and other demand liabilities. The reserve 
requirements of the Nazi-dominated Netherlands Bank were 
similarly altered to permit the inclusion of reichsmark clearing 
balances in legal reserves. Until March 1942 the bank had to 
maintain a legal reserve of 40 per cent in gold behind its 
notes and deposits, but thereafter the bank was permitted to 
include in its reserves foreign balances and "checks, bills, other 
commercial instruments and Treasury certificates payable 
abroad,” the required reserve ratio remaining at 40 per cent. 
Actually, most of the banks gold reserves were removed from 
Holland during the German invasion and they are now under 
the control of the Dutch Government-in-exile. In June 1943 
the fiction of a 40 per cent legal reserve ratio was dropped and 
the bank was authorized thereafter merely to hold such stocks 
of gold and foreign exchange "as are necessary for the settle
ment of foreign payments and for the maintenance of the value 
of the currency.” Another illustration of a widening of the 
concept of legal reserves is provided by the central bank of 
Sweden, the Sveriges Riksbank. Before the war, 85 per cent 
of the gold cover behind the bank’s note issue had to be held 
at home, but in January 1940 the distinction between gold 
reserves at home and abroad was removed in order to enable 
the bank to increase its gold earmarked abroad without reduc
ing its reserve ratio. At the same time the bank was authorized 
to revalue its gold holdings at the market price, rather than 
at the lower parity value, in computing the reserve ratio.

Important changes have also been made with respect to the 
reserve requirements of two Axis central banks adhering to 
the fiduciary note issue principle. Up to March 1941 the 
Bank of Japan was permitted a fiduciary note issue of 2.2 
billion yen; any sum in excess of that amount had to be cov
ered 100 per cent in gold and silver (of which silver could 
not exceed 25 per cent). In that month the distinction be
tween fiduciary and nonfiduciary note issues was abolished 
and an over-all limit of 4.7 billion yen was fixed as the maxi
mum permissible tax-free note issue, to be covered by gold, 
silver, commercial bills, Treasury bills, and government bonds 
(no minimum proportion of gold being specified). This 
limit was raised to 6 billion yen on April 1, 1942, and since 
then further increases are believed to have been authorized 
in view of the rise of the note issue well above that limit. In 
similar fashion the Bank of Finland had been authorized in De
cember 1938 to increase its fiduciary issue from 1.2 billion 
markkaa to 1.8 billion markkaa. A year later the cover for 
the banks nonfiduciary issue, which previously had to be 
gold and specified foreign balances, was broadened to include 
other assets, notably Treasury bills.

Exceptions to the tendencies described in the preceding 
paragraphs are found most notably in Near and Middle East
ern countries and in Latin American countries. Net payments

to these countries by foreign countries (principally belliger
ents), for goods and services have caused an expansion of their 
reserves coincident with the expansion of their money supply 
as a whole, and consequently have tended to increase the 
reserve ratios of the central banks. Therefore, no significant 
alterations in legal reserve requirements have been necessary. 
Similarly, the central banks of the four British dominions and 
of the European neutrals have, in general, shown substantial 
increases in their eligible foreign exchange and gold reserves 
since the beginning of the war, under the influence of an 
active balance of payments, although their reserve ratios have 
not increased so conspicuously or so consistently as those of 
the Near and Middle Eastern and Latin American groups. 
W ith the exception of Canada, however, none of these coun
tries has suspended its reserve requirements, although as noted 
above a slight liberalization was made in the case of the Bank 
of Sweden. (In the case of Canada the bulk of the gold and 
foreign exchange reserves has been held by the Foreign 
Exchange Control Board since May 1940.)

G r o w t h  in  C u r r e n c y  C i r c u l a t i o n  

The primary reason for the relaxation or suspension of 
reserve requirements by foreign central banks, as indicated 
earlier, has been the expansion in their currency circulations. 
The universal rise in currency circulation during the war may 
be explained by (a) the factors increasing the aggregate money 
supply1 in general and (b) the factors causing currency to 
increase faster than deposits. The chief cause of the expan
sion in the aggregate money supply has been, in most cases, 
war or defense financing by governments, to the degree that 
such financing has involved borrowing from the banking 
system; in some cases, expansion has been due primarily to a 
large excess of payments received from abroad over payments 
made abroad. The almost universal tendency for currency to 
rise faster than bank deposits is due to a variety of reasons. 
One such reason is the fact that income payments to wage 
earners, many of whom use cash rather than checks, have 
tended to rise at a faster rate than the total of income pay
ments. Part of the increased currency circulation in most 
countries, moreover, undoubtedly reflects large shifts in popu
lation, disruption of normal trade channels, reduced banking 
facilities in many areas, and increased currency hoarding, 
owing to uncertainties arising out of the war. Black market 
transactions and efforts to reduce taxation by concealing income 
have also been factors in some cases. In summary, then, the 
degree to which currency circulation has expanded in any 
given country during the war has been primarily dependent 
upon the amount of government borrowing from the banking 
system, the character of the country’s international balance 
of payments, and the strength of the factors tending to cause 
a preference for currency relative to deposits.

1The term 'aggregate money supply” includes demand deposits, currency issued by banks and governments, and coin.
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The rate of expansion in the note circulation of central 
banks in 27 countries since the outbreak of the war is pre
sented in the accompanying chart, which is divided for con
venience into six main groups of countries. While all of the 
countries represented in the six groups have experienced 
substantial increases in note circulation, the rate of expansion 
has been most rapid in the Near and Middle Eastern countries 
and in Canada, Finland, and Japan, and least rapid in the 
Latin American group, the United Kingdom, Sweden, and 
Switzerland. (Data for Russia, China, and Greece are not 
available; in China and Greece the note issues are reported 
to have increased several thousand times.) No attempt can 
be made here to account in detail for the different rates and 
patterns of note expansion in the different countries, but 
certain general influences affecting groups of countries can 
be indicated.

Wartime Increase in Central Bank Note Circulation (June 1939=100 per cent)

* Data for the U. S. S. R. and for China are not available. United States 
data include Treasury as well as Federal Reserve notes in circulation, 

t Represents note circulation of Palestine Currency Board.

Among the four major belligerents represented in the first 
group, the rate of expansion in the note circulation in Japan 
has been twice as rapid as that in the United Kingdom, while 
Germany and the United States occupy an intermediate posi
tion. In all four countries government borrowing from the 
banking system has been the principal factor increasing the 
money supply in general, but various special factors as well 
have brought about the different rates of expansion in note 
circulation. The expansion of note circulation in the 
Near and Middle Eastern countries may be attributed largely 
to heavy Allied military expenditures in those countries. An 
exception is Turkey, which has differed from other Near 
Eastern countries in being a neutral (until quite recently); 
for this reason, as well as because it lies partly in Europe, it 
is shown in the group of European neutrals. The expansion in 
the Latin American countries has reflected mainly British and 
American purchases of war materials and foodstuffs. In the 
European occupied countries, note expansion has been 
due largely to the payment of heavy occupation costs and to 
the accumulation of reichsmark clearing claims as a result 
of large net exports to Germany.

FIFTH WAR LOAN DRIVE
The final report on the Fifth W ar Loan drive, issued early 

in August, showed that total subscriptions amounted to 20.6 
billion dollars, thus exceeding by a wide amount the minimum 
goal of 16.0 billion. Comparable totals for previous W ar 
Loans, excluding commercial bank and Treasury investment 
account purchases, were: First, 7.6 billion dollars; Second, 
13.1 billion; Third, 18.3 billion; and Fourth, 16.7 billion. In 
the Fifth drive, as in the Fourth, sales of Savings bonds and 
Savings notes over a two-month period were credited to the 
W ar Loan, while subscriptions to marketable issues were 
accepted within a period of somewhat less than one month. 
The drive figures do not include purchases by Treasury 
investment accounts or commercial banks. Large offerings of 
securities to commercial banks were included in the First and 
Second drives, but were eliminated from the Third and subse
quent W ar Loans.

During the last drive, bank loans on Government securities, 
and bank purchases in the market of securities previously held 
by nonbank investors, were larger than in any of the previous 
drives. Between June 7 and July 12 the weekly reporting 
member banks in leading cities expanded their total loans on 
Government securities by over 1.8 billion dollars, the increase 
amounting to nearly twice that in the Fourth Loan; and their 
holdings of Government securities rose by 4.9 billion dollars, 
compared with an increase of 3.1 billion during the previous 
drive. Funds realized by nonbank investors from bank loans 
and from sales of prior holdings of Government securities, and 
invested in drive issues, played an important role in the attain
ment of the high sales total for the drive. Nevertheless, the
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amount of funds raised from savings of individuals and avail
able funds of corporations appears to have surpassed that of 
any previous drive.

Of the total sales, 6.3 billion dollars represented purchases 
by individuals, whose quota had been set at 6 billion, while 
subscriptions by corporations and other investors amounted to
14.3 billion, compared with a quota of 10 billion. Every class 
of nonbank investor (with the minor exception of brokers 
and dealers, whose subscriptions were restricted) subscribed to 
an amount greater than that in any other drive. Purchases by 
individual investors exceeded those in the previous drive by 1 
billion dollars; insurance companies and mutual savings banks 
purchased 900 million dollars more; and other investors, 2 
billion more.

In the accompanying chart are shown the sales of securities 
in the five W ar Loans, by type of investor, for the entire 
country and for the Second Federal Reserve District, together 
with the percentages of the country’s total sales that were made 
in the Second District. It will be noted that, for every investor 
class but one, Fifth W ar Loan sales in the Second District, as in 
the entire country, surpassed previous records. On the other 
hand, in every category the percentage of Second District 
subscriptions has tended to decline since the First drive. 
This appears to be the result of (1) the gradual absorption 
into War Loan investments of accumulations of idle funds 
centered in New York City at the start of the War Loan drives, 
(2) the increasing proportion of allocations of sales to other 
sections of the country as procedure for such transfers was 
perfected, and (3) the relatively increased effectiveness of sales

Sales of Securities in the Five War Loans, by Type of Investor*
P e rc e n ta g e s  In d ic a te  P ro p o rt io n  of S eco n d  D is t r ic t  to U .  S . T o t a l

* Excludes sales to commercial banks and Treasury investment accounts. 
Sources: Treasury Department and Federal Reserve Bank of New York.

organizations in other regions where the machinery was not 
so well established at the start. However, in the Fifth drive 
as in previous drives, all three States included in whole or in 
part in the Second Federal Reserve District exceeded their 
over-all quotas, despite the fact that their goals for sales to 
individual investors were not reached. New York State 
exceeded its quota by 24 per cent, New Jersey by 17 per cent, 
and Connecticut by 16 per cent.

For the country as a whole, the percentage of total subscrip
tions accounted for by sales to individual investors was 
approximately the same (31 per cent) in the Fifth drive as 
in the Fourth. Of the total subscriptions by individuals, 57 
per cent represented purchases of Savings bonds, compared 
with 71 per cent in the last drive. Sales of Series E Savings 
bonds barely exceeded the quota of 3 billion dollars and fell 
somewhat short of the 3.2 billion total reached in the Fourth 
Loan. This may have been due to the fact that many large 
investors purchased their full calendar year limit of this type 
of security during the earlier drive this year; evidence of this 
is found in the decline in the number of large denomination 
Savings bonds sold. However, the number of Series E Savings 
bonds of all denominations that were sold reached a new high 
record of 72,100,000, indicating the success of the widespread 
sales efforts. About 200,000 units were sold of the new 10 
dollar denomination Series E Savings bond, authorized June 7 
for purchase only by members of the armed forces through 
agencies within their organizations.

About 5.2 billion dollars, or 25 per cent of total subscrip
tions, represented sales of the 2 per cent 8 to 10 year Treasury 
bonds. Although a similar issue had been offered in the Third 
War Loan, it was replaced in the Fourth drive by a 2 V4 per 
cent bond which commercial banks were not eligible to ac
quire. Individual investors and corporations purchased about 
the same amount of the 2 per cent bonds as during the Third 
drive, while savings banks increased their purchases somewhat. 
The next most popular issue was the % per cent certificate of 
indebtedness, sales of which amounted to 4.8 billion dollars, 
primarily to corporations. Sales of Savings notes reached 2.6 
billion dollars, a new high record for a W ar Loan drive. Sales 
of IVz per cent bonds totaled 2.3 billion dollars, which is 
more than was sold during the Fourth Loan, but considerably 
less than during the previous drives. For the first time, 
Treasury notes were included among the War Loan offerings; 
corporations and associations other than insurance companies 
and mutual savings banks took nearly half of the 1.9 billion 
sales of this issue. Sales of Series F and G Savings bonds 
declined to approximately 800 million dollars in this drive, 
apparently because of earlier purchases of the calendar year 
limit.

Subscriptions to Fifth W ar Loan securities by commercial 
banks under the savings deposit formula amounted to 765 
million dollars, and Treasury investment accounts subscribed
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to 593 million; but these amounts were not credited to the 
Fifth War Loan sales. The bulk of the commercial bank sub
scriptions represented the 2 per cent bonds, while the Treasury 
investment account purchases were entirely of the 2Vis. 
During the Fourth drive, commercial bank subscriptions 
totaled 618 million and Treasury investment accounts 350 
million.

INCOME PAYMENTS IN THE 
SECOND FEDERAL RESERVE DISTRICT
Income payments to individuals in the Second Federal Re

serve District are estimated at 22.2 billion dollars in 1943, 
compared with 19.2 billion in 1942 and 13.9 billion in 1939-1 
Continued expansion in activity in most major industry groups 
except construction was responsible for the 16 per cent gain 
last year; in 1942 the rise amounted to 15 per cent, and in 1941 
to 14 per cent. Thus, in the Second District the rate of ex
pansion last year was a little greater than in either of the 
two years preceding, whereas for the entire country the rate 
of increase in 1943 (20 per cent) was less than in either 1941 
(22 per cent) or 1942 (24 per cent).

The fact that the Second Federal Reserve District was slow 
to feel the effects of war production has been pointed out in 
a previous article in this Review.2 The concentration of con
sumer goods industries in New York City and some Upstate 
areas, the importance of trade, finance, and service activities, 
and the prevalence of many small manufacturing concerns in 
the region meant that the District did not respond so readily 
as other sections of the country to the stimulus of war con
tracts. But as activity in the large durable goods industries 
began to spread, through subcontracting, to the smaller plants, 
and as nonmanufacturing industries were drawn into the war 
effort, income payments in the District increased substantially. 
The expansion, however, has lagged considerably behind that 
in the entire country, and, therefore, the District’s share in 
the nations total has declined in each year of the war period.

In New York State, which accounts for an estimated 80 
per cent of total District income payments, the increase be
tween 1939 and 1943 amounted to 54 per cent, which was 
little more than half that for the country. (See accompanying 
table.) In Connecticut and New Jersey, parts of which are in
cluded in the Second District, the gains were 99 per cent and 
85 per cent, respectively. The major gains in income payments 
throughout the country during the war period have come 
from three sources: manufacturing, agriculture, and govern
ment. These three groups as a source of payments are rela
tively less important in New York State than in the country 
as a whole, which explains to a considerable extent the slower 
rate of expansion in this State. Groups that, taken collectively,

Estimates based on revised Department of Commerce data for the 
various States.

2 March 1, 1943.

Income Payments to Individuals by Industrial Source 
United States and New York State 

(Dollar figures in millions)

Industrial source United States New York State
Per cent change, 

1939-43

1939 1943 1939 1943
United
States

New York 
State

Agriculture........................... $ 5,091 $ 13,500 $ 154 $ 325 +165 +111
Mining................................... 1,201 2,098 16 41 +  75 +156
Manufacturing.................... 13,504 41,416 1,907 5,122 +207 +169
Contract construction........ 1,839 4,134 316 306 +125 -  3
Transportation.................... 3,929 7,121 562 881 +  81 +  57
Power and gas..................... 671 779 116 110 +  16 -  5
Communication................... 622 885 152 180 +  42 +  18
Trade..................................... 10,012 15,707 1,708 2,403 +  57 +  41
Finance.................................. 2,573 3,316 703 854 +  29 +  21
Government......................... 6,144 17,212 893 1,662 +180 +  86

6,807 9,916 1,259 1,720 +  46 +  37
Miscellaneous....................... 2,954 4,343 574 784 +  47 +  37

Payroll deductions for
social insurance*......... 524 1,184 91 152 + 126 +  67

Net salaries and wages &
entrepreneurial income 54,823 119,243 8,268 14,234 +118 +  72

Dividends,interest,net rents 11,023 13,448 2,362 2,459 +  22 +  4
Other income payments! . . 4,755 5,410 671 668 +  14 t
Total income payments . . . $70,601 $138,101 $11,301 $17,361 +  96 +  54

Source: United States Department of Commerce.
* Contributions to Social Security and other retirement funds under Government 

contro^.
t Includes direct relief, pensions, compensation for injuries, social insurance 

benefits; in 1943, allowances and allotments paid to dependents of military 
personnel also were included. 

t  Decline of less than one per cent.

accounted for more than half of the income payments in 
New York State before the war—trade, service, finance, and 
property (including dividends, interest, and net rents)—are 
among those that have shown the smallest increases since 1939- 

In per capita payments New York, Connecticut, and New 
Jersey rank high among the rest of the States. According to 
1943 payments, Connecticut was first with an average income 
of $1,452 per person; New York sixth, with an average income 
of $1,340; and New Jersey ninth, with a per capita income of 
$1,282. The average for the country was $1,031.

Indexes of Business

Index
1943 1944

July May June July

Industrial production*, 1935-39 =100 240 236 235 233p
(Board of Governors, Federal Reserve 

System)
Munitions output, 1943 = 100 ....................... 101 115 115 112p

{War Production Board)
Electric power output*, 1935-39 =100........ 192 198 198 197 p

(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 =100 235 235 233p

(Federal Reserve Bank of New York)
Sales of all retail stores*, 1935-39 =100.. . . 165 172 171p

(Department o f Commerce)
Factory employment

United States, 1939 = 100 ........................... 170 159 159 15 8p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100 ................ 160 149 148 145 p
( New York State Dept, o f Labor)

Factory payrolls
United States, 1939 = 100........................... 316 318 318p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100 ................ 284 284 283 274p
(New York State Dept, of Labor)

Income payments*, 1935-39 = 100 ................ 213 231 233p
(Department of Commerce)

Wage rates, 1926 =100.................................... 154 163 164 p
(Federal Reserve Bank of New York)

Cost of living, 1935-39 = 100.......................... 124 125 125 126 p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =100 
(Federal Reserve Bank of New York)
New York City............................................. 69 66 88 90
Outside New York City.............................. 76 72 87 85

* Adjusted for seasonal variation. p Preliminary.
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Department store sales in this District during August were 
the largest on record for that month and approximately 15 per 
cent greater than in August a year ago. The seasonally adjusted 
index held close to the high for July; for the year to date, the 
index has averaged 8 per cent above the corresponding period 
in 1943.

The dollar volume of sales thus far this year indicates that 
the annual total will reach the all-time record of around 785 
million dollars— a figure 240 million dollars, or almost 45 per 
cent, above that for 1939. The accompanying chart shows 
that virtually the entire gain during the five-year period has 
occurred in cash purchases. The rapid rise in consumer in
comes, together with consumer credit regulations, has been 
the principal cause of the increase in cash payments. These 
transactions in Second District department stores now amount 
to approximately 570 million dollars annually, or 72 per cent 
of total store sales, compared with 335 million, or 61 per cent 
of total sales, in 1939-

Although total credit sales currently are about the same as 
in 1939, they have contracted sharply since 1941. Instalment 
sales rose 30 per cent between 1939 and 1941, and the annual 
total of 55 million dollars for the latter year established a new 
record. The decline that took place in 1942 reflected both re
strictions on the extension of instalment credit (imposed by 
Regulation W  on September 1, 1941) and shortages in many 
lines of durable goods. The downward tendency in instalment 
sales has continued since 1942, and the total for this year is 
now estimated at 40 million dollars, or only 5 per cent of all 
department store sales. Charge account sales increased 18 per 
cent between 1939 and 1941, reaching a peak of 200 million

DEPARTMENT STORE TRADE

Department Store Sales by Type of Transaction Second Federal Reserve District

100

0

_  Charge __
Account

S a les
Ena |  EH I ™  p .  3 S 9 |  EE  |
1939 1940 1941 1 9 4 2  1 9 4 3  1 9 4 4 *

dollars in the latter year. The broadening, in May 1942, of 
Regulation W  to include charge accounts was largely respon
sible for a decline in total charge account sales for that year; and 
a further decrease, to 175 million dollars, occurred in 1943. 
So far this year such sales have continued at approximately the 
same rate as in 1943, and have accounted for about 23 per 
cent of total department store sales.

Because of the exceptionally large volume of instalment ac
counts outstanding in 1941, receivables of department stores 
in this District reached a record high level in that year. In 
1942, however, considerable improvement occurred in the 
rate of collections, and receivables declined fairly sharply. 
Since 1942, the collection ratios have changed very little. In
stalment receivables have declined, as sales have contracted, 
while charge accounts outstanding have shown no significant 
change. At the close of July this year, about 65 per cent of 
the accounts outstanding were for charge account purchases, 
compared with 55 per cent on the corresponding date of 1941. 
Charge accounts are now being paid up in slightly less than 2 
months on the average, compared with 7 months for instalment 
accounts; the corresponding averages in 1941 were about IVi 
months for charge accounts and about 10 months for instal
ment accounts.
Department and Apparel Store Sales and Stocks, Sccond Federal Reserve 

D istrict, Percentage Change from the Preceding Year

Locality
Net Sales

Stocks on 
hand 

July 31, 1944July 1944
Ja:a. through 

July 1944

Department stores, Second District......... +  4 +  8 +  4
New York City.......................................... +  6 +10 +  4
Northern New Jersey............................... +  4 +  2 +  5

Newark . . . ............................................. +  4 0 +  6
Westchester and Fairfield Counties . . . . -  7 -  3 -  7

Bridgeport............................................... -1 2 -  7 -1 6
Lower Hudson River Valley.................... +  7 +15 +16

Poughkeepsie.......................................... +  4 +14
Upper Hudson River Valley.................... -1 1 -  1 -  1

-  8 +  3 —
Schenectady............................................ -1 5 -  5 -  3

Central New York State........................... +  5 +  9 +  6
Mohawk River Valley.......................... -  1 +  1 +  2

+  1 +  4
+  9 +14 +  8

Northern New York State....................... +12 +  8 ..,
Southern New York State........................ +  3 +  6 +  3

Binghamton.............. ........................... +  1 +  6
Elmira...................................................... +11 +  9 —

Western New York State......................... +  3 • +  6 +  3
0 +  6 +  4

Niagara Falls......................................... -  4 0 +  8
Rochester................................................. +  9 +  7 +  1

Apparel stores (chiefly New York City) +  3 +  7 +  9

Indexes of Department Store Sales and Stocks 
Second Federal Reserve D istrict

* Estimated on basis of sales in first seven months.
Source: Federal Reserve Bank of New York.

Item
1943 1944

July May | June July

1935-39 average =  100
Sales (average daily), unadjusted................. 91r 141 131 99
Sales (average daily), seasonally adjusted. . 136r 149 141 147

1923-25 average =100
Stocks, unadjusted........................................... 106 i:.8 113 110
Stocks, seasonally adjusted............................ 117 i:.6 118 121

Revised.
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Index of Physical Volum e of Industrial Produc
tion, Adjusted for Seasonal Variation  

(1 9 3 5 -3 8  average= 1 0 0  per cent)

Indexes of the Cost of Living as Compiled by  
Bureau of Labor Statistics. L a st M onth in 

Each Calendar Quarter through Septem
ber 1940, M onthly Thereafter (1 9 3 5 -3 9  

a v e r a g e s  100 per cent)

M em ber Bank Reserves and Related Item s 
(L atest figures are for A u gu st 16)

Member Banks in Leading Cities. Demand D e
posits (A d ju sted) Exclude U . S . Government 

and Interbank Deposits and Collection 
Item s. Governm ent Securities Include 

Direct and Guaranteed Issues (L atest  
figures are for A u g u st 16)

General Business and Financial Conditions in the United States 
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL production and employment declined slightly further in July. Wholesale commodity 
prices generally continued to show little change, while the cost of livng increased somewhat.

In d u s t r ia l  Pr o d u c t io n

Output at factories and mines continued to decline slightly in July and the Board’s seasonally 
adjusted index was 233 per cent of the 1935-39 average as compared with 235 in June. The 
decrease in industrial production largely reflected small declines in a number of industries due to 
continued minor readjustments in the munitions program and to manpower shortages.

Output of steel and of nonferrous metals declined further in July to levels respectively 8 per 
cent and 20 per cent below the high levels of last autumn. A small decrease in activity in trans
portation equipment industries reflected partly the indirect effects of manpower shortages in 
foundries and continued readjustments in the shipbuilding and aircraft industries. In August 
a cutback in aircraft production was announced which was expected to result in the immediate 
release of 20,000 aircraft workers and the gradual release of 100,000 more during the balance 
of this year.

Production of manufactured dairy products and meats, after allowance for seasonal change, 
was maintained in July while output of other food products declined slightly. Cotton consump
tion showed little change from the rate of the last two months. Activity in the rubber products 
industry continued to decline slightly in July and supplies of heavy truck and bus tires available 
for civilians during the third quarter were substantially below estimated needs. Output of 
chemicals likewise continued to decline slightly.

Crude petroleum output and metal mining were maintained in large volume during July. 
Coal production dropped 5 per cent from the level of the preceding month, but for the year 
through August 12 was approximately 8 per cent above the corresponding period of last year, 
reflecting uninterrupted operations, longer working hours, and a great expansion of strip mining.

So far this year the value of construction contracts awarded, as reported by the F. W. Dodge 
Corporation for 37 States, has fluctuated around 160 million dollars a month— the lowest level 
since early 1935.

D is t r ib u t io n

Department store sales declined considerably less than is usual in July, and have continued 
in August at a higher level than a year ago.

Freight carloadings continued to rise in July and were maintained at a high level during the 
first two weeks in August. There were considerable increases in shipments of grain, forest 
products, and miscellaneous freight, offset partly by a small decrease in coal shipments.

A g r ic u l t u r e

Dry weather during July in the east central area has reduced somewhat national prospects 
for corn, hay, and potatoes. Aggregate crop production, however, is likely to exceed last year by
5 per cent, reflecting chiefly a record wheat crop 35 per cent larger than last year.

Total production of all feed grains is estimated at 112 million tons compared with 115 
million tons produced in 1943. While hay production, except in the drought areas, has been 
large, it will provide a smaller supply per animal unit than has been available in any of the last
6 years.

Crop prospects for most fruits and vegetables, except potatoes, are better than last year. 
Tobacco production is indicated as being above average and cotton yields may be good as dry 
weather has held the boll weevil in check.

Ba n k  Cr e d it

In the five weeks following the close of the Fifth War Loan Drive, loans by banks for pur
chasing and carrying U. S. Government securities declined sharply; calls on War Loan deposits 
and subsequent Treasury expenditures increased adjusted demand deposits and consequently 
required reserves; the rapid outflow of currency into circulaton was renewed; and excess reserves 
declined.

In the five weeks from July 12 through August 16 loans to brokers and dealers for purchas
ing and carrying Government securities declined 500 million dollars to about the pre-drive level. 
Loans to others for purchasing and carrying Government securities declined about the same 
amount, but are still considerably larger than before the drive. Commercial loans continued to 
show little change.

Treasury War Loan balances at all depositories declined in the five-week period by 2.7 billion 
dollars. At weekly reporting banks, Government deposits fell by 2.2 billion during the same 
period and adjusted demand deposits increased by 1.4 billion. Time deposits continued the 
steady increase that has been in progress for more than a year.

Following a slackened rate of outflow during the War Loan drive, currency renewed its 
rapid outflow and in the next few weeks increased at a rate of about 500 million dollars a month. 
The resulting drain on bank reserves and the increase in required reserves were met in part by 
purchases of Government securities by the Reserve Banks and in part by a decline in excess 
reserves.

Weekly average excess reserves of all member banks declined about 300 million dollars 
from their peak during the War Loan drive and amounted close to 1.1 billion dollars in mid- 
August. The rate of decline was about the same at reserve city and at country banks.
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O f Credit and Business Conditions
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M O N E Y  M A R K E T  I N  S E P T E M B E R

The heavy flows of funds characteristic of Federal income 
tax periods have occurred again during the past month. Income 
tax collections amounted to approximately 4.5 billion dollars up 
to the end of September, writh substantial additional amounts 
still to be cleared during the early part of October. Actual 
cash payments totaled approximately 3.3 billion dollars, while 
payments in the form of Treasury Savings notes amounted to
1.2 billion or about 27 per cent of the total. Because of the 
high rate of Government expenditures, however, there were 
only a few days on which tax collections exceeded Govern
ment disbursements; in the week ended September 20 Treas
ury balances with the Reserve Banks increased by more than 
300 million dollars, but subsequently disbursements exceeded 
tax collections and the Treasury balance was drawn down again.

On September 15, before the clearance of tax checks reached 
its maximum volume, Treasury disbursements substantially 
exceeded receipts because of two factors: interest payments on 
the Government debt and cash redemptions of maturing 
securities which were not exchanged for new issues. Interest 
payable on September 15 amounted to about 500 million 
dollars (not all of which was actually cleared on that day, 
however), and cash redemptions of Treasury notes and certi
ficates of indebtedness were in excess of 100 million dollars.

Because of the large receipts from taxes, the Treasury was 
able to suspend withdrawals of funds from War Loan deposit 
accounts in the banks after September 16, and did not resume 
such withdrawals until September 28—and then on a limited 
scale as tax checks were still being collected in substantial 
volume.

As usual, the heavy flows of funds during the tax period 
fell disproportionately on the New York City banks. Before 
and during the tax period there was an outflow of business 
funds to other parts of the country, associated in part with a 
seasonal flow of funds to the interior, presumably to finance 
the marketing of crops, and in part with transfers of corpora
tion funds from New York City to other districts to meet in
come tax payments. In addition, there was some corporation 
selling in the New York market of Government securities, 
chiefly certificates of indebtedness, to raise funds for tax pay
ments. For the month as a whole, the New York City banks

sustained a net loss of funds through Treasury operations and 
they, like other banks, continued to be subject to public de
mands for currency and to increasing reserve requirements.

A substantial amount of Federal Reserve credit was required 
to meet the needs of individual banks for reserves, although 
all member banks continued to hold between 800 million and
1 billion dollars of excess reserves during the month. Between 
August 30 and September 27, total Federal Reserve credit out
standing increased by 776 million dollars. The funds were 
supplied largely through direct purchases of Treasury bills 
from banks in need of reserves, but partly through purchases 
of Treasury certificates of indebtedness in the market, and at 
times through loans to member banks. Total holdings of 
Treasury bills by the Reserve Banks increased 528 million 
dollars, and certificates of indebtedness 161 million dollars, 
while Reserve Bank holdings of Treasury notes and bonds 
were reduced by 13 million and 26 million, respectively, reflect
ing market demands for those types of securities.

The demands for Federal Reserve credit were concentrated 
to a considerable extent in New York City, because of the 
disproportionate losses of funds by the New York City banks 
through the outflow of commercial funds and Government 
transactions, as well as currency and other demands. The 
weekly reporting New York City banks made net sales of 
420 million dollars of Treasury bills to the Reserve Bank dur
ing the three weeks ended September 20, which reduced their 
bill holdings to 558 million dollars, but in the following week 
they were able to increase their holdings by 134 million.

I m p a c t  o f  t h e  W a r  o n  t h e  N e w  Y o r k  M o n e y  M a r k e t

An article under this heading in the August 1943 issue of 
this Review pointed out that the New York City banks had 
been subject to a very heavy drain on their reserves since the 
beginning of the war, which had been due in large part to a 
substantial excess of Treasury sales of securities and tax col
lections over Government disbursements in New York, but 
partly to the almost continuous public demands for currency, 
to business withdrawals of funds from their New York bal
ances prior to 1943, and to net losses of funds through gold 
and foreign account operations in 1943. As a result of these
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developments, the New York City banks by the middle of
1943 had lost approximately half of their reserves and no 
longer held any appreciable amount of excess reserves, while 
banks in other parts of the country on the whole had 
gained reserves in substantial volume, and continued to hold 
fairly sizable amounts of excess reserves. Correspondingly, 
the growth of deposits in other parts of the country had been 
far more rapid than in the New York City banks.

In general, the same tendencies have continued during the 
past year, but the rates at which the various major factors have 
affected the reserves of the banks in this District have changed 
materially in some cases, and the disparities between changes 
in the reserves and deposits of New York City banks and other 
member banks have been less wide. As the first of the accom
panying tables indicates, the net loss of funds to banks in this

Factors of Gains and Losses of Reserve Funds to Member Banks 
in the Second Federal Reserve District 

(In millions of dollars)

1941 1942 1943

1943 
(through  

Sept. 22)

1944  
(through  

Sept. 20)

Treasury transaction s....................... -  490 -2 ,2 6 0 -4 ,4 3 0 -3 ,4 5 0 -1 ,5 8 0

Com m ercial and financial trans
actions ................................................... - 1 ,7 4 0 -1 ,9 3 0 + 1 ,0 8 0 + 1 ,3 9 8 -  305

Currency m ovem en ts........................ -  510 -  680 - 1 ,0 0 0 -  590 -  620

G old and foreign account trans
actions ................................................... +  760 +  650 -  210 -  210 -  650

N onm em ber and other deposit 
accou n ts............................................... — +  150 +  50 5 -  20

Reserve B ank transaction s............ +  60 + 3 ,4 6 0 + 3 ,7 5 0 + 1 ,9 2 0 + 3 ,3 1 5

M em ber bank reserve balances. . - 1 ,9 2 0 -  610 -  770 -  940 +  140

District through Treasury transactions from the beginning of
1944 through September 20 was somewhat over i y 2 billion 
dollars, compared with nearly 3 Vi billion in the correspond
ing period in 1943. The volume of Government checks 
deposited in banks of the District has been larger in 1944 than 
in 1943, and of the total funds obtained by the Treasury 
through the sale of Government securities, a smaller propor
tion has been raised in the District this year than last (not 
because of reduced sales in the Second District, but because 
of greater increases in sales in other parts of the country).

On the other hand, commercial and financial transfers have 
resulted in a relatively small outflow of funds from the Dis
trict thus far this year, whereas in the corresponding period 
last year there was a substantial flow from other parts of the 
country. The demand for currency has been of much the same 
magnitude this year as last, but gold and other foreign account 
transactions have resulted in a considerably greater loss of 
funds to banks in this District for the elapsed portion of 1944 
than in the similar period last year.

A substantially greater volume of Federal Reserve credit 
has been needed to maintain the reserves of Second District 
banks at the required levels than was the case in 1943—about
3.3 billion dollars this year, compared with 1.9 billion last 
year. The disparity has been due, not so much to a greater

Changes in Reserve Balances of Member Banks 
Since December 31, 1940 

(In millions of dollars)

Dec. 31, 
1940

D ec. 31, 
1943

Sept. 20, 
1944

Change

D ec. 31, 
1940  

to
Dec. 31, 

1943

Dec. 31,
1943

to
Sept. 20,

1944

Second Federal Reserve D istrict. . 7,557 4 ,264 4,401 -3 ,2 9 3 + 1 3 7
Central reserve New York C ity . . 7,062 3,601 3,700 - 3 ,4 6 1 +  99
Other Second D istrict....................... 495 663 701 +  168 +  38

Other Federal Reserve D istricts. . 6,469 8 ,622 9,044 + 2 ,1 5 3 + 4 2 2

United States t o ta l ..................... 11,026 12,886 13,445 -1 ,1 4 0 + 5 5 9

loss of funds through the total of all of the transactions men
tioned above, as to other factors. First of all, the New York 
City banks at the beginning of 1943 still held approximately 
V2 billion of excess reserves, whereas at the beginning of 1944 
they had very little. Furthermore, in the early part of 1943, 
the elimination of reserve requirements against Government 
W ar Loan deposits released a substantial amount of reserves 
and there has been no development having such an effect in 
1944.

After losing nearly half of their reserves between the end 
of 1940 and the end of 1943, the New York City banks have 
increased their reserves slightly this year, as the second table 
indicates. This increase has been necessary to cover a moder
ate rise in their reserve requirements incident to the growth 
in their deposits. Other banks in the Second District had a 
substantial increase (proportionately) in their reserves during 
the three years 1941-43, and they have had a further small 
increase this year. Member banks in other Federal Reserve 
districts, after gaining reserves rapidly up to the end of 1943, 
largely at the expense of New York City banks, have gained 
reserves somewhat less rapidly in 1944.

The final table shows the relative growth in deposits of 
member banks in the Second Federal Reserve District and in 
other districts since the end of 1940. As the data indicate, 
New York City banks had an expansion of 31 per cent in 
their total deposits between the end of 1940 and the end of
1943, whereas the deposit growth for other member banks in 
this District was nearly 67 per cent, and for all other Federal

Changes in Total Deposits of Member Banks 
Since December 31, 1940 

(Dollar amounts in millions)

Percentage
increase

D ec. 31, 
1940

D ec. 31, 
1943

A u g .
1944*

Dec. 31, 
1940  

to
D ec. 31, 

1943

D ec. 31,
1943  

to
Aug.
1944

Second Federal Reserve D is tr ic t . . 
Central reserve N ew  York C ity . . . 
Other Second District..........................

$21,186
17,744

3,442

35 ,244

$28,990
23 ,256

5,734

63 ,272

$ 31,441  
25,049  

6,392

70 ,217

3 8 .8
3 1 .1
6 6 .6

8 .5
7 .7

1 1 .5

Other Federal Reserve D istricts. . . 7 9 .5 1 1 .0

United States t o ta l ........................ $56 ,430 $92,262 $101,658 6 3 .5 1 0 .2

* Daily average for the month.
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Reserve districts nearly 80 per cent. For the first eight months 
of 1944, the disparity was much less wide—the growth of 
deposits of New York City banks was at least two-thirds 
as great as the increase either in other banks in the District 
or in all other districts. The increase in Second District banks 
outside New York City was slightly greater than the aver
age for banks in other districts. The diminishing disparity 
between New York City banks and other member banks may 
be attributable at least partly to a less uneven distribution of 
Government expenditures in various parts of the country, and 
in part to the increasing success in selling Government securi
ties in other parts of the country during War Loan drives.

NEW CORPORATE FINANCING
The upward tendency in the volume of corporate financing 

through new security issues, which has prevailed for more 
than a year, has recently been sharply accelerated. A prelimi
nary compilation of the new issues publicly offered or privately 
placed during the month of September indicates that the 
months total, at $442,000,000, was the largest of any month 
in nearly eight years; for the three months ended September 
30 the aggregate of $899,000,000 was the greatest for any 
quarter since 1940.

Although the bulk of the new financing continued to be 
for refunding purposes, the monthly average for new capital 
raised during the past quarter exceeded that of any other 
quarter in the last two years and compared favorably with 
monthly averages for the years immediately preceding this 
country’s entry into the war. (See accompanying chart.) If 
the present tendency continues, which seems likely in view of 
announcements of forthcoming new issues, total new financing 
for the entire year 1944 may exceed $2,500,000,000, the aver-

Monthly Average Volume of Domestic Corporate Security Issues for Refunding and for New Capital*

Year Quarter Quarter
1943 1944

* Figures for September in third quarter of 1944 estimated by Federal 
Reserve Bank of N ew  Y ork.

Sou rce: Com m ercial and Financial Chronicle .-

age annual figure for the period 1939-41. In each of the first 
two years that this country was at war, corporate financing 
amounted to about $1,050,000,000.

Refunding operations of public utility companies account 
for about one third of the increase in refunding issues that 
occurred in the first eight months of 1944, compared with 
the corresponding eight months of 1943. Railroads and the 
metals industries also were responsible for a substantial part 
of the advance.

More than half of this year’s increase in the total amount 
of new capital financing resulted from operations of com
panies classified by the Commercial and Financial Chronicle 
as "other industrial and manufacturing” and "miscellaneous”. 
The remainder of the increase was accounted for chiefly by 
the railroads and the oil group.

A large number of operating utilities which were not in 
a position to undertake refunding measures before the war 
apparently are financially stronger now and are taking advan
tage of the continued low interest rates to reduce charges on 
funded debt. Other utilities have announced plans for redis
tributing control under the terms of the Holding Company 
Act, which in some cases have involved new financing. Some 
industrial companies are expected to float new issues to 
obtain capital for postwar needs, while others may be influ
enced by low interest rates to refund outstanding issues. As 
restrictions on obtaining materials are removed, the railroads 
may place larger amounts of equipment trust certificates on the 
market.

Despite the increased volume of corporate financing, the 
demand for new issues continues to be strong and flotations 
are quickly absorbed by investors. It is expected, however, 
that offerings will diminish in volume during the coming 
Sixth War Loan drive.

FOREIGN EXCHANGES
Accompanying the Allied liberation of part or all of several 

European countries and the invasion of parts of Germany, a 
number of currency arrangements and the relative rates of 
exchange to be used tentatively by the Allied forces were 
announced during the past month. Acccording to statements 
issued jointly by the United States Treasury and War Depart
ments, officials of the United States and British Governments 
and representatives in London of the Belgian and Netherlands 
Governments completed arrangements some time ago for sup
plying the liberating forces with the currencies of the liberated 
countries at established rates of exchange. The Belgian franc 
has been fixed at a rate of 43.773 to the dollar, or equivalent 
to $0.0228 per franc. Compared with the level prevailing 
prior to the suspension in May 1940 of New York trading in 
Belgian exchange, the new rate represents a depreciation of 
slightly over 30 per cent. In terms of pounds sterling, the 
Belgian franc has been fixed at 176% francs to the pound.
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Inasmuch as Belgian currency was in general use in Luxem
bourg before the war and the currencies of the two countries 
were freely interchangeable, the exchange rates established for 
the Belgian franc have also been made applicable in Luxem
bourg, at the instance of the Luxembourg Government.

The Netherlands Government has selected rates of 2.64957 
guilders to the dollar—equivalent to $0.3774 per guilder—and 
10.691 to the pound sterling. These rates also represent a 
depreciation of about 30 per cent from the pre-invasion level.

Press reports have indicated that Allied occupation marks 
have been issued at the rate of 10 to the dollar (equivalent 
to 10 cents a mark) and at 40 to the pound. Although the 
"free” mark was quoted at about 40 cents prior to the freezing 
of German accounts in this country, the registered mark which 
had more limited uses was then quoted in New York at around

S U R V E Y  O F  O W N E R S H I P  O F  B U S I N E S S  A N D

In continuation of the Reserve System program of surveys, 
at approximately six-month intervals, of the ownership of 
demand deposits of individuals, partnerships, and corpora
tions, this bank has compiled reports from 137 member banks 
in the Second Federal Reserve District, as of the end of July 
1944. The deposit accounts classified by the banks were the 
larger accounts, the minimum size of account classified vary
ing according to the size of bank, as indicated in Table IV. 
Classified accounts represented 65 per cent of the total dollar 
volume of total demand deposits of individuals, partnerships, 
and corporations in the cooperating banks.1 These surveys 
contribute substantially to an understanding of the character 
of the wartime growth in bank deposits, and are useful to the 
banks in analyzing the types of accounts in which changes in 
their deposits are occurring.

The changes since July 1943 and February 1944, as re
ported by 106 identical banks, may be seen in Table I. Since 
the W ar Loan drives absorb large amounts of these deposits, 
the level of deposits at specific times depends, to a great extent, 
upon the relationship of the dates of the deposit surveys to the 
War Loan drives. This fact must be kept in mind when the 
figures for the three dates are compared, since the last two dates 
were just after the Fourth and Fifth W ar Loans, whereas the 
one in 1943 preceded the Third W ar Loan by a little more than 
one month. Between February and July 1944, the larger deposit 
accounts (those classified by the banks) increased less than
1 Vz per cent and remained about 5 per cent below a year ago. 
The rise between February and July was due mainly to growth 
in deposits of trade accounts and financial businesses other than 
insurance companies. The manufacturing and mining group

1 Approximately the same banks reported in this survey as in the 
February 1944 survey, the results of which were published in the 
April 1 issue of this Review. Results of the two previous surveys were 
discussed in the July 1943 and the October 1943 issues, and those for 
the country as a whole have been published from time to time in the 
Federal Reserve Bulletin.

12 cents, and various other types of marks at rates ranging 
from about 4 to 17 cents.

In the New York foreign exchange market, the only fluc
tuations of any consequence in recent months have occurred 
in the unofficial quotation for the Canadian dollar. Appar
ently reflecting some slackening in demand for Canadian securi
ties on the part of American investors, the Canadian dollar 
declined in the unofficial market here, to be quoted on Sep
tember 12 at $0.8875—the lowest since last December. Sub
sequently, there has been some recovery but the present rate, 
at $0.89871/2, is still more than one cent below the 1944 high 
reached in May. Among the other Western Hemisphere cur- 
encies, the free Argentine peso has held fairly steady around 
$0.2500, despite the political tension between Argentina and 
the United States.

P E R S O N A L  D E M A N D  D E P O S I T S  J U L Y  1 9 4 4

and the public utilities, transportation, and communications 
group showed further reductions in bank balances. Insurance 
companies’ deposits and trust funds of banks changed very 
little in the six-month period and were substantially smaller 
than in July 1943. Large personal deposits declined slightly 
further. The smaller, unclassified deposits, which represent 
mainly accounts of individuals and unincorporated businesses, 
showed a greater increase than the classified deposits since 
February and were larger than a year ago. It would appear 
that the W ar Loan drives have not been as successful in 
reaching these smaller deposits as they were in tapping large 
deposit accounts.

Table I
Demand Deposits o f Individuals, Partnerships, and Corporations,

Classified by Type of Owner, in 106 Banks in the Second Federal 
Reserve District, July 1943, February 1944 , and July 1944  

(In millions of dollars)

Type of owner July 1943 Feb. 1944 July 1944

Manufacturing and mining.......................... 4,761 4,578 4,538
Public utilities, transportation, and com

munications ................................................. 1,071 1,033
m'
981

Retail and wholesale trade and dealers in 
commodities................................................ 629 590 701

All other nonfinancial business, including 
construction and services......................... 282 283 306

All financial business*, other than insur
ance companies and trust funds of banks 507 421 506

Total............................................. 7,250 6,905 7,032

Insurance companies..................................... 672 545 542
Trust funds of banks..................................... 473 351 347

Nonprofit organizations................................ 129 133 130

Personal (including farmers)....................... 565 555 550

Total classified deposits................................ 9,089 8,489 8,601

Total unclassified deposits............................ 4,540 4,586 4,752

Total demand deposits of individuals, 
partnerships, and corporations............... 13,629 13,075 13,353

* Including investment, loan, insurance agency, and real estate businesses, etc.

C o r p o r a t e  a n d  O t h e r  B u sin esses 

For the first time an effort was made in the July survey to 
obtain a breakdown of business deposits to show the relative
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tionship existed for all groups of depositors but it was most 
pronounced for the manufacturing and mining and public 
utility groups. No doubt many noncorporate accounts are 
smaller than the minimum balances classified by the reporting 
banks, and are therefore included among unclassified deposits 
( shown at the bottom of the table).

The distribution of corporate and noncorporate accounts 
at the end of July 1944 in the different size banks reporting 
in the survey (Table III) shows that the proportion of corpo
rate accounts, as might be expected, was greater the larger 
the bank, and was especially high in the manufacturing and 
mining group and the public utilities, transportation, and 
communications group. For trade accounts and nonfinancial 
businesses other than those specifically mentioned the non
corporate accounts in banks with deposits of less than 10 
million dollars were larger in the aggregate than corporate 
accounts. In general, the smaller banks have a considerably 
greater proportion of personal deposits and deposits of unin
corporated businesses than the larger banks, even when allow
ance is made for the probable ownership of unclassified 
accounts.

Distribution o f  Deposits by Size o f  A ccount  
and by Size o f  Bank 

In general, the variation in the proportions of classified 
deposits held by various types of owners in different size 
banks remained about the same in the present survey as in 
that of last February. As indicated in Table IV the distribu
tion of the classified accounts varied sharply from one deposit 
range to another within each group of banks and among banks

Table III
Percentage Distribution, by T ype o f Owner, of Classified Demand Deposits of Individuals, Partnerships, and Corporations,

According to Corporate and Other Accounts in Different Size Banks, Second Federal R eserve D istrict, July 1944

Size of bank measured by range of deposits in millions of dollars

Under 1 1-10 10-50 50-250 Over 250
Type of owner (30 banks) (69 banks) (18 banks) (8 banks) (12 banks)

Corporate Other Corporate Other Corporate Other Corporate Other Corporate Other

Manufacturing and mining.................................... 12.5 4.2 27.0 3.6 42.0 1.5 43.7 6 .0 53.3 0 .4
Public utilities, transportation, and communi

cations ..................................................................... 2 .8 0.7 4.3 0.3 10.3 0.1 Ff 8.4 0.1 12.0 0.1
Retail and wholesale trade and dealers in com-

6 .2 16.7 10.2 11.3 12.5 3.4 9.1 3.2 6.9 0.4
All other nonfinancial business, including con

struction and services.......................................... 2.1 7.6 3.3 3.8 4 .5 1.6 3.2 0.9 3.1 0.2
All financial business* other than insurance

companies and trust funds of banks................ 0 .7 1.4 4 .2  ; 1.6 4.4 1.6 4.6 1.3 3.9 1.8

Total................................................................ 24.3 30.6 49.0 20.6 73.7 8.2 69.0 11.5 79.2 2.9

Insurance companies................................................ t 0.9 2 .9 4 .5 6i.6
Trust funds of banks............................................... t 2 .0 2 .6 2 .3 4:.2
Nonprofit organizations........................................... 2 .1 3 .2 3.0 2 .8 1.4

Personal....................................................................... 43.0 24 .3 9 .6 9 .9 5».7
(a) Farmers........................................................... 17 .4 3 .5 t t
(b) Other personal accounts.............................. 25.6 20.8 t 1 t

Total classified deposits.......................................... 100.0 100.0 100 .0 100.0 100.0

Classified deposits as percentage of total de
mand deposits of individuals, partnerships,
and corporations................................................... 73 .5 65 .3 63 .6 73 .0 65;.o

* Including investment, loan, insurance agency, and real estate businesses, etc. 
t  Less than one tenth of one per cent, 
i  Not reported.

Estim ates of Demand Deposits of Individuals, Partnerships, and Corpora
tions, Classified by Type of Owner, for A ll M em ber Banks in 

Second Federal R eserve D istrict, July 1944*

Table II

Type of owner
Millions of dollars

Per cent of 
total deposits

Corporate Other Corporate Other

Manufacturing and mining................... 5,407 148 32.5 0.9
Public utilities, transportation, and

communications................................... 1,189 17 7.2 0.1
Retail and wholesale trade and dealers

in commodities.................. .................. 841 197 5.1 1.2
All other nonfinancial business, includ

ing construction and services. . . . . . 356 73 2.1 0.4
All financial business f  other than in

surance companies and trust funds
of banks................................................. 436 193 2.6 1.2

Total................................................... 8,229 628 49.5 3.8

Insurance companies............................. 608 3. 7
Trust funds of banks.............................. 401 2. 4

Nonprofit organizations......................... 191 1. 1

Personal (including farmers)................. 902 5.4

Total classified deposits......................... 10,959 65.9

Total unclassified deposits..................... 5,663 34. 1

Total demand deposits of individuals,
partnerships, and corporations......... 16,622 100.0

* Estimated on basis of 137 banks in survey.
t Including investment, loan, insurance agency, and real estate businesses, etc.

amounts in accounts of incorporated and unincorporated busi
nesses—the latter including partnerships and self-employed 
proprietors. The estimated distribution of total demand de
posits of individuals, partnerships, and corporations in all 
member banks in the Second District at the end of July 1944 
(based upon data for banks reporting in the survey) indicate 
that total classified corporate accounts were many times larger 
than noncorporate business accounts (Table II) . This rela-
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of different sizes. As might be expected, the proportion of de
posits owned by manufacturing and mining industries rose in 
direct relationship to the size of the account reported, and there 
was the same ascending tendency in public utility accounts. 
On the other hand, the trade accounts and personal accounts, 
in general, showed the reverse tendency. In banks with 
deposits of under 1 million dollars, farmers’ accounts made 
up a considerable portion of the classified personal accounts.

In attempting to estimate from these deposit classifications 
the ownership distribution of deposits of all banks in the 
District, it should be borne in mind that limiting the classifica
tion to the larger accounts in the different groups of banks 
tends to overemphasize the importance of the balances of 
large business organizations and to minimize the importance 
of personal and small trade accounts. Undoubtedly a sub
stantial part of the unclassified accounts falls into the last two 
categories. Also, it should be remembered that the break
downs covering the lower ranges of deposits are based upon 
data supplied by the smaller institutions, while those for de
posits over 100 thousand dollars are based upon data supplied 
by the larger banks. For example, deposits within the range 
of 3 to 10 thousand dollars in the larger banks may differ 
significantly from the distribution of the deposits within this 
range in the smaller banks. Nevertheless, it is very probable 
that for the larger banks the distribution of deposits within 
the 3 to 10 thousand dollar range is closer to that of deposits 
within this range for the smaller banks than it is to the dis
tribution of their own deposits of more than 100 thousand 
dollars. It is at least safe to conclude that a much greater

proportion of total demand deposits of all member banks in 
the District consists of business accounts than of personal 
accounts, and that corporate accounts represent a much larger 
proportion than accounts of unincorporated businesses; also 
that further growth in deposits during the past year has been 
largely confined to the distributive trades and to the smaller, 
unclassified accounts—probably mainly deposits of individuals 
and unincorporated businesses.

FINANCING WAR CONTRACT TERMINATION
On September 12, 1944, the Board of Governors of the 

Federal Reserve System announced the inauguration of a pro
gram of guaranteed loans and commitments pursuant to the 
Contract Settlement Act of 1944 and General Regulation No. 1 
of the Office of Contract Settlement. Under the program, 
termination (T ) loans, based on the assignment of moneys 
due and to become due on terminated contracts, will be made 
by commercial banks and other financing institutions to war 
contractors. Such loans will carry the guarantee of the Gov
ernment contracting agency having the preponderant interest 
in the borrower’s war contracts. The guarantees will be exe
cuted in behalf of the War and Navy Departments and the 
Maritime Commission by the Federal Reserve Banks as fiscal 
agents of the United States Government.

The purpose of the T loan program is to provide war con
tractors, whose contracts have been terminated, with prompt 
financing where working capital would otherwise be frozen 
pending settlement of termination claims. Thus T loans rep
resent a logical extension of the V and VT guaranteed loan

Table IV
Percentage Distribution, by Type of Owner, of Classified Demand Deposits of Individuals, Partnerships, and Corporations, 

According to Size of Accounts in Different Size Banks, Second Federal Reserve District, July 1944

Size of bank measured by range of deposits in millions of dollars

Under 1 1-10 10-50 50-250 Over 250

Accounts of Accounts of Accounts of Accounts of Accounts of

Type of owner $1,000
to

$3,000

$3,000
to

$10,000
Over

$10,000

$3,000
to

$10,000

$10,000
to

$25,000
Over

$25,000

$10,000
to

$25,000

$25,000
to

$100,000
Over

$100,000

$10,000
to

$25,000

$25,000
to

$100,000
Over

$100,000
Over

$100,000

Manufacturing and mining............... 2.2 8.0 41.7 6 .8 19.0 52.5 15.7 29.4 60.2 30.0 39.4 56.7 53.7
Public utilities, transportation, and

communications............................... 2.2 2.0 4.2 1.8 4.1 6.9 2.7 4.3 16.3 1.5 2.9 11.6 12.0
Retail and wholesale trade and deal

ers in commodities.......................... 17.8 26.0 25.0 25.5 31.2 14.0 24.8 24.7 8.2 21.5 19.0 8.4 7.3
All other nonfinancial business, in

cluding construction and services. 6.7 12.0 10.4 9.1 00 00 5 .0 10.5 9.0 3.1 6.6 6.4 2.9 3.3
All financial business* other than 

insurance companies and trust
funds of banks................................. 2.2 2.0 — 4.5 5.8 6.7 8.9 11.0 2.5 8.6 8.4 4 .5 5.8

Total.............................................. 31.1 50.0 81.3 47.7 68.9 85.1 62.6 78.4 90.3 68.2 76.1 84.1 82.1

Insurance companies.......................... __ __ __ 0.5 1.3 1.3 2.7 4.4 2.2 1.8 3.4 5.3 6 .6
Trust funds of banks.......................... — — — 1.6 0.7 3.0 4.1 0.3 3.3 0.1 0.1 3.5 4.2

Nonprofit organizations..................... 4.4 2.0 2.1 4.3 3.4 2.2 4.3 5.1 1.4 3.2 3.7 2.5 1.4

Personal................................................. 64.5 48.0 16.6 45.9 25.7 8.4 26.3 11.8 2.8 26.7 16.7 4.6 5.7
(a) Farmers...................................... 26.7 20.0 6.2 5.9 4.4 1.4 t t t t t t t
(b) Other personal accounts......... 37.8 28.0 10.4 40.0 21.3 7.0 t t t t f f t

Total classified deposits..................... 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

* Including investment, loan, insurance agency, and real estate businesses, etc. 
t Not reported.
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programs which have provided funds to contractors to finance 
war production. In addition to war production, VT loans have 
financed contract termination, but they have been available 
only prior to cancellation of contracts. T loans provide such 
financing after cancellation, but commitments may be obtained 
prior to termination.

A new schedule of charges generally lower than those in 
effect under previous arrangements has been adopted for T 
loans, and has been made applicable also to all new VT loans 
made under the revised 1944 guarantee agreement effective 
September 15. The maximum interest rate has been reduced 
from 5 to 4 l/z per cent per annum. The maximum commit
ment fee which may be charged by the lending institution has 
likewise been cut from Vi to V4 per cent of the average unused 
portion of the commitment (or alternatively a flat fee not 
to exceed $50), but it is no longer shared with the guarantor. 
Guarantee fees payable by the borrower as a part of the interest 
charge also have been reduced. Financing institutions may 
obtain reimbursement from borrowers for out-of-pocket 
expenses in connection with the loan.

The amount of the T loan made to an applicant is to be 
based on the following items related to terminated war con
tracts: (1) accounts receivable from Governmental contract
ing agencies and from others; (2) reimbursable expenditures 
for inventory including only direct labor, cost of raw mate
rials, purchased parts and supplies, and manufacturing and 
administrative overhead; and (3) reimbursable amounts for 
payments of claims settled with subcontractors. The amount 
to be loaned on these items is, of course, the subject of nego
tiation between banker and contractor. The total will be 
reduced by any unliquidated advance payments made by the 
contracting agencies to contractors, by partial payments, and 
by any amounts which have been disallowed by the con
tracting agency.

T loans constitute one of two major forms of termination 
financing prescribed in the Contract Settlement Act. The 
other form, partial payments to war contractors by Federal 
contracting agencies, represents merely a payment on account 
based chiefly on contractors’ estimates of costs. The cost items 
upon which the amount of partial payment is based are the 
same as those used in determining the amount of the T loan. 
Partial payments with respect to settlement payments made 
or to be made on subcontractors’ claims, however, are based 
on the subcontractors’ own statements of costs submitted 
through the contractual chain to succcessively higher tiers of 
contractors. The proportion of costs allowable runs generally 
from 75 per cent to 90 per cent.

The T loan is expected to be of particular assistance to 
subcontractors who may experience delay in receiving partial 
payments from the contracting agencies because applications 
for such payments and cost estimates, as noted above, are sub
mitted through the contractual chain. It may also be of mate

rial help to the contractor who has a great number of con
tracts and who, therefore, might have to deal with a consider
able number of procurement officers in order to secure partial 
payments. The T loan is based on all terminated contracts 
regardless of the awarding officer or the contracting agency.

RECEN T CHANGES IN  EM PLOYM ENT
A small proportion of the nation’s working population is 

now being released from industries where war contracts have 
been completed or cut back. As yet the placing of these 
workers elsewhere is no great problem, since most of them 
are being reabsorbed by other key industries where programs 
have been stepped up because of revised military requirements. 
The armed forces continue to take about 100,000 men a month, 
and many women are withdrawing entirely from the labor 
force. The total number of employees in nonagricultural in
dustries in August was 38,771,000, compared with 39,860,000 
a year earlier. Most of the decrease in the past year has 
occurred in manufacturing plants and in the construction 
industry; the numbers engaged in transportation, finance, and 
service industries have increased.

In New York State, as in the country, factory employment 
has declined fairly steadily since the latter part of last year. 
The employment index compiled by the State Department of 
Labor for August was 145.6 per cent of the 1935-39 average, 
compared with 160.2 per cent for August 1943. Declines in 
plants manufacturing transportation equipment and machinery 
have been chiefly responsible for the downswing; in 1943 
these two groups combined accounted for more than a quarter 
of total factory employment in the State. The sharp decreases 
in these two industries this year (see accompanying chart) 
reflect the loss of a substantial number of workers in plants 
in the Buffalo region, but losses were reported also for the

Indexes of Factory Employment, Selected Industries,
New York State* (1935-39 average=100 per cent)
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Albany, Elmira, and Utica areas. The slight upturn in the 
index between July and August this year resulted from the 
addition of workers at a few plants making aircraft, ships, 
railroad equipment, munitions, and office machines. The 
largest increase was in the Elmira area. In some regions, 
particularly the Buffalo-Niagara Falls area, difficulties in re
cruiting the necessary types of labor continue. That area is 
still classified by the W ar Manpower Commission as one of 
acute labor shortage.

In the nondurable goods group, the most important decline 
this year has been in the apparel industry, reflecting primarily 
a reduction in the number employed by New York City firms. 
The food industry is the only one in either the nondurable 
or durable goods group in which employment in August this 
year was above that a year ago.

Indexes of Business

Index
1943 1944

Aug. June July Aug.

Industrial production*, 1935-39 =  100 . . . .  
(Board of Governors, Federal Reserve 

System)

242 235 231 232p

Munitions output, 1943 =  100.....................
(War Production Board)

105 115 113 115p

Electric power output*, 1935-39 =100 ........
(Federal Reserve Bank of New York)

195 198 198 198p

Ton-miles of railway freight*, 1935-39 =100 
(Federal Reserve Bank of New York)

235 232 231p

Sales of all retail stores*, 1935-39 =100. . . .
(Department of Commerce)

Factory employment

168 171 178p

United States, 1939 = 100 ...........................
(Bureau of Labor Statistics)

171 159 158 159p

New York State, 1935-39 = 1 0 0 ................
(New York State Dept, of Labor)

160 148 145 146p

Factory payrolls
United States, 1939 = 1 0 0 ...........................
(.Bureau of Labor Statistics)

322 318 310p

New York State, 1935-39 = 1 0 0 ................
(New York State Dept, of Labor)

291 283 274 279p

Income payments*, 1935-39 = 100 ................
(Department of Commerce)

215 233 232p

Wage rates, 1926 =100....................................
(Federal Reserve Bank of New York)

155 164 16 5p

Cost of living, 1935-39 = 1 0 0 .........................
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =100 
(Federal Reserve Bank of New York)

123 125 126 126 p

New York City............................................. 67 88 90 83
Outside New York City............................. 77 87 85 78

* Adjusted for seasonal variation. p Preliminary.

D EPA RTM EN T STORE TRADE
September was the third consecutive month in which the 

seasonally adjusted index of department store sales in this 
District held close to 150 per cent of the 1935-39 average. 
The only month on record with an index higher than the 
average for the third quarter is March 1944, with a peak 
figure of 158. District sales are now estimated at an annual 
rate of about 800 million dollars, compared with a yearly 
rate of 543 million dollars in the 1935-39 base period.

For six of the largest cities of the District, estimated sales 
for 1944, based on the experience of the year to date, are 
given below, together with the annual averages for 1935-39- 
New York City sales this year have accounted for 52 per cent 
of the Districts total sales, a slightly lower percentage than

that for the 1935-39 period. The proportion of District sales 
made in Newark also has diminished, while the percentages 
for Buffalo, Rochester, and Syracuse have increased. Bridge
port’s share has remained unchanged.

(In millions of dollars)

City Estimated
1944

Annual average 
1935-39

New York City........................................ 415 287
Newark....................................................... 70 54
Buffalo.........................................; ............ 65 35
Rochester......................... ......................... 40 24
Syracuse..................................................... 20 11
Bridgeport................................................. 12 8

Department store stocks rose sharply during August because 
of exceptionally heavy receipts of merchandise on order. The 
seasonally adjusted index of stocks was almost 20 per cent 
above the low level of last April and the highest since Novem
ber 1942. When comparison is made with the all-time high 
of July 1942, however, stocks are 25 per cent lower. Out
standing orders for merchandise purchased by the stores but 
not yet delivered to them at the end of August equaled the 
dollar amount of stocks on hand; two years ago such orders 
amounted to about one third of stocks on hand.

Department and Apparel Store Sales and Stocks, Second Federal 
R eserve D istrict, Percentage Change from the Preceding Year

Locality
Net J 

August 1944

Sales

Jan.through 
August 1944

Stocks on 
hand 

Aug. 31, 1944

Department stores, Second District. . . +16 +  9 +  4
New York City.................................... +21 +11 +  3
Northern New Jersey......................... +18 +  4 +  2

Newark.............................................. +18 +  2 +  3
Westchester and Fairfield Counties. . +  3 -  2 +  1

Bridgeport......................................... +  1 -  6 -  4
Lower Hudson River Valley............. +13 +15 +21

Poughkeepsie.................................... +10 +13
Upper Hudson River Valley............. +  3 -  1 +  3

+  4 +  3
Schenectady...................................... +  4 -  4 +  1

Central New York State.................... +  6 +  9 +  9
Mohawk River Valley.................... +  5 +  1 +  3

Utica............................................... +  5 +  4
+  6 +13 +12

Northern New York State................ +10 +  8
Southern New York State................. +10 +  7 0

Binghamton...................................... +15 +  7 —
Elmira................................................. -  1 +  8 —

Western New York State.................. +  8 +  6 +  5
+  4 +  5 +  6

Niagara Falls.................................... +10 +  2 +  9
Rochester........................................... +12 +  7 +  3

Apparel stores (chiefly New York City) +19 +  8 +  8

Indexes of Department Store Sales and Stocks 
Second Federal Reserve D istrict

1943 1944

Item
Aug. June July Aug.

1935-39 average = 100
Sales (average daily), unadjusted. ............... 98 132r lOOr 110
Sales (average daily), seasonally adjusted. . 135r 142r 149r 151

1923-25 average =100
Stocks, unadjusted........................................... 123 113 109r 128
Stocks, seasonally adjusted............................ 127 118 120r 131

r Revised.
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Index of Physical Volum e of Industrial Production, 
Adjusted for Seasonal Variation, 1 9 3 5 -3 9  Average 

=  100 Per Cent (Groups shown are expressed 
in term s of points in the total index)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation  

(1 9 3 5 -3 9  average= 1 0 0  per cent)

M em ber Banks in Leading Cities. Demand Deposits 
(A d ju sted) Exclude U . S. Government and Inter
bank Deposits and Collection Item s. Government 
Securities Include Direct and Guaranteed Issues 

(L atest figures are for September 13)

BILLIONS OF DOLLARS

M em ber Bank R eserves. Breakdown between Re
quired and Excess Reserves Partly Estim ated

(L atest figures are for September 2 0 )

G eneral Business and F inancial Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

I NDUSTRIAL output and employment showed little change in August. Retail trade was at 
a new high level for the month. There was a small further rise in retail commodity prices.

In d u s t r ia l  Pr o d u c t io n

Output at factories and mines was 232 per cent of the 1935-39 average in August as 
compared with 231 for July, according to the Board’s seasonally adjusted index of industrial 
production. Steel production was maintained, while output of nonferrous metals continued 
to decline. Over-all, activity in the metal fabricating industries continued at the level of the 
preceding month. There were large increases in output of heavy trucks, tanks, and some other 
critical ordnance items in August; aircraft production showed little change; while shipbuilding 
declined.

Output increased in the shoe, woolen and worsted, and paper industries in August 
following a drop in July which reflected chiefly the curtailment of operations around the 
Fourth. Output of manufactured foods, after allowance for seasonal changes, declined in 
August, largely reflecting decreases in output of meats, dairy products, and sugar products. 
Distilleries were shifted for the month of August from production of industrial alcohol for 
war purposes and output of about 50,000,000 proof gallons of beverage spirits was reported. 
Production of other nondurable goods was maintained at the level of the preceding month.

Minerals output in August rose 2 per cent from July, reflecting increases in coal and 
crude petroleum. Crude petroleum production was at a rate 11 per cent above the same 
month last year.

D i s t r i b u t i o n

Value of department store sales, according to the Board’s seasonally adjusted index, was 
larger in August and the first half of September than in the first half of 1944 and averaged 
12 per cent above the corresponding period of last year. In the third quarter the index at 
90 per cent above the 1935-39 average has been at the highest level on record.

Carloadings of railroad freight were maintained in large volume in August. During the 
first three weeks in September loadings were slightly less than during the same period a year 
ago, owing to decreases in all classes of freight except merchandise in less than carload lots 
and miscellaneous shipments.

Co m m o d it y  Prices

Wholesale prices of farm products and foods showed small seasonal decreases from the 
middle of August to the middle of September. Maximum prices of such industrial goods as 
cotton fabrics, cement, and bricks were increased.

Retail prices of food and other cost of living items increased slightly in August and the 
average of all items was 2 per cent higher than a year ago, according to the Bureau of Labor 
Statistics index.

A g r ic u l t u r e

Crop prospects improved during August and the early part of September and harvests 
of most major crops are expected to be larger than last season. Marketings of livestock 
products, which were at a record level earlier this year and 15 per cent higher than during the 
first six months of 1943, have declined in July and August to about the same level as that 
prevailing last year.

Ba n k  Cre d it

Bank deposits of businesses and individuals, as well as currency in circulation, have 
increased since the end of the Fifth War Loan Drive. This increase in the money holdings 
of businesses and individuals is largely a reflection of the expenditures made by the Treasury 
from its War Loan accounts built up during the drive. Adjusted demand and time deposits 
at member banks in leading cities increased by nearly 4 billion dollars between the close of 
the drive and mid-September, or by over three-quarters of the amount of reduction in such 
funds during the drive. Deposits at nonreporting banks probably increased by nearly 2 billion 
dollars. Treasury War Loan accounts at banks declined by nearly 8 billion dollars.

In the same period loans and investments at weekly reporting member banks in 101 lead
ing cities declined by 2.2 billion dollars. Loans to brokers and dealers for purchasing and 
carrying Government securities declined to a level approximately equal to that of the 
pre-drive period. There was, however, a temporary increase in such borrowings in late 
August and early September presumably associated with market transactions stemming from 
the Treasury offer to exchange certificates maturing on September 1 and notes maturing on 
September 15 for new issues. Loans to others for purchasing and carrying securities declined 
steadily, but on September 13 were still well above the pre-drive level. Government security 
holdings showed a net decline of 800 million dollars over the period, reflecting mainly 
substantial bill sales by reporting banks partially offset by some increase in bond holdings.

As the result of the increase in deposits of businesses and individuals, the average level 
of required reserves at all member banks rose by about a billion dollars between the close 
of the Fifth drive and mid-September. In addition, a billion dollar increase in money in 
circulation and some further decrease in gold stock served to absorb reserve funds. Member 
bank needs for reserves due to these factors were met largely through an increase of 1.7 billion 
dollars in the Government security portfolio of the Federal Reserve Banks and there was also 
a slight increase in Reserve Bank discounts. Excess reserves declined from an average level 
of 1.4 billion at the close of the drive to somewhat less than a billion by early September.
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M O N E Y  M A R K E T  I N  O C T O B E R

A further large expansion of Federal Reserve credit has 
been needed during the past month to maintain the reserves 
of member banks at the required levels; in the four weeks 
ended October 25, the increase amounted to 950 million 
dollars. The heaviest- drain on member bank reserves arose 
out of the persistent public demand for currency. In addi
tion, the required reserves of member banks have increased 
considerably, reflecting the continued shift of deposits from 
War Loan accounts to private accounts which results from 
war expenditures. The distribution of reserves among mem
ber banks continues to be uneven, so that some banks found 
it necessary to obtain large amounts of additional reserve 
funds directly or indirectly from the Reserve Banks, while 
other banks held sizable amounts of excess reserves. For all 
member banks excess reserves continued to fluctuate within 
the range of 800 million to 1 billion dollars, which has pre
vailed since August 2.

The outflow of currency from the banks proceeded at a 
somewhat accelerated rate during October, apparently stimu
lated in part by purchases of overseas Christmas gifts through 
the middle of the month. The increase in currency outstand
ing for the month is estimated at about 600 million dollars, 
the largest increase with one exception for any month since 
the pre-Christmas period in 1943.

In New York City the pressure on the member banks’ 
reserve position has been heightened by a further movement 
of funds to other parts of the country. The extension of 
Federal Reserve Bank credit in this District, therefore, has 
served the dual function not only of supplying reserve funds 
to satisfy local demands for currency and increases in mem
ber bank reserve requirements, but also of providing reserve 
funds indirectly to banks in the interior which have been 
gaining the funds the New York City banks have been 
losing.

The chief mechanism through which the member banks 
have been obtaining additional reserve funds from the Fed
eral Reserve System in recent months has been the sale of 
Treasury bills to the Reserve Banks under option to repur
chase. But the persistent need for Federal Reserve credit 
has had the result of gradually shifting a large part of the

Treasury bills into the Federal Reserve Banks. As illustrated 
in the accompanying chart, Federal Reserve Bank holdings 
of Treasury bills have increased substantially over the last 
year and cne half. A considerable part ol this expansion has 
come from the bill holdings of commercial banks, especially 
the New York City banks. From a peak of about 2.4 
billion dollars in June of last year, bill holdings of the weekly 
reporting New York City member banks fell to a low of 
450 million dollars on October 11, 1944, the smallest figure 
since July 8, 1942. Bills held by weekly reporting member 
banks outside New York City have likewise found their way 
into the Federal Reserve Banks, but the drop in holdings has 
not been as rapid as in New York. Other investors also 
have reduced their holdings since the summer of 1943.

From time to time the Treasury, as a part of its war financ
ing program, has increased the amount of its weekly bill 
issues. The latest increase was one of 100 million dollars on 
October 13 when the weekly issue was raised to 1.3 billion.

Ownership of Outstanding Treasury Bills

|Weekly reporting banks in New York <
F M A M J  J A S O N  D J F M A M J  J A  S O N D  

1943 1944

Source: Treasury Department, Board of Governors of the Federal Reserve
System, and Federal Reserve Bank of New York.
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The aggregate increase in the amount of Treasury bills out
standing since the peak of member bank holdings was reached 
in June 1943 has been 4.6 billion dollars. During the same 
period Reserve Bank holdings of Treasury bills have increased 
by 8.6 billion dollars, and on October 25 the Reserve Banks 
held nearly 11.2 billion dollars of Treasury bills out of a total 
outstanding of a little over 16 billion dollars.

As the total amount of Treasury bills held by member 
banks has diminished, the number of banks able to adjust their 
teserve positions to meet currency demands, increased reserve 
requirements, and transfers of funds, through the sale of 
‘tils to Reserve Banks, has likewise diminished. Corres

pondingly, there has been an increase in the number of banks 
which have adopted ocher methods of obtaining needed 
reserves—chiefly sales of Treasury certificates of indebted
ness and from the Reserve Banks. In the tk*cc 
weeks ended October 11, weekly reporting member banks 
in 101 cities not only reduced rheir holdings of Treasury bilk 
by 360 million, but uko xrwc u^c &tic* ol 280 million of cer
tificates and smaller amounts of Treasury bonds and notes. 
Borrowings, which had been largely paid off before the end 
of September, increased substantially in the final week of 
that period.

In the week ended October 18, the outflow of funds from 
New York City to other parts of the country was interrupted 
temporarily by a substantial inflow, probably associated with 
payments for large new issues of corporation securities. Con
sequently, some New York City banks acquired substantial 
amounts of Treasury bills, the total for all weekly reporting 
banks in the City showing a net increase of 165 million 
dollars in that week. The distribution of funds was uneven, 
however, and other banks found it necessary to make further 
sales of Treasury certificates totaling approximately 100 mil
lion dollars and, in some cases, to increase their borrowings 
at the Reserve Bank. Meanwhile, reporting banks in other 
parts of the country continued to reduce their holdings of 
Treasury bills, certificates, and notes by moderate amounts.

In the following week, the outflow of funds from New 
York was resumed, and the New York City banks again sold 
a sizable amount of Treasury bills to the Reserve Bank to 
maintain their reserves at the required levels. Several banks, 
lacking that means of obtaining Federal Reserve credit, bor
rowed substantial amounts from the Reserve Bank. Member 
bank borrowings in other parts of the country also increased 
during that week, and total Reserve Bank loans to all mem
ber banks reached 322 million dollars on October 25, the 
largest amount since May 1933. This figure still seems small 
compared with the volume of member bank borrowing in 
the twenties, when the total frequently ranged between 500 
million and 1 billion dollars (and reached a peak of about 
2Va billion in 1920), but indicates a gradually increasing 
willingness of member banks to use this method of obtain
ing needed reserves.

Total loans of the weekly reporting member banks showed 
no important change during the past month, but there were 
sizable changes in the various types of loans. Loans on 
Government securities to borrowers other than brokers and 
dealers continued to be reduced, and on October 18 were 
down to 546 million dollars, compared with a peak during 
the Fifth W ar Loan drive of 1,575 million, and a figure just 
before the Fifth W ar Loan of 265 million dollars. Thus it 
appears likely that most of the loans to finance subscriptions 
to Government securities during the Fifth W ar Loan will have 
been liquidated before the beginning of the Sixth W ar Loan 
drive. Loans on Government securities to brokers and dealers 
during the Fifth W ar Loan were largely liquidated by the 
middle of August* and since that time have fluctuated irregu
larly, and in general have shown some increase. Loans on 
other securities to brokers and dealers increased by more 
than 100 million dollars during the latter part of September 
and the early part of October, but it appears that the increase 
reflected mainly the temporary financing of large corporation 
refunding operations—not an increase in brokers* borrowings 
to finance debit balances in the accounts of customers engaged 
in speculative security trading. In subsequent weeks the total 
of such loans fluctuated widely. Business and agricultural 
loans of the reporting banks increased moderately during the 
past month.

T H E IM PACT O F T H E  W A R ON 
T H E  COMMERCIAL BANKS
W hile the war has brought about a very pronounced expan

sion in  the assets and liabilities of all major classes of member 
banks, the rate of expansion in deposits and the character of 
the growth in earning assets has varied markedly among the 
different groups of banks. For all member banks deposits 
doubled between June 30, 1939 and June 30, 1944, and 
Government security holdings quadrupled. The expansion 
in loans, on the other hand, has been modest— only 38 per 
cent or about one fourth of that in deposits and about one 
ninth of that in Government securities. Holdings of other 
securities have dedined by aibout 10 per cent. Although the 
figures have undoubtedly been influenced to some extent by 
the expansion in bank membership in the Federal Reserve 
System, the changes that have occurred in the major assets and 
liabilities of these banks have been almost entirely the result 
of the war—its financing by the Treasury, restrictions on unes
sential civilian expenditures, and the methods adopted to 
finance war production.

As may be seen from the accompanying table, total deposits 
have increased most among the smaller banking institutions— 
the "country” member banks. The reserve city banks have 
experienced somewhat smaller gains, and central reserve city 
banks have reported the smallest advances. Similarly, the 
growth in  Government security holdings, while very large in

M ember  Ba n k  Lo a n s
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W artim e Changes in Total Deposits, Governm ent Securities, 
and IuOans of M em ber Banks 
(Dollar amounts in millions)

June 30, 
1939

June 30, 
1944

Increase from 
June 30, 1939 to 

June 30, 1944

Amount Per cent

Deposits
All member banks............... $45,873 $101,276 $55,403 120.8
Central reserve city............ 16,431 31,732 15,301 93.1
Reserve city......................... 16,499 38,295 21,796 132.1
Country................................. 12,943 31,248 18,305 141.4

Government securities
All member banks............... 13,777 60,339 46,562 338.0
Central reserve city............ 5,659 19,845 14,186 250.7
Reserve city......................... 4,991 22,484 17,493 350.5
Country................................. 3,127 18,009 14,882 475.9

Loans
All member banks............... 13,141 18,084 4,943 37.6
Central reserve city............ 3,532 6,543 3,011 85.2
Reserve city......................... 5,004 6,761 1,757 35.1
Country................................. 4,605 4,780 175 3.8

all groups of member banks, has been greatest in country 
banks, less rapid in reserve city banks, and least in central 
reserve city banks. But the relative increase in loans among 
these classes of banks has been in just the reverse order. Loans 
of the central reserve city institutions have shown the largest 
net increase, 85 per cent between June 30, 1939 and 1944, 
compared with 35 per cent for the reserve city banks and only 
4 per cent for the country banks. All groups of banks had a 
rapid expansion in loans between June 1939 and December 
1941, but in country banks the subsequent repayment of loans 
has eliminated all but a small part of the increase.

The causes of the slower relative growth of deposits in the 
central reserve and reserve city banks than in the country banks 
have been fully brought out in the many discussions of the 
changes in the geographic distribution of deposits. (See this 
Review for August 1, 1943, pages 57-59 and October 1, 1944, 
pages 73 and 74.) Many of the central reserve and reserve 
city institutions are located in the eastern financial centers, 
and the deposits and reserves of banks so situated have been 
subjected to flows of funds to other parts of the country where 
new war industrial centers have been created and where the 
war has intensified the activities of both the established indus
trial centers and the agricultural areas. This transfer of funds 
to the interior was in large part due to the fact that the Treas
ury raised larger sums through taxes and loans in the eastern 
financial centers than it spent in those areas. The New York 
central reserve city banks have been particularly affected by 
this movement of funds.

Because Government securities have been the chief outlet 
for the increased funds available to the banks, the same fac
tors that have been responsible for the slower growth of 
deposits at central reserve and reserve city banks have caused 
a slower growth in Government security holdings of such 
banks. In addition, the relatively high level of loans at these 
banks has also played a small part in limiting the expansion 
of their portfolios of Government obligations.

The limited growth in bank loans during the war may 
be attributed to a number of factors including (1) direct

financing by the Government of the heavy capital expansion 
in plant and equipment needed in order to meet the vast sup
ply requirements of the armed services, (2) limitations on 
capital expenditures in nonwar industries through priorities 
and other material controls, (3) direct financing of a large 
part of the greatly increased working capital needs of war 
contractors through advance payments by the military con
tracting agencies and through the use of funds accumulated 
for tax payments, (4) liquidation of the loans of nonwar 
industries which were unable to convert to war production 
and so were compelled to curtail or cease operations durin' 
the war, (5) decline in consumer loans accompanying 
conversion of the hard goods industries to war output, and 
(6) the recession in real estate loans following the limita
tions placed on all nonessential construction activity.

Loans on securities (principally Government obligations), 
together with commercial and industrial loans, have accounted 
for the bulk of the wartime expansion in loans. Since secur
ity loans are concentrated chiefly in the larger banks, their 
growth goes far to explain the over-all increase in loans of 
the central reserve and reserve city banks. Government secur
ity loans have tended to spurt during War Loan drives, after 
which they have been liquidated rapidly. For this reason, 
the increase between June 30, 1939 and June 30, 1944, which 
is reflected in the figures for total loans shown in the table, 
gives an exaggerated impression of the growth in security 
loans (and so of the growth in total loans) because the 1944 
figures were at the high levels reached during the Fifth War 
Loan drive. Nevertheless, the growth has been substantial, 
and, of course, has been almost entirely associated with Treas
ury war financing.

The gain in loans to war industries has likewise occurred 
chiefly at the larger central reserve and reserve city banks. 
The expansion of Government guaranteed V loans has been 
the principal offset to the decline in loans to nonwar busi
nesses since the United States entered the war. Because the 
Federal contracting agencies have found it necessary to award 
many large contracts, V loans have also been typically for 
large amounts. Only banks with substantial capital resources, 
therefore, could handle such loans. The average size of V 
loan authorized to the middle of 1944, for example, was IV4 
million dollars, but the bulk of the funds involved in V loan 
financing represented loans of much larger size. Thus coun
try banks had a much smaller offset in this form to the 
decline in nonwar business loans than did the central reserve 
and reserve city banks.
BANK INVESTMENT POLICIES AND VIEWS 

CONCERNING POSTWAR DEVELOPMENTS
In the course of interviews with officers of a number of 

banks in the Second District during recent months, informa
tion has been obtained concerning the banks’ current invest
ment policies and their views concerning postwar changes in
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their deposits, prospective demands for loans, and other 
matters. The banks covered are believed to be fairly represen
tative of various groups of banks in the District, both as to size 
and as to geographic location. Although the opinions ex
pressed on some of the topics varied widely, certain broad areas 
in which there is considerable agreement can be indicated.

The present policy of all the New York City banks inter
viewed and about half of the banks outside the city is to keep 
fully invested. Most of the other banks keep their cash assets 
at moderate working levels, and only a few banks are main
taining large amounts of cash assets in excess of their required 
reserves. Because of the virtual elimination of excess reserves 
in most of the larger banks, and the emphasis that is now being 
placed on keeping invested as large a proportion of available 
funds as possible, Government security portfolios generally 
include large short term positions, with an ample supply of 
Treasury bills, certificates of indebtedness, and other securities 
maturing within one year to cover withdrawals of W ar Loan 
deposits and any likely fluctuations in other deposits. These 
short term holdings are particularly important in the day-to- 
day adjustment of reserve positions of New York City banks, 
since these banks literally keep their reserves as close to the 
minimum required levels as possible. Roughly one third of 
Government security portfolios of the New York City banks 
is composed of Treasury bills and certificates of indebtedness; 
another third comprises other securities maturing within five 
years. Outside New York City the banks commonly have 
greater proportions of time deposits which are relatively stable, 
and tend to invest more largely in medium and longer term 
securities. But their investments typically include about one 
quarter of bills and certificates and one quarter of other rela
tively short term issues.

Among the considerations entering into the determination 
of investment policy, the most important usually is the main
tenance of an adequate degree of liquidity. For the short run, 
banks generally rely on their cash assets and on short term 
Government securities which can be readily sold or allowed 
to mature without replacement to meet losses of deposits. For 
the longer run, considerable emphasis is placed on an invest
ment portfolio with well spaced maturities, so that a portion 
of the securities will mature at frequent intervals. Other 
factors which are taken into account in determining invest
ment policy are the need for earnings, capital position, the 
possibility of future changes in interest rates and in security 
prices, and taxes on bank income.

By and large, present earnings are considered satisfactory, 
and, because of the substantial proportion of bank assets repre
sented by short term Government securities and the additions 
to capital funds that are made out of earnings, capital positions 
are generally considered fairly comfortable despite the rapid 
growth of deposits in recent years. Most banks are holding a 
fair proportion of medium term securities with a view to 
Strengthening their capital further out of earnings and thus

preparing themselves p  meet the developments of the postwar 
period. At the same time, the relatively high proportions of 
short term issues will serve to limit depreciation in the market 
values of their portfolios if a decline in security prices should 
occur after the war, and will provide funds with which to 
purchase higher yielding issues, should such securities become 
available. However, most bankers do not look for much 
change in interest rates within the near future. In a few 
banks, taxes are an important consideration in planning invest
ment programs, but for the majority of banks interviewed 
taxes are not a primary consideration at the present time.

The emphasis that is now being placed on maintaining a 
strong liquid position by keeping a large portion of assets in 
short term Government securities and by planning carefully 
spaced maturities for investment portfolios has, of course, im
portant implications for the postwar period. The bankers 
interviewed quite generally feel that after the war they will 
be in a good position to meet any losses of deposits that may 
occur, without disposing of any but their shorter term securi
ties, and to take advantage of loan or investment opportunities 
that may develop.

W ith regard to anticipated early postwar deposit experience, 
many banks outside New York City, particularly those in cities 
which have experienced a mushroom growth of war industries, 
expect to lose some of their deposits when war contracts are 
terminated and workers return to their original homes. On 
the other hand, in New York City, where the growth of de
posits during the war has been relatively limited, all of the 
bankers interviewed believe that deposits in this city will in
crease as funds flow back to the principal financial centers 
from war production centers. Most bankers look for a sub
stantial return flow of currency from circulation after the war. 
It is not expected that the amount of currency outstanding will 
recede to prewar levels, but it is felt that much currency now 
in idle accumulations will be spent or invested in the early 
postwar period.

At the present time there is considerable difference of 
opinion as to the outlook for loans after the war. By and large 
most of the bankers interviewed in this District believe that 
the demand for business loans will increase somewhat. How
ever, the expansion in loans is generally expected to be neither 
very sudden nor very large, because of the present substantial 
cash balances and large Government security holdings of most 
corporations and business concerns. On the other hand, almost 
all of the bankers covered in this survey expect a renewed 
demand for instalment loans, once durable consumers’ goods 
again appear on the market in volume; they also look for some 
increase in the demand for real estate loans.

Another factor that will have an important bearing on the 
demand for bank credit after the war concerns the extent to 
which nonbank investors will sell or redeem their present sub
stantial holdings of Government securities, as it is expected 
that banks will have to absorb a considerable part of the re
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duction in nonbank holdings. It is generally expected that 
business concerns will dispose of a large portion of their 
Government securities, particularly short term issues, some 
time during the postwar period. The rate at which this occurs, 
however, will probably depend on the rate at which these 
funds can be profitably employed in normal business opera
tions. In addition, individuals are expected to redeem a por
tion of their holdings of Savings bonds, although there is no 
general agreement on the extent to which this will be done. 
Many bankers are of the opinion that redemptions will be 
rather substantial for the purpose of satisfying deferred de
mands for consumers’ goods, or for living expenses during 
temporary periods of unemployment. On the other hand, a 
good many bankers feel that redemptions will be restrained by 
the tendency of many individuals to hold their Savings bonds 
as a reserve and to use current income and cash accumulations, 
frequently supplemented by instalment credit, to purchase 
goods that have not been available during the war.
SIX TH WAR LOAN 

The Treasury Department has announced that the Sixth 
W ar Loan drive will formally open on November 20 and 
extend through December 16. Subscriptions for the market
able issues offered will be received only during this period, 
but sales of Savings bonds and Savings notes during the 
entire two months of November and December will be cred
ited toward the drive goals of $5,000,000,000 from individuals 
and $9,000,000,000 from other nonbank investors. The goal 
in each category has been reduced by $1,000,000,000 as com
pared with the Fifth drive, during which sales to individuals 
totaled $6,300,000,000 while sales to other nonbank investors 
aggregated $14,300,000,000.

As in the previous drive, major emphasis will be placed 
on sales to individuals; only such sales will be publicly re
ported up to December 1, the issue date for marketable securi
ties. To achieve its objective of selling as many securities as 
possible outside the banking system, the Treasury again re
quested the cooperation of all banking institutions in declining 
to make speculative loans for the purchase of Government 
securities or loans for the purpose of acquiring the securities 
later for their own account.

The securities to be sold will be similar to those of the 
Fifth drive and will consist of:

2 }/2 per cent Treasury bonds of 1966-1971
2 per cent Treasury bonds of 1952-1954 
\Va per cent Treasury notes of 1947 

7/s per cent certificates of indebtedness due December 
1, 1945

Series E, F, and G Savings bonds 
Series C Savings notes 

All the marketable issues will be dated December 1, 1944, and 
interest will accrue from that date. Subscriptions may be 
entered through December 16, but payments on allotments

made subsequent to December 1 must include interest accrued 
to the date of purchase. Certain institutional investors and 
political units may have until February 28, 1945 to complete 
payment for purchases of Treasury bonds.

Concurrently with the drive, but not as part of it, com
mercial banks will be permitted to subscribe to limited amounts 
of the Treasury bonds and Series F and G Savings bonds for 
investment of their time deposits; also, the holders of the 
certificates of indebtedness maturing December 1 will be 
offered a 0.90 per cent Treasury note maturing January 1, 
1946, on an exchange basis, and certain of the drive issues will 
be offered in exchange to holders of the 4 per cent Treasury 
bonds called for redemption on December 15. There are out
standing about $3,540,000,000 of the maturing certificates 
and $1,037,000,000 of the called bonds.
CORPORATE FINANCING 

According to preliminary calculations, the volume of corpo
rate financing during October reached $843,000,000, the 
greatest monthly total in more than 14 years. Only about 18 
per cent of the total of new issues represented new capital, 
the bulk of the new financing representing efforts to lower 
interest charges by taking advantage of the prevailing low 
levels of interest rates. The last time corporate security 
issues reached such volume, in the spring of 1930, the bulk 
of the new issues represented the financing of business capital 
expenditures; "new money” issues constituted more than 90 
per cent of the aggregate. As in September, the large amount 
of flotations in October reflected in part the efforts of invest
ment bankers to market new corporate security issues in 
advance of the Sixth W ar Loan drive, rather than postpone 
the offering dates until after the close of the drive.

Approximately four fifths of the October volume of flota
tions was accounted for by the following five issues:

$180,000,000 Commonwealth Edison Company
3 per cent first mortgage bonds of 1977; 
$155,000,000 publicly offered at 104*4 to yield 
2.80 per cent; for refunding purposes.

130.000.000 Philadelphia Electric Company
2 24 per cent first mortgage bonds, of which 
$65,000,000, maturing in 1967, were publicly 
offered at 100 Y2 to yield 2.72 per cent and 
$65,000,000, maturing in 1974, were publicly 
offered at par; for refunding purposes.

115.000.000 Pacific Gas and Electric Company
3 per cent first mortgage bonds of 1974, publicly 
offered at 104 to yield 2.80 per cent; for refund
ing purposes.

100.000.000 United Gas Corporation
3 per cent first mortgage and collateral trust 
bonds of 1962, privately placed at par; for 
refunding purposes.

100.000.000 The American Tobacco Company
3 per cent debentures of 1969, publicly offered 
at 101 to yield 2.94 per cent; for new capital 
purposes.
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The Commonwealth Edison Company financing was re
ported to represent the largest single public offering of corpo
rate bonds ever made, while The American Tobacco Company 
flotation was the largest industrial offering since April 1942 
when the same company issued a like amount of 3 per cent 
debentures. By way of comparison, the earlier issue carried 
a 20-year term and was offered at par; the terms of the latest 
issue indicate the further easing of long term interest rates on 
corporate securities which has occurred in the interval of two 
and a half years. According to reports, new issues have been 
accorded a good reception by investors despite the unusually 
large volume.

AGRICULTURAL PRODUCTION
A record output of agricultural commodities is in sight for

1944. The Department of Agriculture predicts that the 
amount of wheat harvested this year will exceed the 1939 level 
by 50 per cent and that corn production will be 24 per cent 
larger than in 1939. Farm production goals for 1944 called 
for an increase in the acreage of wheat planted, since addi
tional wheat was urgently needed for animal feed and for 
industrial alcohol used in the manufacture of explosives and 
synthetic rubber. On the basis of October crop reports this 
year’s wheat crop is now placed at 1,108,881,000 bushels, 
compared with 836,298,000 bushels a year ago and a previous 
record production of 1,008,637,000 bushels in 1915. There 
will also be more corn produced this year than ever before 
in the country— 3,196,977,000 bushels as against 3,076,159,000 
last year. W ith an estimated 13 to 15 per cent decrease in 
grain-consuming animals during 1944, this will mean a sub
stantial increase in the supply of feed grains relative to needs. 
The 1944 cotton crop will probably exceed last years produc
tion by a small margin in spite of the fact that this season’s 
acreage was the smallest since 1895. Yields were unusually good 
this year, being 10 pounds per acre more than last year and 
37 pounds above the 1933-42 average. Tobacco harvests are

Indexes of Agricultural Production in the United States, 1 9 4 0 -4 4  
(1 9 3 5 -3 9  average =  IOO per cent)

1940 1941 1942* 1943* 1944 f

Food grains..................................... 110 131 139 114 153
Feed grains and hay..................... 114 125 129 128 137
Cotton and cotton seed............... 95 83 98 87 90
Oil-bearing crops........................... 171 187 300 336 262
Tobacco............................................ 101 87 97 96 124
Truck crops.....................................
Fruits and tree nuts......................

111 116 129 121 140
110 113 117 106 121

Vegetables....................................... 101 100 104 128 106
Sugar crops..................................... 104 97 110 80 83

Total crops.............................. 107 109 121 114 124

Meat animals.................................. 118 118 132 150 152
Poultry and poultry products .. . 109 116 131 152 150
Dairy products............................... 105 110 114 113 113

Total livestock and products 112 115 126 138 138

Total agricultural production 110 113 124 129 133

* Preliminary, t  Based on October estimates. 
Source: U. S. Department of Agriculture.

expected to be 29 per cent larger than last year’s, but 4 per 
cent below the 1939 peak. Stocks of aged tobacco held 
in this country are now below normal. As indicated by the 
table, livestock and livestock products have been produced 
in approximately the same quantities as last year, and are now 
at an average level which is about 38 per cent higher than 
the prewar average.

The tremendous expansion in agricultural production has 
been accomplished despite a decline in agricultural employ
ment of 6 per cent between the 1935-39 period and 1943, and 
a further decline of 2 V2 per cent in 1944. These figures 
understate the seriousness of the farm labor situation, since 
they include some unskilled help recruited from the cities for 
the harvest season and a larger portion of family workers than 
in peacetime. The shortage of farm workers has been over
come by a longer and more strenuous working period, while 
favorable weather and advances in production methods helped 
to raise output. The advance in productivity during the last 
three years is attributed to such factors as the increased 
mechanization of agricultural production, improvements in 
the uses of land, the production of superior varieties of crops, 
improved breeding practices, greater application of the princi
ples of animal nutrition, and more effective pest control.

The accompanying chart shows that this country’s output 
of farm products is at present far above both the high level 
reached after the last war and the level maintained before 
restrictions on agricultural production were imposed during 
the last decade. About 25 per cent of current production is 
absorbed by military and lend-lease requirements. It has 
been estimated that in spite of rationing per capita civilian 
food consumption in 1944 was approximately 7 per cent above 
the 1935-39 average. The W ar Food Administration had ac
cumulated by July of this year a reserve of agricultural prod
ucts valued at more than 850 million dollars. Since the 
Government is not planning to add substantially to this stock
pile and since military and lend-lease requirements may soon 
fall off, it is not expected that any efforts will be made in 1945 
to top this year’s output of farm products. In the field of 
agriculture, as in most other sectors of the economy, this 
country probably reached in 1944 the peak of wartime pro
duction requirements.

N e w  Y o r k  St a t e

In New York State the output of most lines of farm products 
has increased during the war, but the total expansion of agri
cultural production has been smaller than in the rest of the 
country. Farmers in this section have for years found it to 
their advantage to produce for consumers in the East bulky 
and perishable products such as milk, eggs, chickens, fresh 
fruits, and vegetables rather than to produce nonperishable 
staples which can be shipped cheaply over long distances.
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Indexes of Agricultural Production in the United States, 1910-44*

1 9 1 5  1 9 2 0  1 9 2 5  1 9 3 0  1 9 3 5  1 9 4 0  1 9 4 5  19 10  1 9 1 5  1 9 2 0  1 9 2 5  1 9 3 0  1 9 3 5  1 9 4 0

* Data for 1942 and 1943 preliminary; 1944 based on October estimates. Source: U. S. Department of Agriculture.

The war has not brought about any significant changes in the 
type of farming carried on in the State.

Livestock and livestock products in 1943 were responsible 
for two thirds of the State’s cash income from farm market
ings. Last year farmers in this region experienced consider
able difficulty in securing the necessary feed supply for their 
livestock, since corn was scarce and farmers in the West found 
it most profitable to use it for hog feeding. Feed crops raised 
in the State have not increased materially during the war, and 
pastures have been damaged in some years by drought. As a 
result, milk production, which had risen steadily since 1936 
and in 1942 was more than 14 per cent above the 1936 level, 
declined 4 per cent in 1943, and during the first half of 1944 
was even lower than the output reached during the first half 
of 1943. The expected easing of the feed situation will solve 
one of the most serious farm problems in this region and may 
be reflected in a larger output of dairy products next year. 
The production of eggs and chickens was larger in 1942 and 
1943 than in prewar years, and continued to increase during 
the first six months of 1944. The size of the fruit harvest 
depends primarily on weather conditions and therefore fluctu
ates widely from year to year. Fruit crops in New York 
State were unusually small last year because of frosts, but most 
are expected to reach the 1930-39 average in 1944. Potato 
production fell short of the 1930-39 average in 1940, 1941, 
and 1942, but slightly exceeded that average in 1943; this year 
the potato crop will probably be lower than the average 
1930-39 level, owing to droughts in late summer which 
damaged part of the potato and truck crops.

The expansion of farm production in New York State has

been comparatively small in spite of the fact that farm labor 
shortages, while prevalent, have not been as serious as else
where in the country. The character of the land and the type 
of agricultural production which is prevalent in New York 
do not lend themselves to large-scale operations and to mech
anization as does the growing of grains in the West. The 
wartime increase in productivity, therefore, has been smaller 
on New York State’s farms than in most other parts of the 
United States. The available farm labor force in the Middle 
Atlantic region increased until 1942, declined by YVi per cent 
in 1943, and continued to decrease slightly during the first 
nine months of 1944. Farmers apparently have met the farm 
•labor shortage principally by working longer hours. This 
year the situation relative to the supply of and demand for 
farm labor in this region was somewhat easier than in 1942 
or 1943. An important contributing factor has been the 
favorable weather that has prevailed in this area, enabling 
farmers to make maximum use of their equipment and of the 
time of available workers.

The adjustment of farm production to postwar needs is not 
likely to be a very serious problem in New York State in 
view of the small changes in type of product, output, and 
productivity which have occurred during the war.
DEPARTMENT STORE TRADE

Department store sales in this District during October are 
estimated to have been 12 per cent above those in the corre
sponding month of 1943, the same year-to-year increase as 
reported in September. The seasonally adjusted index of sales 
rose about 3 per cent between September and October and was 
only slightly below the all-time high of last March.
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Department and Apparel Store Sales and Stocks, Second Federal Reserve
D istrict, Percentage Change from the Preceding Year

Locality

N et Sales

Stocks on 
hand 

Sept. 30, 1944Sept. 1944
Jan.through  

Sept. 1944

Departm ent stores, Second D istrict. . . + 1 2 +  9 0
New  Y ork  C i t y ............................................. + 1 2 + 1 1 0
Northern New  J ersey............................... +  9 +  4 +  1

N e w a rk ......................................................... +  9 +  2 +  2
W estchester and Fairfield C oun ties. . + 1 2 0 -  8

B ridgeport.................................................. +  11 -  1 - 1 4
Lower H udson River V a lle y ................ + 2 1 + 1 6 +  19

Poughkeepsie.............................................. + 1 8 + 1 4 —
Upper H udson River V a lle y ................ +  5 0 +  1

A lb a n y .......................................................... +  7 +  3
Sch en ectady.............................................. +  1 -  3 0

Central New  Y o rk  S ta te ........................ + 1 8 + 1 0 +  4
M ohaw k River V a lie v ........................ + 1 4 +  3 -  3

U tic a ......................................................... +  9 +  4 —
Syracuse ....................................................... + 2 0 + 1 4 +  7

Northern New  Y ork  S ta te .................... + 3 1 + 1 1
Southern New  Y ork  S ta te .................... + 2 2 +  9 -  5

B in gh am ton ............................................... + 2 4 +  9 —
E lm ira ........................................................... + 2 4 + 1 0 — ■

W estern -N ew  Y ork  S ta te ...................... + 1 3 +  7 +  1
B u ffa lo .......................................................... +  7 +  6 +  4
N iagara F a l ls ............................................ + 1 9 +  4 +  9
R och ester..................................................... + 1 9 +  9 -  4

Apparel stores (chiefly New  Y ork  C ity) + 1 5 +  9 +  3

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

1943 1944

Item
Sept. July Aug. Sept.

1935-39 average —100  
Sales (average daily), u nad ju sted .................... 141r 100 110 158
Sales (average daily), seasonally adjusted. . 133r 149 151 149

1923-25 average = 1 0 0  
Stocks, u nadju sted .................................................... 128 109 128 129
Stocks, seasonally ad ju sted ................................. 124r 120 131 124

r Revised.

The new record for department store sales this year is 
again due to the substantial increase in the sales of women’s 
and misses’ wear. During the first nine months of this year, 
sales for this group were 13 per cent above those in the 
corresponding 1943 period, as compared with a gain of 9 
per cent in total store sales. Among the individual depart
ments, however, the sales trends have varied markedly.1 
Dresses, lingerie, and infants’ wear showed sales gains of 
almost 25 per cent. Increases in the sportswear, girls’ wear, 
neckwear, and millinery departments were close to the group 
average. Sales of hosiery, handbags, coats and suits, and 
shoes have shown no significant increase over the preceding 
year, while fur sales have declined more than 10 per cent.

Sales in the homefurnishings and men’s and boys’ wear 
departments during the first nine months of this year were 
unchanged from those in the corresponding 1943 period. In 
the former group, increases of almost 25 per cent in draperies 
and upholstery, 10 per cent in china and glassware, and 5 per 
cent in furniture have been offset by declines of 5 per cent

1A discussion of department store sales by individual departments 
over the war period was presented in the August 1, 1943 issue of 
this Review.

in floor coverings and housewares and 60 per cent in major 
household appliances. In the men’s and boys’ wear group, 
the increase in sales of boys’ clothing and furnishings has 
offset the decline in men’s wear. Among the other depart
ments, sales of wines and liquors have more than doubled in 
dollar value, yard goods and stationery have gained about 25 
per cent, while groceries, linens, blankets, and jewelry have 
shown gains of approximately 10 per cent. No significant 
change has taken place in sales of drugs, domestics, and silver
ware; luggage sales have dropped about 15 per cent.

Although department store sales have been in record volume 
during the past year, receipts of merchandise have equaled 
sales, and the retail value of stocks at the close of September 
was unchanged from that of a year earlier. Inventories are 
about 25 per cent below the peak reached in 1942, but 15 per 
cent above those at the close of September 1941. An analysis 
by departmental groups reveals that stocks of women’s and 
misses’ wear at the close of September were within 5 per cent 
of their value two years ago and were 25 per cent above those 
on September 30, 1941. Homefurnishings stocks had dropped 
40 per cent from the 1942 peak and were 10 percent below 
the 1941 level.

The trend in outstanding orders of department stores has 
been downward since July, in line with the seasonal pattern, 
and orders at the close of September were slightly below those 
on the corresponding date last., year. Outstanding orders are 
now about four-fifths the dollar volume of stocks on hand; 
the proportion was about one third in 1940, before impend
ing shortages led to a rapid rise in purchase commitments.

Indexes of Business

Index
1943 1944

Sept. July August I Sept.

Industrial production*, 1935-39 = 1 0 0 ...........
(Board of Governors, Federal Reserve 

System)

244 230 232 231 p

M unitions output, 1943 = 1 0 0 ............................. 107 113 115 114 p
( War Production Board)

Electric power output*, 1935-39 = 1 0 0 ..........
{Federal Reserve Bank of New York)

195 198 198 195 p

Ton-m iles of railway freight*, 1935-39 = 1 0 0  
(Federal Reserve Bank of New York)

222 231 225p

Sales of all retail stores*, 1935-39 =  1 0 0 ..........
(Department of Commerce)

166 177 178 p

Factory em ploym ent
United States, 1 9 3 9 = 1 0 0 ................................. 170 158 158 156 p
(Bureau of Labor Statistics)
New  Y ork  State, 1935-39 = 1 0 0 ....................
(N ew  York State Dept, of Labor)

161 145 148 146 p

Factory payrolls
United States, 1939 = 1 0 0 ........................... 328 311 314p
(Bureau of Labor Statistics)
New  Y ork  State, 1935-39 = 1 0 0  .................... 295 274 279 289p
(N ew  York State Dept, of Labor)

Incom e paym ents*, 1935-39 = 1 0 0 ................. 215 232 23 bp
(Department of Commerce)

W age rates, 1926 = 1 0 0 ............................................
(Federal Reserve Bank of New York)

158 165 165p

Cost of living, 1935-39 = 1 0 0 ............................... 124 126 126;p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 1 0 0  
(Federal Reserve Bank of N ew  York)
N ew  Y o rk  C i t y .......................................................
Outside New  Y ork  C it y ....................................

88
94

90
85

83
78

80
76

* Adjusted for seasonal variation. p Preliminary.
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Index of Physical Volum e of Industrial Production, 
Adjusted for Seasonal Variation (1 9 3 5 -3 9  

average— 100 per cent)

Income Paym ents to Individuals, Based on Depart
m ent of Commerce Estim ates. W ag es and 

Salaries Include M ilitary Pay. M onthly  
Figures Raised to Annual Rates

) -----------

FARM PROClUCTJ A
i / / X ,

J L —y _____ -------------:

— - J r
OTHER *

^ 4 * 1
1939 1940 1941 1942 1943 1944

Indexes of W holesale Prices Compiled by Bureau of  
Labor Statistics (1 9 2 6  average— 1001 per cent; 

latest figures are for week ended October 2 1 )

Available Prior to February 8, 19 3 9 ; Certificates 
First Reported on April 15, 1942 (L atest  

figures are for October 18)

General Business and Financial Conditions 
(Summarized by the Board of Governors of the Federal Reserve System)

O U TPUT at factories and mines in September and the early part of October was maintained 
close to the August level. Value of department store sales continued to show increases 

above last year. There were mixed movements in commodity prices with a sharp decline in 
the price of steel scrap.

In d u s t r ia l  Pr o d u c t io n

Industrial production in September was 231 per cent of the 1935-39 average, according 
to the Board’s seasonally adjusted index, as compared with 232 in August and 230 in July.

Activity in most industries manufacturing durable goods showed slight decreases in 
September and there were further large declines in production of aluminum and magnesium. 
Steel output averaged 93.4 per cent of capacity, somewhat below the August rate, but showed 
an increase during the first 3 weeks of October. Easing of military demand for steel led to 
some increase in allocations for civilian production during the fourth quarter. Aircraft pro
duction and output in the automobile industry were maintained during September at the 
level of the preceding month.

Output of textile and leather products continued to increase in September from the 
reduced July level. Shoe production advanced to the highest rate reached since the spring 
of 1942. Output of manufactured food products, as a group, was maintained at the level 
of the preceding month after allowance for seasonal change. Butter production continued 
about 15 per cent below last year. Hog slaughter declined further in September, while cattle 
slaughter continued to increase more than is usual at this season and reached a record rate 
for the wartime period— about 50 per cent above the 1935-39 average. Beverage distilleries 
resumed production of alcohol for industrial purposes in September after turning out an 
exceptionally large amount of whiskey and other distilled spirits during August.

Crude petroleum production continued to rise in September, while output of coal and 
other minerals showed little change.

D is t r ib u t io n

Department store sales in September showed about the usual large seasonal increase 
and were 14 per cent larger than a year ago. In the first half of October sales rose sharply 
and were 16 per cent above the high level that prevailed in the corresponding period last 
year, reflecting in part the greater volume of Christmas shopping prior to the overseas 
mailing deadline.

Carloadings of railway freight during September and the first half of October were 
slightly lower than a year ago owing to decreases in shipments of raw materials, offset in 
part by increased loadings of war products and other finished goods.

Co m m o d it y  Prices

Prices of grains and some other farm products were higher in the third week of October 
than in the early part of September and there were scattered increases during this period in 
wholesale prices of industrial products. Prices of steel scrap and nonferrous metal scrap, 
however, declined; steel scrap was reduced from ceiling levels by 3.40 dollars per ton, or 
18 per cent, to the lowest prices offered since August 1939.

A g r ic u l t u r e

Crop production in 1944 will rank with 1942 when the largest production in history 
was harvested. Corn production is estimated at 3.2 billion bushels; this, together with other 
feed grains, wheat, and good pastures, will go far to prevent too rapid marketings of livestock. 
Commercial truck crops for the fresh market will not only exceed 1943 production but 
appear likely to exceed the 1942 record by about 11 per cent; deciduous fruit production 
is about 20 per cent above 1943, and citrus fruit production may equal or possibly exceed 
that of last year in spite of recent storm damage.

Ba n k  C r e d it

Expenditure by the Treasury of funds received during the Fifth War Loan Drive 
continued in large volume during the latter half of September and the first half of October, 
and United States Government deposits at banks declined. Time deposits at weekly report
ing banks in 101 leading cities rose by about 300 million dollars in the five weeks ended 
October 18, and demand deposits of business and individuals, which decreased somewhat 
in the latter part of September partly as a result of tax payments, increased again in October. 
Currency in circulation increased by 660 million dollars in the five weeks ended October 18. 
This unusually large outflow of currency may have been associated with purchases of over
seas Christmas gifts during the period.

Reporting banks in 101 cities reduced their Government security holdings during the 
five weeks ended October 18 by about 900 million dollars. Treasury bill holdings declined 
by 370 million dollars and certificate holdings by 530 million. These sales were largely 
made to meet the currency drain and increased reserve requirements. During the same 
period the Reserve Banks purchased 680 million dollars in Government securities. Excess 
reserves continued to fluctuate during this period at a level of close to a billion dollars.

Commercial loans at weekly reporting banks increased steadily during September and 
early October. Loans to brokers and dealers in securities increased somewhat, reflecting in 
part large flotations of new corporate issues during the period. Loans to others for pur
chasing and carrying Government securities, although declining steadily, were in mid-October 
still about 280 million dollars above their pre-drive level in June.
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F E D E R A L  R E S E R V E  B A N K  O F  N E W  Y O R K

V ol. 26 D E C E M B E R  1, 1 9 4 4 No. 12

M O N E Y  M A R K E T  I N  N O V E M B E R

The coincidence of heavy demands for currency with a con
tinued shift of deposits from War Loan accounts to private 
accounts, and the sale of Government securities to commercial 
banks by nonbank investors in preparation for the Sixth War 
Loan drive, led to further pressure on member bank reserves 
and in turn to a rise in the amount of Federal Reserve Bank 
credit outstanding to new peak levels during November. 
Added to the wartime trend toward higher currency circula
tion, the beginning of pre-Christmas demands lifted the 
amount of currency outstanding by about 650 million dollars 
during November—with one or two exceptions the largest 
monthly increase on record. The increase in member bank 
reserve requirements also was large, amounting to 500 million 
dollars in the four weeks ended November 22, as the growth 
of deposits which results from Government disbursement of 
funds from W ar Loan accounts was augmented by the effects 
of bank purchases of Government securities from nonbank 
investors and an expansion of bank loans to Government 
security dealers prior to the Sixth W ar Loan drive.

To meet this need for reserves, the commercial banks sold 
large amounts of Government securities to the Federal Reserve 
Banks, directly through the Treasury bill window, or indirectly 
through the open market, and also increased their borrowing 
from the Reserve Banks. Total security holdings of the 
Reserve Banks rose by 1,150 million dollars in the four weeks 
ended November 22. Loans and discounts of the Reserve 
Banks increased about 150 million in this period to a new 
eleven-year high of 474 million dollars and there was a con
siderable further increase in the following week. Total 
Reserve Bank credit including the "float” and other items 
rose some 1.4 billion dollars to more than 19 billion dollars. 
Although many banks were in need of reserves, others were 
not. Shifts of funds between banks increased excess reserves 
of the latter group from 800 million dollars on October 25 
to 1.1 billion on November 15 where they held through 
November 28. A substantial reduction in member bank 
required reserves, which may be expected to result in further 
increases in excess reserves of some banks and a reduction 
in the need for Federal Reserve credit by others, will occur 
immediately following December 1 as a result of heavy pay
ments for W ar Loan securities, most of which will be issued

as of that date. These payments will result in large reductions 
in corporation and individual deposits and corresponding in
creases in Government deposits, which are secured but require 
no reserve. As the accompanying diagram indicates, this shift 
of deposits has caused temporary increases in excess reserves 
during each of the preceding W ar Loans.

The usual predrive shift in the ownership of Government 
securities from nonbank investors to commercial banks oc
curred prior to the Sixth W ar Loan drive. Nonbank investors 
desirous of rearranging their portfolios and of augmenting 
their cash resources to purchase new War Loan issues, sold 
substantial amounts of Government securities, most of which 
were absorbed by commercial banks. In addition, the com
mercial banks extended loans on Government securities to 
brokers and dealers in connection with their acquisitions of 
securities, which presumably included called 4 per cent Treas
ury bonds that are exchangeable for certain of the securities 
offered in the War Loan. Reserve funds needed by the banks 
to effectuate these operations, as well as to meet currency 
demands and transfers of funds, were obtained through sales 
of Treasury bills and certificates, which were absorbed mainly

Distribution of Excess Reserves of Member Banks*

1 9 4 2 1 9 4 3  1 9 4 4

Data for November 1944 partly* Monthly averages of daily figures, 
estimated.

t Excess reserves in New York and Chicago reach such relatively small 
amounts at certain periods that they cannot be plotted separately.

Source: Board of Governors of the Federal Reserve System and Federal
Reserve Bank of New York.
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by the Federal Reserve Banks, and through increased borrow
ing from the Reserve Banks.

Weekly reporting member banks in 101 cities increased 
their Government bond holdings by 482 million dollars in 
the four weeks ended November 22, but in the same period 
reduced their holdings of Treasury bills by 575 million. In 
addition, their holdings of certificates of indebtedness were 
reduced by 268 million dollars in the three weeks ended 
November 15, but subsequently increased as purchases by 
some banks of certificates sold by nonbank holders, in connec
tion with the Sixth W ar Loan, more than offset further sales 
by banks in need of reserves.

The trend of changes in Government security portfolios 
during the month was the same among banks in New York 
City and in 100 other cities except that New York banks 
made heavier purchases of bonds and made net sales of certifi
cates of indebtedness. Both groups disposed of substantial 
amounts of bills. By November 22, total bill holdings of 
the New York City banks had been reduced to 251 million 
dollars, the lowest level since April 2, 1941.

The banks presumably will be called upon to buy large 
additional amounts of Government securities in connection 
with further sales by other investors during the Sixth War 
Loan drive. Following the issue date for drive securities on 
December 1, however, the shift of deposits from subscribers’ 
accounts to War Loan accounts will probably release bank 
reserves in sufficient amounts so that the banks will be able 
not only to acquire additional Government securities from 
noribank investors, but also to repay indebtedness at the 
Reserve Banks or to buy back substantial amounts of bills 
from the Federal Reserve option accounts. After the drive 
the situation will again reverse itself and the banks will 
again have to sell securities or borrow in order to keep their 
reserves at the required levels.

During previous interdrive periods, the commercial banks 
have been forced to liquidate substantial portions of the 
securities acquired during War Loan drives to meet rising 
reserve requirements caused by Government expenditures of 
funds from War Loan accounts and to cover losses of reserves 
through increased currency circulation and foreign account 
operations. At the same time, liquidation of Government 
security loans through the sale of the collateral behind such 
loans has led to substantial reductions, during interdrive 
periods, in the holdings of nonbank investors other than 
insurance companies, mutual savings banks, and Government 
agencies and trust funds, which for the most part have 
retained their holdings between War Loan drives. This 
time, however, it is hoped to minimize such liquidation by 
closer scrutiny of subscriptions to eliminate those which appear 
to be speculative in character.

The extent to which various groups of commercial banks 
have reduced Government security holdings between drives 
has varied in accordance with the reserve or investment poli
cies of the different classes of banks, and the movements of

funds between them. New York central reserve city banks 
reached a fully invested position early in 1943—their excess 
reserves were eliminated at that time. Chicago banks reached 
this position at about the same time. Many reserve city 
banks have maintained a fully invested position since the 
middle of 1943, although this class of banks as a whole still 
retains about 300 million dollars of excess reserves. As 
shown in the accompanying chart, the only group of banks 
which still possess sizable surplus cash resources is the 
"country” banks.

Thus, as may be seen from the following table, over 
the period of the five War Loan drives up to the beginning 
of the Sixth, weekly reporting banks in Chicago sold between 
drives (except between the Second and Third) nearly as 
many Government securities as they had purchased during 
drives. For 26 New York banks, the tendency has been 
rather similar, although the proportion of sales between 
drives to purchases during drives has not been quite so high. 
The proportion of sales would have been higher if these 
institutions had not resorted to borrowing from the Federal 
Reserve Bank more frequently and in relatively larger vol
ume than did other banks. Weekly reporting banks in 99 
other important cities bought additional securities after the 
First and Second War Loans, reflecting the later date on 
which these banks, largely reserve city institutions, reached a 
fully invested position, but made substantial sales after the 
Third, Fourth, and Fifth War Loans.

All other banks (including other member banks and all 
nonmember commercial banks) were able to add large amounts 
of Government securities to their portfolios after the First 
and Second W ar Loan drives, and smaller amounts after the 
Third and Fourth, because of the substantial volume of excess 
reserves held by those institutions as a group. Inasmuch as 
these banks have continued to gain funds from the banks in 
the financial centers, there has been no general pressure on 
them to sell Government securities. They have utilized the 
additional funds that came to them, but have not generally 
adopted a fully invested position.

During the past year, the principal buyers of Government 
securities at times when the commercial banks were selling 
to maintain their required reserves have been the Federal 
Reserve Banks.

Changes in Commercial Bank H oldings of Governm ent Securities 
(In millions of dollars; rounded to nearest hundred million)

New York* Chicago* 99 Cities* All other banks

Drive
During
drives

Between
drives

During
drives

Between
drives

During
drives

Between
drives

During
drives

Between
drives

First. . . .  
Second. . .  
Third. . . .  
Fourth. . .  
Fifth . . .

+1,400  
+1,900  
+1,500  
+  900 
+2,200

0
-  800 
-1 ,0 0 0  
-  800 
-1 ,6 0 0

+ 300
+ 900
+ 300
+ 4 0 0
+ 600

-5 0 0
0

-3 0 0
-4 0 0
-3 0 0

+1,500
+2,900
+2,400
+1,700
+3,000

+1,300  
+  600 
-1 ,0 0 0  
-  800 
-1 ,0 0 0

+ 1,500
+ 2,900
+2,500
+2,100
+ 3,000

+ 2,000  
+2,600  
+  200 
+  300 

t

* Weekly reporting member banks, except for New York City which includes 10 banks in addi
tion to the 16 weekly reporting member banks.

I inuo avauame.
Source: Board of Governors of the Federal Reserve System and Federal Reserve Bank 

New York.
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SIX TH WAR LOAN
The Sixth War Loan drive formally opened on November 

20, the date when marketable securities first went on sale; 
but, following the customary practice, sales of Savings bonds 
and Savings notes from the start of the month were credited 
to the drive. Prior to December 1, the payment date for the 
marketable issues, the Treasury Department reported only 
the subscriptions by individuals; consequently it is too early 
to draw reliable conclusions as to the results of the drive.

Even greater emphasis than in previous drives is being 
placed on sales of securities to nonbanking investors, especially 
those who will retain their investment unless there arises a 
pressing and urgent need for its liquidation. All banking 
institutions in the Second District were requested in a letter 
from the President of this bank1 to help achieve the objec
tive sought by continuing to give support to the sales effort, 
by declining to make loans which would permit speculative 
subscriptions, and by discouraging purchases made in antici
pation of quick resale after the close of the drive. These 
institutions were also asked not to make loans for the purpose 
of acquiring indirectly, for their own account, securities offered 
in the drive to nonbanking subscribers; and not to solicit sales 
of outstanding Government securities with an understanding 
that the sellers would use the proceeds to pay for subscrip
tions entered through the institution during the drive. Some
what similar requests were sent by other Reserve Banks to 
banks in their respective districts.

Other means, new to this drive, are being employed by the 
Treasury and the Reserve Banks to curb subscriptions other 
than those for the permanent investment of funds which are 
currently available, or shortly to become available, to non- 
banking investors. Subscriptions by brokers and dealers in 
securities are limited to an amount not in excess of (a) 50 
per cent of their net worth, or (b) the amount of Fifth Loan 
securities sold by them to nonbanking investors during the 
first thirty days following the Fifth drive, whichever is 
greater. Dealers and brokers were also asked to cooperate 
in discouraging subscriptions for the purpose of subsequent 
prompt resale.

In the publicity material designed to appeal to individual 
investors, especially purchasers of Savings bonds, the impor
tance of permanent, as distinguished from temporary, invest
ment is stressed. For example, the Treasury Department, 
through the Reserve Banks, has requested all issuing agents 
of Series E W ar Savings bonds to distribute to bond pur
chasers statements supplied by the Treasury emphasizing the 
importance both to the war effort and to the subscriber of 
not cashing the bonds before maturity. The statement calls 
attention to the financial security of Savings bond holdings 
and to the increasing interest yield the longer the investment 
is held. The desirability of promoting the retention of War 
Savings bonds at this time was heightened by the substantial 
increase in redemptions of these securities during October, the

1 Circular No. 2865, dated November 13, 1944.

first month of commercial bank participation in the function 
heretofore restricted to Reserve Banks and the Treasury. 
There was concrete evidence that many of the persons who 
cashed their bonds through the banks did so as a result of a 
misunderstanding of the purpose of the change, which war 
merely to provide more convenient facilities for the redemp 
tion of bonds in case of actual need for the funds by the 
holders, and to spread the work of handling redemptions 
among a large number of institutions.

It is to be expected that the total funds raised during the 
Sixth War Loan will be less than would have been the case 
if curbs on speculative purchases and indirect bank buying 
had not been strengthened as described above. The reduc
tion in the over-all goal from 16 billion dollars in the Fifth 
drive to 14 billion in the Sixth reflects in part this expecta
tion. It should be borne in mind, therefore, that while a 
substantial excess of sales over the quota figure is in prospect, 
there may be a decrease in aggregate sales for the Sixth drive 
as compared with the preceding drive. This will not mean 
that the campaign was less successful than previous ones in 
absorbing true savings through sales of securities to non
banking investors for permanent investment.

BANK CREDIT GROUPS FOR 
FINANCING SMALL BUSINESS
As part of a program of increasing the availability of bank 

credit to small business enterprise during the present war and 
in the postwar period, at least fourteen bank credit groups 
have been formed in recent months, primarily by banks in 
larger cities, or are now in process of formation. The 
aim of these groups is to provide an additional source of 
credit for small and medium-sized business enterprise through 
participation in loans originated by local banks which are 
unable to handle the credits alone or with their correspondent 
banks because of legal limits, or unfamiliarity with the type of 
accommodation required, or because of the term or other con
ditions of the loan. The bank credit groups are being formed 
in order to assure that "every competent man, firm or corpora
tion that needs bank credit for some constructive purpose will 
get it.” Such loans may be extended even though the term of 
the loan is longer than customarily made by individual banks 
and though the loans involve risks which individual banks 
unaided might hesitate to assume.

The organization of bank credit groups may be regarded 
as an indication in itself of an intention to widen the area of 
bank risk-taking and as recognition that with the adoption 
of new lending techniques, which are tantamount to additional 
safeguards, this area may properly be expanded without appre
ciable increase in losses. In its banker education program, 
the Post-War Small Business Credit Commission of the Ameri
can Bankers Association is stressing the value of adopting 
new types of loans—term loans, field warehouse, chattel mort
gage, and accounts receivable loans, and instalment loans on 
equipment and machinery. The emphasis is to be placed on
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making loans bankable. Bank credit groups, composed chiefly 
of representatives of larger banks with considerable experience 
in these techniques, may be instrumental in spreading theit 
use among large numbers of smaller institutions.

It is estimated that, upon the final organization of all credit 
groups now contemplated, the aggregate commitment to par
ticipate in group credits will amount to well over 500 million 
dollars. Although this sum may not appear very large, it is 
sufficient to cover participations with local banks in a very 
large number of loans to small business. It is expected that 
a large majority of such loans will be made directly by indi
vidual banks—with the help of correspondent banks if the 
local institutions are not able to handle the credits unaided. 
The facilities of the bank credit groups, in other words, will 
ordinarily be utilized only when unusual problems are en
countered.

W ith the exception of the New York City group, which in 
its lending activities will encompass the entire country, these 
voluntary associations of banks are or will be largely regional in 
scope, operating within trade areas, States, or at most, Federal 
Reserve districts. The limited information that is available 
at the present time is shown in the accompanying table.

In New York City, 27 leading banks have provided an aggre
gate of 100 million dollars to be made available for participa
tions in loans to small business through local banks within the 
Second District or wherever assistance may be needed. The 
Bank Credit Group of New York City is not only the largest 
of the bank credit groups but it is the first one to have been 
formally organized, and for this reason has to some extent 
served as the pattern for the others. Each member of the 
New York group has pledged a specific maximum sum to be 
outstanding at any one time, which may be drawn upon from 
time to time under the terms of the arrangement at the call 
of the group’s credit committee. The credit committee con
sists of one representative, or his alternate, from each member 
bank. A chairman, vice chairman, and secretary will head the

Bank Credit Groups

Number Amount of Territorial limits
Location of banks commitment of lending

in group (In thousands) activities

Organization completed
New York City. . . . 27 $100,000 Nation-wide
Chicago..................... 6 50,000 Chicago trade area
New Orleans............ 5 25,000 Louisiana, Mississippi, 

and surrounding area
Houston............ — 25,000 —

Dallas........................ — 25,000 —
Louisville.................. 9 21,900 Louisville trade area
Fort Worth.............. — 20,000 —
Oklahoma City. . . . 5 15,000 Oklahoma City trade area
Philadelphia............. 20 10,000 Third Federal Reserve 

District

Total..................... — $291,900 —

Organization in process*
San Francisco.......... — $ 50,000 —

St. Louis................... — 25,000 —

Baltimore................. — 10,000 —

Connecticut.............. t 4,000 State-wide
Maine........................ I 1,000 Probably State-wide

* Amounts given for these groups are provisional. In addition, bank credit groups, 
for which commitments are unknown, are contemplated in the following cities or 
States: Cincinnati, Cleveland, Los Angeles, Portland (Ore.), Seattle, Tulsa, 
Wilmington, New Jersey, North Carolina, Rhode Island, Virginia, and West Virginia, 

t State-wide, all commercial banks in the State are eligible for membership, 
t State-wide membership contemplated.

committee and will designate individual committeemen, who 
may be specialists (or whose banks may have specialized) in 
particular types of loans, to conduct negotiations with originat
ing banks, to make supplementary credit investigations beyond 
those made by originating banks, and to make recommenda
tions as to acceptance or rejection of particular loans.

Any member bank acting through its representative on the 
credit committee may, however, refuse to participate in any 
proposed loan. The committee will not consider any proposal 
unless the originating bank agrees to accept a reasonable share 
of the risk. The originating institution will also be required 
to furnish financial and other relevant data concerning the 
borrower and the plan or type of loan proposed as the 
result of its negotiations with the credit-taker. Alternative 
plans or revisions of the proposed plans may well be suggested 
by the committee. The originating bank must further agree 
to service the loan, for which it will be reimbursed by the 
group, and to issue its participating certificates to members of 
the group.

Membership in the credit group is open to all banks having 
principal offices in New York City. The number of bank 
members originally was 23 but has been increased to 27 up 
to the time of this writing. Any member bank may with
draw from the group upon ten days’ written notice to the 
secretary of the credit committee. Out-of-pocket expenses 
of the group are to be borne by the member banks in the 
same proportion that their commitments bear to the total.

The general outlines of organization and operating pro
cedures of most of the other bank credit groups that have 
already been established or that are still in process of forma
tion are said to follow that of the New York group. In Con
necticut where a Bank Credit Association is now- being organ
ized, there are a few variations in details. Because all com
mercial banks in that State have been invited to join the group, 
its credit committee is to consist of only 5 to 7 members, 
selected by majority vote of the member institutions. Unlike 
the New York group, the credit committee for the Connec
ticut association has the authority to commit all the member 
institutions to accept participation in any loan it has approved 
by unanimous vote. The only way, therefore, that a bank 
could refuse to share in an approved loan would presumably 
be to withdraw from the Association. In addition to a credit 
committee (which is the sole operating unit in the New 
York group), the Connecticut organization calls for an agent 
which is to be a trust company or a bank with trust powers 
and which is to have custody of the records and files of the 
Association and the credit committee. Inasmuch as it is 
hoped that all Connecticut banks will be members of the 
group, the originating bank may have a participation in a 
loan over and above its proportionate part of the Association 
commitment.

The bank credit groups in other cities or States differ only 
in detail from those discussed above. Although these asso
ciations of banks are primarily designed to provide additional
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credit facilities for small business, two agricultural credit 
groups are reported to be in the formation stage, one being 
promoted by banks in three counties surrounding Culpepper, 
Virginia, the other, in Frederick, Maryland, by Group 2 banks 
of the Bankers Association of that State.

The bank credit group represents an interesting develop
ment in the field of banking. By providing for the distribu
tion of credit risks among a number of institutions, these 
banking groups may be the means of enabling the banking 
system to widen the range of its lending activities and its 
usefulness to the business community, and at the same time 
improve its competitive position vis-a-vis nonbank lending 
institutions, both private and governmental. The bank credit 
group represents another development, "in a field where 
further experimentation is probably desirable, to determine 
the extent to which the credit requirements of marginal 
borrowers can reasonably be met and the best means of 
supplying them.”1 In large measure, the success of this 
latest development will depend upon the degree to which 
local originating banks become familiar with new lending 
techniques.

1 Quotation is from a review of this bank’s own experience in the 
field of business loans, which appeared in the July 1, 1944 issue of 
this Monthly Review.

GOLD AND SILVER SALES IN  
EASTERN COUNTRIES
Sales of gold in many parts of the area extending from 

Egypt to China, which have been reported for many months 
at prices ranging far above the United States official price of 
35 dollars a fine ounce, have attracted considerable attention, 
and at times have given rise to certain misunderstandings. 
Sales of silver also have been made at relatively high prices 
in a few countries. Since the beginning of 1943, and in some 
cases even earlier, monetary metal sales to the public have 
been employed for the specific purpose of combating inflation 
in Egypt, Palestine, Syria and Lebanon, Saudi Arabia, Iran, 
Iraq, India, and China. These sales have been made out of 
monetary stocks of local origin or from United States and 
United Kingdom supplies. Though the volume of such gold 
and silver sales has been modest, the experiment has some sig
nificance to monetary developments in the foreign countries 
concerned and also to the postwar position of the two mone
tary metals.

Throughout the Near and Middle East and China inflation 
has been under way in varying degree for several years, 
chiefly as a result of large military expenditures in an area 
acutely lacking in certain types of consumer goods and in 
transport facilities. The military spending has directly taken 
away supplies and transport from the local populations and, 
more importantly in most cases, has increased the money 
expenditures of local laborers and others competing for the 
remaining supplies. The Allied procurement of strategic 
materials from some areas has contributed to the inflationary 
pressure, and special local circumstances have also helped to 
promote inflation. In a community of farmers and small

traders, with poorly developed savings habits and no organized 
money markets, the traditional anti-inflation measure of bor
rowing from the public encounters obvious difficulties. Infla
tion control measures such as price control and rationing, 
which presuppose a highly developed administrative system 
and a skilled bureaucracy, cannot be relied upon as much as 
in Western countries. Administrative difficulties have also 
been a reason for the limited recourse to additional taxation, 
though more progress has been made here than in other fields 
of wartime inflation control. In several areas, for instance, 
new taxation has been introduced, including a wider applica
tion of the income tax and a new excess profits tax, higher 
levies on crops and farm property (sometimes payable in 
kind), and a number of new indirect taxes.

Reports from the Near and Middle East indicate slacken - 
ing of the inflationary pressure this past summer and fall, 
and these reports find some degree of confirmation in the 
course of wholesale prices, note circulation, and bank deposits 
in some of the countries concerned.

The sales of gold coming from United States or British 
supplies have been made either separately or for joint Anglo- 
American account. The intended result of such gold sales is 
dual: (1) to stimulate commodity dishoarding; and (2) to 
cover Allied needs for local currency for disbursement pur
poses. A secondary result of this latter aim is that a certain 
restraint is placed upon the further growth of these countries’ 
already ample official exchange reserves; instead of giving 
the countries in question dollar or sterling balances in exchange 
for new issues of their local currencies, the British and 
American authorities sell gold for hoarding or circulation. 
Whereas an exchange of dollar or sterling balances for new 
local currency issues would directly increase the aggregate 
money supply, the gold sale procedure tends to restrain the 
rise in the money supply.

Public data are not available to show the total imports of 
monetary metals under the anti-inflation program by the 
countries under consideration. However, there is reason to 
believe that the sales have been confined to moderate limits. 
In some areas, according to unofficial reports, sales of gold to 
the public have been suspended, at least temporarily. India, 
which has in times past been called the "sink of precious 
metals,” is reported to have absorbed the largest share of the 
wartime Anglo-American distribution of the monetary metals 
under the anti-inflation program.

In the case of the foreign silver sold in India, the supply has 
come mainly from a shipment of 100 million ounces out of 
the "free” silver of the United States Treasury; this silver has 
been lend-leased on condition that an equivalent amount will 
be returned after the war. Other countries have received 
silver under lend-lease in the form of coins minted for them; 
this silver was shipped from the United States in order to 
replenish the local coin supply, required in expanded amounts 
by the native population and by Allied personnel for pay
ment purposes, as well as to offer a hoarding medium.
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Considerable attention has been drawn to the fact that an 
ounce of gold has sold at more than the equivalent of 35 
dollars (at official exchange rates) throughout the Near and 
Middle East and China. An ounce of gold in India, for 
instance, during most of the past year fluctuated around the 
local currency equivalent of about 60 dollars, while the price 
in Egypt and Iran has been higher, standing around 71 dol
lars a fine ounce. In China the price has been very much 
higher, reaching during the past few months a level of more 
than 500 dollars a fine ounce. However, a decline has occurred 
in the gold price in all Near and Middle Eastern markets in 
recent months, apparently in expectation of an early United 
Nations victory in Europe. For example, the price in India 
in late October reached the relatively low quotation of 50 
dollars. The gold sovereign in Egypt, selling at a slightly 
higher price than the gold bullion distributed through the 
National Bank of Egypt, fell from $77.83 this past July to 
$73.28 early in September.

The price of silver in the areas considered is also reported 
to be above the 71.11 cents a fine ounce at which domestically 
mined silver is sold in the United States. In India an ounce 
of silver brought the equivalent of about $1.16 in the period 
before April of this year, and a price of $1.09 was reported in 
August. The downward tendency of the gold price this past 
summer has also been reflected in the foreign markets for 
silver.

While the high prices received abroad for the monetary 
metals has been the most widely noted feature of .the gold 
and silver sales, the fact is that these high prices prevail, not 
because of any depreciation of the dollar and sterling in the 
affected areas, but, on the contrary, because the exchange rates 
of the local currencies against United States dollars and sterling 
have generally been held steady by official control in the face 
of inflation in those areas. If there were a free market for 
these currencies so that the relative changes in national com
modity price levels could be reflected in depreciation of the 
currencies in the exchange markets, and if free gold move
ments were permitted, the dollar equivalent of the local 
currency price of an ounce of gold sold in these foreign 
markets would be close to 35 dollars.

It may be recalled that during and immediately following 
the last war, also, the monetary metals were quoted, for a 
short time, at very high levels in India and China. Both these 
countries absorbed substantial amounts of monetary metals 
from abroad during that period. The reason was essentially 
the same as now, but this time inflationary forces have been 
strengthened by the fact that many parts of the Middle and 
Far East have been serving as active war theaters, as well as 
centers of heavy purchases of supplies by the Allied powers.

It is not yet possible to appraise the success of the monetary 
metal sales as a factor in inflation control. One reason for 
this is that the inflationary influences in many areas have not 
spent themselves, so that it is not yet clear whether inflation 
will be kept under control or will assume more serious pro

portions. Another reason is that the monetary experiment 
of selling gold and silver to the public is but one factor of 
inflation control among many and it is not possible yet to 
weigh the respective effects of each one. So far as India is 
concerned, however, Sir Jeremy Raisman, Finance Member 
of the British Indian Government, declared in his budget 
speech last March that the effect of the metal sales had been 
"extremely beneficial.” This statement is in contrast to the 
critical views of the Indian Nationalist press, which remarked 
at one time that "there is little to be said for encouraging so 
late in the day the historic habit of hoarding in precious 
metals.”
WAR PRODUCTION AND RECONVERSION

War production goals for the second half of 1944 call for 
a volume of supplies larger than that achieved during any 
previous 6 months’ period. In 1942 the output of munitions 
amounted to 31 billion dollars, in 1943 it reached 57 billions, 
and the 1944 goal—after a net cutback of 7 per cent in muni
tions requirements—is 67 billion dollars. About 52 per 
cent of the 1944 program remained to be achieved during 
the last six months of this year. Cutbacks of a few prod
ucts—notably aluminum, magnesium, steel landing mats, and 
some airplane models—have been largely counterbalanced by 
new orders for other supplies which are required in increasing 
amounts. Among the items which are reported to be still 
short of military needs or which lag behind production sched
ules are heavy trucks, truck tires, heavy artillery and ammu
nition, superbombers, cotton duck, assault cargo ships, and 
radar equipment. On November 24 the W ar Production 
Board announced that, at the request of General Eisenhower, 
production of small-arms ammunition will be doubled and 
the manufacture of mortar shells sharply increased. Recent 
small drops in production indexes are due in most cases to 
readjustments in production programs or labor shortages 
rather than to reduced war needs. As long as the war in 
Europe continues total war production is not likely to decline 
appreciably although new weapons, shifts in materiel require
ments, and changes in the demand for certain ship, airplane, 
or tank models may result in a large volume of contract 
cancellations.

The War Production Board reports that between July 15 
and October 15 less than one half of one per cent of all war 
workers were affected by contract cancellations. Those who 
lost their jobs because of cutbacks had, on the whole, little 
difficulty in finding other work. However, in order to pre
vent hardships resulting from cutbacks in small communities 
or in plants which cannot secure new contracts, the War 
Production Board on August 15 authorized its regional direc
tors to permit a limited output of civilian goods by manu
facturers who can prove that they have labor and machinery 
not needed for war work, and can get the necessary materials. 
Preference under this "spot authorization” plan is to be given 
to firms with fewer than 250 employees and to those that 
can produce items which are on the essential list of the
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Office of Civilian Requirements.1 A total of 2,235 applica
tions under this plan had been approved by November 14, 
authorizing production between October 1944 and December
1945 of 334 million dollars worth of consumers’ goods, a 
volume equal to about one half of one per cent of the present 
annual output of war products. The number of workers in 
all plants which so far have been given "spot authorizations” 
is about 100,000 compared with 16 million in all manufac
turing industries, and the amount of steel available for the 
program during the fourth quarter of 1944 is set at 200,000 
tons, about 1 per cent of production in the third quarter 
of this year.

Production for civilians of goods which require materials 
needed for the war effort is not limited to the "spot authoriza
tion” program. Automotive replacement parts and storage 
batteries, for instance, have been produced in 1943 and 1944 
in quantities comparable to the prewar peak. Production of 
the great majority of consumers’ durable goods was, however, 
completely suspended during most of 1942 and throughout 
1943. This year the manufacture of a few selected items 
was resumed in limited quantities to meet some very urgent 
needs, particularly of war workers and tenants of new war 
housing projects, but in each case available supplies remain 
far below normal peacetime production. Thus 88,000 electric 
ranges are being produced in 1944, a figure which equals 16 
per cent of 1941 output. The scheduled production of 
2,000,000 flatirons this year represents less than half of a 
normal year’s needs. The manufacture of a small number 
of such other civilian articles as nonmechanical ice boxes, 
alarm clocks, bicycles, cast iron bathtubs, radio receiving 
tubes, and carpet sweepers does not mean that these products 
will be obtainable in amounts sufficient to satisfy even the 
essential civilian demand.

The total amount of steel at the disposal of the Office of 
Civilian Requirements during the last quarter of this year 
for the resumption of civilian production is 278,203 tons in 
addition to the steel available under the "spot authorization” 
plan. But this amount is not sufficient to relax restrictions 
on the manufacture for civilians of automobiles, radios, wash
ing machines, sewing machines, and electric refrigerators, 
which in peacetime have accounted for a large part of the 
output of consumers’ durable goods.

Two other orders designed similarly to facilitate the transi
tion from war to peacetime production were issued in July: 
one permits the use of essential materials for the construction 
of experimental models of postwar products; the other lifts 
the prohibition on the placement of orders now for industrial 
equipment which will be needed after the war.

1 Although the Second District has received a few "spot authoriza
tions” to cushion contract cancellations in some localities, an acute 
need for additional war workers is reported by many plants in this 
region. Bridgeport will be affected by the doubling of ammunition 
requirements; in New Jersey 40,000 persons are urgently needed in 
war industries; and in New York State the War Manpower Commis
sion called for 72,000 more workers needed for 'critical” production 
programs.

The continuation of the war in Europe has prevented furthei 
steps toward reconversion, and the latest estimates indicate 
a much smaller reduction in the over-all war production pro
gram after the end of the war there than was anticipated a 
few months ago. Nevertheless, considerable attention has 
been given to transition problems. Special interest centers 
around such issues as the price level to be set for products 
which have not been produced during the war, the method 
and timing of the Government’s disposal of surplus supplies, 
the speedy removal of Government equipment and materials 
from private plants, and the method which will determine the 
selection of plants and firms to continue war production on 
the one hand and those to produce for civilians on the other.

Indexes of Business

Index
1943 1944

Oct. Aug. Sept. Oct.

Industrial production*, 1935-39 = 100 ........ 247 232 231 230p
{Board of Governors, Federal Reserve 

System)
Munitions output, 1943 =100 r ................... t 113 111 IlOp

( War Production Board)
Electric power output*, 1935-39 =100........ 198 198 195 194p

{Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 =100 229 224 216p

{Federal Reserve Bank of New York) 
Sales of all retail stores*, 1935-39 =100___ 188 178 175p

{Department of Commerce)
Factory employment

United States, 1939=100........................... 171 158 156 155p
{Bureau of Labor Statistics)
New York State, 1935-39 = 100 ................ 161 146 146 146p
{New York State Dept, of Labor)

Factory payrolls
United States, 1939 =100........................... 333 314 313p
{Bureau of Labor Statistics)
New York State, 1935-39 = 100 ................ 300 279 289 287p
{New York State Dept, of Labor)

Income payments*, 1935-39 =100 ............... 218 234 232p
{Department of Commerce)

Wage rates, 1926 =100 .................................... 158 165 167 p
{Federal Reserve Bank of New York) 

Cost of living, 1935-39 =100......................... 124 126 127 126 p
{Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =100 
{Federal Reserve Bank of New York)
New York City............................................. 74 83 80 76
Outside New York City.............................. 81 78 76 73

* Adjusted for seasonal variation. p Preliminary. r Revised,
t Not yet available.

DEPA RTM EN T STORE TRADE
During November department stores in this District 

reported sales approximately 10 per cent over those in the 
corresponding 1943 period, a month when trade was excep
tionally heavy because of the early Christmas shopping. 
After allowance for seasonal variation, November sales estab
lished a new record, slightly above that of last March and 
about 5 per cent above the July-October level.

The retail value of department store stocks at the close of 
October was 1 per cent above the year earlier level, and, 
with the exception of October 1942 when anticipated short
ages occasioned the piling up of inventory, the highest for 
any October on record. The accompanying chart shows that 
during the past five years the dollar amount of stocks on 
hand at the close of October has varied markedly among the 
individual departments. Under the limitation order on 
department store stocks, only total store stocks are regulated,
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Second District Department Store Sales and Stocks by Type of Merchandise, October 1939-October 1944* (October 1939=100 per cent)
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and the amount of merchandise in the departments can vary 
according to supply and demand. Stocks in the homefurnish
ings and men’s wear departments are generally and substan
tially below the peaks reached in October 1942, as are stocks 
of corsets and brassieres, and smaller reductions from the 
1942 peaks are reported also in the shoe, lingerie, stationery, 
infants’ wear, and toilet articles and drug sundries depart
ments. Hosiery stocks reached an all-time high in October 
1941, and subsequently have shrunk by about one half. 
Women’s coats, dresses and sportswear, furs, and handbags 
are now below the peaks reached in October 1943, whereas 
stocks of juniors’ and girls’ wear, millinery, yard goods, and 
boys’ clothing are at new highs for the five-year period.

Department store sales for each October during the past 
five years are also shown on the chart so that the relative levels 
of sales and stocks in the various types of merchandise may 
be compared. At the close of last October the ratio of total 
store stocks to total sales was the same as in October 1939. 
Wide differences between the various departments are appar
ent, however. In some cases stocks are low relative to sales 
because of difficulties in obtaining supplies, while in other 
cases October stocks have tended to run quite high com
pared with October sales in recent years, perhaps because of 
the necessity of stocking up earlier than usual for the holiday 
trade.
Department and Apparel Store Sales and Stocks, Second Federal Reserve 

D istrict, Percentage Change from the Preceding Year

Locality

Net Sales

Stocks on 
hand 

Oct. 31,1944Oct. 1944
Jan. through 

Oct, 1944

Department stores, Second District___ +11 +  9 +  1
New York City..................................... +12 +12 0
Northern New Jersey.......................... +  10 +  5 -  1

Newark............................................... +  9 +  3 0
Westchester and Fairfield Counties.. +  7 +  1 -  6

Bridgeport......................................... +  5 -  1 -1 5
Lower Hudson River Valley.............. +  18 +  16 +18

Poughkeepsie.................................... +  16 +  14
LTpper Hudson River Valley.............. +  6 +  1 +  2

+  8 +  4
Schenectady...................................... +  3 -  2 +  2

Central New York State..................... +11 +  10 +  6
Mohawk River Valley..................... +  6 +  3 -  1

+  3 +  4 —
+  14 +14 +  8

Northern New York State................. +16 +  12
Southern New York State.................. +  11 +  9 -  1

Binghamton....................................... +13 +10 —
+11 +10 —

Western New York State................... +  8 +  7 +  2
+  6 +  6 +  3

Niagara Falls.................................... -  3 +  3 +10
Rochester........................................... +13 +  9 -  1

Apparel stores (chiefly New York City) +18 +10 +  6

Indexes of Department Store Sales and Stocks 
Second Federal Reserve D istrict

* Index numbers based on sales during each October and stocks at the 
end of each October.

Source: Federal Reserve Bank of New York.

1943 1944

Item
Oct. Aug. Sept. Oct.

1935-39 average—100
Sales (average daily), unadjusted................. 156r 110 158 173
Sales (average daily), seasonally adjusted .. 137r 151 149 152

1928-25 average—100
Stocks, unadjusted........................................... 131 128 129 132
Stocks, seasonally adjusted............................ 119 131 124 120

r Revised.
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Index of Physical Volume of Industrial Production, 
Adjusted for Seasonal Variation, 1935-39 Aver

age — 100 Per Cent (Groups shown are 
expressed in terms of points in 

the total index)

Indexes of Value of Department Store Sales and 
Stocks, Adjusted for Seasonal Variation 

(1935-39 average—100 per cent)

Member Banks in Leading Cities. Demand Deposits 
(Adjusted) Exclude U. S. Government and Inter
bank Deposits and Collection Items. Govern

ment Securities Include Direct and Guaran
teed Issues (Latest figures are for 

November 15)

M em ber Bank Reserves and Related Item s (Latest
figures are for Novem ber 15)

G eneral Business and F inancial Conditions in  th e  U nited States 
(Summarized by the Board of Governors of the Federal Reserve System)

/^\UTPUT and employment at factories and mines showed little change from September
to October. Value of department store trade increased further in October and the 

early part of November, while commodity prices were stable.

In d u s t r ia l  Pr o d u c t io n

The Board’s seasonally adjusted index of industrial production was 230 per cent of 
the 1935-39 average in October as compared with 231 in September. Output of durable 
manufactures continued to decline slightly, while production of nondurable goods and 
minerals was maintained at the level of the preceding month.

At steel mills production increased slightly in October but for the month was 7 per 
cent below the peak of a year ago. Production of copper and other nonferrous metals 
continued to decline, with output of aluminum and magnesium curtailed more than 50 per 
cent from the peak rates reached at the end of last year. In the machinery and transporta
tion equipment industries activity declined slightly in October. Lumber production 
showed little change in October from the September rate which was 10 per cent above the 
pre-war level. Output of lumber and also pulpwood has been limited during the past two 
years because of the difficulty of recruiting labor in these industries.

Activity at cotton textile mills and at shoe factories declined in October, while output 
of manufactured food products increased, after allowance for the customary seasonal 
changes. 'The rise in food manufacturing was mainly at canneries and was made possible 
by increased farm production of fruits and vegetables. Newsprint consumption showed a 
greater than seasonal increase in October. Output of chemicals, rubber products, and 
other nondurable goods continued at about the level of the preceding month.

Output of coal and crude petroleum was maintained, while production of iron ore 
continued to decline seasonally.

D is t r ib u t io n

Department store sales increased considerably in October and were 13 per cent larger 
than last year, which is about the same year-to-year increase that has prevailed in recent 
months. In the first half of November sales rose further and exceeded by 8 per cent the 
exceptionally high level of a year ago.

Railroad freight traffic was maintained at a high level during October and the early 
part of November.

Ba n k  Cr e d it

On the eve of the opening of the Sixth War Loan Drive bank deposits and currency 
owned by individuals, partnerships, and corporations were larger than at any previous 
time. Such holdings of deposits and currency have increased in recent months as the 
Treasury expended funds raised during the Fifth War Loan Drive.

Adjusted demand deposits of individuals, partnerships, and corporations at reporting 
banks in 101 cities increased by around 6 billion dollars between July 12 and November 
15; this brought the total outstanding to a level about a billion dollars above that reached 
before the Fifth War Loan Drive. Time deposits increased by about a billion dollars. 
At country banks outside the leading cities it is estimated that demand and time deposits 
are slightly more than three billion dollars larger than they were prior to the Fifth Drive. 
Currency in circulation has increased by about 2.5 billion since the middle of June.

As a result of the deposit expansion, the average level of reserves required by all 
member banks rose sharply during the inter-drive period and are about a billion dollars 
greater than at the beginning of the Fifth Drive. Reserve funds to meet the increasing 
requirements, as well as a currency outflow, were supplied largely through substantial 
additions to the Government security portfolio of the Reserve Banks; holdings were 
increased by over 3 billion dollars between July 12 and November 15. Member bank 
borrowings at the Reserve Banks also increased as they had done prior to the Fifth Drive. 
Excess reserves, which increased during the war loan drive, declined at a fairly rapid rate 
immediately following the close of the drive and then fluctuated generally around a billion 
dollars. About three-fourths of these excess reserves are held by country banks.

At reporting banks in 101 cities, bill and certificate holdings declined by around 
234 billion dollars during the inter-drive period reflecting sales, largely to the Reserve 
Banks, as member banks adjusted their reserve positions. Bond holdings were increased 
by around 800 million dollars.

Loans to brokers and dealers for purchasing or carrying Government securities, which 
had declined in August to a level comparable to that prevailing prior to the Fifth Drive, 
fluctuated somewhat over the following period but began to increase early in November. 
Other loans for purchasing or carrying Government securities continued to decline. Loans 
for handling other securities, reflecting substantial flotations of new corporate issues, 
increased during the late fall. Commercial loans also rose.
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