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MONEY MARKET IN DECEMBER
The principal developments in the money market during 

December were related to the Sixth War Loan drive, although 
fourth quarter payments of corporation income taxes and 
other Government transactions, and the holiday trade also 
were factors of some consequence. The influence of the War 
Loan was reflected in reduced demands for currency, in shifts 
of funds between individual banks and between New York 
City and other parts of the country, in a substantial reduction 
in reserve requirements of member banks and some increase 
in their aggregate excess reserves, and in heavy sales of out
standing Government securities by nonbank investors and 
correspondingly heavy purchases by the banks.

Despite the record holiday trade, the demand for currency 
in December was substantially less than a year previous, the 
net increase in currency outstanding amounting to about 300 
million dollars compared with close to 500 million in Decem
ber 1943. Undoubtedly the use of previously accumulated 
currency to pay for War bonds during the drive partially 
explains this apparent contradiction. Fairly sizable amounts 
of currency have been received by the commercial banks from 
subscribers during each War Loan drive and either returned 
to the Federal Reserve Banks, and thus retired from circula
tion, or used to meet current demands for currency for other 
purposes; in either case the effect has been to reduce the net 
increase in the amount of currency outstanding in months 
in which there have been War Loan drives, as the accom
panying chart indicates. Another important factor influenc
ing the rate of increase in currency outstanding has been the 
use of currency to meet quarterly payments of individual 
income taxes. It will be noted that particularly large reduc
tions in the flow of currency into circulation have occurred 
in months when income tax dates coincided with War Loan 
drives. The tax date influence was a diminishing one in 1944 
and was absent in December, since the due date for payment of 
the fourth instalment of 1944 individual income taxes was post
poned from December 15, 1944 to January 15, 1945. The 
new factor in the situation in December 1944 apparently 
was the spending of accumulated currency for holiday mer
chandise as well as the use of currency to pay for War bonds. 
Reports from the stores indicate large scale spending on

luxury items, and preliminary figures indicate a substantially 
larger volume of Christmas trade than in any previous year. 
If this tendency to spend hitherto hoarded currency is con
firmed it may be a force of considerable significance.

Although the demands for currency have not been as large 
as had been anticipated, the reserve position of New York 
City banks was not eased as much during the War Loan 
drive as might have been expected. Reserve requirements of 
all member banks were reduced by almost 900 million dol
lars between November 29 and December 20 through the 
shift of deposits from private accounts to Government War 
Loan accounts, but many member banks, especially in New 
York City, entered the War Loan period with substantial 
indebtedness to the Reserve Bank, and were unable to pay 
off their indebtedness in full during the drive, while other 
banks added to their excess reserves. The reserve position 
of some New York banks remained fairly tight, partly because 
of large scale shifts of funds between banks and between 
New York and other parts of the country, and partly because 
of heavy sales of securities to them by savings banks, insur-

Estimated Month-to-Month Changes in Currency 
Outstanding*

* Money in circulation outside the Treasury and the Federal Reserve Banks, 
adjusted by Federal Reserve Bank of New York to exclude estimated changes 
in vault cash held by weekly reporting member banks; December 1944 
preliminary.

(April 15 was also a tax date in 1944 but not in 1943.)
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ance companies, and other corporations to raise additional 
funds for subscription to Sixth War Loan securities and to 
cover corporation income tax payments on December 15. 
While the outflow of funds from New York to other parts 
of the country during the War Loan drive was not as heavy 
as in some previous War Loan periods, it was nevertheless 
substantial, amounting to more than 750 million dollars in 
the four weeks ended December 20. This outflow included 
payments for a large volume of Government securities sold in 
the New York market in connection with the drive, as well 
as transfers of corporation funds to other parts of the country 
to cover income tax payments, so that transfers of deposits 
to pay for subscriptions to Sixth War Loan securities in other 
districts probably were not a major factor.

The New York banks also sustained some net loss of funds 
through Government transactions. An unusually large per
centage of corporation income taxes due December 15 was 
paid with Treasury Savings notes, but cash payments never
theless were substantial, and the Treasury made heavy with
drawals of War Loan deposits in the period up to December 
16.

In these circumstances the New York City banks were 
unable to exercise their options to repurchase Treasury bills 
from the Reserve Bank in any such volume as in previous 
War Loan drives. Much the same situation seems to have 
prevailed in other principal cities, as weekly reporting mem
ber banks in 101 cities showed an increase of only 563 mil
lion dollars in their Treasury bill holdings in the six weeks 
ended December 20, compared with 1,324 million in the six 
weeks ended July 12 (the Fifth War Loan period). The 
two factors chiefly responsible were, first, the large volume of 
selling of other securities by nonbank investors which the 
banks were called upon to absorb and, second, an excess of 
Treasury cash receipts over disbursements of nearly one bil
lion dollars in the two weeks ended December 20. As a 
result of the suspension of Treasury withdrawals of funds 
from War Loan deposit accounts in the latter part of the 
month, however, Government disbursements exceeded receipts 
in the last week of the month and the reserve position of 
member banks became somewhat easier. A large part of the 
remaining member bank indebtedness at the Reserve Banks 
was repaid by the year end, some banks repurchased addi
tional Treasury bills from the Reserve Banks, and excess 
reserves of all member banks rose to 1,400 million on Decem
ber 27, compared with 900 million before the War Loan 
drive.

Ba n k  Credit in  the  Six t h  W ar  Lo a n

Bank credit played a substantial part in the large sales total 
reached in the Sixth War Loan drive. By extensive purchases 
of outstanding Government securities, the banks have made 
substantial amounts of funds available to nonbank investors 
for subscription to the new issues offered in the drive. Judg
ing from changes in the Government security holdings and 
loans of the weekly reporting member banks in 101 cities

and changes in Reserve Bank portfolios, the extent to which 
bank credit financed Sixth War Loan subscriptions has been 
somewhat greater, in relation to sales, than in the preceding 
drive. Some measure of success in eliminating speculative 
subscriptions financed largely with bank loans was achieved 
this time, and total loans on Government securities extended 
by the weekly reporting member banks rose by slightly less 
than 1,700 million dollars in the six weeks ended December 
20, compared with more than 1,900 in the corresponding 
period which included the Fifth War Loan (six weeks ended 
July 12). The increase in loans to borrowers other than 
brokers and dealers was approximately 130 million dollars 
less in the Sixth drive than in the Fifth, and the increase in 
loans to brokers and dealers was nearly 100 million less. 
Moreover, loans to security brokers and dealers reached a 
peak earlier in the course of the Fifth Loan than in this one, 
and some liquidation had occurred by July 12; at the peak 
on June 28, the rise in brokers and dealers’ loans was nearly 
200 million dollars greater than was reached at any point 
in the Sixth campaign.

In the latest six-week period, however, Government security 
holdings of the weekly reporting member banks, other than 
Treasury bills, increased by almost 334 billion dollars, nearly 
200 million more than in the earlier period. Furthermore, 
the Reserve Banks purchased an unusually large volume of 
securities during the Sixth War Loan period, partly to main
tain reasonably stable market conditions by absorbing some 
of the securities which were in heavy supply (chiefly certifi
cates), and partly to furnish member banks with needed 
reserves. In the six weeks ended December 20, Reserve 
Bank holdings of Treasury certificates and notes increased 
by about 1,140 million dollars, compared with an increase 
of 240 million in Treasury securities other than bills in the 
six weeks ended July 12. For the banking system as a whole, 
including Federal Reserve Banks as well as all member and 
nonmember commercial banks, it may be estimated that the 
expansion in holdings of Government securities and in loans 
on such securities in connection with the Sixth War Loan 
aggregated more than 9 billion dollars.

Considerable change has occurred in the type of securities 
acquired by the banks during the Sixth War Loan in contrast 
to preceding ones, of which the Fifth may be considered 
more or less typical. In the six weeks ended December 20, 
the weekly reporting member banks increased their holdings 
of Treasury certificates and notes (which must be considered 
together because of the refunding on December 1 of a matur
ing certificate with a 13-month note issue) by 2,100 million 
dollars, compared with 2,500 million in the six weeks ended 
July 12. During the recent period, however, these banks 
absorbed more than 1.6 billion dollars of Government bonds, 
or 600 million more than in the corresponding six weeks of 
the Fifth War Loan campaign. Part—perhaps as much as 
150 to 200 million dollars— of the increase in bond holdings 
of reporting banks over the period of this War Loan may be
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attributed to the fact that the provisions for direct bank sub
scriptions to restricted drive issues for the investment of time 
deposits were liberalized. (For all commercial banks, these 
subscriptions amounted to about one billion dollars, com
pared with three quarters of a billion in the Fifth drive.) 
But for the most part the increased bank purchases of Treasury 
bonds during the Sixth War Loan appear to reflect accelera
tion of a gradually developing trend toward the purchase of 
longer term, higher yielding securities. This is the counter
part of a developing trend at other investing institutions, 
such as savings banks, which have shown an increasing ten
dency to sell Treasury bonds acquired in previous drives in 
order to take advantage of market premiums and to raise 
additional funds for the purchase of new issues at par. The 
undesirable aspects of these trends are obvious.

SIXTH W A R  LOAN 
Despite a goal 2 billion dollars lower thaQ for the Fifth 

drive, it appears that the final total for the Sixth War Loan 
exceeded the 20.6 billion record established in the preceding 
drive. According to a Treasury Department announcement, 
subscriptions to the Sixth drive securities tabulated through 
December 22 compared as follows with the respective goals:

In billions of dollars
Per cent

Investor class)
Goal Sales

of goal 
achieved

Individuals 
Series E Savings b o n d s ....................... 2 .5 2.1 84
Other securities...................................... 2 .5 2 .9 116

T o t a l ................................................... 5 .0 5 .0 100

Corporations and other investors........... 9 .0 15.4 171

Total for all investors........................... 14.0 20.4 146

Although subscriptions to marketable issues were accepted 
only during the period November 20-December 16, sales of the 
nonmarketable securities (Savings bonds and Savings notes) 
from November 1 through December 30 were counted toward 
the drive. Sales of the nonmarketable issues during the last 
week of December probably raised the drive total to at least 
21 billion dollars and carried Series E Savings bond sales above 
their quota.

It is estimated that final drive totals will show sales to indi
viduals of about 5.6 billion dollars; this would be 112 per 
cent of the quota but would represent a decline of around
0.8 billion from the corresponding total for the Fifth drive, 
about equally divided between sales of Series E Savings bonds 
and other securities. Subscriptions by corporations and other 
investors are likely to amount to 15.6 billion dollars, which 
would be 173 per cent of the quota and 1.3 billion more than 
in the preceding drive.

Based upon preliminary calculations, it appears that the net 
absorption of Government securities by nonbank investors 
during November and December was nearly the same as dur
ing last June and July, the period of the Fifth War Loan. A 
slightly smaller amount of commercial bank credit was em

ployed than during the Fifth drive, but more Federal Reserve 
credit, mainly in the form of purchases of Government obliga
tions, was required to absorb securities sold by nonbank 
investors and to provide member banks with the reserve funds 
they needed.

Owing to book credit payments for War Loan securities, 
the Treasury’s War Loan account balance had risen to 20 
billion dollars by December 28, an increase of about 14 bil
lion over the low point reached toward the end of November. 
As no calls were made in the closing days of December the 
balance probably reached about 20.2 billion dollars by Decem
ber 30. This amount would be within about 700 million of 
the peak reached in the Fifth drive.

According to press reports, Sixth War Loan subscriptions 
credited to New York State amounted to 6.5 billion dollars on 
December 28, thus exceeding by a substantial margin both the 
original goal of 4.2 billion and the recently revised one of 
5.3 billion. The goal of 800 million dollars for sales to indi
viduals was exceeded, although Series E Savings bond sales had 
not reached their quota by December 28.

BANK CREDIT EXPANSION IN 
WORLD W ARS I AND II

Commercial bank participation in the financing of the pres
ent war differs greatly from that of the first World War, not 
only in extent, but also in character. During the four years 
ended June 30, 1944, total loans and investments of all com
mercial banks increased 54.6 billion dollars, or 133 per cent, 
compared with an increase in the four years ended June 30, 
1919 of 14.2 billion, or 82 per cent. Of this increase, 95 per 
cent took the form of investments in Government securities 
and less than 7 per cent was in loans (securities other than 
"Governments” declined), whereas in the first World War 
62 per cent of the increase was in loans and only 30 per cent 
was in Government securities. These differences are accounted 
for mainly by three factors:

1. The vastly greater magnitude and cost of the present 
war, and the consequent difficulty of financing as large 
a part of the cost through taxes and sales of securities 
to the public;

2. The change in war financing methods, which this time 
avoided the "Borrow and Buy” feature of World War I;

3. The much larger part of war plant and production costs 
financed directly by the Government this time, instead 
of by bank loans to industry, as in the previous war.

In the four years ended June 30, 1944, the Government 
spent 200. billion dollars for war purposes, or about eleven 
times the war outlays of the four years ended June 30, 1919; 
total expenditures amounted to 222 billion, compared with 
less than 34 billion. In meeting these huge financial require
ments, the Treasury covered a somewhat larger proportion of 
total expenditures through taxes in the second war than in 
the first— 39 per cent as against 32 per cent. Although the 
Treasury has succeeded in increasing the proportion of
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Government Financing in World Wars I and II 
June 30,1915 to June 30,1919 compared with June 30,19401 to June 30,1944

In billions 
of dollars

Per cent of 
total expenditures

Item World 
War I

World 
War II

World 
War I

World 
War II

Financial requirements
Total expenditures.............................. 33.9 222.0 100.0 100.0
Increase in working balance............. 1.1 18.1 3.2 8.2

Total funds raised............................ 35.0 240.1 103.2 108.2

Source of funds
Taxes and other revenues.................. 10.8 86.8 31.8 39.1
Borrowing.............................................. 24.2 153.3 71.4 69.1

Nonbank investors.......................... 19.7 88.9 58.1 40.1
Commercial banks........................... 4 .3 51.9 12.7 23.4
Federal Reserve Banks.................. 0 .2 12.5 0.6 5.6

expenditures covered by tax receipts in this war, it has never
theless had to place greater relative reliance upon bank credit 
in financing the current conflict than was necessary in the 
earlier one. Of the total funds required to meet expenditures, 
taxpayers and nonbank investors ( including Government 
agencies and trust funds) have supplied 79 per cent during 
the second war as against 90 per cent during the first.

Of the funds raised through borrowing, only 58 per cent 
was contributed by nonbank investors in the present war 
compared with 81 per cent in the preceding one. However, 
it should be remembered that in the first World War the 
practice of borrowing from banks to purchase Government 
securities was much more common than in the present conflict, 
thus inflating the apparent absorption of Treasury securities by 
nonbank investors in that period. Excluding the increase in 
bank loans on Government obligations during both wars, the 
spread between the two periods is narrowed considerably, 
purchasers other than banks accounting for 56 per cent of all 
Treasury borrowing in the current conflict compared with 
72 per cent in the preceding one. In other words, the com
paratively small scale of credit financed purchases of Govern
ment securities by nonbank investors has been one factor in 
the smaller proportion of Government expenditures covered 
this time by taxes and the absorption of Treasury securities by 
nonbank investors combined.

Bank loans on Government securities have been subject to 
wide variation during the current war period, rising rapidly 
during War Loan drives and falling between drives, so that 
over an extended period there has been only a moderate 
increase in their general level. The expansion between June 
30, 1940 and June 30, 1944 as shown in the accompanying 
table is greatly exaggerated because Government security 
loans were at a relatively high level on June 30, 1944 which 
fell in the middle of the Fifth War Loan drive. At the high 
level on that date the dollar volume of Government security 
loans exceeded that reached in World War I, but it was much 
smaller relative either to the total increase in bank credit or 
to the increase in the Federal debt. In contrast to the "Borrow 
and Buy” slogan of the Liberty loans, credit purchases of 
Government obligations by nonbank investors have been a 
minor factor in financing World War II owing to a number 
of factors including (1 ) the discouragement of bank loans to

finance subscriptions except under restricted conditions, (2 ) 
the widespread adoption by individuals of the payroll deduc
tion plan of acquiring Government bonds, (3 ) the substantial 
cash assets held by corporations at the outbreak of the war 
together with their wartime accumulations of funds for tax 
payments and other purposes, a large part of which has been 
available for temporary investment in tax notes and other 
short term securities, (4 ) the marked interwar growth of 
institutional investors such as life insurance companies and 
mutual savings banks, and (5 ) the growing importance of 
Government agencies and trust funds as investors in Govern
ment securities.

Another factor, probably more important than the limited 
use of security loans in restricting the proportion of Treasury 
security issues absorbed by the public, has been the predilec
tion of the public to accumulate large amounts of idle funds, 
thus making it necessary for the banks to absorb an increased 
proportion of the increase in the public debt. Large currency 
hoards have been accumulated as savings, for tax avoidance, 
and as a method of concealing black market transactions. In 
addition, the public has built up large demand and time 
deposits in banks.

There has been little expansion of loans other than security 
loans during the current war period, the net increase amount
ing to only 600 million dollars, compared with 6.5 billion in 
World War I. In contrast to the last war, the high degree of 
economic mobilization attained during this conflict has 
brought about a marked contraction in bank loans for nonwar 
purposes. This curtailment has barely been offset by the 
expansion of loans to war contractors. The smaller demand 
for business loans in this war is attributable largely to differ
ences in the methods of financing war production; a much 
larger part has been financed by the Government, resulting in 
increased Treasury borrowing and reduced business borrowing. 
Thus the banks have financed war production more largely 
through purchases of Government securities, and to a reduced 
extent through loans to industries and purchases of corpo
rate securities. A  major portion of the war production financ
ing has been accomplished through advance and progress 
payments made by the Federal contracting agencies to war 
contractors. At the same time, war plants have for the most 
part been constructed at Government expense. Such wartime

Increases in Loans and Investments of 
All Commercial Banks in World Wars I and II 

June 23,1915 to June 30,1919 compared with June 30,1940 to June 30,1944

Per cent of
In billions total loans
of dollars and investments

Item World W orld W orld World
War I War II War I War II

8 .8 3 .6 61.9 6 .6
Secured by Government obligations* 
All other loans......................................

2 .3 3 .0 16.1 5 .5
6 .5 0 .6 45.8 1.1

Total investments.................................... 5 .4 51.0 38.1 93.4
Government securities........................ 4 .3 51.9 30.4 95.0
Other securities.................................... 1.1 - 0 .9 7 .7 - 1 .6

Total loans and investments................. 14.2 54.6 100.0 100.0

* Estimated. 
( —) Decrease.
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expansion of plant and equipment as has been undertaken by 
private enterprise has been financed initially with available 
business funds and paid for through charges to current 
expense, made possible by the accelerated depreciation rates 
allowed by law for war production facilities. Business, further
more, relied heavily on the commercial banks for working 
capital in the last war, so that the increased industrial activity 
induced by the war quickly led to an expansion of business 
borrowing from the banks. In contrast, the larger corpora
tions entered upon the period of the second World War with 
substantial cash balances accumulated out of retained earnings 
in preceding years.

One other factor in the smaller proportion of Treasury 
borrowings supplied by nonbank investors or, conversely, in 
the greater reliance of the Treasury on the banking system in 
this war, may well be found within the banking system itself. 
The existence of a huge volume of excess reserves at the outset 
of the war led the banks actively to expand their earning 
assets. The moderate decline, over the war period, in other 
investments of the banks due to the retirement of debt by 
States, municipalities, and some corporations, and the decline 
in bank loans outside the large cities after 1941, created a need 
for earnings and left Government securities as the only alter
native outlet for idle funds.

NEW CORPORATE FINANCING
On the basis of preliminary calculations, which indicate 

that new domestic corporate financing aggregated approxi
mately 3,065 million dollars during 1944, it is evident that 
the market for new security issues has just completed its 
most active year since 1936. In both 1942 and 1943 the 
total was little more than one third that of the past year. New 
capital accounted for 698 million dollars, or less than one 
fourth of the total; this amount was nearly double the 1943 
figure and slightly larger than the 1942 volume, but otherwise 
was smaller than in any year since 1935 with the exception
of 1939.

As may be noted in the accompanying chart, the trend of 
corporate financing was upward throughout the year owing 
mainly to a rapid expansion of refunding operations; during 
the fourth quarter the monthly volume of domestic corporate 
issues was about on a par with that for the calendar year 1930, 
and, what is even more striking, was actually in excess of the 
monthly average rate during the decade of the twenties. 
About half of the year’s new financing occurred during the 
months of September, October, and November, partly as a 
result of efforts of investment bankers and issuers to bring 
offerings to the market in advance of the Sixth War Loan 
drive. The October volume of new financing, at 741 million 
dollars, surpassed that of any month in more than 14 years 
and included three issues in excess of 100 million of which the 
180 million Commonwealth Edison Company refunding 
operation (155 million offered to the public) represented the 
largest single piece of corporate financing consummated under 
the provisions of the Securities Act of 1933 and was reported

Monthly Average Volume of Domestic Corporate Security 
Issues for Refunding and for New Capital*

of'dollars V//ARefunding H jN e w  Capital rrnji 
4001— — ------------------------------------------------------------------------------------------------------------------------------------------------V /// -

Year Quarter Oluarier
1943 1944

* Figures for  December in fourth quarter of 1944 estimated by Federal 
Reserve Bank o f New York.

Source: Commercial and Financial Chronicle.

to be the largest public offering (other than to stockholders) 
of corporate securities in history.

Nearly 90 per cent of the 1944 volume of new security 
issues was accounted for by the railroads, public utilities, and 
the group classified by The Commercial and Financial 
Chronicle as "other industrial and manufacturing.” More than 
half of the total for the last named category represented new 
capital but the bulk of the funds raised by the other two 
groups was for refunding purposes.

The expansion in the volume of new corporate financing 
during 1944 was probably the result of a number of favorable 
factors. The maintenance, through Government financing 
activities supported by the Federal Reserve System, of a low 
level of interest rates made refunding operations profitable; 
and flotations were facilitated both by the plethora of funds 
seeking investment and by an unusual degree of stability in 
interest rates. The yields on highest grade corporate bonds 
(those rated Aaa by Moody’s Investors Service) moved within 
a very narrow range, close to their all-time low, while yields 
on medium grade issues declined rather steadily, to successive 
new low points, throughout the year. The profitableness of 
recent refundings at lower interest rates is indicated by the 
fact that several companies floated issues to redeem bonds 
which had originally been issued no more than six to eight 
years ago and which could be called for redemption only at a 
substantial premium. Another factor in some cases was a 
further improvement in the earnings and financial condition 
of the borrowers which enabled refunding operations, or flota
tions for new money, to be undertaken. It appears that 
security issues to raise new capital for reconversion to peace- 
time operations accounted for only a small part of the total.

The increased activity in recent months in the market for 
new security issues does not seem to have exhausted the possi
bilities for further corporate financing even for the near future. 
According to current reports, a number of large scale opera
tions are planned for early 1945.
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POSTW AR EMPLOYMENT PROBLEMS 
SECOND FEDERAL RESERVE DISTRICT

In the postwar period the ability to absorb the large ilum- 
ber of workers released from war work and from the armed 
forces will vary from State to State. Postwar capacity to 
provide employment does not necessarily depend on actual 
employment levels in the various States. Comparisons of the 
probable number of persons released from war activities with 
the volume of prewar employment are, however, a convenient 
starting point for analysis.

The postwar employment problem may not be as severe 
in New York State as for many other regions in the country 
where there has been a large net in-migration during the war 
period, or where employment will be seriously affected by cut
backs in one major industry. The State as a whole, according 
to the Bureau of the Census, experienced a net out-migration 
between April 1940 and November 1943 of 222,970 persons, 
1.6 per cent of the 1940 population. The relative stability 
of the population in this period is in sharp contrast to the 
rapid increases which occurred between 1920 and 1930, when 
population in the State was growing at a faster rate than for 
the country as a whole, and to the changes between 1930 
and 1940, when population in the State grew at the same 
rate as in the entire country. By November 1943 New York 
had 256,000 persons fewer than it would have had if the rate 
of change of the last prewar decade had been continued. The 
State of California, on the other hand, had 1.2 millions more 
than would have been expected at the prewar rate of increase. 
The only industrial area in New York to show a gain in 
population was the Buffalo-Niagara Falls area, and the increase 
there fell short of the average for all metropolitan counties.

Although the number of wage earners in New York State 
factories expanded about 50 per cent between 1940 and 1943, 
not including the expansion in Government arsenals, navy 
yards, etc., most have been employed in industries which are 
manufacturing products similar to those produced in prewar 
years; only a few of the large employers are strictly war 
industries. The sharp rise in employment in the metals and 
machinery industries, including iron and steel, nonferrous

Employment by Industry in New York State, 1940 and 1943

Industry

In thoi 
of pe:

1940

isands
rsons

1943
Per cent 
change

Manufacturing...................................................... 1,403
333
334 
736 
137 
266 
831 
312 
365

15

2,088
810
388
890
108
272
797
292
374

11

+  49 
+143  
+  16 
+  21 
-  21 
+  2
-  4
-  6 
+  2 
-  27

Metals and machinery......................................
Apparel...............................................................
All other..............................................................

Construction..........................................................
Public utilities.......................................................
Wholesale and retail trade.................................
Finance, insurance, real estate..........................
Service.....................................................................
Other ......................................................................

All industries................................................. 3,329 3,942 +  18

Source: New York State Department of Labor data on employment covered by 
unemployment insurance; excludes those engaged by firms employing less than 4 
persons, self-employed, employees of non-profitmaking enterprises, and workers 
engaged in Government, agriculture, and railroads.

metals, transportation equipment ( especially aircraft and 
parts), shipbuilding, and machinery, was responsible for most 
of the increase. Most other manufacturing industries in the 
State showed relatively small changes from the 1940 level 
with the exception of those manufacturing rubber products 
and certain chemical and mineral products. The Bureau of 
Labor Statistics has attempted to measure the hypothetical 
number of persons to be demobilized in various States from 
war work and the armed services. Estimates for New York 
State indicate that the expansion above 1940 levels in those 
munitions industries where the rise was dependent upon war- 
induced demands amounted to roughly 533,000 workers, in
cluding Government arsenals, navy yards, etc. About 880,000 
men from the State will be demobilized from the armed 
services (assuming a postwar military force for the country 
of 2.5 millions), so that there will be a possible 1.4 million 
persons to place in new jobs after the war. This number 
represents 28 per cent of total employment in New York 
State in 1940. There will be, in addition, a certain number 
of civilians now employed by Government agencies and 
working in the State, who will be seeking new work once 
their war emergency jobs are completed.

The growth of manufacturing employment and the with
drawal of men into the armed services took place partly at 
the expense of other lines of employment, such as construction 
and trade, which otherwise might have increased considerably. 
The expansion of activity in these groups after the war may 
contribute substantially to the employment of the workers who 
will be seeking new jobs. Increased activity after the war in 
those manufacturing industries which have been operating 
close to prewar levels also may absorb a number of workers. 
Another large group may leave the labor force entirely, since 
they have taken jobs only for the duration of the war. These 
include workers and service men of school age, a number of 
women who will want to return to their homes, and persons 
in the 65 and over age group who have deferred retirement 
or have been reemployed after retirement.

In twenty-two States the proportion of the number of per
sons to be demobilized from the armed forces and manufac
turing industries to total employment in 1940 is greater than 
that for New York. Among these are New Jersey and Con
necticut, portions of which are in the Second Federal Reserve 
District. Bureau of Labor Statistics estimates indicate that
290,000 service men and 331,000 manufacturing employees, 
representing 40 per cent of 1940 employment, may be demo
bilized in New Jersey. An estimated 311,000 persons are 
expected to be demobilized in Connecticut. This represents 
46 per cent of 1940 employment and is the second largest 
proportion to be affected in any State. Most industrial areas in 
these States that are included in the Second District showed 
sharp rises in employment between 1940 and 1943; factory 
employment in Paterson rose 60 per cent; in Newark, 40 per 
cent; and in the Bridgeport area, 83 per cent. A  concentra
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tion of aircraft and ship contracts was responsible for most 
of the expansion in the first two areas, while ordnance and 
aircraft factories employed a large proportion of the number 
in the Bridgeport area. In both New Jersey and Connecti
cut population has expanded more rapidly since 1940 than 
it did during the previous decade as a result of civilian in- 
migration, amounting to 4 and 8 per cent, respectively, of 
the 1940 civilian population.

Although many plants manufacturing war materials still 
require additional workers to meet recently revised produc
tion requirements, data for the first eleven months of 1944 
indicate for the country as a whole and for New York State 
a gradual decline in the numbers engaged in manufacturing 
to a level about 9 per cent below the 1943 average. Most 
major industries are operating with fewer employees than they 
had a year ago, owing to increased per capita production in 
war industries, completion, cutbacks and cancellation of war 
contracts, changes in the munitions program, the continued 
withdrawal of men into the armed services, and a gradual with
drawal of women from the labor force.

The major population centers of the country, such as New 
York City, which offer more varied potentialities for employ
ment than the smaller cities, may attract a large number of 
those seeking work in the postwar period and thereby create 
special employment problems for these centers. Workers 
now engaged in war jobs in the Bridgeport area and in 
northern New Jersey are within commuting distance of New 
York City (in fact, many New York City residents are now 
commuting to war jobs in those areas), and after the war 
may again seek employment in the City’s industries.

Indexes of Business

Index
1943 1944

Nov. Sept. Oct. Nov.

Industrial production*, 1935-39=100.........
(Board of Governors, Federal Reserve 

System)

247 230r 232 232p

Munitions output, 1943 =  100 r ......................
{War Production Board)

117 110 111 HOp

Electric power output*, 1935-39 =100. . . . .  
(Federal Reserve Bank of New York)

200 195 193 195 p

Ton-miles of railway freight*, 1935-39 =100 
(Federal Reserve Bank of New York)

216 217 223p

Sales of all retail stores*, 1935-39 = 1 0 0 .. . .
(Department of Commerce)

Factory employment

173 175 180 p

153 pUnited States, 1939 = 100 ...........................
(Bureau of Labor Statistics)

171 156 155

New York State, 1935-39 = 1 0 0 ................
(New York State Dept, o f Labor)

161 146 146 U 5p

Factory payrolls
United States, 1939 = 1 0 0 ...........................
(Bureau of Labor Statistics)

337 313 314p

New York State, 1935-39 = 100 .................
(New York State Dept, of Labor)

304 289 287 286p

Income payments*, 1935-39=100................
(Department o f Commerce)

221 233 235p

Wage rates, 1926 = 100 ....................................
(Federal Reserve Bank o f New York)

159 167 167 p

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)

124 127 126 127 p

New York C ity ............................................. 70 80 76 76
Outside New York C ity .............................. 76 76 73 76

* Adjusted for seasonal variation. p Preliminary. r Revised.

DEPARTM ENT STORE TRADE
Department stores in the Second Federal Reserve District 

sold almost 125 million dollars of merchandise during Decem
ber; this dollar volume was approximately 14 per cent above 
the previous peak in December 1942 and about 15 per cent 
above the corresponding 1943 month.1 Christmas shopping 
followed the pattern established in 1943; early shopping, espe
cially for men and women in the armed forces, threw part of 
the holiday trade into October and November, and the Decem
ber increase over those months was not as great as in prewar 
years. December again accounted for 57 per cent of the com
bined November-December sales, compared with a range of 
60 to 62 per cent from 1924 to 1942. Consumer spending in 
department stores of this District amounted to more than 800 
million dollars in 1944, an increase of 11 per cent over 1943. 
This unprecedented buying exceeded that of 1939 by almost 
50 per cent.

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, 1944
Nov. 1944

Jan. through 
Nov. 1944

Department stores, Second D istrict. . . +14 +10 0
New York C ity .................................... +15 +  12 -  1
Northern New Jersey......................... +16 +  6 -  1

+17 +  5 0
Westchester and Fairfield Counties. +  8 +  1 -  3

Bridgeport......................................... +  3 0 - 1 4
Lower Hudson River V alley............. +17 +16 +15

Poughkeepsie.................................... +16 +14
Upper Hudson River V alley............. +11 +  2 +  3

+12 +  5
Schenectady...................................... +10 -  1 +  5

Central New York State.................... +  9 +10 4 « 7
Mohawk River V alley.................... +  6 +  4 +  1

+  5 +  4
Syracuse............................................. +10 +13 +11

Northern New York State................. +21 +13
Southern New York State................. +18 +10 +  1

Binghamton...................................... +22 +11
Elm ira................................................. +16 +11 —

Western New York State.................. +11 +  7 +  5
+10 +  6 +  6

Niagara Falls.................................... +  6 +  3 +  8
Rochester........................................... +12 +10 +  4

Apparel stores (chiefly New York City) +16 +11 +  5

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

Item
1943 1944

Nov. Sept. Oct. Nov.

1935-39 average—100 
Sales (average daily), unadjusted................. 182r 158 173 207
Sales (average daily), seasonally adjusted. . 144 149 152 164

1923-25 average =100  
Stocks, unadjusted........................................... 132 129 132 131
Stocks, seasonally adjusted............................ 114r 124 120 114

r Revised.

The Second District ranks third among the twelve Federal 
Reserve Districts in dollar volume of department store sales; 
this District is in first place, however, when the comparison is 
based on all stores selling department store type merchandise. 
This is explained by the concentration of women’s ready-to- 
wear stores in New York City. In 1939 this District accounted 
for 18 per cent of all department store type merchandise sold

1 December 1944 had one less shopping day than December 1943; 
the year-to-year increase for average daily sales was about 20  per cent.
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Dollar Volume and Percentage Distribution of Department Store Type Merchandise Sold in the Second Federal Reserve
District by Department, Apparel, Furniture, and Other Stores*

SELECTED TYPES OF MERCHANDISE

COATS, DRESSES, 8. SPORTSWEAR 

T O IL E T  A R TIC LE S  & DRUG SUNDRIES

m e n ’s  & b o v s ’ c l o t h in g

FU R N ITU R E  

MEN’S & BOYS’ FURNISHINGS  

W OMEN’ S & C H ILDR EN ’S SHOES  

M AJOR HOUSEHOLD APPLIANCES  

ORY GOODS

s il v e r w a r e ,  j Sw e l r y ,  & c a m e r a s

HOSIERY 

STATIONERY & BOOKS 

FLOOR COVERINGS 

LINGERIE  

M IL L IN E R Y  

HOUSEWARES 

FURS

DRAPERIES & UPHOLSTERY 

HANDBAGS 

IN FA NTS’ WEAR 

CORSETS & BRASSIERES 

C H IN A  8. GLASSWARE

ISO
1#3# SALES IN MILLIONS OF DOLLARS'

* Estimated from 1939 Census of Business data by Federal Reserve Bank of New York; “ other”  stores exclude retailers primarily engaged in selling 
merchandise o f types not largely sold by department stores.

in the United States; the District had 15 per cent of the 
country’s total department store sales, 14 per cent of furniture 
store sales, 22 per cent of apparel store sales, and 19 per cent of 
all other stores’ sales of department store type of merchandise.2 
In the last group, however, the percentage is influenced by the 
large dollar volume of variety and drug store sales, District 
figures for whidi were only 15 per cent of the country’s total. 
The percentages for the "specialty” stores ranged from 20 to 
50 per cent.

The accompanying chart shows the dollar volume and per
centage distribution of department store type merchandise sold 
in department, apparel, furniture, and other stores at the time 
of the last Census of Business (1939). Classified by type of 
merchandise, department stores sell the largest proportion of 
lingerie, draperies and upholstery, and infants’ wear; apparel 
stores sell a major portion of women’s and men’s clothing; 
furniture stores sell the greatest volume of furniture; and "spe
cialty” stores in the all other group account for large per
centages of home furnishings, accessories, furs, jewelry and 
silverware, drugs, and stationery. In the women’s wear group, 
department stores sell 27 per cent of total sales and apparel

2 Apparel stores in this study include men’s and boys’ clothing 
stores, family clothing stores, and women’s ready-to-wear stores; "spe
cialty” stores are included in the all other group.

stores, 40 per cent; in the men’s wear group, department stores 
account for 18 per cent and apparel stores, 57 per cent; in the 
home furnishings group, department stores represent 30 per 
cent and furniture stores, 31 per cent. A comparison of the 
segments of the bars on the accompanying chart shows the dis
tribution of the 1939 dollar volume of department, apparel, 
and furniture store sales by type of merchandise.

The segments of the circle in the chart show the distribu
tion among four principal types of stores of the total sales of 
department store type merchandise in 1939, estimated at 2.2 
billion dollars. In 1944 sales of department store type mer
chandise are estimated at close to 3 billion dollars. Because 
of the variations in the trend of sales for the individual depart
ments over the war period, it is now estimated that 27 per 
cent of department store type merchandise was sold in depart
ment stores in 1944, 23 per cent in apparel stores, 5 per cent 
in furniture stores, and 45 per cent in the all other group.3

3 Changes in total sales of the various types of merchandise from 
1939 to 1944 can be estimated roughly from the departmental sales 
figures for department stores. Although the order of magnitude of 
sales in the selected departments shown on the chart has changed con
siderably over the war period, the percentage distribution of the mer
chandise sold by type of outlet apparently has not changed appreciably. 
A discussion of department store sales over the war period was pre
sented in the August 1, 1943 issue of this Review.
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Index o f P hysical Volum e o f Industrial Production , 
A djusted  for Seasonal Variation, 1935-39 A ver

age =  100 Per Cent (Groups shown are 
expressed in term s o f 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 

December 13)

not Available Prior to February 8, 1939; 
Certificates First Reported on April 15, 

1942 (Latest figures are for 
December 13)

MONTHLY REVIEW, JANUARY 1945

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

/^VUTPUT at factories and mines showed little change from October to November. Retail
trade expanded further to new record levels.

Industrial  Prod u ction

Industrial output in November and the early part of December was maintained at 
approximately the same level that had prevailed during the previous four months. Produc
tion of durable goods declined slightly in November, while output of other manufactured 
goods, especially war supplies, increased somewhat further and mineral production was 
maintained in large volume. Output of critical war equipment was larger in November 
than in October but was still behind schedule, according to the War Production Board.

Activity in the durable goods industries, particularly machinery, transportation equip
ment, and lumber, continued to be limited in part by manpower shortages. Employment 
in the transportation equipment industries has declined by about one fifth during the 
past twelve months, but total output of aircraft, ships, and combat and motor vehicles 
has declined by a much smaller amount owing to greater efficiency.

In most nondurable goods industries, production was somewhat greater in November 
than in the previous month. Activity at explosive and small-arms ammunition plants 
increased, reflecting enlarged war production schedules, and output in most other branches 
of the chemical industry also expanded, reaching levels above those of a year ago. Produc
tion in the petroleum refining and rubber industries, chiefly for war uses, increased 
somewhat in November.

Output of manufactured foods showed less decline than is usual for this season and 
was as large as in November 1943. In the textile industry, output at woolen and worsted 
mills continued to advance in October from the reduced level of operations prevailing 
during the summer. Cotton consumption in November was above October and rayon 
deliveries were at a new record level.

Mineral production was maintained in November. Coal output was one-fifth larger 
than in November 1943 when operations were sharply reduced by a work stoppage. In 
the early part of December, however, coal production was nearly 10 per cent less than 
in the same period last year.

D istribution

Value of department store sales in November was 14 per cent above the exceptionally 
high level last year, about the same year-to-year increase which prevailed in the previous 
four months. In the first half of December, sales were about 20 per cent larger than 
last year. All Federal Reserve Districts have shown large increases over last year in 
pre-Christmas sales.

Railroad freight carloadings, adjusted for seasonal changes, were maintained at a 
high level in November and the first two weeks of December. Shipments of most classes 
of freight, however, were not quite as great as the exceptionally large movement of freight 
during the same period last year.

Co m m o d ity  Prices

Changes in wholesale prices of agricultural and industrial products were mostly 
upward in November and the early part of December. Retail prices of foods and various 
other commodities were slightly higher in November than in October. During the past 
year there has been a slight upward tendency in prices of most commodities, both in 
wholesale and retail markets.

Ba n k  Credit

Banking developments during the four weeks ended December 13 were largely 
determined by the Sixth War Loan drive. Government deposits at weekly reporting 
banks in 101 cities increased by approximately 8 billion dollars while adjusted demand 
deposits of individuals and business were drawn down about 2.6 billions in payment for 
securities purchased. The reporting banks added 3.7 billion dollars to their holdings of 
Government securities and increased their loans by 1.7 billion.

As a result of the transfer of deposits of individuals and businesses to War Loan 
accounts, reserves required by member banks declined about 700 million dollars from 
the beginning of the drive through mid-December. In addition, reserve funds were 
supplied to the banking system through the purchase by the Federal Reserve Banks of 640 
million dollars of Government securities. These additional reserves were used in part 
to reduce member bank borrowings at the Reserve Banks, which had risen to nearly 600 
million dollars in the latter part of November, and to meet the demand for currency. 
This demand, though slackened somewhat by the War Loan drive, amounted to 450 million 
dollars for the four weeks ended December 13. Excess reserves increased by 300 million 
dollars, principally at country banks.
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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  OF N E W  Y O R K
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MONEY MARKET IN JANUARY

The contraction of member bank excess reserves which 
follows War Loan drives, as Treasury deposits built up during 
the drives are transferred to private accounts, has been much 
smaller than usual since the close of the Sixth War Loan. 
Excess reserves of all member banks declined by only 200 
million dollars from the peak in December to January 24, 
1945. In comparable periods following the three preceding 
drives, the reduction was 500 million dollars or more.

In large part, this departure from previous patterns may be 
attributed to Government disbursements from accounts with 
the Federal Reserve Banks, which have been substantially in 
excess of receipts. Treasury deposits in the Reserve Banks, 
which had reached a peak of 1,250 million dollars on 
December 20, 1944 and had fallen to 900 million in the 
succeeding week, were further reduced by almost two thirds 
in the three subsequent weeks ended January 17, 1945. These 
disbursements placed 565 million dollars of additional reserve 
funds at the disposal of the banks of the country.

The other important factor responsible for minimizing the 
decline in excess reserves of member banks was a return flow 
of currency to the Federal Reserve Banks after Christmas 
which contributed 160 million dollars to the easing of the 
banks’ reserve positions in the four statement weeks ended 
January 24. In peacetime years, the flow of currency from the 
stores to the banks after the Christmas shopping period, 
together with a seasonal reduction in employment and payrolls, 
resulted regularly in a substantial retirement of currency, but 
in war years these seasonal influences have been offset to a 
large extent by the heavy demand for money for expanding 
industrial payrolls and for hoarding and other purposes. This 
year, however, the seasonal return flow of currency apparently 
has not been fully offset by new demands; furthermore, there 
was a new factor which contributed to the reduction in out
standing currency in January— cash payments of fourth quar
terly instalments of individual income taxes for 1944 which 
were postponed from December 15, 1944 to January 15, 1945.

Part of the gain in bank reserves from these and other 
sources was absorbed by an increase in reserve requirements,

occasioned by the interdrive shift from War Loan deposits 
which are reserve free, to private deposit accounts which are 
subject to reserve requirements. Nevertheless, the banks had 
enough surplus funds to enable them to retire about 500 
million dollars of Federal Reserve credit in the three weeks 
ended January 17, chiefly through the repurchase of Treasury 
bills from the Reserve Banks’ option accounts, and second
arily through direct subscriptions for Treasury bills in excess 
of their maturities, as a result of which the Reserve Banks 
were able to allow some of their bills to mature without 
replacement. There was a further small decline in Federal 
Reserve credit outstanding in the week ended January 24.

The easier reserve positions of the banks contributed also to 
the development of a brisk demand for Government securi
ties. Purchases of Treasury obligations in the New York 
market by out-of-town banks and other investors brought 
about a substantial inflow of funds from other sections of the 
country. Weekly reporting member banks in New York City 
sold sizable amounts of Treasury bonds, notes, and certificates, 
and at the same time acquired about 350 million dollars of 
Treasury bills from the Federal Reserve Bank and from new 
issues in the three weeks ended January 17. In the week ended 
January 24, the New York City weekly reporting banks again 
bought bills and also small amounts of certificates and bonds.

Throughout this four-week period, the New York banks 
were, in effect, utilizing funds sent in by out-of-town banks to 
retire Federal Reserve credit. The effect of transfers of funds 
to New York on the reserve positions of banks in other parts 
of the country was partly offset by funds gained from other 
sources, including net Government expenditures and some 
return flow of currency. Nevertheless, excess reserves of all 
member banks outside New York City showed a net reduction 
of close to 200 million dollars.

The active demand for Government obligations also 
afforded dealers and other nonbank investors an opportunity 
to liquidate securities carried on bank credit from the Sixth 
War Loan period. In the four weeks ended January 24, loans 
on Government obligations at New York weekly reporting
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banks declined by nearly 500 million dollars, divided almost 
equally between dealers and others. There was a decrease of 
183 million in such loans among the reporting member banks 
in 100 other cities. The latter institutions evidently acquired 
in the New York market a large part of the Government 
securities which they added to their portfolios— primarily 
Treasury bonds (434 million dollars) and some notes.

The market for certificates of indebtedness, which had 
shown rising yields and declining prices prior to and during 
the Sixth War Loan drive, improved considerably during 
January. The Reserve Banks found it necessary to support 
this market by purchasing large amounts of certificates during 
December in order to maintain reasonably stable conditions in 
the market, but Reserve Bank buying during the three weeks 
ended January 24 was negligible and yields receded to approxi
mately the levels prevailing earlier last fall. All weekly report
ing member banks reduced their certificate portfolios by about 
60 million dollars between January 3 and 24, indicating the 
presence of considerable demand from corporations and other 
nonbank investors.

The demand for Treasury bonds was particularly keen and 
was not confined to reporting meiriber banks outside of New 
York; nonreporting member and nonmember banks as well as 
some nonbank investors were also in the market for Treasury 
bonds. A considerable rise in prices was required to bring 
out the necessary supplies, and the Federal Reserve Banks 
sold bonds from time to time in order to help maintain orderly 
conditions in the market. Bank demand centered chiefly 
upon the 2 per cent issue floated during the Sixth drive, 
which carried the smallest premium of the issues bearing 
this coupon, although there was also continued active demand 
for partially tax-exempt issues. Among the major suppliers 
of the new 2 per cent bonds were institutional investors 
which had acquired them at par during the Sixth drive largely 
with the proceeds of sales to the banks of earlier issues of 
Treasury bonds. In disposing of their Sixth War Loan securi
ties, some of these investors repurchased the earlier issues, 
in effect securing a net profit amounting to a large part of 
the premium on the Sixth Loan bonds. The undesirable aspects 
of this procedure were pointed out in the January 1945 issue 
of this Review.

Such practices, by promoting large increases in bank hold
ings of Government securities, contributed to the ease with 
which Sixth War Loan quotas were exceeded but may have 
been a factor in arresting at least temporarily the progress that 
had previously been made in channeling the liquid cash assets 
of individuals, corporations, and others into the financing of 
the war effort. As illustrated in the accompanying chart, it 
appears that in previous War Loan drives a considerable pro
portion of the demand deposits accumulated by nonbank 
investors in the interdrive periods, had been absorbed through 
sales of War Loan securities. In the Sixth drive, however, 
the proportion of these accumulated deposits recaptured for 
war financing fell sharply below that of previous drives, indi-

Adjusted Demand Deposits of Weekly Reporting 
Member Banks

1942  1943  1944  1945

Source: Board of Governors of the Federal Reserve System.

eating a setback to efforts to finance the war as far as possible 
with nonbank funds and to limit the amount of bank credit 
expansion involved.

The growth in deposits between the low point of the Fifth 
War Loan and the peak of the Sixth was unusually large. This 
growth may be attributed partly to the fact that only one tax 
period intervened between the Fifth and Sixth War Loans; 
consequently corporation and individual withdrawals of 
deposits for income tax payments were considerably less 
between July and November than between February and June. 
And, as Government expenditures continued at much the 
same rate as in the earlier part of the year, the Treasury was 
compelled to make much heavier withdrawals from its War 
Loan deposit accounts between the Fifth and Sixth drives, thus 
greatly accelerating the growth of private deposit accounts. 
Unusually large sales of Government securities to banks by 
other investors in the period preceding the issue date for Sixth 
War Loan securities also contributed to the growth in indi
vidual, corporate, and institutional deposit accounts.

Because of this large growth of bank deposits, there should 
have been substantially greater amounts of funds available for 
investment in War Loan securities than ever before, and the 
amount actually sold in the Sixth Loan was somewhat greater 
than in any preceding War Loan. The absorption of private 
deposits, however, while about as great in actual amount as 
in the previous drives, represented a considerably smaller 
percentage of the preceding growth than was achieved in other 
drives. A partial explanation probably lies in the fact that 
individuals were accumulating funds with which to meet their 
income tax payments due on January 15 and March 15. But it 
is questionable whether this factor is sufficient to explain fully 
the unusually large net increase in deposits between the low 
point at the close of the Fifth Loan, and the low point at the 
end of the Sixth.

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

February 1945



FEDERAL RESERVE BANK OF NEW YORK 11

LOANS TO VETERANS
A new type of partially Government-guaranteed bank loans 

has arisen out of the passage of the Servicemen’s Readjust
ment Act of 1944, a statute designed to aid the veteran of 
World War II in his readjustment to civilian life. Under 
Title III of this act, popularly known as the "G I Bill of 
Rights,” the Veterans’ Administration is empowered to issue 
limited guaranties of loans made to ex-servicemen by private 
and Governmental lending agencies. Such loans may be 
extended for the following purposes: (1 ) the construction, 
purchase, or repair or improvement of, or payment of delin
quent indebtedness, taxes or special assessments on, homes; 
(2 ) the purchase of farms and livestock and the purchase, 
repair or improvement of farm buildings and equipment; and 
(3 ) the purchase of a business or business property including 
buildings, machinery and equipment, tools, and supplies.1 
Farm crop production loans or business working capital loans 
are not eligible for guaranty by the Administrator of Veterans’ 
Affairs. Loans for refinancing purposes are likewise ineligible 
for guaranty.

Only veterans in service on or after September 16, 1940 who 
have been released from the armed services of the United 
States under conditions other than dishonorable, after active 
service of 90 days or more, unless released after shorter service 
because of disability or injury incurred in line of duty, are 
eligible to apply for guaranteed loans. The veteran may apply 
within two years after release from service or two years after 
the war, whichever is later, but in no event later than five years 
after its termination.

Aside from the fact that only loans extended for the pur
poses specified above can qualify for the Administrator’s 
guaranty, broadly speaking the following criteria of eligibility 
have been established:

1. The property securing the loan must be situated in the 
United States, its territories, and possessions, and must 
be suitable for the purposes of the loan;

2. The proceeds of the loan will be used only for the 
purposes specified;

3. The purchase price of the property or construction cost 
(including the value of the land) may not exceed the 
reasonable normal value of the property as determined 
by appraisal;

4. The terms of payment of a home mortgage loan must 
bear a proper relation to the veteran’s present and anti
cipated income and expenses;

5. The veteran’s ability and experience and the conditions

1 Regulations of the Veterans’ Administration covering all three types 
of veterans’ loans have been distributed to all banks and trust com
panies in the Second Federal Reserve District by this bank. The regu
lations and forms are now obtainable from local offices of the Veterans’ 
Administration located at Newington, Connecticut; Lyons, New Jersey; 
Batavia, New York; and 215 West 24th Street, New York 11 , 
New York.

under which he proposes to conduct farming or business 
operations are such as to indicate reasonable likelihood 
of success in the pursuit of his occupation. In addition, 
in the case of farm loans, the veteran’s financial situa
tion must be such that "he likely will be able to carry 
on the farming enterprise successfully”.2

With the exception of "second” loans discussed below, the 
Administrator’s guaranty is limited to 50 per cent of the 
amount of the loan or two thousand dollars, whichever is less, 
no matter how large the loan may be. The guaranty may be 
split among a number of loans for different purposes, but the 
sum of the guaranties on all loans ( including second loans) 
to one veteran may not exceed two thousand dollars. Subject 
to certain exceptions contained in the regulations, guaranties 
of construction loans, although issued before building begins, 
do not become effective until completion of the project. The 
guaranty declines or rises pro rata with the decrease or increase 
in the unpaid amount of the loan. In the event of default, 
however, the guaranty becomes payable to the lender in the 
amount current at the time. The right of the Veterans’ 
Administration to recover its loss out of foreclosure and 
the proceeds of the sale of the security behind the loan becomes 
effective only after the lending institution’s claim has been 
fully met.

The loan guaranty provisions of the "G I Bill of Rights” 
may be used to supplement insurance or guaranties of loans 
which other Governmental bodies are authorized to provide. 
Where another Federal agency has insured, guaranteed, or 
made a loan to a veteran for any of the purposes stated in the 
first paragraph of this article, the Administrator of Veterans’ 
Affairs may guarantee, subject to the limitation of two thou
sand dollars, the full amount of a second or junior loan to 
cover the remainder of the purchase price or the cost of con
struction of the property to be acquired. Such second loans 
are limited in amount to 20 per cent of the purchase price or 
cost. For example, a veteran desirous of acquiring a ten 
thousand dollar home might be able to obtain two loans from 
a bank, one insured by the FHA for eight thousand dollars 
and the other guaranteed for two thousand dollars by the 
Administrator of Veterans’ Affairs. In this special type of 
case the veteran need not invest any of his own funds in the 
transaction, and the entire credit is insured or guaranteed. It 
is expected that a great many home loans originating out of 
the Servicemen’s Readjustment Act will be so-called second 
loans. In the case of loans for the purpose of enabling 
veterans to go into business, however, this opportunity to 
Obtain second loans is extremely limited inasmuch as very few 
loans of this type have been made by any other Federal agency.

In general, loans on real estate, equipment, machinery, and 
tools require first liens in the form of mortgages, conditional

2 Section 36.4102 (b ) (2 ) of the regulations of the Veterans’
Administration on guaranty of farm and farm equipment loans.
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sales contracts, chattel mortgages, or security in other forms 
appropriate to the type of property acquired and to the laws of 
the various States. The existence of prior tax liens on the 
property, however, will not necessarily disqualify the loan. 
Loans not in excess of 500 dollars and those for the purchase 
of supplies may be unsecured. Loans for repairs or improve
ments, for payment of delinquent indebtedness, taxes, or 
special assessments or for initial payment of machinery, equip
ment, or tools, and second loans to complete purchases are 
likely to be junior liens secured by second mortgages or 
unsecured.

For the most part no limit is placed, either in the Service
men’s Readjustment Act or the regulations under it, on the 
amount of a first mortgage real estate loan so that the laws of 
the various States and, in the case of national banks the 
Federal Reserve Act, govern. A number of States have changed 
their banking laws or regulations to provide that the limita
tion with respect to the ratio of the amount of the loan to the 
appraised value of the real estate applies only to the unguar
anteed portion of the loan. The Comptroller of the Currency 
has issued a ruling to the same effect applicable to the national 
banks.3

The amount of a loan for repair, alteration, or improvement 
of residential or farm property must bear a "proper” relation 
to the value of the property and in the case of farm real estate 
to the earning power of such property as well. Second loans, 
as already noted, may not exceed 20 per cent of the purchase 
price or cost.

Amounts and maturities of business loans vary with the 
purpose of the loan. A loan for the entire purchase price of 
equipment, machinery, or tools (new or used) may not run 
for more than three years. A loan covering the initial pur
chase price (down payment) of such items, however, may not 
exceed one thousand dollars or one third of the purchase price, 
whichever is lower, and may have an ultimate maturity of no 
more than two years if the loan exceeds 500 dollars or one year 
if 500 dollars or less. Loans for the purchase of supplies carry 
a maximum of one thousand dollars and one year, while loans 
to acquire businesses must be paid off within five years.

Loans on business and other real estate and all other non
business loans may run as long as 20 years or for shorter 
periods depending upon the amount of the loan, the amount 
of amortization payments, the character and condition of the 
property, and upon other factors. All loans maturing in more 
than one year are to be amortized at least annually except that 
payments on the principal of farm real estate loans may be 
deferred for the first three years and that a “term” loan matur
ing within five years need not be paid off periodically, if 
together with any prior liens it does not exceed two thirds of 
the reasonable normal value of the property.

3 This ruling has been confined to home loans only.

The maximum interest rate is set at 4 per cent per annum 
on unpaid balances. The rate on second loans may be 1 per 
cent higher than that charged on the principal or prior loan 
but in no event may it exceed 4 per cent. In many instances 
the rate on the second loan may have to be lower than that on 
the prior one, inasmuch as the interest rate charged on Govern
ment-guaranteed nonwar loans frequently exceeds 4 per cent. 
The Veterans’ Administration is directed by law to pay the 
first year’s interest on the portion of the loan it has guaranteed.

No bonus, commission, or application fee may be charged 
the veteran in connection with the loan; nor may a premium 
or penalty be required of the borrower for prepayment of the 
loan. The customary charges for credit and appraisal reports, 
title-searching, recording fees, premiums on fire and other 
hazard insurance required on the property, and other such 
expenses may be made, however, and may be added to the 
principal of the loan or paid in any other way agreed upon by 
the borrower and lender. In addition, the lender may make 
reasonable charges for any funds advanced on a construction 
loan during the building period.

Procedures set up for obtaining and approving loans differ 
somewhat as to details with respect to the various types of 
loans. In general, the veteran and the lender are required to 
sign and submit an application for a "Certification of Eligi
bility” to the regional office of the Veterans’ Administration. 
The certification will be returned to the lender by the loan 
guaranty office, stating whether or not the serviceman is 
eligible for a loan and the amount of the guaranty available 
to him, and listing the name of an approved appraiser who 
will make an evaluation of the property.

Upon determination that the veteran is eligible the required 
papers must be duly prepared, executed, and submitted to an 
agency designated by the Veterans’ Administration for recom
mendation— in the case of business loans, the RFC or the 
SWPC, in the case of farm loans, the Farm Security Admin
istration through local veterans’ loan certifying committees,4 
and for second loans on residential property, the FHA. The 
Veterans’ Administration has as yet designated no such agency 
to review and make recommendations on other types of home 
loans and is performing these functions itself through its 
regional offices. The following papers are specified for most 
types of loans:

1. Certification of eligibility.

2. Loan Guaranty Certificate evidencing the Administra
tor’s obligation under the loan.

3. Original application for guaranty.

4 Where the ex-serviceman is unfamiliar with farming conditions or 
the available farm land in the community in which he is desirous of 
settling, he is required to seek the advice of a local veteran’s advisory 
committee operating in conjunction with county agent’s office in the 
Agricultural Extension Service; thus some protection against unwise 
investment is provided. The veteran’s application may then be sub
mitted by the lending institution to the certifying committee for 
recommendation.
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4. Credit report with respect to the borrower5 (in case of 
farm loans required only upon request of the Admin
istrator).

5. Appraisal report.6
6. Copy of conditional sales contract if this form of security 

is used; also a copy of any option or loan agreement.

7. Loan closing statement giving the estimated amounts to 
be disbursed by the creditor for the borrower.

8. A statement of the kinds and amounts of insurance 
required for the protection of all three parties against 
loss from fire and other hazards, and the estimated 
premium cost.5

If the loan is recommended by the agency it goes to the 
regional office of the Veterans’ Administration for approval. 
All papers except the original application and in appropriate 
cases the appraisal and credit reports go back to the lender, 
together with an executed contract of guaranty in the form of 
a Loan Guaranty Certificate (in the case of second loans on 
homes, the papers are returned to the FHA which in turn sends 
them back to the lender). The loan is then 'closed” by the 
lender by securing a certificate of title, necessary signatures, 
etc., and a report of the loan closing is furnished the Adminis
trator within two months of the closing. If the loan is dis
approved, the papers are returned to the lender, together with 
a letter stating the reasons for disapproval. A copy of the 
letter is sent to the veteran. The lender or veteran may appeal 
to the Administrator in Washington for a review of the 
decision within a month after the receipt of notice of denial.

In view of these complicated procedures, the handling 
of veterans’ loans may involve considerable expense to lending 
institutions. The profitableness of such loans may therefore 
be subordinate to the main consideration which will probably 
be whether or not the loans can reasonably be expected to 
assist ex-servicemen to reestablish themselves successfully in 
civilian life.

Care R equired in  M a k in g  Loan s

It has been made quite clear that the loan provisions of the 
Servicemens Readjustment Act do not confer on the veteran 
the right to obtain a guaranteed loan more or less automati
cally. Officials of the Veterans’ Administration have empha
sized the distinction between a loan and a bonus or grant. 
It should also be made clear that the lending institution shares 
with the Government the risks involved in such loans, and is

5 Not required where the loan does not exceed 500 dollars.
8 Not required where the loan does not exceed 500 dollars. In the 

case of farm loans of 500 dollars or less for repairs, alterations, or 
improvements, an abbreviated appraisal report must be submitted by 
the agency recommending the loan. The opinion of such agency as 
to the value of livestock, farm machinery, or equipment based on 
inspection or evidence or review of the application for such a loan 
of over 500 dollars, may constitute the appraisal report. No appraisal 
report is ordinarily required for business loans on new machinery, 
equipment, tools, or supplies.

not relieved by the Government’s partial guarantee from 
exercising ordinary business prudence. Because the loan must 
eventually be paid back, both the lending agency and the 
Veterans’ Administration will have to exercise considerable 
care in appraising the prospects for repayment and will have 
to make reasonably certain that the loan is practicable with 
respect to the relationship of the amount of the loan and the 
schedule of payments to the veteran’s prospective income.

In connection with farm and business loans, the chief test of 
practicability is the veteran’s ability and experience in his 
particular field of endeavor which may be counted upon to 
improve his chance of achieving success in his venture. It is 
evident that a great many applicants for loans may not be able 
to meet these tests. Representing primarily the younger ele
ment in the population, ex-servicemen in large part had not 
yet begun to make their way in the economic world at the 
time they were called to the colors, and so may be lacking in 
training and experience. The risks involved in the extension 
of credits to veterans appear to be greatest for business loans—  
the Administrator of Veterans’ Affairs has termed the business 
loan as "probably one of the most hazardous provisions” of the 
Act. Least risk appears to be attached to the home loans.

The provision of the Act authorizing partially guaranteed 
loans to enable veterans to go into business for themselves 
may constitute an innovation in Federal loan legislation, in that 
it is probably the first attempt to provide loans for the specific 
purpose of enabling individuals either to launch new busi
nesses or to acquire interests (whole or part) in existing enter
prises. The substantial risks involved in such loans are indi
cated by the heavy mortality among small businesses. The 
best interests of the veterans as well as the Government and 
the lending institutions will be served by encouraging veterans 
to embark only upon ventures in which they may have a 
reasonable prospect of success.

BUDGET MESSAGE OF THE PRESIDENT 
OF JANUARY 9, 1945

Owing to uncertainties relating to the end of the war, 
one must regard as highly tentative the fiscal year 1946 budget 
estimates of Federal receipts and expenditures contained in 
the President’s Budget Message transmitted to the Congress 
on January 9, 1945. Avoiding any prediction concerning the 
length of the war on either front, the President stated that 
for the fiscal year 1946 he was using a tentative estimate of 
70 billion dollars for war expenditures, although the figure 
might range from less than 60 billion to more than 80 billion 
depending upon assumptions which might be made with 
respect to the course of the war. Receipts, from income 
taxes in particular, would also be affected to some extent by 
deviations in actual expenditures from the estimates, because 
of the effects on industrial production and the national income.

Based upon the projected receipts and expenditures of the
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Treasury and Government corporations, net borrowing from 
the public would amount to 44 billion dollars for the fiscal 
year ending June 30, 1945 (o f which approximately 27 bil
lion had been consummated by December 31, 1944) com
pared with 57 billion for the fiscal year 1944, while the cor
responding figure for the fiscal year 1946 would be 34 billion. 
At present levels of savings it is expected that nonbank in
vestors would provide about 30 billion dollars of the annual 
requirements; the remainder would have to be raised through 
the banking system. An earlier end of the war than was 
assumed would, of course, imply an even more rapid decline 
in the amount to be borrowed from the public, as expenditures 
would tend to drop faster than receipts.

Net receipts of the Treasury are estimated at 41 billion 
dollars for the fiscal year ending June 30, 1946, or 4.5 billion 
below the revised estimate for the current year and 3 billion 
below the year ended June 30, 1944. A little over 3 billion 
of the decline from 1945 to 1946 is in direct taxes on indi
viduals ( of which the completion this year of the payment of 
"unforgiven” 1942 or 1943 taxes accounts for about 900 
million), while taxes on corporations are expected to be 
approximately 800 million lower. The President cited the 
anticipated decline in Federal expenditures as an influence 
toward lower incomes and tax receipts. Direct taxes • on 
individuals and corporations together will account for ap
proximately three fourths of the total revenues for the fiscal 
year 1946.

Total expenditures, including the net outlays of Govern
ment corporations, exclusive of those for debt retirement, 
are estimated at 83 billion dollars for the year ending June 
30, 1946, or 17 billion lower than for the fiscal year 1945 
and 12 billion below actual expenditures for fiscal 1944. 
The anticipated decline from 1945 to 1946 is accounted for 
by a decrease of war expenditures from 89 billion to 70 
billion and a rise of 2 billion in other expenditures. 'The war 
expenditure estimate for 1946 assumes that the Lend-Lease 
Act, which expires June 30, 1945, will be extended, but the 
message stated that lend-lease "will be liquidated with the 
end of the war.”

During the first half of the current fiscal year war expendi
tures were made at an annual rate of 88 billion dollars; the 
revised estimate indicates that an annual level of 90 billion 
is expected to prevail during the six months ending June 30, 
1945. It was estimated that the total war program, measured 
by appropriations, unliquidated contract authorizations, and 
net commitments of Government agencies, would reach 450 
billion dollars by June 30, 1946 of which about 91 billion 
would remain unexpended on that date.

Of the 13 billion of estimated 1946 expenditures for other 
than war purposes, nearly 10 billion was placed in the 
"aftermath-of-war” category which covers veterans’ pensions 
and benefits (2.6 billion), refunds of taxes (2.7 billion), 
and interest on the public debt (4.5 billion— of which, how

ever, nearly 1 billion represents the interest charge on debt 
incurred prior to the start of our defense program). The 
total of these three items is larger than the whole Federal 
budget for any year prior to 1941, with the exception of 
the years 1918 and 1919.

Assuming declines in the Treasury’s cash balance of 5 bil
lion during the fiscal year 1945 (to 15 billion on June 30) 
and 2 billion during the next year (to 13 billion), borrowing 
requirements of the Treasury are estimated to amount to 51 
billion and 41 billion, respectively, compared with 64 billion 
in 1944. This would allow for the net retirement of nearly 
1.9 billion dollars of Government corporations’ obligations 
during the entire fiscal year 1945 (leaving about 1.6 billion 
for the period January 1-June 30, 1945) and 660 million dur
ing the following fiscal year. The gross public debt (231 bil
lion on December 30, 1944) would rise to 252 billion by 
June 30, 1945 and to 292 billion a year later. The present 
statutory debt limit of 260 billion (face amount) would 
therefore be sufficient to carry the Treasury only to next 
June 30, after allowing for the unearned discount on Savings 
bonds. As a matter of fact, the Seventh War Loan drive, 
predicted for next May or June by the Secretary of the 
Treasury, may carry the debt above the present limit. Trust 
account and other net cash receipts— Social Security taxes in 
the main— will reduce the amount to be borrowed from 
the public.

The President’s message called attention to the fact that 
no change in tax legislation was proposed at this time and 
stated that "wartime taxes must be maintained as long as 
large-scale war expenditures are necessary.” On the other 
hand, it was stated that minor tax adjustments will become 
possible and desirable "when a favorable development of the 
war allows a major decline in war expenditures.” Looking 
to the postwar period, it was suggested that "we must over
haul the wartime tax structure to stimulate consumers’ demand 
and to promote business investment” and it was recom
mended that the elements of such a program be developed 
now so that it can be put into effect after victory.

The Budget Message contained a number of proposals 
designed to aid domestic reconversion and the attainment 
of full employment and a greater measure of economic secur
ity, and also the reconstruction and rehabilitation of foreign 
countries. If carried out, most of the proposals would lead 
to substantial expenditures by the Federal Government in 
the transitional and postwar periods. A departure from past 
practice was the inclusion in the message of a table showing 
the "nation’s budget”— a breakdown of the gross national 
product for the calendar years 1939 and 1944. In referring 
to this table, the President pointed out that if full employ
ment is to be provided by private enterprise in peacetime, 
consumers’ expenditures and business investments must in
crease by about 50 per cent, measured in constant prices, 
above the level of the year 1939. His discussion of the
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subject implied that if consumers’ expenditures and business 
investments are not sufficient to provide full employment and 
a high level of gross national product, it will be the policy 
of the Government to provide jobs and sufficient purchasing 
power in the hands of the public to assure sustained markets 
and employment.

THE RELATIONSHIP OF DEPARTM ENT STORE 
SALES AND DISPOSABLE INCOME 
IN NEW YORK  STATE

Among the various factors which determine the annual 
volume of department store trade, the amount of income after 
taxes, or disposable income, is the most important. An analy
sis of past relationships between disposable income and 
department store sales may be of help in evaluating the 
performance of individual stores or groups of stores and also 
in appraising the postwar outlook for department store trade.

The accompanying chart compares department store sales 
and disposable income in New York State for the period 
1929-44. Estimates of year-to-year changes in department 
store sales in New York State are based on reports obtained 
by this bank from a representative group of department 
stores.1 Disposable income of individuals in New York State

Indexes of Department Store Sales and Disposable 
Income in New York State, 1929-44 

(1939 averages 100 per cent)
Per cent

Source: Federal Reserve Bank of New Y ork ; disposable income estimate 
for 1944 preliminary.

was computed by deducting from total income payments in the 
State (as estimated by the United States Department of Com
merce) all direct personal taxes collected in the State. The 
principal direct taxes paid by individuals in New York are 
Federal and State personal income taxes and Federal and 
State estate and gift taxes; it was also assumed that 25 per 
cent of all local property taxes are paid by individuals, the rest

1 Federal excise taxes and New York City sales tax not included in 
sales figures.

by business. In addition, income received by nonresidents 
was excluded from the estimate of disposable income for New 
York State.

It appears from the chart that fluctuations in department 
store trade correspond closely to changes in disposable 
income. In 1939 disposable income in New York State 
amounted to 10,360 million dollars and department store 
sales to 444 million. During the 16-year period the portion 
of consumer income spent in department stores showed very 
little variation, reaching 4.8 per cent in 1932 but declining 
to 4.0 per cent in 1943. In depression years department 
store sales decline somewhat less than the disposable 
income of individuals, since many consumers spend out of 
savings or reduce their current savings. In 1942 and 1943, 
owing to shortages of many durable goods and to increased 
saving, department store sales in New York State failed 
to reach the volume which might have been expected on 
the basis of peacetime relationships and of wartime income 
levels. In 1944, however, department store sales appear to 
have shown a relatively greater increase than the disposable 
income of individuals in the State.

During the period 1929-44, an increase or decrease of 10 
per cent in disposable income in the State has been accom
panied by an average change of 8 per cent in department 
store sales. A change of 1 billion dollars in disposable income 
has in the average raised or lowered department store sales 
by 34 or 35 million dollars.2

2 A report including estimates of disposable income and department 
store sales for New York State, 1929-44, and a more detailed descrip
tion of the technique used to obtain the data which appear in this 
article may be obtained upon request.

Indexes of Business

Index
1943 1944

Dec. Oct. Nov. Dec.
Industrial production*, 1935-39=100.......... 241 232 232 232p

(Board, of Governors, Federal Reserve 
System)

Munitions output, 1943=100 r ...................... 117 112 109 llOp
( War Production Board)

Electric power output*, 1935-39=100.........
(Federal Reserve Bank of New York)

197 193 196 198p

Ton-miles of railway freight*, 1935-39 =  100 
(Federal Reserve Bank of New York)

228 224 215p

Sales of all retail stores*, 1935-39=100........
(Department of Commerce)

172 180 187p

Factory employment
United States, 1939 =100 ..........................
(Bureau of Labor Statistics)

169 155 153 154p

New York State, 1935-39=100................. 160 146 145 145p
(New York State Dept, of Labor)

Factory payrolls 
United States, 1939=100............................ 328 314 312 p
(Bureau of Labor Statistics)
New York State, 1935-39=100................. 297 287 286 283p
(New York State Dept, of Labor)

Income payments*, 1935-39=100 ............... 223 236 238p
(Department of Commerce)

Wage rates, 1926=100.................................... 160 167 168p
(Federal Reserve Bank of New York)

Cost of living, 1935-39=100.......................... 124 127r 127 127 p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39=100 
(Federal Reserve Bank of New York)
New York C ity ............................................. 65 76 76 87
Outside New York C ity .............................. 74 73 76 84

* Adjusted for seasonal variation. p Preliminary. r Revised.

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

February 1945



16 MONTHLY REVIEW, FEBRUARY 1945

DEPARTM ENT STORE TRADE

Unusual weather conditions, particularly in Upstate New 
York, together with a merchandise inventory depleted by 
the greatest Christmas buying on record, adversely affected 
January trade in this District. The dollar volume of depart
ment store sales last month, after adjustment for seasonal 
fluctuations, was about 7 per cent below the average for the 
final quarter of 1944 and the lowest since last June. At the 
beginning of January, the seasonally adjusted index of depart
ment store stocks had declined almost 20 per cent from last 
Augusts peak and was the lowest since the middle of 1943. 
Merchandise on order at the close of the year equaled the 
dollar volume of stocks on hand. Outstanding commitments 
were 15 per cent above those of one year earlier and three 
times the dollar amount on order at the close of 1942. 
Trade sources indicate that a substantial portion of these 
orders are overdue.

Department store sales in this District last year amounted 
to roughly 800 million dollars, or 13 per cent of the United 
States total. New York City sold 425 million dollars worth 
of department store merchandise; Newark, 75 million; Buf
falo, 65 million; Rochester, 40 million; Syracuse, 20 million; 
and Bridgeport, 13 million. The accompanying chart shows 
the trend of sales in these cities from 1925 to date. During

Indexes of Department Store Sales in the United States, Second 
District, and Selected Cities within the District, 1925-44 

(1935-39 average=100 per cent)

the war period sales in the District have lagged behind those 
in the country as a whole, because of the relatively small 
increases in New York City and Newark. Buffalo and Syra
cuse have shown gains greater than the United States average. 
The annual increase during the past few years has been 
fairly constant for New York City, Buffalo, Rochester, and 
Syracuse. During 1944, Newark showed a gain following 
a slight decline in 1943, while sales in Bridgeport were lower 
for the second consecutive year, following an unusually rapid 
expansion in 1941 and 1942.

The trend of sales among the various cities is related to 
the changes in the amount of income available for spending, 
which are occasioned largely by the expansion and contrac
tion in manufacturing activity and hence in payrolls (see 
the discussion of sales and disposable income included in this 
issue). It will be noted that department store sales have 
substantially exceeded the predepression peaks in most cities. 
These indexes, however, are based on the dollar volume of 
sales; changes in the price and quality of department store 
merchandise have varied considerably during the past two 
decades. In addition, the trend during the war period has 
been influenced by the preference for, and in some cases the 
greater availability of, higher priced items.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net Sales
Stocks on 

hand 
Dec. 31, 1944

Dec. 1944
Jan.through 

Dec. 1944

Department stores, Second District. . . +13 +10 -  7
New York C it y .................................... +15 +12 -  8
Northern New Jersey.......................... + 13 +  7 -  6

+ 12 +  6 -  5
Westchester and Fairfield Counties.. + 13 +  3 -1 7

Bridgeport.......................................... +  7 -  1 - 2 6
Lower Hudson River V alley.............. + 22 +17 +12

Poughkeepsie.................................... +21 +15 —
Upper Hudson River Valley.............. + 10 +  3 -  1

+15 +  6 —
Schenectady...................................... +  6 0 +  2

Central New York State..................... +13 +10 +  2
Mohawk River Valley..................... +  8 +  4 -  6

+  7 +  5 —

Syracuse............................................. + 16 +13 +  6
Northern New York State................... +24 +14 —
Southern New York State................... +18 +11 -  7

Binghamton...................................... +20 +12 —
+22 + 12 —

Western New York State................... +  7 +  7 0
+  6 +  6 0

Niagara Falls..................................... + 10 +  4 +  5
Rochester............................................ +  8 +  9 0

Apparel stores (chiefly New York City) +21 +12 +  3

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

1925 1930 1935 1940 1925 1930 1935 1940

Source: Board of Governors of the Federal Reserve System and Federal 
Reserve Bank of New York.

1943 1944

Item
Dec. Oct. Nov. Dec.

1935-39 average — 100 
Sales (average daily), unadjusted................. 228r 173 207 269
Sales (average daily), seasonally adjusted.. 131r 152 164 155

1923-25 average = 1 0 0  
Stocks, unadjusted.......................................... 112 132 131 104
Stocks, seasonally adjusted............................ 115 120 114 106

r Revised
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1937 1938 1939 1940 1941

Index of Physical Volume of Industrial Production, 
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 January 20)

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

PRODUCTION and employment at factories increased somewhat in December. Retail buying 
was exceptionally active in December and the first half of January and wholesale commodity 
prices advanced.

Industrial  Production

Total industrial production was maintained in December at the level of the preceding 
month, which was 232 per cent of the 1935-39 average, according to the Boards index. 
Manufacturing output showed a slight rise because of increased output of war products, while 
minerals production declined, reflecting a sharp drop in coal production.

Gains over the November levels of activity in the machinery, transportation equipment, 
chemicals, petroleum refining, and rubber industries followed a renewed drive to expand 
output of critical munitions. Military events in December resulted in higher production 
schedules for munitions and in additional Federal measures to assure manpower for war 
output and to increase inductions into the armed services. Stringent limits were placed on the 
use of metals in civilian products under the programs initiated last fall.

Output of metals decreased somewhat further in December. In the first three weeks of 
January steel production continued to decline, partly because of severe weather conditions. 
Output of aluminum has been held at a level of about 90 million pounds per month since 
last autumn. The curtailment of aluminum sheet production during 1944 was reported in 
January to have led to a critical supply situation for this product in the light of the recently 
raised aircraft schedule.

Lumber production showed the usual seasonal decline in December. Output for the year 
1944 was about 5 per cent below 1943, and a further decline is expected in 1945 owing to 
continued shortages of manpower and equipment.

Cotton consumption and output of manufactured foods were maintained in December at 
the level of the preceding month. There were declines in shoe production and in activity at 
paper mills.

Output of coal in December was about 12 per cent below average production in the 
preceding 11 months. In order to assure supplies to meet the most essential needs, restric
tions on less essential civilian uses of coal were instituted in January. Crude petroleum pro
duction was maintained in December in large volume, while output of iron ore showed the 
large seasonal decline customary in this month.

Member Bank Reserves and Related Items 
(Latest figures are for January 17)

D istribution

During the November-December Christmas shopping season department store sales rose 
to new high levels and were 15 per cent larger than in the corresponding period a year ago. 
The high level of sales was maintained in the first half of January, taking into account usual 
seasonal changes in trade.

Carloadings of railroad freight declined more than usual in December. During the first 
two weeks of January loadings were 5 per cent less than during the same period a year ago, 
owing to decreases in all classes of freight except miscellaneous shipments.

Co m m o d it y  Prices

The general level of wholesale commodity prices advanced somewhat from the early part 
of December to the middle of January. Prices of most farm products were higher. After the 
middle of January grains and cotton declined but were still above early December levels. 
Steel scrap, which had been considerably below ceiling levels in the autumn, showed a sharp 
price rise. Prices of nonferrous metal scrap, cement, and various other industrial materials 
also increased in December and the early part of January.

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 Guaranteed 

Issues (Latest figures are for January 17)

Ba n k  Credit

In the four weeks ended January 17, Government security holdings at weekly reporting 
member banks increased further. Loans for purchasing and carrying Government securities 
declined from the level reached during the Sixth War Loan drive; most of the decline was in 
the loans to customers, but loans to brokers and dealers also were reduced moderately. The 
Government securities added to reporting member bank holdings in this period consisted 
mainly of bonds and bills.

Excess reserves held by member banks declined relatively little from the peak reached 
during the Sixth War Loan drive. Reserve requirements increased, but member bank reserve 
balances also increased by approximately the same amount. Spending of Treasury balances 
and a reduction of nonmember deposits at Reserve Banks more than offset a decline in hold
ings of Government securities by the Federal Reserve Banks. Currency in circulation declined 
130 million dollars during the three weeks following the Christmas peak, the largest decline 
for any corresponding period since early 1942.

Following the Sixth War Loan drive, adjusted demand deposits renewed their increase, 
and time deposits increased at a more rapid rate than demand deposits. Between War Loan 
drives, time deposits in all banks have been increasing at the rate of almost three quarters of 
a billion dollars a month.
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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  OF N E W  Y O R K
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MONEY MARKET IN FEBRUARY

The strength that developed in the Government security 
market .in January was carried over into February. Demand 
for the 2 per cent bonds, particularly those issued in the 
Sixth War Loan, continued active and considerable interest 
was evident also in longer term Treasury bonds and long 
maturity notes, and in certificates of indebtedness. The vol
ume of trading, however, was smaller in February than in 
January, particularly in bonds of intermediate maturities, but 
prices were firm throughout the market and in some sections 
the rise in quotations was larger in the first three weeks of 
February than in the corresponding period of January. Prices 
of Treasury bonds eased slightly late in February, as moderate 
selling developed and buying diminished.

Probably the chief factor in the continued strength of the 
Government security market was the fear of investors of a 
definite change in the pattern of interest rates, particularly 
the intermediate and long term rates, and that the bonds 
offered in the next War Loan drive would bear either lower 
coupons or extended maturities. This fear led the banks to 
become active buyers of intermediate maturity issues and 
nonbank investors to seek the longer term Treasury bonds. 
During January commercial bank demand for 2 per cent bonds 
was met largely out of the large subscriptions of the savings 
banks to the Sixth War Loan .issue. Portfolio readjustments 
having been largely completed, the savings banks were less 
of a factor in the market during February.

The apprehension over the future course of interest rates, 
however, sustained the demand for bonds, and at the same 
time fostered a reluctance on the part of investors to part 
with their holdings. The resultant diminution of supply was 
further aggravated by the fact that the liquidation of dealer 
inventories built up during the Sixth drive had been sub
stantially accomplished during January and early February. 
Extensive liquidation in January of Government security 
holdings financed by bank loans was also a factor in the 
smaller supply of bonds in February, the more gradual reduc
tion of bank loans on Government securities to others than 
brokers and dealers during the past month representing largely 
payments on loans to finance purchases of securities for non
bank investor portfolios during the Sixth War Loan.

Thus, a variety of circumstances coincided to reduce the 
supply of intermediate Treasury bonds while the demand con
tinued. As a result, the market became thin, and, at times, 
price changes were relatively pronounced on a small volume 
of buying. The 2 per cent bonds issued in the Sixth drive 
rose to a premium of more than 1% points and the yield fell 
to about 1 %  per cent, the very rate at which many investors 
believed or were led to believe that the Treasury might offer 
an intermediate bond issue in the Seventh War Loan. The 
very apprehension-of lower interest rates thus brought about 
the realization of a lower pattern of rates in the market.

In addition to the intermediate and longer term Govern
ment bonds, other types of Treasury securities were in demand. 
Corporations and others are reported to have absorbed for 
temporary investment considerable amounts of certificates 
of indebtedness, many of which were supplied by banks that 
were in need of reserves or were extending the maturities of 
their portfolios. Treasury notes were actively traded in, the

Prices of Two Per Cent Bonds Issued in the Fifth and 
Sixth War Loan Drives*

5 T H -  JUL.12 JUL.19 JUL.26 AUG.2 AUG.9 AUG.16 AUG.23 AUG.30 5EP.6 SEP.I3 
6 T M - DEC.2 0  DEC27 JAN.3 JAN.IO JAN.I7 JA N .24 JAN.3I FEB.7 FEB.I4 1 FEB.21

1 9 4 4 - 4 5
* Closing bid prices.
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banks tending to sell the shorter term issues and to replace 
them with longer term notes or 1% per cent and 2 per cent 
bonds.

The changed psychology with respect to Treasury bonds 
may be seen quite clearly from the difference in the course 
of market prices of new 2 per cent issues following the Fifth 
and Sixth War Loans. As illustrated in the accompanying 
chart, in the nine weeks after the start of trading, the Fifth 
War Loan issue sold within a narrow range at a relatively 
small premium over par. The initial premium quoted on 
the Sixth War Loan issue was the same as that on the Fifth 
drive security, but within a short time after the start of trading, 
the price of the Sixth Loan issue began to rise and this upward 
trend continued throughout the period. By the ninth week, 
the premium was three times that reached by the Fifth Loan 
issue in the corresponding period.

Most of the bank demand for Treasury bonds since the 
close of the Sixth drive has come from institutions outside 
the central reserve cities. Of the 887 million dollar increase 
in the Treasury bond holdings of weekly reporting member 
banks in 101 cities, banks in New York City acquired on 
balance only 73 million in the nine weeks ended February 14 
( the period since the start of trading in the marketable bonds 
issued during the Sixth War Loan). Inasmuch as the Chicago 
reporting member banks reduced their bond portfolios by a 
small amount in this period, it appears that reporting banks 
in the other 99 Gities augmented their holdings by 847 million.

The contrast between the banks’ Government security opera
tions in the early postdrive periods of the Fifth and Sixth 
drives is shown in the accompanying table. Net takings of 
Treasury bonds by the central reserve New York City banks 
following the Sixth drive were less than half those in the 
corresponding period of the Fifth Loan, whereas reporting 
member banks outside New York City increased their hold
ings by about 50 per cent more after the Sixth War Loan 
than in the comparable period after the Fifth. Institutions 
both in New York and the 100 other cities showed a greater 
tendency after the Sixth Loan to buy or hold Treasury bills;

Changes in Weekly Reporting Member Bank 
Holdings of, and Loans on, Government Securities 

Following the Fifth and Sixth War Loan Drives*
(In millions of dollars)

Total New York City 100 cities

Sixth
drive

Fifth
drive

Sixth
drive

Fifth
drive

Sixth
drive

Fifth
drive

Government security 
holdings

B onds...................... +  887 
+  145 
-  522

+  711 
-  635 
+  322

+  73 
+260 
-2 8 1

+165
-2 8 3
-1 1 8

+814
-1 1 5
-2 4 1

+546
-3 5 2
+440

B ills .........................
All other.................

T o ta l...................

Loans on Government 
securities

To dealers..............

+  510 +  398 +  52 -2 3 6 +458 +634

-  443
-  660

-  323
-  682

-3 4 6
-3 8 4

-2 3 5
-2 1 3

-  97 
-2 7 6

-  88 
-4 6 9To others................

T e ta l. .. ............. -1 ,1 0 3 -1 ,0 0 5 -7 3 0 -4 4 8 -3 7 3 -5 5 7

* July 5 to September 6, 1944 and December 13, 1944 to February 14, 1945.

the New York banks made substantial net purchases, and 
out-of-town banks made smaller net sales of bills than fol
lowing the previous War Loan. This tendency, however, 
may be explained by the lessened pressure on bank reserve 
positions which resulted from reduced demands for currency 
and net Treasury disbursements during most of January. On 
the other hand, the banks showed a greater tendency in the 
recent period to shift out of other types of Government 
securities, particularly Treasury certificates which were in 
good demand from other sources during much of the period.

Liquidation of loans on Government obligations extended 
by New York City banks was much more extensive and much 
more rapid following the Sixth drive than in the comparable 
period following the Fifth War Loan, even though the volume 
of bank loans to finance the purchase of Sixth drive issues was 
smaller. The decline in Government security loans of the 
out-of-town banks, on the other hand, was smaller following 
the Sixth War Loan, in keeping with the lower volume of pur
chases financed by loans during that drive.

M ember Ba n k  Reserve Positions an d  
R eserve Ba n k  Credit

In contrast to the comparative ease in the banking position 
during most of January, considerable pressure on member 
bank reserves developed during February, primarily as a result 
of the resumption on a large scale of the rise in money in 
circulation. Currency outstanding increased some 477 mil
lion dollars in the four weeks ended February 21, compared 
with a decline (almost unprecedented since Pearl Harbor) 
of 160 million in the preceding four-week period, and with 
an increase of 309 million in the corresponding four weeks 
of 1944. Additional pressure was exerted on member bank 
reserves as the result of Treasury and foreign account opera
tions, the impact of which was felt in the market principally 
during the week of January 31. Thereafter the Treasury’s 
balance with the Reserve Banks declined slowly, and member 
banks gained about 131 million dollars of reserves from this 
source in the following three weeks. Reserve requirements 
of the banks rose throughout the period for a four-week total 
of 255 million, chiefly as a reflection of the shift of deposits 
from War Loan account to private accounts through Gov
ernment disbursements.

In order to meet the drain on their reserves, the member 
banks drew upon the Federal Reserve Banks’ resources and 
utilized their own resources by drawing down their excess 
reserves. Member bank borrowings increased 153 million, 
and Treasury bill holdings of the Reserve System gained 633 
million, most of which represented purchases from member 
banks under option to resell. Total Reserve Bank credit 
outstanding rose to slightly over 20 billion dollars. Excess 
reserves declined irregularly from 1.2 billion dollars on 
January 24 to 900 million on February 21. Since actual 
reserves of the central reserve New York City banks fluctu
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ated within a narrow range around reserve requirements, the 
entire reduction in excess reserves took place among member 
banks in other parts of the country.

The same factors that were responsible for the pressure 
on all member bank reserves were operative with respect to 
reserve positions of the central reserve New York City banks, 
except that Treasury receipts exceeded disbursements in the 
City during three of the four weeks ended February 21. 
Thus, a fairly substantial amount of the funds supplied to the 
Treasury in New York City was spent elsewhere. In addi
tion, in the first three weeks of this period the New York 
City banks lost reserves through the transfer of business and 
financial funds to the interior. In the following week (ended 
February 21), however, this loss was more than offset by a 
substantial inflow of funds to the City as corporations and 
others began accumulating funds in New York to pay quarterly 
income taxes.

CONSUMER CREDIT
Despite the huge wartime accumulation of idle deposits and 

currency in the hands of the public, the liquidation of short 
term consumer credit, which amounted to nearly 5 billion 
dollars from the peak of September 1941 to December 1943* 
generally came to an end during 1944. According to estimates 
of the Board of Governors of the Federal Reserve System the 
total amount of such credit outstanding at the close of the year 
was about 400 million dollars above the end of 1943. The in
crease in 1944, however, probably represented not so much 
changes in the attitudes of consumers as it did the extension 
of credit for the temporary convenience of a larger number 
of customers, borrowing for emergencies in particular cases, 
and some increase in prices.

Consumer Credit by Principal Types 
(Estimated amount outstanding at end of month)

193$  1936 1937 1938 1939 1940  1941 1942  1943 1944

Source: Department of Commerce and Board of Governors of the Federal 
Reserve System.

About two thirds of the 1944 increase in consumer credit 
reflected a rise in the volume of charge accounts payable. The 
estimated dollar volume of such accounts at the end of 1944, 
1.8 billion dollars, was about the same as on the peak date of 
December 31, 1941. On the other hand, total retail sales 
(especially of types of goods commonly bought on charge 
accounts) have been running well in excess of 1941 levels, 
indicating that most of the increase in sales during the war 
period has been on a cash basis.

The outstanding volume of instalment and single-payment 
cash loans also showed some slight expansion during 1944. 
Most of this was accounted for by increased borrowing on the 
part of individuals from commercial banks; new loans by credit 
unions, industrial banks, and small loan companies just about 
equaled repayments. During 1944 the outstanding volume of 
instalment credit arising from retail sales remained close to 
the exceptionally low levels reached during the last half of 
1943. Although there was no further contraction in 1944, the 
volume of such credit outstanding represented only one fifth 
of the amount outstanding at the peak in August 1941 before 
the drastic curtailment in the production of consumers’ dur
able goods and restrictions on consumer credit became effective.

Consum er  In st a l m e n t  Loans  of Com m ercial  Ban k s

Instalment loans of commercial banks, which account for 
roughly 10 per cent of the total volume of consumer credit 
outstanding, are estimated by the Board of Governors to have 
expanded about 10 per cent during 1944, following a decline 
of nearly 70 per cent during 1942 and 1943.

Percentage Change in Consumer Instalment Credit 
Outstanding of Commercial Banks

Dec. 31, 1941 to 
Dec. 31, 1943

Dec. 31, 1943 to 
Dec. 31, 1944

All 37 banks All 37 banks
commercial in Second commercial in Second

Type of credit banks
(estimated)

District banks
(estimated)

District

Retail credit...................................... - 7 9 -8 2 +16 +  8
Repair and modernization loans. . - 6 2 -7 3 -  7 -1 9
Personal instalment cash loans .. . -5 1 -5 3 +12 +  1

-6 9 -7 1 +10 0

Source: Estimates for all commercial banks prepared by the Board of Governors 
of the Federal Reserve System; reports from banks in Second District 
compiled by Federal Reserve Bank of New York.

In the Second District, which usually accounts for about one 
fifth of the consumer instalment loans of all banks, loans out
standing contracted during 1942 and 1943 in about the same 
proportion as in the rest of the country, but, unlike the ex
perience in other districts, there was apparently no net 
expansion during 1944. Instead, reports from 37 member 
banks in the District indicate that a further decline in repair 
and modernization loans offset increases in loans to finance 
retail sales and in cash loans to individuals.
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D ep artm en t and F u rn itu re Stores 
Total sales of leading department stores in 1944 were about

11 per cent greater than in 1943; in the Second Federal Reserve 
District the increase amounted to 10 per cent. In this and 
other districts cash sales rose considerably faster than credit 
sales, with the result that the proportion of total sales made 
for cash continued to increase. As the accompanying table 
shows, a larger proportion of Second District sales are usually 
made for cash. But the wartime shift from credit to cash 
sales has been more pronounced in other districts.

Percentage D istribution of Cash and Credit Sales 
of D epartm ent and Furniture Stores

Classification United States Second District

1941 1943 1944 1941 1943 1944

Department stores
Net sales— total........ 100 100 100 100 100 100

C ash........................ 48 61 63 60 70 72
Charge account. . . 43 34 33 31 24 23
Instalment............. 9 5 4 9 6 5

Furniture stores
Net sales— total........ 100 100 100 100 100 100

C ash........................ 10 20 22 12 17 19
Credit*.................... 90 80 78 88 83 81

* Predominantly instalment credit; separate data not generally available. 
Source: Board of Governors of the Federal Reserve System and Federal Reserve 

Bank of New York.

Although charged sales rose less than cash sales during 1944, 
the increase in other districts was somewhat greater than in
1943. In the Second District the rise in charged sales in 1944 
followed two years during which such sales actually declined. 
These developments were reflected in rather marked increases 
in outstanding charge accounts of department stores, 18 per 
cent for the country and 11 per cent for the District.
Percentage Change from  End of Preceding Year in Accounts Receivable 

of D epartm ent and Furniture Stores

United States Second District

Classification
Dec. 31, 

1942
Dec. 31, 

1943
Dec. 31, 

1944
Dec. 31, 

1942
Dec. 31, 

1943
Dec. 31, 

1944

Department stores 
Charge accounts . . . .  
Instalment accounts.

-2 2
-4 1

0
-2 6

+18 
-  5

- 2 5
-3 1

-  3
-  5

+11 
+  2

Furniture stores
Total accounts*........ -3 5 -2 9 -  1 -3 4 -2 7 -  8

* Predominantly instalment accounts; separate data not generally available. 
Source: Board of Governors of the Federal Reserve System and Federal Reserve 

Bank of New York.

Total sales of a representative group of furniture stores 
throughout the country rose about 4 per cent during 1944, 
while sales in this District showed a decline of 2 per cent. 
As in the case of department stores, there was a further increase 
in the proportion of total sales made for cash. Accounts re
ceivable continued to decline, although in both the country and 
the District the declines were considerably less than in previ
ous years.

MEMBER BANK EARNINGS IN 1944
The continued increase in member bank holdings of Gov

ernment securities was the major factor contributing to an 
increase in member bank earnings during the past year. For

the average member bank in this District, Government securi
ties constituted about 57 per cent of total assets in 1944, 
compared with 47 per cent in 1943 and 31 per cent in 1942. 
The proportion of other securities, loans, and cash assets to 
total assets continued to decline.

All major items of expense were greater last year than in
1943, but the increase was less rapid in expenses than in gross 
earnings. Consequently, net current earnings before income 
taxes rose from 26.5 per cent of gross earnings in 1943 to 
30 per cent in 1944. In addition, the banks had moderate 
additions to current earnings from recoveries on assets pre
viously charged off. Despite some further increase in income 
tax payments, the average member bank in this District had 
net profits equal to 9.5 per cent of total capital funds in
1944, compared with 7.2 per cent in 1943, and 4.4 per cent 
in 1942. In general, the greatest gains were in groups of 
banks whose earnings had been below average, including the 
smallest banks and banks that are heavily dependent upon 
investments for their income.

Despite the increase in bank income from Government 
security holdings, aggregate current earnings (gross) of all 
member banks in this District in 1944 remained about 35 
per cent below the peak of 1929. Net current earnings after 
expenses and taxes also were more than one-third lower in
1944 than in 1929, but largely because of additions to cur
rent earnings from profits on securities sold and recoveries 
on assets previously charged off, aggregate net profits in 1944 
were only 9 per cent less than in 1929.

The greater part of the increase in net profits during the 
past year was used to strengthen the capital structure of the 
banks; dividends paid to stockholders were only slightly 
larger than in the previous year, and the average bank added 
more than three fourths of its net profits to capital funds.

Selected Average Operating Ratios of All M em ber Banks 
Second Federal Reserve District

1942 1943 1944

Number of Banks......................... 786 796 810

Percentage of Total Capital Accounts
Net current earnings............................ 6 .7 7 .3 8 .8
Profits before income taxes................. 5.1 7.9 10.8
Net profits after income taxes........... 4 .4 7 .2 9 .5
Cash dividends declared...................... 1 .8 2 .0 2.1

Percentage of Total Earnings
Interest and dividends on securities. . 36.1 45.0 52.4
Earnings on loans................................. 48.5 39.5 32.3
Service charges on deposit accounts. . 7 .0 7 .0 7 .2
All other earnings.................................. 8 .4 8 .5 8.1

Total earnings................................ 100.0 100.0 100.0

Salaries and wages................................ 31.5 31.5 29.6
Interest on time and savings deposits. 15.1 14.8 15.1
All other expenses................................. 28.4 27.2 25.3

Total expenses............................... 75.0 73.5 70.0
Net current earnings............................ 25.0 26.5 30.0

Net recoveries........................................ 5 .7 2.9 7.7
Taxes on net incom e............................. 2 .4 2.5 4 .2

Net profits after income taxes. . . 16.9 26.9 33.5

Percentage of Total Assets
U. S. Government securities............... 30.8 47.0 56.9
Other securities...................................... 13.2 9 .6 7 .2
L oans........................................................ 28.7 19.4 15.0
Cash assets.............................................. 24.6 22.0 19.4

i
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Despite these additions to capital funds, the ratio of total 
capital accounts to total deposits declined further to a little 
over 9 per cent, compared with about 11 per cent in 1943 and 
nearly 14 per cent in 1942. The ratio of capital accounts to total 
assets other than cash assets and Government securities con
tinued to rise, however, averaging about 40 per cent in 1944.

EMPLOYMENT IN THE FINANCIAL

The volume of employment provided by New York City’s 
financial industries is relatively small compared with other 
major industries of the City, such as manufacturing or trade. 
Only a little over five per cent of those gainfully employed in 
New York industries in 1940 were employed in banking, 
insurance, and all other financial organizations. This percent
age, however, is relatively high compared with other large 
cities or with the average for all urban areas of the country.

It can be estimated on the basis of data of the New York 
State Department of Labor, that at the outbreak of the 
European war almost 190,000 persons were connected with 
the financial community of the City. About one out of four 
persons employed resided in suburban communities.

Employment in financial industries is essentially clerical. 
The various branches of the financial industry provide about 
one fifth of the total clerical employment in New York City. 
As shown in Chart I, insurance carriers, agents, and brokers 
together accounted for 44 per cent of the total employment 
in the financial industries in this City in September 1944. 
Banks and trust companies, including savings banks and the 
Federal Reserve Bank of New York, accounted for about 34 per 
cent, whereas firms connected with floating and trading of 
securities employed 13 per cent. All other financial organiza
tions such as personal loan, instalment financing, and holding 
companies were responsible for the remaining 9 per cent. 
(These figures do not cover those working for firms with less 
than 4 employees and the self-employed.)

On the basis of such incomplete data as are available it 
appears that aggregate employment opportunities afforded by 
the financial industries of New York City declined during the 
thirties. Employment was probably most stable in insurance 
and declined most significantly in security brokerage.

In su r a n c e

The insurance industry (insurance carriers, agents, and 
brokers) with between 75,000 and 80,000 employees ranks 
first among the financial industries of the metropolis. It 
occupies this position largely because of the location in this 
City of home offices of four of the five largest mutual life

1 Copies of a more extensive analysis made by this bank, upon which 
this study is based, may be obtained upon request.

The accompanying table gives a number of the more im
portant operating ratios for all member banks in the Second 
Federal Reserve District for 1944 compared with 1943 and 
1942*.

* A copy of the circular No. 2911, dated February 27, 1945, giving 
all the ratios compiled, may be obtained upon request.

INDUSTRIES OF NEW YORK CITY1
insurance companies of this country. New York City is the 
country’s principal center of life insurance, the most important 
branch of insurance both from the point of view of volume of 
assets and of employment. The dominant position of life 
insurance somewhat overshadows the fact that about one third 
of all large companies (with assets of 5 million dollars and 
over) in the other branches of insurance— casualty and fire and 
marine insurance— are also located in this City. The favorable 
employment situation in the insurance field during the last 
two decades— not matched in other branches of financial em
ployment— was largely due to the continuous growth of the 
life insurance business.

The only other section of the financial community which 
probably was able to increase employment in the interwar 
period comprises the various financing agencies, such as retail 
credit and personal loan companies which have grown during 
the last decade.

CHART I
Distribution of Employment in the Financial Industries in 

New York City, September 1944

Source: New York State Department of Labor and Federal Reserve Bank 
of New York.
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Ba n k in g

Banking is the second largest segment of the City’s financial 
industries, with employment fluctuating between 50,000 and
57,000 during the last five years, including employment in 
commercial banks and trust companies, in mutual savings 
banks, and in the Federal Reserve Bank, and also the relatively 
small amount of employment provided by private banks and 
agencies of foreign banks. The 69 commercial banks and trust 
companies account for about two thirds of the total bank em
ployment in New York City. The eleven largest commercial 
banks with 1,000 or more employees each, alone account for 
about three fifths of total employment in the banking field.

Banking employment in New York City declined during 
the thirties; adequate data, however, are not available to 
measure the extent of that decline. Between 1922 and 1943 
the number of banking establishments of all kinds in New 
York City declined from 219 to 126. When mergers involved 
large downtown banks, headquarters staffs were usually 
amalgamated with the result that aggregate employment de
creased. When small neighborhood banks, mainly in boroughs 
other than Manhattan, were absorbed by larger institutions, 
they were usually continued as branches. As a result of this 
development, the number of branches of New York banks in
creased continuously throughout the thirties.

Security D ealers an d  In vestm en t  H ouses 

A s a result of the contraction of the volume of security 
trading and of flotation of securities, the number of firms con
nected with the investment market, and the volume of employ
ment which they offer, have declined since 1929. Paucity of 
reliable data does not permit one to draw a comprehensive 
picture of employment trends in the industry. In 1940 em
ployment in this industry was around 30,000. The investment 
market has undergone changes in scope and character which 
cannot be discussed in detail here. Flotation of securities and 
trading in stocks and bonds have become objects of Govern
ment regulations; the New York Stock Exchange itself has 
been reorganized. The volume of trading in stocks on the 
New York Stock Exchange declined from a peak of over one 
billion shares in 1929 to not much more than one-third that 
volume in 1932. It fluctuated for several years and almost 
reached the half billion mark in 1936. During the following 
years, however, it declined continuously and reached a low 
point in 1942 when it fell to about one tenth of its peak 
volume. The recovery which occurred since our entry into 
the war is discussed below.

W artim e  D evelopments 

From the outbreak of the European war to the middle of
1944, employment in the financial community declined by only 
five or six per cent. Most of this loss was experienced since 
the beginning of 1942.

The loss of employment was not evenly distributed among

the different branches of the financial community (Chart II). 
Changes in staffs reflect the extent of the war’s influence upon 
the volume and character of their business. All branches of 
the financial industry lost some part of their peacetime busi
ness, but most added new and important activities connected 
with the war effort.

On the whole, banking institutions of New York City have 
been able to maintain their employment since the beginning 
of the war in spite of the heavy drain of manpower by the 
Armed Forces, mainly by adding women to payrolls. Com
mercial banks were in general able to perform new functions 
added by the war, such as ration banking and issuance of War 
bonds, without expanding their staffs. Only the Federal 
Preserve Bank of New York experienced a spectacular increase 
in its staff from 2,202 at the end of 1939 to 4,450 at the end 
of 1944, owing mainly to the great expansion of its work as 
fiscal agent of the United States.

The volume of business also expanded in the field of insur
ance, with a particularly large percentage increase in group 
insurance. Insurance carriers, however, were unable to main
tain their staffs which reached a record size in the spring of
1942 and since then have declined. Employment in offices 
of insurance agents and brokers followed a similar pattern.

The heaviest losses in personnel were experienced in the 
third large sector of the financial community. Security dealers 
and investment houses lost more than one third of their 
employees in the three years 1940 through 1942. This con
traction of employment reflected the depressed conditions in 
the whole security industry, as witnessed by the decline of the 
volume of stock trading on the New York Stock Exchange and

CHART II
Employment in the Financial Industries in 

New York City, 1940-44
THOUSANDS
EMPLOYED
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the volume of new security flotations. A notable increase in 
activity took place in 1943, when both stock exchange trading 
and new security flotations took an upward turn. It resulted 
in the addition of several thousand persons to the payrolls, but 
in 1944 employment in the securities and investment field 
remained almost stationary, still much below the depressed 
prewar level.

Employment in the various other financial agencies has also 
declined by one third since Pearl Harbor. Though precise data 
are not available it is likely that loss of business of retail credit 
and personal loan companies accounts for a sizable part of 
this drop.

The relatively small decline in employment in the financial 
community as a whole, in spite of heavy calls to the Armed 
Forces and competition from war industries with higher wage 
rates, was made possible by large scale substitution of women 
for men and by an unprecedented influx of untrained help. 
Before the war, male help accounted for almost two thirds of 
total employment in the financial community; at present the 
proportion is reversed. The rather continuous shortage of 
trained personnel has compelled many financial institutions 
to revise office procedure, simplifying and integrating various 
operations and thus saving personnel and valuable office 
equipment.

Since financial industries perform essentially service func
tions, their volume of business depends mainly upon the level 
of productive activity. Their postwar employment outlook is 
geared to that of the national economy as a whole. New 
factors, such as the expected expansion of foreign trade and the 
participation of this country in the work of reconstruction of 
war-torn areas, as well as the reconversion of industry to peace
time operations, will undoubtedly open up new employment 
opportunities in the financial district. War-born functions 
will be gradually liquidated. It is reasonable to expect that 
the adjustment to peacetime activities will be a gradual process, 
with personnel now required by wartime activities eventually 
reassigned to peacetime tasks.

PRODUCTION
In spite of more favorable military developments, it is 

expected that production for war will require a larger share of 
the productive capacity of this country during the first half of
1945 than at any time in the past year. Munitions output for 
the first six months of this year is now scheduled to exceed 
actual munitions output in the last half of 1944 by at least 
3 per cent. Schedules for aircraft, ammunition, combat 
vehicles, heavy trucks, tires, and cotton duck are placed above 
levels reached in 1944, while the ouput of ships, guns, and 
some other items will be allowed to decline slightly. The latest 
official estimates of military needs after victory in Europe are 
very tentative, but it is quite certain that cutbacks will be much 
smaller than the 40 per cent anticipated last summer.

The magnitude of the war program is reflected in the grow

ing tightness in supplies of labor, materials, and machinery. 
The War Manpower Commission has estimated that within 
the first six months of 1945 approximately 500,000 additional 
workers will be needed for munitions manufacturing and war 
supporting activities, in addition to 900,000 men required for 
military service. Since the anticipated increase in the civilian 
labor force, including possibly 400,000 veterans to be dis
charged during that time, will not be sufficient to fill all 
essential jobs, labor shortages in nonwar industries may become 
more severe.

In December the War Production Board banned for 90 days 
all further "spot authorizations” for civilian production in 
labor shortage areas, and announced that production for civilian 
use would, in general, be restricted to the level allowed during 
the fourth quarter of 1944. Subsequently, the list of "essential” 
occupations was revised and draft boards were directed to 
induct men of draft age who leave war jobs without permission.

Orders for steel are being placed faster than they can be 
filled. Shortages have been mounting in the supplies of both 
steel ingots and rolled products; they were intensified by 
transportation difficulties caused by the severe winter weather 
and the consequent inadequacy of fuel supplies. As a result, 
considerably less steel will be made available to manufacturers 
of farm machinery, civilian trucks, and other transportation 
equipment than was requested by the War Food Administra
tion and the Office of Defense Transportation last fall. The 
supply of steel allocated to the 'spot authorization” program in 
the first quarter of this year has been cut from 250,000 to
150,000 tons of carbon steel and from 25,000 to 10,000 tons 
of alloy steel. This is less than the amount authorized for the 
last quarter of 1944. Moreover, principally as a result of man
power shortages, current production of aluminum, copper, 
lead, and zinc are short of demand. Aluminum output, which

Indexes of Business

Index
1944 1945

Jan. Nov. Dec. Jan.

Industrial production*, 1935-39 =100 . . . . .  
(Board of Governors, Federal Reserve 

System)
Electric power output*, 1935-39 = 100 ........

(Federal Reserve Bank of New York)

243 232 232 234p

200 196 199 203p

Ton-miles of railway freight*, 1935-39 =100 
(Federal Reserve Bank of New York)

235 215 217 p

Sales of all retail stores*, 1935-39 =100. . . .
(Department o f Commerce)

Factory employment

177 192 188 p

United States, 1939 =  1 0 0 f ........................
(Bureau of Labor Statistics)

175r 161r 161r 160p

New York State, 1935-39 = 1 0 0 ................
(New York State Dept. of Labor)

158 145 145 144p

Factory payrolls
United States, 1939 = 1 0 0 f .........................
(Bureau of Labor Statistics)

345r 327r 332p

New York State, 1935-39 = 1 0 0 ................
(New York State Dept, of Labor)

300 286 284 290p

Income payments*, 1935-39 = 1 0 0 f ..............
(Department of Commerce)

227r 238 239p

Wage rates, 1926 = 100 ....................................
(Federal Reserve Bank of New York)

161 168 169 p

Cost of living, 1935-39 =  100.........................
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of New York)

124 127 127 127p

New York C ity ............................................. 74 76 87 94
Outside New York C ity ............................. 81 76 84 78

* Adjusted for seasonal variation. p Preliminary. r Revised,
t  Series revised beginning January 1942.
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was cut back during 1944, has been stepped up by about 10 per 
cent. To fill current needs some aluminum has been' drawn 
from the large Government stockpile. The sale by manufac
turers of nonpsential products containing lead has been pro
hibited beginASg March 1. % 

%ortages are n̂ot limitfd to metals, however. The military 
deifi&nd^for textiles, for, instance, has been so large that the 
Wat Product,iod^oard haj£ decided to take charge of the dis
tribution of 75 per cent (Stall civilian textile yardage and to 
allot It to manufacturers o fjgw  and medium priced "essential” 
clothing; An ort^c which Jhas permitted the placement of 
unrated-jorders foi^om e tyffes of industrial equipment and 
machine^ "since las^ffell was^uspended late in January.

Thesegclevelopme^Es show clearly that there will be very 
little roo^  for expanding civilian output until the end of the 
European War. Even then, productive capacity not employed 
to provide munitions for the Japanese War may be so urgently 
needed for essential machinery, tools, transportation equip
ment, and exports that the manufacture of additional con
sumers’ goods must for some time be limited to relatively few 
industries and localities.

DEPARTM ENT STORE TRADE
New York City department store sales during February were 

approximately 15 per cent above the corresponding 1944 
month in total amount, and 20 per cent higher on a daily 
average basis. Newark stores also showed a gain of about
15 per cent, but in Upstate New York sales volume was 
adversely affected by store closings owing to fuel shortages and 
weather conditions. The seasonally adjusted index for the 
entire District, however, increased substantially from the rela
tively low level of January and was close to the all-time peak 
of last November.

During January, department store receipts of merchandise, 
while seasonally smaller than in other recent months, exceeded

D epartm ent and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from  the Preceding Year

Locality
Net Sales

Stocks on 
hand 

Jan. 31, 1945
Jan. 1945

Jan. through 
Dec. 1944

Department stores, Second District. . . +15 + 10 -  2
New York C ity .................................... +18 +12 -  3
Northern New Jersey......................... +17 +  7 +  1

Newark.............................................. +18 +  6 +  1
Westchester and Fairfield Counties. . +11 +  3 -  6

Bridgeport......................................... +12 -  1 -  9
Lower Hudson River V alley ............. +12 +17 +  7

Poughkeepsie.................................... +10 +15
Upper Hudson River V alley............. +  8 +  3 -  2

Albany ............................................... +10 +  6 —
Schenectady...................................... +  9 0 +  1

Central New York State.................... 0 +10 +  5
Mohawk River V alley.................... 0 +  4 -  9

U tica ............................................... -  1 +  5 —
Syracuse ............................................. -  1 +13 +12

Northern New York State................ +18 +14 —
Southern New York State................. +13 +11 -  6

Binghamton...................................... +15 +12 —
Elmira................................................ +  9 +12 —

Western New York State.................. +  6 +  7 -  1
Buffalo............................................... +  1 +  6 -  3
Niagara F alls.................................... +10 +  4 +  4
Rochester.......................................... +13 +  9 +  3

Apparel stores (chiefly New York City) +28 + 12 +  5

Indexes of D epartm ent Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average =100  per cent)

Item
1944 1945

Jan. Nov. Dec. Jan.

Sales (average daily), unadjusted................ 112 207 27 Or 124
Sales (average daily), seasonally adjusted. . 136r 164 155 150

Stocks, unadjusted#......................................... 138 166 131 135
Stocks, seasonally adjusted#......................... 151 144 134 148

r Revised.
# The former index on a 1923-25 average base, recomputed on a 1935-39 average 

base. Back figures available upon request.

sales by a small margin, so that stocks increased slightly; un
filled orders for merchandise were increased substantially. 
The accompanying chart shows that the retail value of stocks 
has declined about 40 per cent since the summer of 1942, while 
outstanding orders are three times as high. At the close of 
January, outstanding orders were at an unprecedented level, 
equaling almost l l/l  times the dollar amount of stock on hand; 
in the summer of 1942 they represented only one quarter of 
department store stocks. The accumulation of outstanding 
orders during the past two years has been a natural consequence 
of the difficulties experienced by the stores in obtaining mer
chandise and the increase in the time required to obtain 
deliveries. The decline in stocks has resulted from both Gov
ernment restrictions and the unavailability of many lines of 
merchandise.

The ratio of annual sales to average stock on hand during
1944 was 4.6, as compared with 4.3 in 1943. With the excep
tion of 1942 when the turnover rate was 3.1, this ratio has 
ranged between 4.3 and 4.9 during the past fifteen years.

Indexes of Sales, Receipts of Merchandise, Stocks, and 
Outstanding Orders of Department Stores,

Second Federal Reserve District 
(1940 monthly average=100 per cent)

Source: Compiled by Federal Reserve Bank of New York from returns 
from a limited number of stores. Data for stocks and orders are for end of 
month. The receipts series is derived from sales and changes in stocks, and 
represents approximately the new merchandise received during each month.
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Index of Physical Volum e of Industrial Production, 
Adjusted for Seasonal Variation, 1 935 -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  

(1 9 3 5 -3 9  average =  100 per cent)

M ember Banks in Leading Cities. Demand Deposits 
(A djusted) Exclude U . S. Government and 
Interbank Deposits and Collection Item s. 

Government Securities Include Direct and 
Guaranteed Issues (Latest figures 

are for February 14)

Government Security Holdings of Banks in Leading 
Cities. Guaranteed Securities Excluded. Data 

not Available Prior to February 8, 1939 ; Certifi
cates First Reported on April 15, 1942 (L at

est figures are for February 14)

MONTHLY REVIEW, MARCH 1945

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

FACTORY output continued to increase in January despite severe weather conditions. Depart
ment store sales during the first seven weeks of this year have been 14 per cent above 

the high level maintained during the same period last year.

Industrial  Prod u ction

Total output at factories and mines rose slightly in January and the Board’s seasonally 
adjusted index was 234 per cent of the 1935-39 average as compared with 232 in the preced
ing three months.

Activity in munitions industries was maintained in January at the December rate, 
although slight increases were scheduled. In February it was announced that schedules for 
1945 production of aircraft and Army ordnance items had been increased further. Output 
of open hearth and Bessemer steel in January was at the lowest rate since July 1942, largely 
owing to severe weather conditions in several important steelmaking areas. Output of electric 
steel, however, which had been declining since the end of 1943, rose 10 per cent in January, 
reflecting new military requirements for alloy steel. The War Production Board early in 
February ordered a 10 per cent increase in aluminum ingot production and announced that 
a large increase had occurred in output of aluminum sheet since December 1.

Output of nondurable goods rose 2 per cent in January. Production of liquor and 
beverage spirits increased sharply as a result of the release of distilleries from industrial 
alcohol production for the month of January. Output of manufactured food products also 
showed a gain for the month, reflecting increases in the canning and baking industries, after 
allowing for seasonal changes. Activity at meatpacking establishments declined 10 per cent 
in January and was at a rate 25 per cent below the same month a year ago. Production in 
the chemical industries continued to rise, largely reflecting further increases in output of 
small arms ammunition. Activity at textile and paper mills continued to show little change.

Output of coal increased in January but the tonnage was 8 per cent less than the large 
volume for January 1944. The production rise was limited by shortages of cars at mines due 
to congestion in ice-clogged northern railroad yards. In the week ended February 10 output 
of bituminous coal was the largest for any week since last November.

D istribu tio n

Department store sales continued in January and the first half of February at about the 
same high level that prevailed in the last quarter of 1944 after allowance is made for the 
usual sharp seasonal decline. Value of sales was 14 per cent greater than in the corresponding 
period a year ago, with a higher rate of gain shown in February.

Freight carloadings increased in the early part of January due chiefly to larger shipments 
of fuel and war materials. At the end of January and in the early part of February, however, 
two short embargoes were placed on rail shipments of most nonwar goods. These embargoes 
were limited to the northeastern States where heavy snowfalls had resulted in traffic tie-ups.

Co m m o d ity  Prices

Prices of commodities in wholesale and retail markets continued to increase slightly 
during January. In the first three weeks of February prices of farm products averaged above 
the Januaiy level and small increases were permitted in maximum wholesale prices of various 
industrial commodities.

Ba n k  Credit

With a steady succession of Treasury calls on War Loan balances, both demand deposits 
adjusted and time deposits at member banks increased from mid-January to mid-February. 
Time deposits maintained the rather rapid rate of increase which had prevailed for the past 
several months. During this period reporting member banks in 101 cities reduced their total 
holdings of Treasury bills in order to meet increases in required reserves and a currency drain. 
At the same time, however, banks continued to make sizable purchases of Treasury bonds, 
mostly in the eight to ten-year maturity range. Loans for purchasing and carrying Govern
ment securities decreased, particularly loans made directly to customers. Commercial loans 
also declined slightly.

During the five weeks ended February 21, Reserve Banks increased their holdings of 
Treasury bills by 630 million dollars and sold 65 million of Treasury bonds. The bill pur
chases, together with advances of 165 million dollars to member banks, enabled banks to 
meet a 450 million currency drain and a 270 million dollar growth in required reserves. 
Although currency in circulation had declined through most of January, the outflow was 
renewed in the last days of the month and continued at an accelerated pace in February. 
Excess reserves declined to below 1 billion dollars late in January, about the average level at 
which they have been between drives during the past year.

G o v er n m e n t  Security  Y ields

Following the close of the Sixth War Loan drive in December, the Government security 
market was strong during January and the first part of February. The average yield on 
medium-term, taxable Treasury bonds declined from 1.94 per cent during the last week of 
December to 1.78 per cent during the week ended February 17. The average yield on long 
term, taxable Treasury bonds declined from 2.47 per cent to 2.39 per cent in the same period, 
the lowest since early December 1941.
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MONEY MARKET IN MARCH
Income tax payments and other Treasury transactions have 

been the major influence on day-to-day money market develop
ments during the past month. In view of the expected large 
volume of tax receipts following the March 15 tax date, the 
Treasury adjusted its other operations with a view to minimiz
ing the effects on the reserve positions of the banks. With
drawals of funds from War Loan deposit accounts in the banks 
were suspended between March 15 and March 26 so as to 
soften the effects on bank reserves of the heavy tax collections.

As it turned out, however, the reserve position of member 
banks on the whole was eased, rather than tightened, during 
the period of heaviest income tax collections, as the actual 
clearing of tax checks proceeded more slowly than might have 
been anticipated on the basis of past experience and Govern
ment expenditures increased. As a result, Treasury deposits in 
the Reserve Banks were drawn down from 460 million dollars 
at the end of February to less than 100 million dollars on 
March 21, and excess reserves of all member banks increased 
from around 900 million dollars to about 1,100 million dollars, 
despite some further increase in the volume of currency in 
circulation and further increases in member bank reserve 
requirements.

Up to the last few days of the month, income tax collections 
in March were slightly below those of the comparable period a 
year ago, apparently owing at least in part to the unprecedented 
number of tax returns which the Collectors of Internal Revenue 
had to handle. Many taxpayers had to file three separate 
returns in March this year: the final report on 1944 income, 
accompanied by final payments (or claims for refunds); the 
final payment of the "'unforgiven” tax on 1942 (or 1943) 
income; and the declaration of estimated tax for 1945, 
accompanied by first quarter payments of taxes due in excess 
of the amount to be withheld at the source. The only offsetting 
factor was that some taxpayers had filed, in January of this 
year, their final reports of 1944 incomes, accompanied by final 
payments of taxes due. Results of the quarterly payments 
remained in doubt at the end of the month, as it appeared that 
the processing of many tax returns filed in March would be 
carried over into April.

Government disbursements in March were unusually large,

since they included payments of approximately 550 million 
dollars of interest on the public debt, and also cash redemptions 
of about 265 million dollars of Treasury notes due on 
March 15, which had not been exchanged for a new issue of 
Treasury certificates on March 1. Although large amounts of 
taxes were collected during the month, the Treasury found it 
necessary to draw upon its deposits in War Loan accounts in 
the banks rather steadily through the 15 th of the month, and 
to resume the withdrawals on March 26— for relatively small 
amounts at first, and then for larger amounts as the rate of 
income tax collections diminished. The resulting shift from 
Government deposits to private deposits, as the funds were dis
bursed, caused a further growth in private deposits during 
March, and a consequent further increase in member bank 
reserve requirements.

The drain on bank reserves caused by public demands for 
currency diminished somewhat in March, however, as in other 
recent tax months. For the month as a whole, it is estimated 
that the increase in money in circulation will be under 
200 million dollars, an amount less than half the increase in 
the short month of February. Money in circulation actually 
declined by 45 million dollars in the week beginning March 15, 
undoubtedly reflecting the use of currency previously accumu
lated by taxpayers to meet income tax payments. But there is 
little indication as yet that the upward trend in the volume 
of currency outstanding is slowing down appreciably. During 
the first quarter of 1945 there appears to have been a net 
increase of approximately 600 million dollars in currency in 
circulation, despite the inclusion in this period of two income 
tax dates. This increase is only slightly less than in the corre
sponding period of 1944, which included one War Loan drive 
and one income tax period.

Because of the uneven effects of tax period operations on 
individual banks, some member banks were able to repay 
indebtedness at the Reserve Banks or to increase their excess 
reserves, while other banks found it necessary to sell securities 
in order to maintain their reserves at the required levels. 
Consequently, despite the increase of approximately 200 
million dollars in excess reserves of all member banks during 
the first three weeks of March and an accompanying reduction
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of nearly 130 million dollars in member bank borrowings 
from the Reserve Banks, Government security holdings of the 
Reserve Banks increased, and the total volume of Federal 
Reserve credit in use showed little net change. In the last 
statement week of the month, Treasury receipts exceeded 
disbursements by more than 200 million dollars, and excess 
reserves of all member banks declined by about the same 
amount. New York City banks as a group required moderate 
amounts of Federal Reserve credit in all but the third week 
of the month, but their needs for the month as a whole were 
less than in February. In the week beginning March 15 there 
was a heavy outflow of business funds to other parts of the 
country, presumably to cover corporation income tax pay
ments made in other localities, but that outflow of funds was 
considerably more than offset by heavy Treasury disbursements 
in New York, especially for interest payments on the public 
debt and cash redemptions of maturing Treasury notes.

G o vernm ent  Security M arket 

A nnouncement on March 3 of the securities to be offered 
in the Seventh War Loan ended at least one element of uncer
tainty which had caused rather wide fluctuations in the 
market for outstanding Government securities in preceding 
weeks. One element of uncertainty of some importance re
mained, however— the maturity dates to be fixed for the new 
issues— and that continued to exercise a restraining influence 
on market operations during March. On the whole, the market 
was less active than in either February or January, and price 
movements were narrower.

In view of the announcement that a long term 2Vi per cent 
bond would be included in the Seventh War Loan, prices of 
outstanding long term taxable bonds receded moderately during 
the early part of March, but subsequently turned slightly firmer. 
The confirmation of expectations that a medium term 2 per 
cent bond would not be included in the Seventh War Loan, 
together with restrictions on the eligibility of subscribers to 
purchase the shorter term IVz per cent bond which was 
announced, resulted in a continued firm market for outstanding 
medium term Government bonds during most of the month. 
In the final week, however, generally favorable war news with 
the accompanying unsettlement of corporate security markets 
was communicated in some degree to the Government security 
market, and prices tended to decline slightly. Short term 
securities, especially Treasury certificates, were generally firm, 
reflecting purchases of such securities by corporate investors 
for the temporary employment of their available funds, pend
ing the opening of the Seventh War Loan to such investors.

M ember Ba n k  Credit 

T he interdrive expansion of private deposit accounts since 
the Sixth War Loan drive has proceeded much more rapidly 
among out-of-town banks than among New York City banking 
institutions. As of March 21, adjusted demand deposits in 
weekly reporting member banks in 100 cities outside New

York had regained close to 75 per cent of the reduction ex
perienced during the Sixth War Loan drive, whereas in New 
York City banks the recovery was only about 55 per cent. In 
the four weeks ended March 21, 1945, the increase in private 
(adjusted) demand and time deposits in New York City was 
less than half the reduction in Government deposits, compared 
with an increase in private deposits about 80 per cent as large 
as the reduction in Government deposits in reporting banks 
in 100 other cities.

Liquidation of bank credit made necessary by withdrawals 
of War Loan deposits, currency demands, and other factors 
has therefore been greater in New York than in the other 
cities. In the four weeks ended March 21, the bulk of the 
liquidation among New York banks took the form of a re
duction in Government security holdings amounting to 275 
million dollars, compared with a decline of only 56 million 
in the portfolios of the reporting member banks outside New 
York. In contrast, the major part of the liquidation reported 
by out-of-town banks consisted of repayments of loans on 
Government securities and of business loans. In other words, 
the decline in member bank credit among out-of-town banks 
was, for the most part, the result of action taken on the 
initiative of borrowers, while in New York the banks had to 
take the initiative and reduce their security holdings to meet 
demands on them and to maintain their reserves at the re
quired levels.

It is noteworthy that, both in New York City and outside, 
banks made net purchases during the four-week period of only 
one type of Government security, namely, Treasury bonds. The 
rate at which bonds were purchased was noticeably slower than 
in previous months, however, perhaps because of light supply. 
The reporting banks, both in New York City and elsewhere, 
made net sales of Treasury certificates and notes (taking 
account of the exchange of notes for certificates on March 1) 
and the New York banks reduced their holdings of Treasury 
bills to obtain needed reserves, chiefly in the first week of 
the period.

TEN YEARS OF THE 
SAVINGS BOND PROGRAM

The United States Savings bond program was ten years old 
on March 1, 1945 when the first bonds, sold in March 1935, 
matured. Originally, United States Savings bonds were sold 
primarily to encourage thrift and saving among individuals 
of modest means, and secondarily to meet the Treasury’s 
financial needs. With the war in Europe and our own defense 
preparations, the program was expanded so as to reach the 
savings of all classes of investors, and the prime motive then 
was to meet the Treasury’s financial needs and to divert current 
income from spending to regular savings as a means of reduc
ing inflationary pressures.

The first series issued were the A bonds which were followed 
by Series B to D, all of which were substantially similar
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to the familiar E series. With the expansion of the 
Treasury’s outlay necessitated by increasing defense prepara
tions of the Government, three new series were offered begin
ning with May 1, 1941. Series E bonds replaced the A-D 
series and like their predecessors were designed primarily for 
small investors. Series F and G bonds, available in higher 
denominations and in greater amounts within any one calendar 
year, were issued in order to attract the savings of larger 
individual investors and institutions.

The history of the Savings bond program is one of continu
ous expansion from its very inception. Sales of bonds grew 
from 200 million dollars in the 10 months that the bonds were 
on sale during 1935, to 1.1 billion in 1940, and a peak of
2.8 billion in the month of February 1944 alone. By the end 
of February 1945, appproximately 41.7 billion dollars of 
Savings bonds (at current redemption value) were outstand
ing. (See accompanying table.) According to Treasury 
estimates, Savings bonds are held by some 85 million persons.

For short periods, such as the first month when banks and 
trust companies were empowered to redeem bonds, redemp
tions have been as much as 50 per cent of new issues or even 
more, a fact that has attracted much comment. Such high 
ratios of redemptions have occurred only between War Loan 
drives when the tendency of sales to decline and of redemptions 
to rise gives an exaggerated picture of the extent to which 
individuals are cashing in their bonds. Actually, the rise in 
redemptions in proportion to the total amount of Savings 
bonds outstanding has been moderate, and as of February 28. 
1945 approximately 87 per cent of all Savings bonds issued 
since the inception of the program were still held by the 
public. For Series A-E bonds, sales of which accounted foi 
three fourths of all sales, the percentage still held by sub
scribers was 83 and for Series F and G, 96. These figures 
overshadow in importance any short term comparisons of 
redemptions to sales— comparisons which fluctuate widely from 
week to week and month to month.

Growth of United States Savings Bond Program 
(Amounts in millions of dollars)

Issued* Redeemed*
Outstanding* 

at end of period

Redeemed as per cent 
of amount outstanding 

end of previous year
Series A -E

1935-40................. 3,573 379 3,195 _
1941....................... 1,721 166 4,750 5.2
1942....................... 6,090 313 10,526 6.6
1943....................... 10,508 1,461 19,574 13.9
1944....................... 12,662 3,082 29,153 15.7
1945 Jan-Feb. 1,533 610 30,075

T o ta l................. 36,087 6,011 30,075 —
Series F & G

1941....................... 1,393 3 1,390 _
1942....................... 3,170 37 4,523 2.7
1943....................... 3,389 124 7,789 2 .7
1944....................... 3,678 259 11,208 3.3
1945 Jan.-Feb. .. 469 54 11,623

T o ta l................. 12,099 477 11,623 —
Grand total.............. 48,186 6,488 41,698 —

By and large, the Savings bond program initiated in peace
time, chiefly to encourage small savings in a period of low 
interest rates by supplying an investment instrument which 
combines safety with a satisfactory yield, has served the country 
well in wartime as a means of diverting the public’s liquid 
resources to the use of the Treasury and as a counterweight 
to the usual wartime inflationary forces. The operation of 
the program has not been without its problems, as the issuing 
of millions of bonds in registered form is in itself a huge task, 
and redemptions, prior to maturity or at maturity, repre
sent a task of increasing magnitude. The maturing of the 
first bonds sold ten years ago focuses attention on another 
aspect of the redemption problem— that of what securities are 
to be offered to holders of maturing securities who wish to 
keep their money invested instead of receiving cash payments. 
The Treasury’s solution so far has been to offer to individuals 
holding the expiring bonds the opportunity to acquire new 
Series E bonds which will not come within the $5,000 
(maturity value) annual limitation on individual purchases, 
provided the conversion is made in the same month that the 
maturing issues fall due. Investors other than individuals have 
been invited to convert their maturing securities into other 
types of Treasury issues.

SURVEY OF OW NERSHIP OF BUSINESS AND 
PERSONAL DEMAND DEPOSITS, JANUARY 1945
The fifth of a series of surveys of the ownership of business 

and personal demand deposits in the Second Federal Reserve 
District, undertaken as of January 31, 1945, indicates a con
tinuation of the tendencies revealed in previous reports.1 
Deposits of individuals (including farmers) and of retail and 
wholesale trade concerns have continued to grow at a rapid rate, 
while bank balances of manufacturing and mining concerns 
and public utility companies on the whole showed little net 
change.

The current survey includes reports from 131 member banks 
in the District and classifies into several ownership groups 
about 68 per cent of the dollar amount of business and personal 
demand deposits in those banks. As in the four previous 
surveys, the accounts classified were the larger accounts, the 
minimum size of account classified varying according to the 
size of bank. This survey continues the Reserve System pro
gram of compiling reports at approximately six-month inter
vals, in order to obtain a better understanding of the character 
of the wartime changes in bank deposits.

On the basis of reports from the banks reporting in the 
survey, it is estimated that total demand deposits of individu
als, partnerships, and corporations in all commercial banks in 
this District amounted to 18.6 billion dollars as of January 31,
1945 (Table I). The gain since last July, the date of the 
preceding survey, amounted to 6.6 per cent, compared with an

* Includes accrued discount.
Results of the previous surveys were published in this Review for 

July 1943, October 1943, April 1944, and October 1944,
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Table I
Estim ated Ownership of D em and Deposits of Individuals, 
Partnerships, and Corporations at All C om m ercial Banks 

in the Second Federal Reserve District

January 1945 Percentage change

Type of owner Dollar 
amount in 
millions*

Percentage
distribu

tion

Feb. 1944 
to

July 1944

July 1944 
to

Jan. 1945

Manufacturing and m ining........... 6,780 36.4 +  3.3 +  0 .6
Public utilities, transportation,

-  0 .7and communications................... 1,360 7.3 -  2 .2
Retail and wholesale trade and

dealers in commodities............... 2,560 13.8 + 14 .9 + 1 6 .0
All other nonfinancial business, 

including construction and ser
vices ................................................ 1,050 5 .6 +  4 .6 + 11 .6

Total nonfinancial................... 11,740 63.1 +  4 .8 +  4 .3

Insurance companies...................... 770 4.1 -  0 .7 +  7 .7
Trust funds of banks...................... 500 2.7 0 + 2 2 .0
All other financial business f ......... 1,060 5.7 + 17 .0 +  4.1

Total financial......................... 2,330 12.5 +  7 .2 +  8.7

Nonprofit organizations................. 420 2.2 +  7 .9 + 1 8 .0

Personal (including farmers)........ 3,390 18.2 +  3.1 + 11 .4

Foreign accounts............................. 750 4 .0 -  9 .1 + 11 .4

Total demand deposits of individ
uals, partnerships, and corpo
rations ............................................ 18,620 100.0 +  4 .2 +  6 .6

* Because of rounding, figures do not necessarily add to totals, 
t  Including investment, loan, insurance agency, and real estate businesses, etc.

increase of 4.2 per cent between February and July 1944. In 
studying comparisons of these two periods it must be noted 
that the time interval covered by the later survey was six 
months, whereas the preceding survey covered five months. 
Also the end of February and the end of July 1944 were two 
and three weeks, respectively, after the conclusion of the War 
Loan drives, whereas January 31, 1945 was about six weeks 
after the close of the Sixth War Loan drive. Therefore, in 
the later period more funds would have been accumulated 
in business and personal accounts because of net Treasury 
expenditures.

For the United States as a whole the deposit increases in the 
two periods studied since February 1944 have amounted to 
4.4 per cent and 10.7 per cent. The increase during the last 
period— July 1944 to January 1945— was substantially larger 
than that for the Second District. The changes by types of 
depositors generally showed the same tendencies for the 
country as for the Second District.

While the increase in personal accounts in the Second Dis
trict made up 30 per cent of the gain in total deposits, the 
increase for the entire country accounted for 47 per cent of the 
gain in total deposits. In addition to the increase (3 billion 
dollars) in personal demand deposits in the United States, time 
deposits and currency in circulation, both of which are held 
largely by individuals, increased by an estimated 4.0 and
2.6 billions, respectively. Thus, during the six-month interval, 
individuals increased their deposits and currency holdings by 
nearly 10 billion dollars. The rate of increase in personal 
demand deposits was the most rapid for any similar period on 
record, and these deposits have more than doubled since

December 1941. The increase in all classes of demand deposits 
since 1941 has been about 28 billion dollars, or 76 per cent.

In the January 1945 survey for the Second District, the 
broad pattern of the distribution of ownership of deposits was 
little changed from that of earlier surveys; some 63 per cent of 
total demand deposits were nonfinancial business accounts, of 
which close to three fifths were manufacturing and mining; 
financial accounts comprised approximately 13 per cent; and 
personal accounts about 18 per cent. Business accounts con
tinue to represent a considerably larger share of all demand 
deposits of banks in this District than of banks in the country 
as a whole; for the country it is estimated that personal accounts 
represent nearly one third of all demand deposits of individuals, 
partnerships, and corporations.

D i s t r i b u t i o n  o f  D e p o s it s  b y  S ize  o f  A c c o u n t  

Table II shows the distribution of ownership of deposit 
accounts of various sizes in January 1945. It should be noted 
that the reporting banks did not classify their deposits in all 
the size groups shown in the table— only the smaller banks 
classified deposits of $1,000 to $3,000, for example, and only 
the large banks specifically classified deposits between $25,000 
and $100,000 and over $100,000. It is quite possible that 
relatively small deposits in the largest New York City banks 
might show a somewhat different distribution from that of 
deposits of similar size in small country banks, and that the 
largest deposits in country banks might show a different dis
tribution from accounts of similar size in the largest banks: 
nevertheless, the distribution of accounts of various sizes shown 
in the table indicates the general tendencies.

It will be noted that, of the accounts classified between

Table II
Percentage D istribution , by Type of Owner, of D em and Deposits of 
Individuals, Partnerships, and Corporations, Classified According  
to Size of A ccount in 131 Banks in Second Federal Reserve District 

January 1945

Type of owner
$1,000

to
$3,000

$3,000
to

$10,000

$10,000
to

$25,000

$25,000
to

$100,000
Over

$100,000

Manufacturing and mining......... 2 .7 5.6 21.7 35.5 48.9
Public utilities, transportation, 

and communications................. 1.3 1.9 2 .0 3 .0 10.6
Retail and wholesale trade and 

dealers in commodities............. 16.9 25.7 24.0 21.4 7 .9
All other nonfinancial business, 

including construction and
6 .0 8.2 7.7 7 .0 3.2

Total nonfinancial................. 26.9 41.4 55.4 66.9 70.6

Insurance companies.................... 0.1 0 .4 1.6 3 .7 6.4
Trust funds of banks.................... — 0 .8 2 .2 0.3 4.5
All other financial business*. . . . 2 .3 4 .0 8 .0 9 .7 4.5

Total financial....................... 2 .4 5.2 11.8 13.7 15.4

Nonprofit organizations............... 3 .8 3 .8 3 .9 4 .2 1.6

66.9 49.6 28.9 15.2 5.2
(a) Farmers................................ 24.6 8 .5 I 1 t
(b) Other personal accounts. . 42.3 41.1 t t

t t t t 7 .2

Total classified deposits............... 100.0 100.0 100.0 100.0 100.0

♦ Including investment, loan, insurance agency, and real estate businesses, etc. 
% Not reported by all banks, 
t  Not reported.
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$1,000 and $3,000, at least two thirds were personal accounts, 
including approximately one fourth of farmers’ accounts. By 
far the largest class of business account in this size group is 
that of retail and wholesale concerns. As the size of account 
rises, the proportion of personal deposits diminishes rapidly, 
while the proportion of business accounts shows a correspond
ingly rapid increase. Deposits of retail and wholesale concerns 
represent a substantial proportion of all business deposits up 
to $25,000, whereas manufacturing and mining accounts are 
the major element above that size group, representing approxi
mately half of all deposits of more than $100,000.

C h a n g e s  i n  D e m a n d  D e p o s it s  i n  B a n k s  
o f  V a r io u s  Siz e s

Percentage changes in demand deposits owned by various 
classes o f depositors in the Second District banks of various 
sizes between July 1944 and January 1945 are shown in com
parison with the changes between February and July 1944 
in Table III. While the size of accounts classified by the 
different groups of banks varied, all groups classified between 
two thirds and three fourths of their demand deposits. It 
appears that the two types of depositors that accounted for 
the major part of the growth in total demand deposits of 
individuals, partnerships, and corporations between July 1944 
and January 1945— wholesale and retail trade accounts and 
personal accounts— increased considerably 'in all groups of 
banks. Deposits of nonprofit organizations also showed

substantial increases during the recent period, although they 
were not of great importance in the total increase in deposits. 
Among the largest increases shown by the smaller banks 
were those in farmers’ accounts, doubtless reflecting in con
siderable measure the seasonal influence of crop sales during 
the late summer and autumn.

Deposits of manufacturing and mining companies in general 
showed reductions in the recent period, although there were 
increases in such deposits in medium size banks. Public utility 
accounts in all but the largest banks showed substantial in
creases in the later period, following considerable reductions 
between February and July 1944, but such accounts in the 
largest banks declined further.

Unclassified deposits in banks of each size group, except the 
very largest banks, showed smaller increases than the larger 
classified accounts. This may well be explained by the general 
growth of deposits which undoubtedly carried many accounts 
from below the size of account classified in previous surveys 
into the groups of accounts classified in the latest survey. 
Nevertheless, even these smaller unclassified accounts showed 
fairly substantial increases between July 1944 and January 
1945, compared with reductions or relatively small increases 
between February and July 1944.

On the whole, it appears that the largest increases in demand 
deposits in the later period occurred in the medium size banks, 
whereas in the preceding period the largest gains were in the 
smallest banks, other groups showing relatively little difference.

Table III
D em and Deposits of Individuals, Partnerships, and Corporations, Classified by Type of Owner, in Different Size Banks in Second District 

Percentage Changes from  July 1944 to January 1945 Com pared w ith Changes from  February 1944 to July 1944

Size of bank measured by range of deposits

Type of owner

Under $1 million 
(24 banks)

$1-10 million 
(63 banks)

$10-50 million 
(17 banks)

$50-250 million 
(8 banks)

Over $250 million 
(12 banks)

Percentage change Percentage change Percentage change Percentage change Percentage change
Feb. 1944- July 1944- Feb. 1944- July 1944- Feb. 1944- July 1944- Feb. 1944- July 1944- Feb. 1944- July 1944-
July 1944 Jan. 1945 July 1944 Jan. 1945 July 1944 Jan. 1945 July 1944 Jan. 1945 July 1944 Jan. 1945

Manufacturing and mining.................................... +  16.7 -  9 .5 -  0 .3 +  2 .5 -  2 .2 +  10.3 +  9 .7 -  0 .2 -  1.2 -  1.5
Public utilities, transportation, and communi

cations ..................................................................... -  50.0 +  50.0 4.9 +  10.3 -  12.9 +  9 .2 -  15.2 +  24.4 -  4.1 -  6 .9
Retail and wholesale trade and dealers in com

modities .................................................................. +  25.0 +  12.0 +  10.8 +  11.3 +  2 .3 +  25.6 +  26.0 +  25.4 +  22.2 +  15.6
All other nonfinancial business, including con

struction and services.......................................... +  83.3 -  27.3 + 4.7 -  3 .3 +  24.0 -  2 .6 +  16.8 +  11.0 +  7 .5 +  7 .5
Total nonfinancial........................................ +  22.9 -  1.7 + 3.3 +  5.3 -  1.3 +  12.3 +  8 .8 +  7.4 +  0 .6 -  0 .2

Insurance companies................................................ t 0 0 -  9 .8 +  13.5 +  9 .5 +  7.7 -  0 .7 +  9.1
Trust funds of banks............................................... t 0 -  15.4 +  97.1 -  29.0 +  7 .2 -  6 .7 -  2 .7 +  21.0
All other financial business*................................... t 0 +  9.5 +  8.8 +  11.4 +  11.6 +  12.3 +  21.5 -  9 .0

Total financial.............................................. +100 .0 0 +  44.9 +  2.7 +  15.0 +  2.4 +  10.0 +  7 .2 +  5.4 +  5 .8

Nonprofit organizations.......................................... 0 +  33.3 + 5.1 +  24.4 -  1.3 +  20.8 +  21.6 +  11.1 -  4 .0 +  22.5

Personal...................................................................... +  9 .3 +  19.1 + 4.1 +  25.5 +  6.7 +  23.3 +  39.1 +  10.0 -  3.1 +  6 .0
(a) Farmers........................................................... +  6 .7 +  37.5 0 +  21.6 t t t t t t
(b) Other personal accounts.............................. +  10.7 +  9.7 + 4.7 +  26.0 t t t t t t

Foreign accounts........................................................ t t t t t t t t +  10.0 +  4 .8

Total classified deposits.......................................... +  16.8 +  8.1 +  '6.3 +  10.5 +  1.0 +  12.5 +  11.7 +  7.7 +  1.7 +  1.7
Total unclassified deposits...................................... -  11.1 +  5.0 5.9 +  9 .5 +  2.9 +  5 .5 -  15.5 +  7.3 +  3 .2 +  13.2

Total demand deposits of individuals, partner
ships, and corporations....................................... +  4 .9 +  7.3 + 1.7 +  10.2 +  1.7 +  10.0 +  2 .8 +  7.6 +  2.1 +  5.2

♦ Including investment, loan, insurance agency, and real estate business, etc. 
t  Not reported.

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

April 1945



30 MONTHLY REVIEW, APRIL 1945

The third Retail Credit Survey, based on reports from credit- 
granting stores in the Second Federal Reserve District, has 
recently been completed by this bank as part of the Federal 
Reserve System annual project. Reports this year were 
received from approximately 500 retail merchants in the Dis
trict, a number well above that for either of the two preced
ing surveys.1

Total retail sales rose to a new high level last year, continuing 
the sharp upward movement evidenced in both 1942 and 1943. 
But the greater volume of sales in 1944 was not shared by ail 
classes of stores. While women’s apparel, men’s clothing, 
department, and hardware stores experienced rather substantial 
increases, sales of reporting jewelry, furniture, household appli
ance, and automotive stores declined. The 1944 increase in 
women’s apparel, men’s clothing, and department stores was 
a continuation of the expansion recorded a year earlier, reflect
ing to a great extent higher prices and consumer demand for 
better-grade merchandise. The gain in sales at hardware stores 
more than offset the decline of a year earlier, and the sales 
volume for 1944 exceeded that of 1942, the previous record 
figure. For jewelry stores, the small decrease that occurred 
apparently reflected not only a limited quantity of available 
merchandise but also a falling off in consumer demand largely 
because of the excise tax. In 1943, when the excise tax was 
not in effect, jewelry stores had reported the largest increase 
of any of the groups. For automotive stores, also, the decrease 
last year followed a fairly substantial gain in 1943.

Changes in sales by type of transaction during the past three 
years are shown in the accompanying chart. The substantial 
increase in total sales between 1941 and 1944 is accounted 
for almost entirely by the expansion of cash transactions, 
although charge accounts, which had fallen a little in 1942 and

RETAIL CREDIT SURVEY FOR 1944

1 A report tabulating the material in greater detail and discussing the 
classification of stores by size is available upon request.

remained unchanged in 1943, rose last year to a level slightly 
above that of 1941. Instalment sales have shown a drop of 
about 25 per cent during the three-year period. Cash sales in 
1944 were well above those in 1941 for all classes of stores 
except household appliance and automotive. As for charge 
account sales, a larger volume was reported by only three types 
of retailers— women’s apparel, jewelry, and hardware stores—  
while instalment sales were substantially below 1941 in all 
lines except women’s apparel. As indicated in Table I, 
however, instalment sales form only a negligible proportion of 
total sales of women’s apparel shops.

The accompanying chart also shows changes in charge 
account and instalment receivables since the close of 1941. 
Charge accounts outstanding in the past two years have risen 
above the level to which they had fallen at the close of 1942, 
but instalment receivables have continued to decline. The only 
group of stores for which total receivables at the close of 1944 
were above those on December 31, 1941 is women’s apparel. 
Among the larger cities of the District, changes in sales and 
receivables during the past year varied considerably (Table I I ) .

For all retail stores reporting in the survey, receivables last 
year were about 30 per cent below those at the close of 1941, 
and substantially the same as at the end of 1942. An increase 
of 5 per cent between 1943 and 1944 about canceled the de
cline that had occurred in the year preceding. As for other 
current assets, inventories last year dropped about 6 per cent, 
while cash and bank deposits showed virtually no change 
(Table III). Government securities, on the other hand, in
creased by almost 50 per cent. Among current liabilities, notes 
payable declined more than 60 per cent, while trade payables 
and other current liabilities rose substantially. The sharp rise 
in other current liabilities, which are mostly tax liabilities, was 
reflected in the increase in Government security holdings, a 
large part of which are Treasury Savings notes. Net working 
capital last year increased 4 per cent, following a gain of 11 per 
cent in 1943. The ratio of current assets to current liabilities

Table I
Sales, Current Assets, and Current Liabilities by Size of Store and K ind of Business 

Second Federal Reserve District 
(Sales figures are based on annual tota ls; balance sheet item s, on end-of-year data.)

Percentage change 1944
Percentage

flistrihnHnn nf Inventory
Percentage of current

assets Current
1941 to 1944 1943 to 1944 sales turnover Receivables Inventories ratio

Total
3ales

Accounts
receivable

Total
sales

Accounts
receivable

Inven
tories

Current
assets

Current
liabilities

Working
capital Cash

Charge
account

Intal-
ment 1943 1944 1943 1944 1943 1944 1943 1944

Second District total............ +26 -3 0 +10 +  5 -  6 +  7 +14 +  4 65 27 8 4.2 4.9 25 25 35 30 3.7 3.5
Size classifications*

Large stores...................... +26 -21 +11 +  9 -  6 +  9 +15 +  6 67 27 6 4.3 5.1 22 23 36 31 3.3 3.1
Medium stores.................. +32 -2 6 +  8 +  9 -  4 +  7 +  6 +  7 58 33 9 4.5 5.1 30 30 34 30 4.2 4.2
Small stores...................... -1 3 -5 4 -  3 -11 -  5 0 -2 0 +  4 62 21 17 3.4 3.5 22 20 38 36 5.7 7.2

Business Classifications
Women’s apparel stores.. . +58 +16 +15 +19 +  5 +15 -2 7 +10 50 49 1 4.0 4.4 28 29 39 36 3.8 3.4
Jewelry stores................... +35 - 3 5 -  2 -  5 -  5 -1 4 +22 -2 0 52 34 14 1.9 2.0 14 16 40 44 6.9 4.9
Department stores............ +29 -2 4 +11 +  8 -  7 +  8 +14 +  6 71 23 6 4.5 5.4 23 23 35 29 3.4 3.2
Men’s clothing stores +25 -4 4 +  6 -  1 -1 5 +12 +13 +11 63 36 1 3.5 4.3 25 20 37 29 3.2 3.2
Hardware stores............... +23 -5 2 +11 -  3 +  1 +  4 +  9 +  1 50 49 1 3.1 3.4 15 13 49 49 2.9 2.8
Furniture stores................ -1 6 -5 7 -  3 -1 3 -  1 — 10 +12 -1 2 23 4 73 3.0 3.0 50 48 20 21 11.4 9.2
Household appliance stores -4 1 -8 0 -1 8 -2 7 -2 2 -  2 -1 2 0 54 18 28 3.3 3.5 19 14 33 26 5.9 6.5
Automotive stores J .......... -5 5 -4 4 -  8 -  8 -3 0 -1 0 -3 8 +  5 45 45 10 4.2 5.5 11 12 51 36 2.9 4.2

* Dollar limits which determine size classifications vary for different types of business. 
% Includes automobile dealers and automobile tire and accessory stores.
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Indexes of Sales and Accounts Receivable in Retail Stores, by 
Kinds of Business, 1941-44, Second Federal Reserve District

•• C H A R G E  A C C O U N T ■ I N S T A L M E N T

S A L E S  BY T Y P E  OF T R A N S A C T IO N  
< 9 4 1  s < 0 0  PER C EN T

A C C O U N T S  R E C E IV A B L E  BY TV  PE 
D E C .3 1 ,1 6 4  t = 1 0 0  Pf.f? C EN T

W O M E N ’ S A P P A R E L  S T O R E S

D E P A R T M E N T  S T O R E S

H A R D W A R E !

H O U S E H O L D  A P P L IA N C E  STO R E S

A U TO M O B ILE  D E A L E R S  A A U T O M O T IV E  S T O R E S

1944 4941

Source: Compiled by the Federal Reserve Bank of New York for stores 
reporting in the Retail Credit Survey. Sales figures represent annual totals; 
accounts receivable, end-of-year data.

Table II
Percentage Change, 1943 to 1944, in Sales and Accounts Receivable 

by Type of Transaction , Retail Stores in Selected Cities, 
Second Federal Reserve District 

(Sales figures are based on annual tota ls ; 
accounts receivable, on en d-of-year data .)

Locality
Sales Accounts receivable

Total Cash
Charge
account

Instal
ment Total

Charge
account

Instal
ment

Second District total +10 +14 +  6 -  4 +  5 +12 -  5

Selected cities
Binghamton........... +15 +16 +17 -  7 +15 +18 -1 2
Poughkeepsie........ +13 +19 +12 -  2 +  4 * *
New York C ity . . . +11 +15 +  6 -  2 +  5 +12 -  2

+11 +13 +16 -1 1 +  2 +18 -1 9
Elmira..................... +10 +17 +  9 +  1 -  9 ♦ *

+  9 +17 +  4 -2 3 -  2 +  6 -2 1
Rochester............... +  9 +10 +  8 -  4 +12 +17 -  6

+  7 +12 +  9 -  8 0 +  4 -  8
T ro y ........................ +  6 +  5 +20 -  3 +20 * *
Newark................... +  5 +11 -  2 -  7 +  4 +11 -1 2

+  4 +  2 +  9 +  1 -  1 -  8 +  4
Buffalo.................... +  4 +  7 +  2 -1 3 +  5 +13 -  9
Schenectady.......... +  3 0 +11 -2 0 +15 +27 -1 2
Niagara Falls........ 0 +  4 -  2 -1 7 -  2 +  3 -1 3
Bridgeport............. -  1 +  1 +  1 -2 4 +  9 +12 -1 2

* Not available.

(i.e., the current ratio), which had remained unchanged at
3.7 in 1943, declined last year to 3.5, a reduction occurring in 
practically all lines of retail business.

The reports on current assets for the various kinds of busi
nesses reveal that furniture stores showed the smallest propor
tion of inventories to total current assets. This group had the 
highest ratio of receivables to current assets, reflecting the 
importance of instalment sales in this type of business 
(Table I ). For department stores the receivables and inven
tory ratios fell about midway between the highest and the 
lowest ratios for all types of stores.

Inventory turnover for the entire group reporting in the 
survey was somewhat higher in 1944 than in 1943. In de
partment stores, which are among those that replace stocks 
more rapidly than other retail businesses surveyed, inventory 
turnover last year was 5.4 times, compared with 4.4 times for 
apparel.stores, 3.0 times for furniture stores, and 2.0 times for 
jewelry stores. When retail stores are classified by size, it is 
revealed that the largest size group experienced the greatest 
decline in inventories and the most substantial gain in sales.

Table III
Percentage Change and D istribution of Current Assets and Current 

Liabilities, D ecem ber 31, 1942-44, Retail Stores,
Second Federal Reserve District

Percentage change 
from the 

preceding year

Per cent of total 
current assets or 

liabilities

1943 1944 1942 1943 1944

Current assets
Cash and bank deposits.......... +42 +  1 16 23 22
U. S. Government securities . . +42 +45 11 17 23
Receivables................................. -  6 +  5 31 25 25
Inventories................................. -  4 -  6 42 35 30

+10 +  7 100 100 100

Current liabilities
Notes payable............................ - 2 2 -6 3 11 8 3
Trade payables.......................... I +  9 f 31 30
Other current liabilities........... I +14 +27 189 61 67

+  9 +14 100 100 100
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Indexes of Business

Index

Industrial production*, 1935-39 =  100 . .
(Board of Governors, Federal Reserve 

System)
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 =  100f 

(Department of Commerce)
Factory employment

United States, 1939 =  100 J 
(Bureau of Labor Statistics)
New York State, 1935-39 = 100..........
(N ew  York State Dept, of Labor)

Factory payrolls
United States, 1939 =  100%..................
(Bureau of Labor Statistics)
New York State, 1935-39 = 100..........
(New York State Dept, of Labor)

Income payments*, 1935-39 =  100 % . . . .  
(Department of Commerce)

Wage rates, 1926 =  100.............................
(Federal Reserve Bank of New York)

Cost of living, 1935-39 =  100...................
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =100 
(Federal Reserve Bank of New York)
New York C ity ........................................
Outside New York C ity .........................

Feb.

244

201

237

173r

174r

157

345r 

300 

232r 

161 

124

88
87

Dec.

232

199

215

188

161

145

332

284

239

169

127

87
84

Jan.

234

203

213p

194p

160

144

330p

290

241p

170p

127

94
78

Feb.

235p

201p

160p

143p

290p

127p

85
74

* Adjusted for seasonal variation. p Preliminary,
t  S9»es revised be^gjning January 1940. 
j  SEEles revised b^w pin g January 1942.

r Revised.
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D E gA R T M E M 1 STORE TRADE

IfSe'dollar ^ u m e  of ^department store sales in this District 
fo^S^larch wa^of recoQ proportions, seasonal factors con- 
si(j|$ed, and some 20 per cent above that in March 1944, 
w^fch was thg-^peak month up to that time because of heavy 
sales of cosmetics, furs, jewelry, silverware, handbags, luggage, 
and liquor, in anticipation of higher excise taxes effective April

Indexes of Department Store Sales and Stocks, Second Federal 
Reserve District, Adjusted for Seasonal Variation 

(1935-39 average^ 100 per cent)

1, 1944. March sales also exceeded the high volume of February 
this year, rising a little more than 10 per cent above that 
month’s level, after adjustment for seasonal changes and the 
earlier date of Easter. This year’s record March sales are re
ported to reflect fears of impending shortages of merchandise 
and an increased tendency to purchase higher priced goods.

Department stores were able to increase their stocks during 
February in spite of the unprecedented sales volume. The 
seasonally adjusted index of the value of stocks on hand at the 
close of the month was 13 per cent above the low point at the 
end of December but 8 per cent below the 1944 peak reached 
on August 31. In general, department store stocks have shown 
little growth since the middle of 1943, although sales have 
shown a strong upward trend.

Outstanding orders for merchandise to be delivered to the 
department stores continued abnormally high. At tihe close of 
February they were 50 per cent above those one year earlier 
and 150 per cent greater than orders outstanding on February 
28, 1943. When related to the merchandise on hand, orders 
at the end of February were 1.4 times the dollar volume of 
stocks; on the corresponding date of 1944 the dollar volumes 
were equal, and two years ago orders were only 60 per cent of 
stocks on hand.

Departm ent and Apparel Store Sales and Stocks, Second Federal 
Reserve D istrict, Percentage Change from  the Preceding Year

Locality

Net 

Feb. 1945

Sales

Jan. and 
Feb. 1945

Stocks on 
hand 

Feb. 28, 1945

Department stores, Second District. . . +15 +15 -  3
New York C ity .................................... +16 H 7 -  4
Northern New Jersey......................... +19 -18 -  1

+20 -19 -  1
Westchester and Fairfield Counties. . +  7 b 9 -  8

Bridgeport......................................... +  5 b 8 - 1 2
Lower Hudson River V alley............. +13 -12 +  3

Poughkeepsie.................................... +12 b l l
Upper Hudson River V alley............. +  6 - 7 +~2

+  4 b 7
Schenectady...................................... +  9 b 9 +  1

Central New York State................... +12 b 6 +  4
Mohawk River V alley.................... +  3 b 2 -  5

+  3 b 1 —
+16 +  8 +  8

Northern New York State................ +25 +22
Southern New York State................. +14 +13 -1 0

Binghamton...................................... +19 +17 —
Elmira................................................ +  6 +  7 —

Western New York State.................. +  9 +  8 -  2
+  8 +  5 -  3

Niagara F alls.................................... +15 +12 +  5
Rochester.......................................... +10 +11 0

Apparel stores (chiefly New York City) +24 +26 +  2

Indexes of D epartm ent Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average =  100 per cent)

1944 1945

Item Feb. Dec. Jan. Feb.

Sales (average daily), unadjusted................ 115r 270 124 137
Sales (average daily), seasonally adjusted. . 138r 155 150 166

Stocks, unadjusted*......................................... 150 131 134r 145
Stocks, seasonally adjusted*.......................... 157 134 148 152

Source: Federal Reserve Bank of New York.

r Revised.
* The former index on a 1923-25 average base, recomputed on a 1935-39 average 

base; back figures available upon request.
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WLLI0N3 OF DOLLARS 8ILLION3OF0OU-AR9

Government Security Holdings of Banks in Leading 
Cities. Guaranteed Securities Excluded. Data not 

Available Prior to February 8, 1939; Certifi
cates First Reported on April 15, 1942 

(Latest figures are for March 14)

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

T NDUSTRIAL activity continued to increase slightly in February and the early part of 
*■* March. Value of department store sales was one-fifth greater than in the same period 
last year. Wholesale commodity prices generally showed little change.

Industrial  Prod u ction

The Board’s seasonally adjusted index of industrial production was 235 per cent of 
the 1935-39 average in February, as compared with 234 in January and 232 in the last 
quarter of 1944.

Steel production, which declined further in the first part of February as a result of 
continued severe weather conditions, showed a substantial increase at the end of the month 
and in the first three weeks of March. Average output of open hearth steel during 
February was 2 per cent above the January rate, while electric steel production increased 
7 per cent. Output of nonferrous metals continued to rise slightly in February, largely 
reflecting increased military demands. Activity in the machinery and transportation 
equipment industries was maintained at the level of the preceding month; a decline in 
shipbuilding offset a slight increase in output of most other munitions industries. Produc
tion of lumber and stone, clay, and glass products in February was at about the January 
level.

Production of most nondurable goods showed little change in February. Output of 
cotton goods and shoes, however, rose 5 per cent from the preceding month to a level 
slightly above that of a year ago. Output of explosives and small-arms ammunition showed 
further large gains. Activity at meatpacking establishments continued to decline, as 
pork and lard production dropped further and was 50 per cent below the peak level 
reached a year ago. In March it was announced that supplies of meat available for 
civilians in the second quarter of 1945 would be 12 per cent less than in the first quarter. 
Activity in rubber products industries in January and February was 6 per cent above last 
autumn, reflecting chiefly a sharp increase in production of military truck tires.

Minerals output rose slightly in February, reflecting increased output of anthracite 
and a further gain in crude petroleum production. Anthracite production recovered in 
February and the first two weeks of March from a large decline during January. Bituminous 
coal production showed little change in February from the January level and declined 
slightly in the early part of March.

D istribu tio n

Department store sales in February, which usually show litde change from January, 
increased considerably this year. Value of sales in February and the first half of March 
was 22 per cent larger than in the corresponding period a year ago, reflecting the earlier 
date of Easter this year and continuation of the freer spending in evidence since the 
middle of 1944.

Freight carloadings, which had declined at the end of January and the early part of 
February owing to severe weather conditions, have increased since that time. Shipments 
of miscellaneous freight were in larger volume in the 5-week period ending March 17 
than in the corresponding period of 1944, while loadings of most other classes of freight 
were less.

Ba n k  Credit

Treasury expenditures during February and the first half of March continued to 
increase the total volume of deposits and currency held by the public. Adjusted demand 
deposits at weekly reporting banks in 101 cities increased 1.4 billion dollars and time 
deposits rose about 200 million dollars during the four-week period ended March 14. 
Currency in circulation increased 350 million dollars over the same period, but declined 
somewhat in the week following. To meet the resulting increase in required reserves as 
well as the currency drain, Federal Reserve Bank holdings of United States Government 
securities increased 395 million dollars in the four weeks ended March 14, while reductions 
in nonmember and in Treasury deposits at the Reserve Banks supplied 450 millions of 
reserve funds to member banks. Excess reserves have remained at an average level of 
about a billion dollars.

The increase in Federal Reserve holdings of Government securities roughly paralleled 
the decline in commercial bank holdings. Reporting banks reduced their portfolios by 
260 million dollars in the four weeks. Holdings of Treasury notes declined by 1.7 billion 
dollars while certificate holdings increased by 1.4 billion dollars, reflecting the March 1 
Treasury exchange offer. Bill holdings were reduced by 210 million dollars. Bond hold
ings, however, continued to increase. Total loans for purchasing and carrying Govern
ment securities declined by 230 million dollars and commercial loans by 185 million.
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MONEY MARKET IN APRIL
In April money market developments followed the pattern 

of previous months in which there were no War Loan drives 
or Federal income tax dates. Treasury receipts substantially 
exceeded disbursements, and reserve requirements rose as the 
Treasury disbursed funds withdrawn from reserve-free War 
Loan accounts and private deposit accounts were built up; 
money in circulation continued to expand; a further loss of 
gold to foreign countries took place; and Federal Reserve Bank 
credit outstanding expanded rapidly as the commercial banks 
took action to maintain their reserves at required levels. Mem
ber bank excess reserves, which usually diminish in periods 
preceding War Loan drives, were reduced by about 100 mil
lion dollars in April to roughly 800 million. This typical war
time pattern of money market developments was altered 
somewhat at the beginning of the month by shifts of funds 
from one part of the country to another, which were related 
in part to the temporary contraction of deposits in Chicago 
over the Cook County, Illinois, personal property tax date.

Treasury operations were the most important factor affect
ing the reserve position of member banks during April. In
come tax receipts were unusually high in the early part of the 
month and amounted to 1.1 billion dollars in the first three 
weeks, reflecting the carryover o f collections of many tax 
returns filed in March. However, it is doubtful whether total 
receipts for the full month will exceed those at the end of 
April 1944. It will be recalled that the first quarter payments 
on 1944 individual incomes in excess of amounts withheld or 
to be withheld at the source were postponed from March to 
April last year, and a large part of the payments were col
lected in the latter part of that month.

Despite the high level of tax receipts, the Treasury accel
erated its calls on War Loan deposits in order to meet war 
disbursements, which continued at the high level of recent 
months, and to replenish its balances with the Reserve Banks. 
These balances had been reduced to unusually low levels dur
ing the March tax period, but were built up steadily thereafter 
and rose to a total of 650 million dollars on April 25. In 
addition to the drain on bank reserves brought about by the 
accumulation of Treasury funds on deposit with the Reserve 
Banks, Treasury operations were primarily responsible for a

growth of nearly 500 million dollars in reserve requirements 
in this four-week period, as Government disbursements caused 
a shift of deposits from War Loan accounts to private accounts 
against which the banks must carry reserves.

Public demands for currency were larger during April than 
in March when the growth in circulation was held down 
because of cash payments of income taxes. Preliminary esti
mates indicate an increase of 300 million dollars in circulation 
during the month, compared with about 140 million in March. 
However, the increase appears to have been considerably 
smaller than in April 1944, when the outflow of currency 
amounted to about 440 million dollars. Larger sales of Savings 
bonds during the month under review, together with a decline 
in the rate of increase (or an actual decline) in the circulation 
of large denomination bills may have been responsible for the 
smaller increase in currency em ulation this April. In the 
first four months of 1945, approximately 880 million dollars 
of currency went into circulation, about 230 million less than 
in the similar period for 1944. Heavier individual income 
tax payments owing mainly to changes in tax payment dates 
appear to be the principal factor in the smaller currency in
crease this year, however, and it still is not clear that the rise 
in circulation is diminishing materially.

In order to meet the drain on their resources, member banks 
as a whole continuously expanded their use of Federal Reserve 
credit throughout April. They sold Treasury bills in large 
amounts and increased their borrowings from the Reserve 
Banks by 290 million in the four weeks ended April 25 to 
508 million dollars, highest with but one exception since 
March 29, 1933. In addition some banks sold Treasury cer
tificates in the market to adjust their reserve positions. Reserve 
Bank holdings of Treasury bills increased by almost 1,200 
million dollars, of which at least 800 million represented net 
purchases from member banks. Total Reserve Bank credit 
continued to make new high records and exceeded 21.3 billion 
dollars on April 25.

In the first statement week of the month (ended April 4 ), 
Chicago banks drew upon the Reserve Bank for large amounts 
of credit, but New York City banks substantially reduced 
their use of Federal Reserve credit. This situation was re
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versed in the following week, when the New York banks 
found it necessary to obtain large amounts of Federal Reserve 
credit, while Chicago banks were retiring Reserve credit. In 
the following two weeks, the demand for Federal Reserve 
funds originated largely among New York City banks.

Behind the inverse fluctuations in outstanding Federal 
Reserve credit in New York and Chicago during the first two 
weeks of the month, were the efforts of taxpayers to reduce 
their assets subject to the levy on personal property in Cook 
County, Illinois, as of April 1. Depositors in Chicago made 
temporary purchases of Treasury bills or transferred their 
funds to New York and other centers. The reserves of the 
Chicago banks were subject to heavy drains as the result of 
these transactions, while those of New York City banks 
(which received funds from other parts of the country as 
well as from Chicago) were increased. In the week ended 
April 4, the New York banks were therefore able to purchase 
substantial amounts of the new Treasury bill issue in excess 
of maturities, as well as to repurchase outstanding bills from 
the New York Reserve Bank and to reduce their borrowings. 
Chicago banks, on the other hand, maintained their reserves 
at the required level by selling bills to the Reserve Bank and 
certificates in the open market.

In the following week, the return flow of funds to Chicago 
took the form largely of an outflow of funds from New York 
on Treasury account. The New York market took a large 
amount of the new issue of Treasury bills in excess of its 
holdings of maturing bills, and the Treasury used these funds 
to redeem for cash a substantial amount of maturing bills 
held in Chicago. Thus, the reserve positions of the New 
York banks were under strain, and they found it necessary to 
sell large amounts of bills to the Reserve Bank and also to 
expand their borrowings. Some of the funds transferred to 
Chicago by the Treasury returned to the New York money 
market during the week, but this inflow was largely absorbed 
by sales of Treasury certificates by the Federal Reserve Banks 
in the New York market in response to heavy demands, par
ticularly from Chicago banks with surplus funds, and so failed 
to relieve the reserve positions of the New York banks.

Further drains on the reserves of the New York City banks 
occurred in the following two weeks ended April 25, as Treas
ury receipts from tax collections, War Loan withdrawals, and 
net sales of bills in the New York money market exceeded 
disbursements by almost 360 million dollars. In addition, 
reserve requirements increased. An inflow of funds from 
other sections of the country tended to reduce to some extent 
the banks’ needs for Federal Reserve Bank credit, which never
theless were substantial.

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

The growth of private (adjusted) demand deposits in 
member banks, which is characteristic of interdrive months, 
was retarded early in April by the temporary contraction of 
deposits in Chicago. Although part of this contraction re

flected merely a transfer of deposits to banks in other parts 
of the country, a substantial portion represented the temporary 
conversion of deposits of customers of Chicago banks into 
Treasury bills over the April 1 tax date. Adjusted demand 
deposits of the weekly reporting member banks in Chicago 
declined 601 million dollars in the two weeks ended April 4, 
and then rose 608 million in the following week, while de
posits in the rest of the country increased steadily in this 
period.

For the entire four weeks ended April 18, demand balances 
at weekly reporting member banks in 101 cities increased 
about one billion dollars, approximately half the reduction 
in Government deposits. The failure of the expansion of 
private demand balances in reporting banks to equal the con
traction of Government deposits may be attributed to several 
factors, including the building up of Treasury balances with 
the Reserve Banks, the depositing in nonreporting banks of 
Government checks issued against funds withdrawn from the 
reporting banks, the increase in currency circulation, an 
increase in time deposits of 106 million dollars, and finally 
a 230 million dollar decline in loans which caused a decline 
of a similar amount of private demand deposits.

Commercial, industrial, and agricultural loans of all weekly 
reporting member banks continued to decline seasonally, and 
on April 18 were 197 million less than four weeks earlier and 
560 million lower than at the seasonal peak toward the end 
of December. Furthermore, business loans were 193 million 
below the level of April 19, 1944, probably owing to a con
traction of guaranteed war production ("V ” ) loans outstand
ing.

Liquidation of loans on Government securities, especially 
by security dealers, was not as rapid following the Sixth War 
Loan as after the Fifth, as illustrated in the accompanying 
chart. The strength of the Government security market appar-

Loans for Purchasing or Carrying U. S. Government Securities 
by Weekly Reporting Member Banks in 101 Cities

BILLIO N S
OF D O LLA R S
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ently delayed selling of securities, acquired chiefly during the 
Sixth War Loan, in the hope of realizing higher prices. How
ever, liquidation of brokers’ and dealers’ loans on Government 
obligations seems to have been completed by April 4 when 
such loans totaled 749 million dollars, only 39 million above 
the low point following the Fifth drive. In the following two 
weeks ended April 18, loans to brokers and dealers rose 169 
million to 918 million dollars, probably reflecting largely 
purchases of securities soon to be exchanged for new issues. 
Loans to others on Government securities declined another 
130 million dollars in the four weeks ended April 18, but still 
remained considerably above the low point following the Fifth 
War Loan. The trend of such loans seems to be upward, as 
the low point prior to the beginning of each drive has been 
successively higher ever since the Fourth War Loan.

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

The weekly reporting member banks were net sellers of 
Treasury certificates of indebtedness and notes (as well as 
bills), and net purchasers of Treasury bonds (303 million) 
in the four weeks ended April 18. There was evidently a 
transfer of bonds from nonbank investors to commercial 
banks in exchange for shorter term securities, many of which 
will probably be disposed of during the Seventh drive to 
enable the holders to increase their subscriptions to the new 
War Loan issues. Demand for certificates and notes by others 
than banks exceeded the amounts offered by commercial banks, 
and the Reserve Banks sold such securities during the first 
three weeks of April. All sections of the Government security 
market were strong during that part of the month, but in the 
week ended April 25 some sections of the market turned a 
little easier, and the Federal Reserve Banks acquired a moder
ate amount of certificates, relieving a temporary situation of 
oversupply, caused primarily by bank selling to adjust reserve 
positions, coupled with a less active demand.

SECURITY MARKETS DURING THE W AR
At the end of March 1945, the market value of stocks listed 

on the New York Stock Exchange was 57 billion dollars, or
16 billion above the corresponding figure for the end of 
August 1939- During the same period, listed bonds (includ
ing Government’s) increased in value from 47 billion dollars 
to 115 billion. Making allowance for changes in issues listed, 
which were relatively small in the case of stocks but quite 
substantial for bonds, average values of listed stocks and bonds 
rose by 31 per cent and 13 per cent, respectively, after the 
outbreak of the European war. Prices, especially of stocks, 
have fluctuated widely during the war period, and the various 
industry groups have shown important differences in price 
movements.

St o c k  M a r k e t

Since the spring of 1942, stock prices have risen steadily 
and substantially, with only one major interruption —  in the 
latter part of 1943. On the average, the rise during this

period has amounted to approximately 90 per cent. However, 
unless the preceding substantial decline during the early years 
of the war is taken into account, a somewhat distorted impres
sion is given by such comparisons. Stock prices in general, 
after an initial rise immediately after the outbreak of the war, 
followed a generally downward trend for nearly 2 Vi years, 
and reached their lowest points of the war period in the spring 
of 1942, when Axis armies were threatening Egypt, had 
penetrated deeply into Russia, were making wide gains 
in the Orient, and the war cutlook generally was at its blackest. 
Comparisons with prewar levels, therefore, provide a better 
basis for judging current security price levels.

On April 25, 1945, stock prices, measured by Standard and 
Poor’s weekly composite index of 402 individual issues, 
reached their highest level in several years —  a level 32 per 
cent higher than at the end of August 1939, though still 16 
per cent below the high point reached in 1937. As 88 per 
cent of the 402 stocks are industrials, the composite index is 
heavily weighted by such stocks which have risen 34 per cent 
during the war period, while little influence is accorded to the 
111 per cent rise in value of the 20 railroad stocks included 
in the index, or to the almost negligible net gain in utility 
stock prices. The accompanying table shows for various groups 
of stocks the percentage declines from prewar prices to the 
lowest prices reached during the war period, the subsequent 
advances to the highs of 1945, and the net change for the 
war period as a whole.

Percentage Changes in Stock Prices during the War*

Group
Prewar f  
to war 
period 

low

War 
period 
low to 
recent 
high*

Prewar+ 
to recent 

highj

Standard and Poor’s:
402 Stocks..................................... - 3 2 +  93 +  32

354 Industrials................................. - 3 0 +  91 +  34
20 Railroads.................................... -  9 +132 +111
28 Utilities...................................... - 4 6 +  88 +  1

69 Peace stocks.................................... - 3 9 +108 +  27
35 War stocks....................................... - 3 5 +  60 +  4

Barron’s 30 low priced stocks............... - 1 9 +310 +232
Dow-Jones 65 stocks............................. .. - 2 9 +  94 +  37

* Based on weekly prices.
f  Last week in August 1939, except peace and war stocks for which first week in 

September 1939 was used.
t  About third week of April 1945.

As these figures indicate, railroad stocks showed the small' 
est decline of any of the three major groups from August 
1939 to the 1942 low point, and have subsequently made the 
greatest gains. At the outbreak of the war, railroad stocks 
were not far above the lowest levels reached during the entire 
depression period, and after the initial rise immediately after 
the outbreak of the war, receded to levels only moderately 
lower than in August 1939. Their striking advance since
1942 undoubtedly reflects the great increase in traffic volume 
and the very substantial improvement in the earning power 
and financial condition of the railroads during the war. Public 
utility stocks, on the other hand, were not at such low levels, 
relatively, at the outbreak of the war, and after showing the

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

May 1945



36 MONTHLY REVIEW, MAY 1945

largest declines to the spring of 1942, have subsequently 
shown somewhat less than average gains. Rising costs of 
operation, inflexible charges for services, heavy tax burdens, 
and possibly, uncertainty as to the effects of partial dissolution 
of some holding companies on the market for public utility 
securities, all tended to have a depressing influence on the 
utility stocks. Nevertheless, capacity operations during the 
past three years have tended to offset the unfavorable aspects 
of their position and their recovery has been very substantial.

Industrial stocks, because of their heavy weighting numeri
cally, naturally have shown movements quite similar to the 
composite index. Within this general category, however, 
there have been wide differences between the price movements 
of "war stocks” and "peace stocks,” as shown in the accom
panying diagram. War stocks, such as those of aircraft and 
shipbuilding companies, reached their peak in the fall of 
1939, and after declining quite as drastically as peace stocks 
to the spring of 1942, have subsequently shown recoveries 
which, although substantial, have not regained all of the 
earlier losses. On the other hand, peace stocks— securities of 
companies supplying primarily consumers’ goods and services 
— continued to rise until the spring of 1940, and after partici
pating in the subsequent decline, have shown gains of such 
magnitude as to carry them well above their 1940 peaks. The 
more rapid advance in prices of peace stocks since 1942 
undoubtedly reflects the prevalent view that their postwar 
prospects are considerably more favorable than those of war 
industries.

Another group which has attracted particular attention 
has been low priced stocks which, as the second chart indicates, 
have shown much greater gains since 1942 than the general 
average of stock prices. On a weekly basis, Barron’s composite 
of 30 stocks which sold below $5 a share in April 1938 
declined 19 per cent from August 1939 to the low point 
reached in the first week of June 1940, whereas the Dow-

Prices of War and Peace Stocks*
(September 6, 1939=100 per cent)

Per cent

6 0 L - J ___I___I______ 1___I___1______ I___1___1___ ___ L 1 I I I I t I 1 I I I l 1 l .
1939  1940  1941 1942  1943  1 9 4 4  1945

* Monthly averages o f  weekly prices.
§ource: Standard and Poor’s Corporation.

Barron’s Average of 30 Low Priced Stocks and 
Dow-Jones Average of 65 Stocks*

1939 1940  1941 1942  1943  1944  1945

* Monthly averages o f weekly prices converted to an index by Federal
Reserve Bank of New York.

Jones average of 65 stocks (generally higher priced stocks) 
declined 29 per cent to the low point reached approximately 
two years later. After the summer of 1942, low priced stocks 
began to forge ahead more rapidly than the general market 
average, and at their peak in March 1945 were more than 
four times as high as the 1940 low and 232 per cent above 
their prewar level, while the average of 65 stocks rose 94 
per cent from the 1942 low to its April high and was only 37 
per cent above the prewar level. Low priced shares usually 
fluctuate much more widely than the market as a whole, 
probably reflecting the marginal character of many of the 
companies represented; the position of such companies 
improves rapidly in periods of high activity, but in the past 
has worsened equally rapidly in periods of serious business 
recession. The great divergence between such shares and the 
general average during the past three years is believed, how
ever, to have been influenced partly by the operations of 
speculators who are particularly attracted to low priced issues 
because such stocks are more easily within their means, or 
because in the past they have moved more rapidly.

Credit Employed  an d  M argin  Requirem ents  

On March 5, 1945 the New York Stock Exchange raised 
from $5 to $10 the minimum price of stocks for which 
immediate payment in full is required, and established an 
initial margin requirement of 10 points on stocks selling over 
$10 a share. Also beginning on that date a minimum equity 
of $1,000 was required on all margin accounts, whereas prior 
to that date no such requirement existed. The effects of these 
restrictions on speculative activity in low priced shares are not 
yet clear; the recession in such shares from the March peak 
was somewhat greater than in the general stock averages, but 
that is in accord with the past tendency of low priced stocks 
to fluctuate more widely than higher priced stocks.
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The amount of credit employed in trading in corporate 
securities, while still far below the levels of earlier years, 
increased fairly substantially in 1943 and 1944. Direct com
parisons between the amount of outstanding loans on corpo
rate securities now and prior to the war are not possible 
because the earlier figures combined loans on such securities 
with loans on United States Government securities. The 
latter, however, were not in large volume prior to the war 
financing. Debit balances of customers of member firms of 
the New York Stock Exchange declined from about 900 mil
lion dollars at the end of 1939 to about 500 million at the 
middle of 1942, accompanying the downward trend in prices 
and volume of trading, but thereafter rose fairly steadily to 
approximately 1,100 million dollars at the end of January
1945. Because of an accompanying rise in customers* credit 
balances, however, borrowings of member firms of the Stock 
Exchange increased only about two-thirds as much as the 
increase in customers’ debit balances— from about 300 mil
lion dollars in June 1942 to somewhat over 700 million at 
the end of January 1945.

On February 5, 1945 margin requirements for extensions 
of credit by brokers and dealers, and also by banks, on listed 
securities were raised from 40 per cent (which had been in 
effect since November 1, 1937) to 50 per cent of market 
value by amendment to Regulations T and U of the Board 
of Governors of the Federal Reserve System. It was recog
nized, however, that such action could only be of limited 
effectiveness in view of the huge increase in liquid resources 
of individuals during the war period and the fact that a large 
part of the transactions on the securities exchanges are on a 
cash basis. It was not unexpected, therefore, that no great 
effect of the increase in margin requirements was noted in 
the security markets.

C o r p o r a t e  B o n d  M a r k e t

Throughout the war period the corporate bond market 
has been strong except during a few short periods when 
adverse war developments depressed prices temporarily. For 
the month of March 1945 the daily average price of 15 
high grade bonds, as measured by Standard and Poor’s index, 
was approximately 7 per cent above the level of August 1939, 
while the average of 50 medium grade bonds showed an 
advance of 31 per cent, and prices of 15 defaulted bonds rose 
465 per cent. (Municipal bonds were 18 per cent higher in 
March 1945 than in August 1939.) Reactions in the bond 
market to war developments occurred in September 1939, 
May and June 1940, and in December 1941, but the losses 
in those periods were quickly erased in subsequent months.

Over the period of about 5 Vi years, the average yield of 
Aaa bonds computed by Moody’s declined from 2.93 per 
cent to an all-time low of 2.61 per cent, while the average 
yield of Baa bonds fell from 4.85 to 3.36 per cent, also an 
all-time low. Thus the ratio of yields of highest grade bonds 
to yields of medium grade bonds (sometimes referred to as

an index of business confidence) has risen considerably during 
the war period. Maintenance of low interest rates on Gov
ernment securities to facilitate war financing, the great war
time accumulation of savings, the limited volume of new 
corporate bond issues, and the strengthened financial position 
of railroads especially, all have contributed to the unusual 
strength of the corporate bond market during the war.

C o r p o r a t e  Se c u r it y  Iss u e s

As shown in the accompanying chart, the volume of cor
porate security issues floated in recent months has been the 
greatest in a number of years. Security issues to raise new 
capital increased considerably in 1940 and 1941 over the 1939 
volume, and continued in substantial volume during the 
first half of 1942. Such issues declined rapidly thereafter, 
however, and as there was an earlier substantial shrinkage in 
refunding operations, the total volume of corporate financing 
in 1942 and 1943 was the smallest since 1934. On a quarterly 
basis, the low point occurred in the first quarter of 1943, when 
total corporate financing averaged only 39 million dollars a 
month, compared with an average of 176 million during 1939. 
Flotations of new securities, especially for refunding purposes, 
but also for new capital, began to rise late in 1943, and by 
the fourth quarter of 1944 total security issues reached a 
volume that has rarely been equaled in the past 15 years. 
Refunding operations were stimulated by the low level of 
interest rates and facilitated by an unusual degree of stability 
in the corporate bond market. For the entire year 1944 the 
total amount of new securities issued was slightly over 3 billion 
dollars, the greatest amount for any year since 1936.

During the past two years investment bankers have con
centrated their marketing of new corporate securities in the 
periods between War Loan drives. This practice has resulted 
in unusually heavy volume of new financing in some inter
drive months; during October 1944 the total volume of new 
issues, at 740 million dollars, surpassed that of any month in

Monthly Average Volume of Domestic Corporate Security 
Issues for Refunding and for New Capital
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more than 14 years. Refinancing activity declined somewhat 
in the first quarter of 1945, but continued above the average 
for 1944.

A large part of the refunding operations in 1944 were 
conducted by public utility companies, although railroad 
refinancing also attained large volume for the first time in 
several years, and in fact reached a total that has been exceeded 
only once (in 1936) in a number of years. In the early part 
of 1945, refunding of railroad long term debt at lower interest 
rates was the dominant factor in the new issues market.

Security issues to raise new capital have, on the whole, been 
quite small since this country entered the war, despite an 
extraordinarily high level of business activity. This low level 
of new capital issues is, of course, explained by the fact that 
a large part of the cost of constructing and equipping war 
plants has been financed by the Government, and capital 
expenditures by corporations have been largely limited to 
those required for war production. A  considerable volume 
of corporation expenditures on deferred maintenance and 
reconversion of plants is expected in the early postwar period, 
but in view of the large accumulation of liquid assets by many 
corporations, it is not clear to what extent such expenditures 
will be financed by an expansion of new capital issues.

W ARTIM E DEVELOPMENTS IN 
DEPARTM ENT STORE SALES
The composition of department store sales is largely deter

mined by changes in consumers’ incomes and by style trends, 
but has been greatly affected since the outbreak of the war 
by restrictions of production, depletion of stocks, and increases 
in both income and excise taxes.

The needs of war have led to rationing control, material 
shortages, and stoppage in the production of many durable 
goods. Changes in the sex composition of the civilian popula
tion, and especially of the gainfully employed have deeply 
influenced the volume of sales in the most important depart
ments. Budget studies show that, on the average, gainfully 
employed women spend more on clothing than housewives. 
The increase in the number of women holding war jobs has 
affected not only the dollar amount of women’s wear sales, 
but also the type of merchandise in demand. The transfer 
of millions of men from civilian life to the armed forces has 
curtailed mens wear sales. Disruption of family life has 
probably retarded the normal expansion in demand for home- 
furnishings, but the shortages of many consumers’ durable 
goods and the restrictions on residential building have also 
influenced sales of this class of merchandise. The marked 
rise in the birth rate has been followed by a rapid expansion 
in sales of infants’ wear.

Increased purchasing power has stimulated the demand for 
luxury items. In many cases consumers’ shifts to higher 
priced lines have resulted from the inability to obtain lower 
priced goods. Unfortunately there is no reliable way of 
determining what portion of the increase of sales volume

since 1939 has been due to larger physical volume and what 
to price increases and shifts to higher qualities.

Detailed statistics on the composition of total retail trade 
by merchandise classifications are available only for census 
years. Department store sales by departmental classifications 
are, however, indicative of changes that have taken place 
since 1939-1 The accompanying table shows the estimated 
total dollar volume of sales for selected departments in the 
fiscal year 1944 which ended January 31, 1945. Sales for

Department Store Sales by Type of Merchandise, 1929-44, 
Second Federal Reserve District*

Type of merchandise
Sales in 
millions 

of
dollars, t 

1944

Percentage change in sales

1929
to

1944

1929
to

1933

1933
to

1939

1939
to

1941

1941
to

1944

817.7 +  17 -3 3 +  18 +20 +  23

W om en ’s and misses' wear
Coats, suits............................. 36.7 +  17 -3 6 +  16 +13 +  39

43.1 +  9 -3 9 +  14 +  6 +  49
Juniors’ and girls’ wear . . . . 30.4 +  81 -2 6 +  28 +12 +  72
Blouses, skirts, sportswear. . 29.7 +  77 -2 7 +  38 +  8 +  65

13.2 +  75 -3 0 +  80 +35 +  3
Neckwear, scarfs................... 10.9 +  65 -2 4 +  1 +12 +  95

12.7 -  2 -3 5 +  20 -  1 +  27
12.6 -  3 -3 6 +  14 +  4 +  30
26.2 +  15 -2 4 +  15 +  9 +  19
24.1 +  14 -3 4 +  22 +22 +  15
38.4 +  29 -3 2 + 1 +13 +  64

Corsets, brassieres................. 11.4 +  21 -2 6 +  7 +16 +  31
Infants’ wrear.......................... 29.0 +  59 -3 3 +  9 +17 +  86

M en 's and boys' wear
Men’s clothing....................... 18.6 -  6 -3 2 +  24 +13 -  1
Men’s furnishing................... 36.3 +  1 -2 7 +  14 +11 +  9
Boys’ wear.............................. 14.5 +  15 -3 3 +  8 +  9 +  46

H  omefurnishings
Furniture................................ 53.7 -  13 -3 9 +  20 +28 -  6
Domestic floor coverings. . . 21.2 -  5 -3 5 +  13 +34 -  3
Draperies, upholstery.......... 29.1 +  6 -3 6 + 1 +16 +  40
China, glassware................... 12.5 -  11 -3 5 +  2 +24 +  7
Housewares............................ 27.3 +  11 -2 0 +  20 +22 -  5
Major household appliances. 1.2 -  81 -  1 +  7 +59 -  89
Musical instruments............. 3 .4 -  74 - 7 4 +  44 +39 -  51

All other
Yard goods............................. 20.8 -  29 -4 5 -  32 +  3 +  85
Linens, towels........................ 17.4 +  2 -3 4 +  7 +28 +  14
Sheets, pillow cases............... 12.6 4- 28 -1 7 + 8 +49 -  5
Blankets, spreads.................. 11.3 +  12 -3 3 +  14 +32 +  11
Toilet articles, drug sundries 29.0 +  38 -  4 +  12 +13 +  14

14.8 +  60 - 4 0 +  47 +15 +  58
Silverware............................... 5.5 +  2 -2 9 +  5 +32 +  4
Stationery............................... 13.5 +  39 - 3 8 +  29 +19 +  47
Luggage................................... 3.6 -  28 - 5 0 +  9 +16 +  13
Sporting goods....................... 3.3 +  9 -1 7 +  45 +  8 -  17
Groceries, m eats.................... 11.5 +114 - 2 8 +  51 +34 +  48
Wines, liquors........................ 21.8 t t t +30 +116

* All figures are for fiscal years ended January 31, the following year, 
t  Estimated by Federal Reserve Bank of New York.

Includes types of merchandise not shown separately.
Department opened in December 1933.

the major departmental groups since 1925 are given in chart 
form. This analysis is based on data supplied by stores report
ing sales by departments, total sales of which are approxi
mately 65 per cent of all department store sales in this 
District.

Although total department store sales last year were 17 per 
cent above the 1929 peak, of the principal departmental groups 
only women’s wear sales exceeded the predepression high. 
Men’s wear sales approximately equaled the 1929 level, but

1 Allowance must be made for merchandise handled mainly by other 
retail stores, as well as for shifts during this period in the proportion of 
department store sales of specific types of merchandise. An analysis of 
department store type merchandise sold in department stores was pre
sented in the January 1945 Review.
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Department Store Sales by Principal Departmental Groups, 
Second Federal Reserve District

Indexes from 1925 to 1944 (1935-39 average=100 per cent), 
and Distribution of Sales for 1944*

PER CENT

* All figures are for fiscal years ended January 31, the following year.

homefurnishings fell substantially below. A comparison of 
sales in 1929 and 1944 shows considerable variation among 
the individual departments. In the womens wear group, 
increases ranging from 50 to 80 per cent were reported for 
juniors’ and girls’ wear, sportswear, furs, neckwear and scarfs, 
and infants’ wear. With the exception of furs, sales for these 
departments last year were at an all-time high. The increase 
in the excise tax was a factor causing fur sales to drop below 
the 1943 peak. The record increase for juniors’ and girls’ 
wear may be attributed to the merchandising policy of stocking 
in those departments larger sizes in styles desired by younger 
women. Sportswear has become increasingly popular.

Declines from the 1929 peak were reported for millinery 
and handbags. The fashion trend toward reduced use of hats 
and replacement of hats with scarfs has sharply curtailed 
millinery sales. Handbag sales in 1944 showed only a small 
increase over the preceding year, the excise tax undoubtedly 
discouraging expensive purchases. Sales of shoes and hosiery 
have increased since 1939 in spite of shoe rationing and the 
disappearance of silk and nylon stockings. Lingerie sales, 
influenced to a considerable extent by the great number of 
war marriages, have increased sharply since 1941.

In the men’s wear group the decline from the 1929 peak 
for men’s clothing was offset by the increase in boys’ wear. 
Sales of men’s furnishings, the largest department in this 
group, were practically unchanged.

In the homefurnishings group, only draperies and upholstery 
and housewares have exceeded the 1929 high. There has 
been an increasing tendency to reupholster furniture because 
of curtailed production. Housewares have exceeded the 1929 
level although they are currently below the 1942 all-time high, 
largely because of metal shortages. Sales of major household

appliances and musical instruments were affected by conver
sion of producers to war goods and experienced the largest 
decline from 1929- Musical instrument sales (including 
radios) have never regained the peak reached in 1925. Major 
household appliances reached a peak in 1941 chiefly because 
of large electrical refrigerator sales and have declined drasti
cally in subsequent years.

Outside the three major groups, two departments have 
shown unusual wartime increases. Yard goods were at a 
low level in 1940, because of the competition with ready- 
to-wear clothes, but since that year sales have about doubled, 
because of the rise in prices of ready-to-wear merchandise 
and the fear of impending shortages. However, sales are still 
substantially below those in 1929 and approximately one-half 
the dollar volume at the 1925 peak. Wine and liquor sales 
are another exception; sales last year of the stores with wine 
and liquor departments were almost three times the 1939 
dollar volume. Part of this increase, however, is due to the 
fact that the higher liquor taxes paid are included in sales 
figures, contrary to the practice in the case of excise taxes on 
furs, jewelry, silverware, cosmetics, handbags, and luggage 
which are added to and kept separate from the retail price 
of the article.

Jewelry sales in department stores, bolstered by the popular
ity of the more expensive costume jewelry, have increased 
steadily since the depression low; last year the increase over 
the 1929 level was 60 per cent. Luggage sales were substan
tially below those in 1929; sales for this group increased 
sharply in 1941 and 1942, but showed little change in 1943 
and a small decline last year owing to shortages and the 
excise tax. Sales of silverware followed a similar pattern, 
except that last year’s volume approximately equaled that for 
1929. Excise taxes had apparently little effect on toilet articles 
and drug sundries. Sales of linens, domestics, and blankets 
have varied markedly. Linens are still gaining, and sales last 
year were close to the 1929 volume. Domestics (sheets and 
pillow cases) have shown little change since 1941 because 
of shortages, but 1944 sales were substantially above 1929- In 
spite of wool shortages, blanket sales have moved upward 
since 1942 to a level moderately above 1929. Because of an 
increasing tendency to purchase groceries and meats in depart
ment stores, sales for this group last year were more than 
double those in 1929.1

Basement stores have been created to allow customers from 
lower income groups to buy closely marked basic merchandise, 
generally of lower priced lines but nevertheless of good 
quality. Early in the depression many stores not previously 
operating basements decided to sell lower priced merchandise 
in the basement, and in 1930 and 1931 basement store sales 
ran counter to main store sales which were falling sharply.

1 Indexes of sales for individual departments from 1925 through 
1944 and the distribution of department store sales by departmental 
classifications from 1939 through 1944 are available upon request.
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Department Store Sales for Main and Basement Stores, 
Second Federal Reserve District

Indexes from 1925 to 1944 (1935-39 average=100 per cent), 
and Distribution of Sales for 1944*

PER C E N T

* All figures are for fiscal years ended January 31, the following year.

Subsequently, however, basement sales closely followed the 
pattern of the main store through 1942. In 1943 fewer 
people patronized the downstairs store, and the dollar volume 
of basement sales declined, but in 1944 the patronage of base
ment stores increased again, perhaps reflecting the impact 
of steeply increased income taxes.

The relation of main to basement store sales for this 
District is shown in the accompanying chart. This special 
compilation has been prepared through the cooperation of a 
representative group of stores, and supplements the depart
mental records that have been compiled during the past 
twenty years. In this District basement store sales represent 
approximately 10 per cent of the total department store 
volume, approximately the same ratio as that for the United 
States. However, some of the larger stores in this District 
do not operate basements, and for the group operating both 
main and basement stores the ratio is 15 per cent, which is 
close to the percentage found in many large cities.

DEPARTMENT STORE TRADE
Department store sales in this District during April were 

approximately 10 per cent above those one year earlier. After 
adjustment for seasonal changes and the earlier date of Easter, 
sales last month declined sharply from the all-time peak for 
March and were slightly below the level for February. This 
lower dollar volume of sales was partly due to the closing of 
stores in New York City and Newark on Saturday, April 14, 
following the death of President Roosevelt, and the closing of 
stores in other cities for at least part of the day.

Although sales in March were of record proportion for that 
month, they were less than the amount of merchandise 
received. The dollar volume of stocks on hand increased a

little during the month and was slightly above that for one 
year earlier. Outstanding orders for merchandise not yet 
delivered to the stores at the end of March were slightly below 
the all-time high reached a month earlier.

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, 1945
March 1945

Jan. through 
March 1945

Department stores, Second District. . . +27 +20 +  1
New York C ity .................................... +25 +20 +  1
Northern New Jersey......................... +24 +20 +  8

+23 +20 +  8
Westchester and Fairfield C ounties.. +35 +19 -  8

Bridgeport......................................... +26 +15 - 1 2
Lower Hudson River Valley............. +50 +27 -  8

Poughkeepsie.................................... +47 +25 —
Upper Hudson River V alley............. +35 +19 -  3

+38 +20 —
Schenectady...................................... +30 +17 -  5

Central New York State.................... +41 +20 +  1
Mohawk River V alley.................... +41 +18 - 1 0

+40 +17 —
Syracuse............................................. +40 +21 +  6

Northern New York State................ +64 + 40
Southern New York State................. +37 +23 - 1 5

Binghamton...................................... +44 + 28 —
+32 +18 —

Western New York State.................. +27 +16 0
+22 +  12 0

Niagara Falls.................................... +32 +20 -1 1
Rochester........................................... +32 +20 +  3

Apparel stores (chiefly New York City) +32 +28 -  1

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average = 100 per cent)

Item
1944 1945

Mar. Jan. Feb. Mar.

Sales (average daily), unadjusted................ 139r 124 137 176
Sales (average daily), seasonally adjusted.. 153r 150 166 189

Stocks, unadjusted........................................... 152 134 145 155
Stocks, seasonally adjusted........................... 151 148 152 154

r Revised.
Indexes of Business

Index
1944 1945

March Jan. Feb. March

Industrial production*, 1935-39 = 100......... 241 234 236 236p
( Board of Governors, Federal Reserve 

System)
Electric power output*, 1935-39=100........ 201 203 202 203p

(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 =100 232 212 230p

(Federal Reserve Bank of New York) 
Sales of all retail stores*, 1935-39 = 100 f . . . 178r 194 195p

(Department of Commerce)
Factory employment

United States, 1939= 1001 ........................ 172r 160 160 158p
(Bureau of Labor Statistics)
New York State, 1935-39 = 1 0 0 ................ 155 144 143 143p
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 = 1 0 0 t ........................ 341r 330 329p
(Bureau of Labor Statistics)
New York State, 1935-39 = 1 0 0 ................ 299 290 290 294p
(New York State Dept, o f Labor)

Income payments*, 1935-39 = 10 0 £ .............. 232r 242 245p
(Department of Commerce)

Wage rates, 1926=100.................................... 162 169 170p
(Federal Reserve Bank of New York)

Cost of living, 1935-39 =  100.......................... 124 127 127p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =100 
(Federal Reserve Bank of New York)
New York C ity ............................................. 79 94 85 76
Outside New York C ity .............................. 82 78 74 75

* Adjusted for seasonal variation. p Preliminary. r Revised,
t  Series revised beginning January 1940. 
j  Series revised beginning January 1942.
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General Business and Financial Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

INDUSTRIAL activity was maintained at a high level in March. Value of retail sales was 
at a record for this season of the year.

In dustrial Prod u ction

Output at factories and mines was maintained in March at the level of the preceding 
month, which was 236 per cent of the 1935-39 average, according to the Board’s seasonally 
adjusted index.

At iron and steel mills production continued to rise and was at about the same level 
as a year ago. Production of most nonferrous metals also continued to increase in March 
in response to military needs; zinc shipments rose to a new record level. Lumber pro
duction, however, was 12 per cent smaller in March than in the same month last year. 
Output of stone, clay, and glass products was maintained at the February level. In the 
machinery industries activity showed little change in March. Output of transportation 
equipment continued to decline owing to further curtailment of operations at shipyards. 
Aircraft production was maintained at the February rate.

In most nondurable goods industries output showed little change from February to 
March and was at about the same level as in March 1944. Owing to increased military 
purchases in recent months, however, supplies available for civilians of such goods as food, 
textile, leather, and paper products were at the lowest level for the war period. The short
age of carbon black has continued to limit production of essential military and civilian 
tires and rubber products, but manufacturing facilities are being expanded for output of 
this critical material. In the chemical industry, production of explosives and small arms 
ammunition showed less increase than in recent months and output at other chemical 
plants was maintained at about the February level.

Production of bituminous coal was at a slightly lower rate in March and declined 
further in the first week of April when wage contract negotiations interrupted mine opera
tions. Output of anthracite increased in March and the early part of April and crude 
petroleum production was maintained in record volume.

D istribution

Department store sales in March showed a further sharp increase and the Board’s 
seasonally adjusted index rose to 224 per cent of the 1935-39 average as compared with 
212 in February and 200 in January. In the first half of April sales continued large, after 
allowance for the usual post-Easter decline.

Freight carloadings continued to rise in March and the early part of April, reflecting 
increased shipments of most groups of commodities except coal. In recent weeks, as a 
result of special efforts to move last year’s record wheat crop to market before the 1945 
harvest, grain loadings have been in much larger volume than in the same period a year 
ago. Shipments of ore have also been much greater owing to an early opening of the 
Lake shipping season.

Co m m o d it y  Prices

Prices of cotton, livestock, and some other farm products were higher in the third 
week of April than during March. Wholesale prices of industrial commodities, as a 
group, have continued to show slight increases in recent weeks.

Ba n k  Credit

Banking developments during the latter half of March and early April, while following 
the usual interdrive pattern, were considerably influenced by the large volume of Treasury 
receipts associated with the March 15 tax date. Adjusted demand deposits at banks in 
leading cities and currency in circulation both decreased in the latter part of March but 
resumed their growth in April. The slackened rate of expansion in both deposits and 
currency was due primarily to tax payments by businesses and individuals.

Required reserves of member banks increased by around 300 million dollars during 
the five-week period ended April 18. Excess reserves, which were at a temporarily high 
level in mid-March largely as a result of the reduction of Treasury deposits at the Reserve 
Banks in anticipation of tax collections, subsequently declined again to less than a billion 
dollars. An increase in Treasury and other deposits at Federal Reserve Banks in the latter 
part of March and early April and resumption of the currency outflow caused a drain on 
reserve funds which was offset by a further increase of nearly 600 million dollars in 
Reserve Bank holdings of Government securities.

At banks in 101 leading cities, Government security holdings declined during the five 
weeks ended April 18 by 660 million dollars. Bill holdings were reduced sharply, reflect
ing to a considerable extent declines in the holdings of Chicago banks associated with the 
Illinois tax date. Certificate holdings declined generally while bond holdings continued 
to rise. Loans to others than dealers for purchasing and carrying Government securities 
were reduced by 180 million dollars and commercial loans declined by 230 million dollars.
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F E D E R A L  R E S E R V E  B A N K  OF N E W  Y O R K

V ol . 27 J U N E  19 4  5 No. 6

MONEY MARKET IN MAY
The end’ of the war in Europe had remarkably little effect 

on the money market. There was a temporary decline in the 
volume of trading in Government securities and a slight reces
sion in prices of Treasury obligations and other high grade 
securities, but demand and supply factors affecting credit were 
not materially altered and continuing wartime credit policy 
gave assurance of stable conditions. With the passing of V-E 
Day the emphasis is now on the heavy war burden still to be 
carried in order to bring final victory. Immediate attention 
is focused on the Seventh War Loan and on the need for con
tinued financial participation by the public as a most impor
tant form of insurance against inflationary tendencies during 
the remainder of the war period and after the war.

Treasury transactions were again the dominant factor in the 
money market during May. Just as Treasury operations had 
involved a substantial drain on member bank reserves by 
increasing Treasury deposits with the Reserve Banks some 555 
million dollars during the five weeks ended April 25, so in the 
following three weeks, ended' May 16, the Treasury restored 
most of this sum by disbursing 549 million dollars more than 
it received, reducing its deposits with the Reserve Banks by 
a like amount. Expenditures were unexpectedly high during 
this three-week period. On the other hand, although receipts 
were relatively heavy as a result of quarterly collections of 
withheld income and' social security taxes and increased cash 
sales of Savings bonds and notes in the Seventh War Loan 
drive, Treasury calls on War Loan account deposits were 
sharply reduced, and total cash receipts were insufficient to 
cover expenditures fully.

Nevertheless, reserve funds placed at the disposal of the 
banks as a result of the Treasury’s operations fell somewhat 
short of meeting the banks’ needs. These arose chiefly out of 
a continuation of the public demand for currency and higher 
reserve requirements due to the shift from War Loan deposits, 
which are exempt from reserve requirements, to private deposit 
accounts which are not. The effects of these transactions were 
spread unevenly among the banks. Some institutions experi
enced net gains of funds and were able either to add to their 
excess reserves or to retire Reserve Bank credit by purchasing

Treasury bills or by reducing their borrowings from the 
Reserve Banks. Other banks, which lost reserves, had' to call 
on the Reserve Banks for additional credit. Thus, while 
excess reserves rose from about 800 million on April 25 to 
1,050 million on May 16, total Reserve Bank credit increased 
277 million dollars. The expansion of Reserve credit took 
the form chiefly of net purchases of certificates in the amount 
of 286 million dollars. A substantial portion of these certifi
cates reflected securities sold by member banks to adjust their 
reserve positions, but some part undoubtedly represented cer
tificates sold by nonbank investors.

In the week ended May 23, Treasury receipts were substan
tially higher than disbursements, reversing the tendency of the 
previous three weeks. Treasury balances in the Reserve Banks 
rose from a little more than 100 million dollars on May 16 
to 526 million on May 23. This heavy drain on member bank 
resources, combined with further increases in currency circula
tion and reserve requirements, forced many banks to seek 
Federal Reserve credit. Member bank borrowing reached a 
new wartime peak of 724 million dollars, 131 million above 
the previous high record of 593 million on November 29, 
1944, and the highest since March 15, 1933. Sales of Treas
ury bills and certificates to the Reserve Banks (direct or 
through the market) were likewise substantial, and excess 
reserves declined 150 million dollars to about 900 million.

Although the bulk of the net withdrawals of funds from the 
banks by the Treasury during April occurred in New York, 
very little of the substantial amount of funds returned to the 
banks as a result of net Treasury disbursements during the 
three weeks ended May 16 came back to the New York banks. 
A net outflow of commercial and financial funds from New 
York to other parts of the country, partly in payment for Gov
ernment securities sold in the New York market, was just 
about offset by an inflow of banking funds in this period. 
However, there were heavy offerings of Treasury certificates 
of indebtedness in the market by banks and corporations, 
which were absorbed partly by the Federal Reserve System, 
and the funds thus placed’ in the money market were sufficient 
not only to offset rising reserve requirements and public de
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mands for currency in the City, but also to ease the reserve posi
tion of the New York City banks. In part, these funds were used 
by some banks to reduce their borrowings from the Reserve 
Bank, or to purchase Treasury bills, and in part they were used 
by other banks to augment their holdings of Treasury bonds.

In the week ended May 23, Government disbursements in 
New York fell about 260 million dollars short of Treasury 
receipts, which included heavy withdrawals of War Loan depos
its. Losses of reserves from other transactions came to another 
100 million dollars and reserve requirements increased 36 
million. To meet this substantial need for reserve funds, New 
York City banks sold a large amount of bills and certificates, 
and borrowed about 160 million dollars from the Reserve Bank.

M e m b e r  B a n k  B o r r o w in g

Although total member bank borrowing from the Reserve 
Banks has reached the highest level since March 1933, borrow
ings in the New York District have not yet equaled the peak 
of November 29, 1944, before the Sixth War Loan. In the 
other eleven Federal Reserve Districts, they were far above 
the previous wartime high point. Since the decline, in 1943, 
of excess reserves to relatively small amounts, and the subse
quent reduction of Treasury bill holdings which could be 
readily used to adjust reserve positions, member banks have 
come to rely more and more on borrowing from the Reserve 
Banks as a means of meeting temporary needs for reserves. 
Thus, although the increase in loans and discounts of the 
Reserve Banks had its inception toward the middle of 1943 
(prior to that time they had been nominal), the expansion 
of member bank borrowing did not reach substantial propor
tions until the middle of 1944, after IVz years of war financing.

The growth of member bank borrowing has been highly 
irregular. Increases have been most pronounced prior to War 
Loan drives when member bank reserve requirements are 
highest and their bill holdings are lowest, and have been fol
lowed by sharp declines during War Loans, as the banks utilize 
the reserves freed by the transfer of deposits from private to 
War Loan accounts to retire their indebtedness with the 
Reserve Banks and to build up their Treasury bill portfolios. 
The general level of member bank borrowings has risen, 
nevertheless, reflecting the over-all increase in bank deposits 
and reserve requirements during the war and the drain on their 
reserves, caused chiefly by the persistent demand for currency.

As illustrated in the chart, the upward trend of member 
bank borrowings in the eleven other Reserve Districts has been 
more persistent than in the New York District. The more 
pronounced fluctuations in New York reflect in large part 
the fact that a major share of member bank borrowings in the 
Second Federal Reserve District consists of borrowings by 
large banks in New York City, Gains and losses of funds in 
the New York money market are likely to affect a number of 
these banks at the same time and in the same way, and owing

Member Bank Borrowings from the Reserve Banks*
M IL L IO N S
OF D O L L A R S

* Wednesday dates.

to the concentration of financial activities in New York, the 
magnitude of the adjustments necessary to maintain reserves 
or retire unneeded Reserve Bank credit is great. In other dis
tricts where the number of member banks borrowing from the 
Reserve Banks is substantial, the gains of reserve funds of 
some banks are frequently offset by the losses of others. Con
sequently, some member banks may be reducing their indebted
ness to the Reserve Banks while other member banks are 
increasing their borrowings, so that the general level fluctuates 
less sharply than in New York.

Member B a n k  Credit 
In general, changes in member bank credit in the four weeks 

ended May 16 continued along the same lines as in previous 
weeks. The rise in loans to brokers and dealers on Govern
ment securities extended by reporting member banks in New 
York City, which began in the second week of April, continued 
through May 16 at an accelerated rate. The increase was 
unusually rapid for a time so far in advance of the issue date 
for War Loan securities, amounting to 307 million dollars in 
this four-week period and 475 million since the low point 
following the Sixth drive ( on April 4 ). It probably reflected 
dealer accumulation of Treasury securities, particularly cer
tificates, soon to be exchanged for new issues. Loans on 
Government securities to other investors were further reduced 
both in New York and out of town; the decline in New York 
brought the level to a point slightly below the minimum out
standing prior to the Sixth drive. Thus, all of the increase 
in loans extended to other than brokers and dealers by New 
York banks for the purpose of acquiring Government obliga
tions in the Sixth War Loan had been liquidated by May 16. 
Reflecting activity in the new issue market, loans to brokers 
and dealers on non-Government securities rose 54 million
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dollars for all reporting member banks. Most of this increase 
occurred among the New York banks. Commercial, industrial, 
and agricultural loans continued to decline seasonally, reach
ing the lowest levels since September 1943.

Banks both in New York and 100 other cities made sub
stantial net sales of Treasury bills and certificates of indebted
ness and smaller sales of Treasury notes, and added large 
amounts of bonds to their portfolios. Net purchases of bonds 
by New York banks were again substantial (141 million dol
lars) in the week of May 23, and further net sales of other 
types of Treasury issues were effected’. Bill holdings fell to 
117 million dollars, the lowest since April 5, 1939.

G o v e r n m e n t  Secu r ity  M a r k e t

The trend toward higher Treasury bond prices was inter
rupted during the week of May 9- Following V-E Day, buyers 
of Government securities retired from the market temporarily, 
and prices receded moderately for a few days in light trading. 
Most of the decline was subsequently made up in the week of 
May 23. The commercial banks continued to expand their 
holdings of the longer term 2 per cent bond's by selling Treas
ury certificates, 0.90 per cent notes, and shorter term issues of 
2s. Bank selling of certificates reflected adjustment of reserve 
positions as well as adjustment of portfolios.

W ARTIM E RISE IN DEPOSITS
Despite efforts to raise as much of the required funds as 

possible through taxes and sales of Government securities to 
the public, the financing of the war has involved the use of 
bank credit on a very large scale, which is reflected in the great 
expansion in bank holdings of Government securities and in 
the growth of deposits. The increase in demand deposits of 
individuals, partnerships, and corporations* for all member 
banks in the United States, between December 31, 1941, 
shortly after Pearl Harbor, and March 20, 1945 amounted to
25.7 billion dollars, or 76.5 per cent.

The distribution of the deposit increase among the 12 Fed
eral Reserve Districts, shown in Table I, has been determined 
mainly by the geographic distribution of Government receipts 
from taxes and security sales and the geographic distribution 
of Government disbursements. The growth of bank deposits 
has been retarded to some extent by withdrawals of deposits 
in currency, and repayments of loans have also been a factor, 
but to only a minor degree.

As the table indicates, this District has had the largest 
growth of private demand deposits of any district, but the 
percentage increase has been by far the smallest. At the end

* Further reference in this article to demand or time deposits 
denotes demand or time deposits of individuals, partnerships, and 
corporations.

Table I
Increase in D em and Deposits of Individuals, Partnerships, and 

Corporations of All M em ber Banks between  
D ecem ber 31, 1941 and M arch 20, 1945

District

Dollar 
increase in 

millions
Percentage

increase
Percentage 
distribution 

of total
New Y o r k f ................................................. $5,135 38.0 20.0

1,145 57.3 4.4
Philadelphia................................................ 1,291 68.2 5.0
Cleveland..................................................... 2,144 84.8 8.3
Chicago........................................................ 4,035 87.7 15.7

1,290 97.3 5.0
1,064 99.3 4.1

Minneapolis................................................. 638 104.4 2.5
Kansas C ity ................................................ 1,539 141.1 6.0
Atlanta......................................................... 1,537 143.9 6.0
San Francisco............................................. 4,160 149.7 16.2
Dallas..................................................... 1,741 151.3 6.8

$25,719 76.5 100.0

t  Adjusted for membership changes.

of 1941, the New York District had 40 per cent of the busi
ness and personal demand deposits in the entire country but 
by March 20, 1945 the percentage had receded' to 31 per cent, 
the wartime rise of 38 per cent having been too small to 
maintain the District’s prewar position. This situation is 
accounted for by the relatively small growth of deposits in 
New York City; the remainder of the District has had a 
deposit growth at least as rapid as in the country as a whole. 
Previous issues of this Review have drawn attention to the 
fact that New York City, acting in its role of money market 
center, has continually raised a larger amount of funds during 
War Loan drives than the Treasury has subsequently disbursed 
here. The same situation has evidently prevailed to a lesser 
extent in the Boston and Philadelphia Districts, but all other 
districts, notably the southern and western districts, have 
enlarged their deposits more rapidly than the country as a 
whole, showing gains ranging from 85 per cent to 151 per 
cent during the elapsed portion of the war.

The second table shows the wartime increase in time 
deposits of individuals, partnerships, and corporations (which 
are composed primarily of savings deposits) for member banks 
in each of the 12 Federal Reserve Districts. In this case the

Table II
Increase in T im e Deposits of Individuals, Partnerships, and  

Corporations of A ll M em ber Banks betw een  
Decem ber 31, 1941 and M arch 20, 1945

District
Dollar

increase in 
millions

Percentage
increase

Percentage 
distribution 

of total

Philadelphia............................................... $297 29.1 3.7
1,249 52.1 15.6

Richmond ................................................. 338 55.6 4.2
804 58.4 10.0
244 58.8 3.0
127 59.6 1.6
377 60.0 4.7

Kansas C ity ................................................ 191 64.5 2.4
268 75.5 3.3
350 84.7 4.4

1,699 85.0 21.1
San Francisco............................................. 2,093 95.5 26.0

$8,037 67.5 100.0

t  Adjustedjor membership changes.
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increase in dollar volume in the New York District has not 
been as large as in the Chicago and San Francisco Districts, 
but its position relative to the country as a whole has not 
changed as much during the war period as in the case of 
demand deposits; the proportion of total time deposits in the 
United States owned by Second District depositors receded 
from 20 to 18 per cent. The relatively small growth of time 
deposits, in dollar volume, in the New York District undoubt
edly is explained by the much greater development of mutual 
savings banks in this area than in most other sections of the 
country. If gains in deposits of mutual savings banks were 
taken into consideration, the New York District’s position 
would in all probability compare more favorably with the rest 
of the country.

D e p o s it  C h a n g e s  W i t h i n  t h e  Se c o n d  D is t r ic t

Wartime gains in business and personal demand deposits 
for 812 identical member banks in the Second Federal Reserve 
District have varied widely between individual banks, 
although there have been no significant differences in the rates 
of increase among the various geographic sections of the Dis
trict, except for the much smaller increase in New York City 
than in other sections. The differences that do exist appear to 
be much the same between banks in communities of different 
size as between large and small banks, since the size of banks 
is generally determined by the size of the community it serves. 
This conclusion substantiates the findings of this bank’s recent 
survey of ownership of demand deposits, based on reports from 
a substantial sampling of the banks of the District. This sur
vey indicated that rates of gain in the small banks in the 
smaller communities were greater than in large city banks, the 
determining factor having been the proportion of total depos
its represented by personal and trade accounts, which rose 
sharply, compared with the proportion of industrial accounts, 
which showed less increase.

Table III brings out the differences in the rates of wartime 
increase in demand deposits in groups of cities of various 
size and also shows the distribution between groups of the 
total wartime rise of 5,135 million dollars. It will be noted 
that percentage increases in demand deposits tend to vary 
inversely with the size of the cities served by the banks.

Member banks in New York City had three quarters of the 
District’s wartime gain in demand deposits, but these banks 
in the aggregate showed a much smaller percentage rise than 
banks in most other cities of the District. This is explained’ by 
the importance in the City of large balances of large manufac
turing, other non-trade accounts, and financial institutions, in 
which gains have been relatively small. In the other groups of 
cities, the percentage increases in deposits progressed steadily 
upward, varying from an average of 68.9 per cent in cities of 
over 100,000 population, to 82.6 per cent in cities with a popu
lation of 25-50,000, and 95.3 per cent in the remainder of the

Table HI
Increase in Deposits of Individuals, Partnerships, and Corpora
tions in 812 Member Banks in the Second Federal Reserve District, 

between December 31, 1941 and March 20, 1945 
(Dollar amounts in millions)

Size of city, 
by population

Demand deposits Time deposits

Dollar
increase

Percentage
increase

Percentage 
distribution 

of total
Dollar

increase
Percentage

increase

Percentage 
distribution 

of total

New York City........... $3,862 32.5 75.2 $326 40.0 26.1

Total for 12 cities 598 68.9 11.6 309 57.1 24.7
over 100,000 pop.

Jersey City.......... 23 21.1 0.4 32 54.9 2.6
24 45.6 0.5 1 5.7 0.1

Bridgeport........... 20 62.9 0.4 14 90.4 1.1
185 70.5 3.6 73 65.7 5.8
11 72.6 0.2 9 70.0 0.7

Buffalo................ 146 73.8 2.8 69 59.0 5.5
Elizabeth............. 12 81.3 0.2 14 71.8 1.1
Syracuse.............. 45 85.6 0.9 18 35.5 1.5
Utica................... 18 87.2 0.4 9 40.5 0.7

16 88.3 0.3 19 69.6 1.5
Rochester............ 69 104.5 1.3 20 49.0 1.6

29 111.6 0.6 31 62.5 2.5
Total for 10 cities 78 70.3 1.5 63 53.5 5.1

50-100,000 pop.

Total for 23 cities 147 82.6 2.9 104 52.0 8.3
25-50,000 pop.

Remainder of District. 450 95.3 8.8 447 61.6 35.8
below 25,000 pop.

Total for District $5,135 38.0 100.0 $1,249 52.0 100.0

District comprising all centers with a population of less than 
25,000. It must be emphasized, however, that within any one 
of the groups of cities, deposit gains in individual cities show 
an extremely wide range. For example, among the 12 cities 
of more than 100,000 population (excluding New York City), 
gains ranged from 21 per cent in the case of Jersey City to 112 
per cent for Paterson. Plainly, therefore, there are important 
exceptions to the general rule. Special factors must be taken 
into consideration when comparisons between cities are made. 
For instance, the small rise in Jersey City reflects the rather 
small proportion of demand deposits in the form of personal 
and trade accounts, in which deposit increases have been greater 
than in other types of deposits. Albany also showed a rela
tively small gain, presumably because of the large numbers of 
State employees whose salaries have remained relatively fixed 
during the war period and the absence of large war industries.

The wartime increase in time deposits, which consist mainly 
of savings deposits, amounted to 1,249 million dollars, or 52 
per cent. In contrast to the heavy concentration of demand 
deposits in New York City banks, time deposits, and’ their 
wartime increase, have been more evenly distributed through
out the District— only 26 per cent of the total increase has 
been in New York City, 25 per cent in other large cities of 
over 100,000 population, and 49 per cent in the smaller cities. 
With the exception of New York City and Albany where com
petition by mutual savings banks is exceptionally keen, the 
increases in time deposits at member banks since December 
1941 appear to have been much more evenly distributed 
among the various cities and sections of the District than the 
increases in demand deposits.
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CAPITAL POSITION OF MEMBER BANKS
At the end of 1944 total capital funds of all member banks 

exceeded the previous peak of 1929 for the first (time. Even 
allowing for the fact that a larger proportion of all commercial 
banks are now members of the Federal Reserve System than 
was the case 15 years ago, and that approximately 275 million 
dollars of capital funds supplied by the Reconstruction Finance 
Corporation remain to be retired, it is li'kely that capital funds 
owned by stockholders of member banks are not far from the 
earlier peak. The accompanying chart traces the cumulative 
changes in capital funds of all member banks and the principal 
factors affecting the volume of such funds since 1923. As this 
chart indicates, there was a very rapid expansion of member 
bank capital between the end of 1923 and the end of 1929, 
total capital accounts rising from 4.4 billion dollars to
6.7 billion dollars. A sizable factor in this expansion was 
the accumulation of undistributed earnings, but there were 
substantial additions to member bank capital funds through 
sales of new stock issues, and a smaller factor may have been 
the merger of nonmember banks with member banks in that 
period of unusual merger activity.

Practically all of this growth in member bank capital 
was eliminated by the heavy losses sustained during the 
severe depression of the early thirties, and many banks found 
it necessary to strengthen their capital position by selling pre
ferred stock, capital notes, or debentures to the Reconstruc
tion Finance Corporation. Since that time there has been a 
steady growth in member bank capital funds, which has been 
considerably accelerated during the war years as a result of 
the retention of increased profits. Banks generally have fol
lowed very conservative policies with respect to the payment 
of dividends, and have retained a substantial part of their 
net profits for the purpose of strengthening their capital posi
tion and retiring capital supplied by the Reconstruction

Factors Affecting Capital Funds of Member Banks 
Cumulated since December 31, 1923

B IL L IO N S  
OF D O LLA R S

Finance Corporation. During the past five years member banks 
have retained nearly 55 per cent of their net profits for that 
purpose, and the proportion has risen with the growth in bank 
earnings. In this District, for example, approximately two 
thirds of the net profits of member banks in 1944 were added 
to capital accounts. Although net profits have been nearly as 
large in the past five years as in the five years ended with 1929, 
dividend payments have been approximately one-third less. 
Approximately two thirds of net profits were paid out in 
dividends in the earlier period, and only one third added to 
capital accounts.

Partly as a result of the losses of the depression and partly 
as a result of the rather meager dividend disbursements of the 
past twelve years or more, banks in general have been unable 
to obtain new capital at all readily through sales of new stock 
issues to the public; it is only recently that any sizable issues 
of bank stock have again been sold. Most of the growth in 
capital funds of member banks since 1934 has represented un
distributed profits; in the past five years 88 per cent of the 
increase in member bank capital funds was from that source. 
A considerable part of the remainder doubtless reflects the 
capital of banks which became members of the Federal Re
serve System during that period, as there has been an unusually 
rapid increase in membership in a number of districts.

Despite the accelerated rise in capital funds of member 
banks during the war period, the ratio of capital to deposits 
has declined steadily, as the growth in deposits has been con
siderably more rapid than the growth in capital funds. The 
ratio of capital accounts to deposits in all member banks 
declined from 11.2 per cent at the end of 1939, to 6.3 per 
cent at the end of 1944. Nevertheless, the capital posi
tion of most banks may be considered satisfactory while 
present conditions prevail since "risk assets” of the banks have 
shown little, if any, growth during the war period (in fact, 
in many banks they have declined substantially), and the 
growth in deposits has been paralleled by a growth in Gov
ernment security holdings, a considerable part of which is of 
relatively short maturity. There are, of course, numerous ex
ceptions to the general rule, including banks that are still far 
short of completing the retirement of capital obtained from 
the Reconstruction Finance Corporation and other banks 
whose capital position is considered none too strong even 
taking into account the present character of their assets.

However, it is chiefly with respect to the postwar period, 
when the banks may be called upon to assume greater risks, 
that questions as to the adequacy of bank capital have been 
raised. It is expected that in the early postwar period bank 
financing of business will, to a considerable extent, involve 
the absorption of additional Government securities to release 
funds now invested by business concerns in such securities. 
Not all businesses are adequately supplied with liquid assets
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in the form of cash or Government securities to meet their 
anticipated postwar requirements, however, so that some 
demand for bank loans may develop fairly soon, and such de
mands may increase considerably if there is a vigorous expan
sion of business activity following the initial reconversion 
from wartime operations. It is expected that some bank loans 
for that purpose will involve an appreciable degree of risk, 
and for that reason many bankers as well as bank supervisory 
authorities have felt that it would be desirable for the banks 
to continue to build up their capital structures so that they 
will be prepared adequately to finance the requirements of 
their customers.

The most rapid declines in capital-deposit ratios have oc
curred in war industry and military training centers, where 
many banks have had extraordinary deposit increases, ranging 
from 200 to 500 per cent or more since 1939. Most of such 
banks have followed conservative policies with respect to the 
employment of their funds and are well supplied with cash 
assets and short term Government securities with which to 
meet any losses of deposits that may occur after the war. To 
the extent that they remain in a permanently expanded posi
tion, they will need additional capital if they are to engage 
in diversified credit operations. Pending clearer indication of 
their long-run position, however, many banks are reluctant 
to undertake major expansions of their capital stock, lest their 
earnings later prove to be insufficient to support the enlarged 
capitalization. For the present, therefore, the common ten
dency of banks is to continue to add considerable portions of 
their net profits to surplus and reserves, in preference to 
offering new capital stock for public subscription.

EMPLOYMENT IN NEW YO R K  STATE 
DURING THE W A R
In March 1940, the date of the last Census, approximately 

5 million workers were gainfully employed in New York 
State. More than 800,000 were then reported to be looking 
for jobs and about 170,000 were provided with public emer
gency employment. Manpower mobilization got under way 
slowly with the inception of our defense program but gained 
momentum in 1941. By the end of 1943, when the labor 
force reached its wartime peak, the number of employed 
workers had risen to about 6 million, in spite of a loss of 
more than one million to the Armed Forces and some net out
migration of workers to neighboring States and even to the 
West Coast. It is not known to what extent the new workers 
were women and young people who would not normally seek 
employment, or retired persons who were again drawn into 
the labor force, but it has been estimated that in November
1943 the number of women working in the State exceeded 
the March 1940 figure of 1,500,000 by 500,000.

Labor stringencies did not make themselves felt in the New 
York State labor market as early or as strongly as in many

other areas of the United States, but by the fall of 1940 the 
States heavy industries had expanded sufficiently to create 
labor shortages in some of the skilled metal manufacturing 
trades. As incomes in the nation rose in 1940 and 1941, 
consumers’ goods industries in the State prospered and 
required many new workers. Shortages of semiskilled and 
unskilled workers for munitions plants appeared first in 1942 
in such war production centers as Buffalo and Elmira. Later 
on they spread to other areas. At the peak of war production, 
employment in New York State was roughly 20 per cent 
higher than in March 1940. This wartime expansion was 
somewhat smaller than for all urban areas in the United 
States.

Shifts in employment, by industry, are reflected by data 
collected for unemployment insurance purposes. While the 
number of insured employees in manufacturing rose by almost 
60 per cent between early 1940 and September 1943, when 
manufacturing employment in New York State reached its 
highest level, nonmanufacturing industries were unable to 
increase their personnel appreciably. Employment in the con
struction industry expanded rapidly until the fall of 1942, but 
contracted when the major part of the war building program 
was completed; it is now about one-third below the 1940 aver
age. In practically every industrial area the number of insured 
workers in other nonmanufacturing industries rose in 1940 and 
1941, but declined as openings for inexperienced workers in 
war plants became numerous.

The accompanying chart shows the expansion of manufac
turing employment by industry groups during this period. 
Establishments producing metals, machinery, and transporta
tion equipment— working almost entirely on war contracts—  
were responsible for more than two thirds of the wartime 
increase in employment in the State. However, all other 
major industry groups also added workers to their payrolls. 
Military demand for such items as chemicals, uniforms, shoes, 
optical goods, scientific instruments, and manufactured foods 
together with growing consumer demand created a large 
market for the products of light industries. Expansion of 
their activities was limited only by inadequacy of labor and 
materials.

Data on covered employment do not show the full expan
sion of employment in New York State. For example, Federal 
employees are not insured under the State unemployment com
pensation system. Their number in the State rose from less 
than 100,000 at the end of 1939 to 276,000 in October 1943 
These figures partly reflect the large number of additional civil
ian employees in navy yards, arsenals, and depots, and partly 
the transfer of several Federal agencies to New York City. 
State and local governments, however, were forced to curtail 
their staffs during the war period. Another noteworthy rise in 
employment took place in railroad transportation; in the nation
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Changes in Manufacturing Employment in New York State 
between March 1940 and the Peak of September 1943

i 940 1943
Source: New York State Department of Labor data on employment 

covered by unemployment insurance.

the number of railroad workers increased by about 35 per cent 
between January 1940 and the end of 1943. Among the 
uninsured groups of workers there were others which did not 
increase appreciably or which even contracted. This applies 
particularly to firms employing fewer than four persons, a 
category which consists almost entirely of retail stores and 
service establishments. Agricultural and domestic employ
ment declined after Pearl Harbor as many farm and domestic 
workers took jobs in war plants.

Among the industrial areas of the State, New York City 
has been the least affected by manpower shortages. It is the 
only area in the State which the War Manpower Commission 
classified throughout the war as "an area where a substantial 
labor reserve will exist after six months.” The number of 
workers in all covered establishments rose only 15 per cent 
between 1940 and the wartime peak in November 1943. 
This relatively small advance must be attributed to the pre
dominance of consumers’ goods and service industries in the 
City.

In contrast, the Buffalo industrial area, comprising Erie 
and Niagara Counties, saw an expansion of 55 per cent in 
covered employment during the same period. Large increases 
occurred in the aircraft industry, and in the nonferrous metal 
and machinery groups. Buffalo’s largest industry before the 
war— the iron and steel industry— expanded until 1942, but 
has been losing workers since then. The Buffalo area is the 
only one in the State which was listed consistently as an area 
of acute labor shortage by the War Manpower Commission.

Rochester, the third largest industrial area in the State, 
experienced an increase of 36 per cent in covered employment. 
The largest number of workers was added by firms producing 
optical goods, photographic equipment, and scientific instru
ments. Increases in employment were also sizable for

machinery and ordnance plants. Rochester’s apparel manufac
turing establishments, mainly men’s clothing firms, lost 
workers, while the New York branch of the industry was 
able to maintain prewar employment levels.

In the Albany-Schenectady-Troy area the employment rise 
in the electrical machinery industry accounted for the largest 
part of the 39 per cent increase in covered jobs. The large 
railroad repair yards in Albany and a Government arsenal 
also added a considerable number of workers to their payrolls.

The maximum wartime rise in covered employment in 
Syracuse was 32 per cent. Metals and machinery plants 
provided more than half of all jobs in manufacturing in 
Syracuse even before the war. Between 1940 ai\d November
1943 employment in this group nearly doubled, while employ
ment in the group of other manufacturing industries and 
nonmanufacturing remained practically unchanged.

With a gain of almost 75 per cent in covered employment 
between 1940 and November 1943, Elmira ranked first 
among the smaller industrial areas of the State in wartime 
expansion. Heavy durable goods industries dominated the 
economic life of that city before and during the war. In the 
Utica area employment in covered establishments had 
expanded by about 31 per cent by the summer of 1942. 
Because shoe producers, who provided almost half of all 
covered jobs in Binghamton in 1940, operated with fewer 
employees than before the war, the region experienced the 
smallest employment increase in insured industries among the 
Upstate areas.

Although in the fall of 1943 total employment was at a peak 
level in the State as a whole, in some areas— notably Buffalo, 
Albany, Elmira, and Utica— the turning point was reached 
earlier. Covered employment in Utica has already dropped 
by about 20 per cent below its highest wartime level. Buffalo, 
Albany, and Elmira have experienced declines ranging from 
10 to 15 per cent; in other areas of the State the contraction 
has been insignificant.

Lower employment levels reflect mainly scattered lay-offs 
in certain areas of the State, the withdrawal of some emergency 
workers from the labor market, and inductions into the armed 
forces, which thus far have continued to exceed additions to the 
labor force from the ranks of war veterans. In spite of some 
decline in war output no extensive reconversion to peacetime 
production has been possible yet. Within a few months the 
labor situation will become easier. It is expected that after 
July 1 manpower controls will be completely revoked in at 
least half of the State’s labor market areas and will be eased 
in others.

DEPARTM ENT STORE TRADE

During the first five months of this year the seasonally 
adjusted index of department store sales for the Second Dis-
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D epartm ent and Apparel Store Sales and Stocks, Second Federal 
Reserve D istrict, Percentage Change from  the Preceding Year

Locality

Net 

April 1945

Sales

Jan. through 
April 1945

Stocks on 
hand 

April 30, 1945

Department stores, Second D istrict. . . +  4 +15 +12
New York C ity.......................................... +  7 +17 +15
Northern New Jersey............................... +  4 +16 +12

Newark................................................ +  5 +16 +13
Westchester and Fairfield Counties. . -  7 +12 +11

Bridgeport.......................................... -  9 +  8 -  2
Lower Hudson River V alley............... -  5 +17 -  4

Poughkeepsie..................................... -  4 +17 —
Upper Hudson River V alley............... +  2 +14 +  3

A lbany................................................. +  9 +17
Schenectady....................................... -  4 +  12 -  5

Central New York State..................... -  2 +  13 +  7
Mohawk River V alley..................... - 1 4 +  8 -  6

U tica ................................................ -1 6 +  7 — 5
Syracuse.............................................. +  3 +16 +13

Northern New York State.................. +  2 +26 —
Southern New York State.................. -  5 +15 -  8

Binghamton........................................ -  4 +  18 -  6
E lm ira.................................................. - 1 0 +10 -  9

Western New York State.................... -  1 +11 +  6
B uffalo................................................. -  1 +  8 +  4
Niagara F alls..................................... -1 1 +11 -1 1
Rochester............................................ 0 +14 +11

Apparel stores (chiefly New York C ity ). +  5 +22 +  9

Indexes of D epartm ent Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average =  100 per cent)

1944 1945

Item April Feb. Mar. Apr.

Sales (average daily), unadjusted................. 137r 137 176 143
Sales (average daily), seasonally adjusted. . 141 166 189 150

Stocks, unadjusted........................................... 142 145 155 164
Stocks, seasonally adjusted............................ 140 152 154 162

r  Revised.

trict averaged 9 per cent above the 1944 yearly average. Vir
tually the entire gain took place in February and March when 
sales were stimulated by fears of impending shortages and by 
the increased tendency to purchase higher priced merchandise. 
Sales in April dropped sharply to the January level; during 
May the adjusted index is estimated to have increased 
moderately.

The dollar volume of sales so far this year is 60 per cent 
above the 1939 level. Based on 1939 census data, one quarter 
of consumers’ purchases of department store type merchandise 
during that year were made in department stores. Apparel 
stores sold 21 per cent and furniture stores 7 per cent. The 
remaining 47 per cent was divided among the small specialty 
line stores. Using data compiled from the apparel and furni
ture stores reporting to this bank together with the department 
store data by departments (as an indication of the trend of 
sales for each particular type of specialty store), it is estimated 
that furniture and specialty stores have each lost 2 per cent of 
their prewar share of the business, and' the department and 
apparel stores have shared equally in the gain.

Homefurnishing sales in department stores increased 25 per 
cent from 1939 to 1941, but are now a little below the 1941 
peak. Furniture store sales, however, increased only 15 per

cent from 1939 to 1941, and are now slightly below the 1939 
level. The merchandise composition of sales varies consider
ably for these two types of retailers, however. Furniture 
accounts for about one third of all homefurnishing sales in the 
department stores and three fifths of total furniture store sales. 
An analysis of these figures shows that department store sales 
of furniture have not differed appreciably from total home
furnishing sales.

The explanation for the relatively unfavorable showing of 
the furniture stores may lie partly in the greater proportion 
of instalment sales in furniture stores than in department stores 
and the effects o f , instalment credit restrictions during the 
war, and partly in the greater success of department stores 
in obtaining merchandise. During the summer of 1942, 
department store stocks of homefurnishings expanded more 
sharply than furniture store stocks. Although the merchandise 
on hand is now substantially below the 1942 peak, the dollar 
value of homefurnishing stocks at the department stores is 12 
per cent above that at the close of 1939, compared with an 
increase of only 5 per cent for the furniture stores.

Total women’s and men’s wear sales in department stores 
have increased 50 per cent since 1939 while apparel store 
sales rose 60 per cent during this period. Although the trends 
in sales of women’s and men’s wear have differed considerably, 
men’s wear accounts for a small part of the total in both types 
of stores. The total dollar volume of stocks of women’s and 
men’s wear for both the department and apparel stores has 
increased about 75 per cent since 1939-

Indexes of Business

Index
1944 1945
April Feb. March April

Industrial production*, 1935-39 = 1 0 0 ......... 239 236 235 231 p
{Board of Governors, Federal Reserve 

System)
Electric power output*, 1935-39 =100t. . . • 208r 206r 205r 206p

(.Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 =100 243 231 238p

(.Federal Reserve Bank of New York) 
Sales of all retail stores*, 1935-39 =100. . . . 170 195 196 p

(.Department of Commerce)
Factory employment

United States, 1939 = 1 0 0 .......................... 169 160 158 155p
(.Bureau of Labor Statistics)
New York State, 1935-39 = 1 0 0 ................ 152 143 143 141p
(N ew  York State Dept, o f Labor)

Factory payrolls
United States, 1939 = 1 0 0 .......................... 335 329 326p
(.Bureau of Labor Statistics)
New York State, 1935-39 = 1 0 0 ................ 286 290 294 284p
( New York State Dept, o f Labor)

Income payments*, 1935-39 = 1 0 0 ................ 231 245 245p
(Department of Commerce)

Wage rates, 1926=100.................................... 163 169 169p
(.Federal Reserve Bank of New York)

Cost of living, 1935-39 = 1 0 0 ......................... 125 127 127 127p
(.Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =100 
(.Federal Preserve Bank of N ew  York)
New York C ity ............................................. 73 85 76 76
Outside New York C ity ............................. 76 74 75 73

* Adjusted for seasonal variation. p Preliminary. r Revised.
fSeries revised to exclude production by railway and railroad and New York 

City Transit System plants.
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Index of Physical Volume of Industrial Production, 
Adjusted for Seasonal Variation, 1935-39 Average 

— 100' Per Cent (Groups shown are expressed 
in terms of points in the total index)

Billions op o BILLIONS OF DOLLARS

Income Payments to Individuals, Based on Depart
ment of Commerce Estimates. Wages and 

Salaries Include Military Pay. Monthly 
Figures Raised to Annual Rates

1937 1938 1939 1940 1941 1942 1943 1944 1945

Indexes of the Cost of Living as Compiled by Bureau 
of Labor Statistics. Last Month in Each Calen

dar Quarter through September 1940, Monthly 
Thereafter (1935-39 average=lO0 per cent)

Member Bank Reserves and Related Items 
(Latest figures are for May 23)

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

OUTPUT and employment at factories declined somewhat in April. Department store 
sales showed a marked decline and wholesale commodity prices continued to advance 

slightly.
In dustrial  Production

Industrial production, which had advanced earlier this year, declined in April to the 
same general level that prevailed during the last half of 1944. The Board’s seasonally 
adjusted index was 231 per cent of the 1935-39 average as compared with 235 in the first 
quarter.

Activity in the machinery and transportation equipment industries declined about 3 per 
cent in April, reflecting curtailed munitions production; the largest part of the decrease 
was accounted for by a further reduction in operations at shipyards. As a result of the 
decline in shipbuilding during the last 12 months, activity in the transportation equipment 
industries in April was 10 per cent below a year ago.

Steel production was maintained at the March level as a decline in output at open hearth 
furnaces was offset by a further rise in steel produced in electric furnaces. Production of 
nonferrous metals, which had increased somewhat during the first quarter of this year, showed 
little change in April. Output of stone, clay, and glass products was maintained at the first 
quarter level, while lumber production continued to decline.

Production of textiles and manufactured food products declined slightly in April and 
was at the level of a year ago. Cotton consumption showed a decrease of 5 per cent from 
March but rayon shipments rose further to a record level. Activity at meatpacking establish
ments, which had shown little change during the first quarter after allowing for seasonal 
fluctuations, declined 10 per cent in April. Output of rubber products decreased as the 
shortage of carbon black continued to limit production despite measures to stretch available 
supplies. Production of most other nondurable goods showed little change.

Bituminous coal production recovered in the latter part of April from a substantial 
decline earlier in the month due to work interruptions accompanying contract negotiations. 
Output for the month was 8 per cent below that of March and in the first two weeks of May 
continued at this lower rate. Anthracite production in April was 14 per cent higher than 
in the preceding month but declined sharply in May prior to agreement on a new wage 
contract on May 19. Output of crude petroleum has been maintained at record levels and 
iron ore production has shown an exceptionally large increase this Spring due to early 
opening of the navigation season on the Greak Lakes.

D istribu tio n

Department store sales declined sharply in April and the Board’s seasonally adjusted 
index was 181 per cent of the 1935-39 average as compared with an average of 211 in the 
first quarter and with 172 in April 1944. Sales in the first half of May were only slightly 
larger than in the corresponding period a year ago. Owing to unseasonably warm weather 
and expectations of shortages, much Spring shopping, which would usually be done in April 
and May, occurred this year in February and March. In mid-April many stores were closed 
immediately following the death of President Roosevelt. Also, in particular cities part of 
the recent decrease in sales appears to have been associated with actual or anticipated 
income declines resulting from cutbacks in war production.

Freight carloadings of most manufactured products were maintained at a high level 
in April and the early part of May and were above the same period a year ago. Shipments 
of coal and lumber, however, were in smaller volume, reflecting reductions in output of 
these commodities.

Co m m o d it y  Prices

Wholesale prices of farm products advanced in April and then showed little change in 
the first 3 weeks of May. Maximum prices for coal, steel products, and various other indus
trial commodities have been raised somewhat in recent weeks.

Retail price changes for foods and other commodities apparently have continued to 
be small in April and the early part of May.

Ba n k  Credit

During the four weeks ended May 16 total deposit and currency holdings of businesses 
and individuals increased by nearly 3 billion dollars. Increases of about 300 million in 
currency and of over 400 million in reserves required to be held against expanding deposits 
at member banks resulted in an increased demand for reserve funds by member banks. 
This demand was supplied largely by an increase of about 500 millions of dollars in Reserve 
Bank holdings of Government securities, mostly bills and certificates, and in part by a 
temporary decline in Treasury deposits at the Reserve Banks. Excess reserves rose slightly 
to around a billion dollars.

In the 5 months between War Loan drives, December 20 to May 16, reporting banks 
in 101 cities reduced their holdings of short term Government securities by around 2.3 
billion dollars in order to maintain adequate reserve balances. But during the same period 
bond holdings of these banks were increased by 1.6 billion dollars.

Loans to brokers and dealers for purchasing or carrying Government securities, which 
had declined in early April to a level comparable with that reached before the Sixth War 
Loan drive, rose substantially during the three weeks immediately preceding the Seventh 
War Loan drive. Commercial loans declined during the interdrive period, reaching a level 
about 500 million dollars lower than that prevailing just before the Sixth War Loan drive.
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MONEY MARKET IN JUNE

Although the final results of the Seventh War Loan drive 
are not yet available, it is evident that the goal of 14 billion 
dollars has been surpassed by a wide margin; total subscriptions 
received through June 27 were about 21.2 billion dollars and 
the Secretary of the Treasury predicted a larger sales total 
than has been achieved in any previous loan. (The largest 
sum heretofore raised in one drive was 21.6 billion dollars 
in the Sixth War Loan.) How much of this enormous total 
will represent actual nonbank investment and how much repre
sents indirect bank purchases is not yet determinable, but it 
appears certain that, despite special efforts to reduce to a 
minimum the indirect use of banking funds in the drive, the 
part played by bank credit has again been substantial.

Selling of outstanding Government obligations, by insurance 
companies and savings banks in particular, was considerably 
less in the weeks preceding the Seventh War Loan drive than 
in those preceding the previous War Loan. As a consequence 
the increase in aggregate holdings of Treasury securities by the 
weekly reporting member banks and the Federal Reserve 
Banks, through June 20, was considerably below that in the 
corresponding period of the Sixth drive. As usual, the banks 
bought a large volume of Government securities in the week 
in which the heaviest corporation subscriptions were received 
(June 14 to 20), but the increase in their holdings, other than 
Treasury bills, in the seven weeks ended on June 20 was 17 
per cent less than in the corresponding period prior to and 
during the Sixth War Loan— 3,074 million, compared with 
3,711 million.

This measure of success in reducing bank absorption of 
securities prior to and during the drive appears to have been 
offset, however, by a sharp expansion in bank loans, especially 
to subscribers other than brokers and dealers, for the purpose 
of financing purchases of drive issues. As the accompanying 
chart shows, the increase in loans to subscribers other than 
brokers and dealers in the week ended June 20 was greater 
than in the corresponding week of any previous drive, and the 
total volume of loans on Government securities, both to brokers 
and dealers and to others, reached higher levels than ever 
before. A substantial part of this increase undoubtedly repre

sented bona fide investments by nonbank investors, such as 
insurance companies, who intend to pay off the loans out of 
future income within a short period; in fact, there is some 
evidence to indicate that loans of this character have been 
larger than in previous drives. The remainder reflects the 
financing of speculative purchases of drive securities, presum
ably for resale after the close of the campaign. Limitations on 
subscriptions by brokers and dealers tend to restrict expansion 
in their borrowing, but such borrowings started from a higher 
level prior to the Seventh drive than prior to the Sixth drive, 
as a result of security purchases in the market, and it is 
expected that broker and dealer subscriptions to the new issues 
will carry their portfolios and their borrowings to higher levels 
before the close of the drive.

The growth of the Government security holdings of the 
weekly reporting member banks since the initiation of War 
Loan drives has assumed a staircase pattern with sharp increases 
during War Loan drives and moderate reductions in between, 
as shown in the chart on the next page. Treasury data for other

Loans for Purchasing or Carrying U. S. Government Securities 
by Weekly Reporting Member Banks in 101 Cities

B IL L IO N S 
OF D O LLA R S
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banks indicate the same pattern, except that in those banks no 
declines have occurred in the interdrive periods. The Seventh 
drive saw no deviation from this design, although the increase 
thus far has been somewhat smaller than in the two preceding 
drives.

During the war and particularly since 1942 the Federal 
Reserve Banks have been acquiring securities steadily to supply 
member banks with the reserve funds they need. As illustrated 
in the chart, the effect of War Loan drives has been mainly to 
slow up the rate of increase. Holdings have usually declined 
for a week or two around the payment date for new drive 
issues, when the reduction of member bank reserve require
ments following the shift of deposits from private accounts to 
War Loan accounts has enabled the banks to repurchase 
Treasury bills previously sold to the Federal Reserve Bank 
option accounts, and then have resumed the upward trend. In 
the Seventh War Loan period, however, the Reserve Banks 
made net purchases of Treasury bills during the week 
which included the principal payment date for corporate sub
scriptions to the drive issues. In view of the fact that holdings 
of Treasury bills by the weekly reporting member banks also 
increased substantially during that week, it appears that the 
bills came from nonbank investors, particularly corporations 
which had acquired them as temporary investments pending 
more permanent investment of funds in drive securities.

The practice of subscribing for securities in localities other 
than where deposits are held (thus resulting in unnecessary 
transfers of funds and disturbance of bank reserve positions) 
appears to have been renewed on a large scale during the 
Seventh War Loan drive, despite the established procedures set 
up by the Treasury, whereby credit for subscriptions may be

Government Security Holdings of Weekly Reporting 
Member Banks and Federal Reserve Banks

B IL L IO N S
o f  d o l l a r s  WA R L O A N  DRIVES

allocated to other localities without transfers of funds to pay 
for them. The movement of funds out of New York City by 
business corporations and others reached about 1,500 million 
dollars in the four weeks ended June 20, as compared with 
875 million in the corresponding period of the Sixth drive. 
Part of this outward movement of funds reflected payment for 
securities sold in the New York market by institutions in other 
parts of the country, and part may have been related to 
quarterly income tax payments in other localities by corpora
tions with bank deposits in New York. These conditions, 
however, were present also during the preceding two War Loan 
drives when the movement of funds out of New York was 
much smaller.

M e m b e r  B a n k  R e s e r v e  P o s it io n s  

The strain on New York City bank reserves resulting from 
the large-scale outflow of funds was offset in part by the ac
cumulation of balances in the City by out-of-town banks and 
by substantial purchases of Government securities in the open 
market by the Federal Reserve System. Nevertheless, the net 
outflow of funds, together with the absorption of substantial 
amounts of Government securities, an increase in loans on 
Government securities, and an increase in reserve requirements 
in the three weeks ended June 13, forced the New York City 
banks to seek Reserve Bank credit, through borrowing or sales 
of Treasury bills and certificates of indebtedness. Although 
Treasury disbursements were in excess of receipts throughout 
the four weeks ended June 20, it was not until the last week 
of this period, during which heavy interest payments on the 
public debt were made, that such operations afforded any relief 
to the reserve position of the New York City banks.

In that week a sharp decline in reserve requirements result
ing from heavy subscriptions of drive issues by nonbank in
vestors and the consequent shift of deposits to reserve-free War 
Loan accounts also contributed to the easing of the reserve posi
tion of the New York banks. As a result, the banks were able 
to repay about 400 million dollars of their indebtedness to the 
Reserve Banks and to make further substantial net purchases 
of, and loans on, Government obligations. In the following 
week, however, the drain on the reserves of the New York 
banks was renewed, as a further transfer of business funds to 
other parts of the country took place and Treasury receipts in 
New York exceeded disbursements by a substantial margin. 
Consequently, the New York banks were again compelled to 
call upon Federal Reserve credit to restore their reserves to 
required .levels.

The shift of funds out of New York considerably eased the 
reserve positions of the member banks in other parts of the 
country. These gains of funds, augmented by net Treasury ex
penditures during the three weeks ended June 13, were more 
than sufficient to cover an increase in reserve requirements 
and the loss of reserves arising from a moderate increase in
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currency in circulation. As a result, member banks in the rest 
of the country were able to reduce their borrowings from the 
Federal Reserve Banks in each of the four weeks ended June 
20, increase their takings of Treasury bills, absorb substantial 
amounts of other types of Government securities in the open 
market, and at the same time build up their excess reserves 
by about half a billion dollars.

Contrary to the experience of the New York banking institu
tions, banks in the interior lost funds as a result of tax collec
tions and other Treasury operations during the week of June 
20, but this loss was more than offset by the decline in reserve 
requirements and the continued transfers of funds from New 
York. The gains, however, were used further to reduce mem
ber bank borrowings by about 150 million dollars, rather than 
to augment excess reserves.

CHANGE IN REQUIRED RESERVES OF 
FEDERAL RESERVE BANKS
An Act of Congress, approved by the President on June 12, 

amended the Federal Reserve Act primarily by lowering the 
percentage of reserves which Federal Reserve Banks are 
required to maintain against their notes in circulation and 
against their deposits. Whereas formerly the Reserve Banks 
were required to maintain a reserve of 40 per cent in gold 
certificates against their notes in circulation, and a reserve of 
35 per cent in gold certificates or lawful money against their 
deposits, the amendment establishes a uniform requirement 
of 25 per cent reserve, in gold certificates only, against notes 
and deposits alike. The legislation was occasioned by the rapid 
fall in the ratio of reserves to note and deposit liabilities in 
all Federal Reserve Banks during the past three years, which 
has resulted mainly from the financing of the war.

The accompanying chart shows changes in the combined 
reserve ratio of the twelve Federal Reserve Banks since the 
beginning of 1933. From an average of 51 per cent in March 
1933 (the bank holiday period), the ratio rose substantially and 
with only minor interruptions until 1941, when it was above 
90 per cent. At first the rise in the ratio was caused by the 
surrender of gold and gold certificates by the public and by 
a return flow of hoarded currency, and then for several years 
it was carried forward by a flow of capital from foreign coun
tries to the United States and an accompanying inflow of gold. 
The early inflow of capital and gold followed the devaluation 
of the dollar at the beginning of 1934, which led to expecta
tions abroad of inflationary developments and opportunities 
for speculative profits in this country and to fears of currency 
devaluation in foreign countries. Subsequently, the political 
developments in Europe leading up to the war caused a heavy 
flight of foreign capital and gold to this country, which was 
checked by wartime controls abroad, but was superseded dur
ing the first two years of the war by official shipments of gold 
to the United States in payment for war materiel. From less

Reserve Ratio of Federal Reserve Banks*
PE R  CENT

* Monthly averages of daily figures of the 12 Federal Reserve Banks 
combined; data for June 1945 based 011 first 25 days of the month.

than 4 billion dollars in January 1934, the total reserves of 
all Federal Reserve Banks rose to nearly 21 billion at the 
end of 1941.

Since the United States entered the war, there has been 
some reversal of the gold flow and total reserves of the Reserve 
Banks have fallen gradually to a little over 18 billion dollars 
at present, reflecting cash payments to foreign countries for 
materials needed in the war and for the maintenance of our 
troops abroad. Meanwhile, Federal Reserve notes in circula
tion have risen from about 8 billion dollars to nearly 23 billion 
dollars, and total deposits of the Federal Reserve Banks have 
risen from about 15 billion dollars to nearly 175/2 billion. 
The result has been that the combined reserve ratio of the 
Federal Reserve Banks has fallen in this period from above 
90 per cent to about half that figure; and the ratio is likely to 
continue to decline as long as the wartime expansion of cur
rency circulation and bank deposits continues.

The lowering of the required reserve against Federal Reserve 
notes and deposits gives assurance that the Federal Reserve 
Banks will be able to continue to give such support as is neces
sary to the financing of the war, and will not be forced, because 
of their reserve position, to adopt restrictive measures which 
might interfere with war financing. On June 6, before the 
enactment of this legislation, total reserves of the twelve 
Reserve Banks were somewhat over 18 billion dollars, of 
which more than 15 billion dollars was required as reserve 
against the note and deposit liabilities of the Reserve Banks, 
leaving a margin of reserves to meet further gold losses and 
to cover further expansion of notes and deposits of a little 
over 3 billion dollars. On June 13, after the legislation 
became effective, total reserves had been reduced only slightly 
by the deduction of cash other than gold certificates (lawful 
money, such as silver certificates and United States notes, may
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no longer be used as reserve against deposits), while required 
reserves were reduced to a little over 10 billion dollars, leav
ing a margin of 8 billion dollars for future requirements. 
There can be little doubt but that this sum will be more than 
adequate to cover any further losses of gold and any further 
expansion in currency circulation and in the deposit liabilities 
of Federal Reserve Banks which is likely to occur during the 
remainder of the war period.

By the Act of June 12, the Federal Reserve Act was also 
amended to continue without limit as to time the authority 
to use direct obligations of the United States as collateral for 
Federal Reserve notes. Earlier amendments of the Federal 
Reserve Act had made provision for the use of such obliga
tions for this purpose since 1932, but the authority had been 
limited to specific periods which were extended from time 
to time by Presidential proclamation or Congressional action.

The legislation also canceled the authority of Federal 
Reserve Banks to issue Federal Reserve bank notes (a form 
of currency requiring no reserve, similar to National bank 
notes, which has been used only on a few occasions in the 
past), and terminated the authority of the President and the 
Secretary of the Treasury, given by the "Thomas Amendment” 
of the Agricultural Adjustment Act of 1933, to issue up to 3 
billion dollars of United States notes under certain specified 
conditions.

GROW TH OF TRUST OPERATIONS 
OF MEMBER BANKS

Trust departments of all member banks experienced their 
most active year in 1944. Gross earnings from trust opera
tions, the only available indicator of the over-all volume of 
operations, reached a new peak of 104 million dollars last year 
and were 8 per cent above the level of the previous peak of 96 
million in 1943 and 30 per cent above the predepression high 
point of 80 million in 1930.1 And, as illustrated in the accom
panying chart, the 1930 gross earnings were twice those for 
1925 (the first calendar year for which data are available).

Trust departments have been a growing source of bank 
revenue. Not only did trust department earnings increase 
faster than bank income from other sources during periods of 
active or expanding (peacetime) business conditions, such as 
1925-29 or 1933-37, but they fell much less drastically during

1 Owing to the difficulty or impossibility of finding a common 
denominator of all trust functions, gross income from trust operations 
has been adopted as the one over-all measure of the volume of 
fiduciary operations of the member banks. Its weakness derives 
from the fact that changes in earnings may reflect changes in fees 
charged as well as in the volume of trust operations. Throughout 
this article, trust earnings of member banks refer to gross earnings 
from all the many services performed by trust departments including 
corporate trust, personal estate and trust, agency, custodial, real estate, 
and investment management functions. No inference can be drawn 
from these data as to the profitability of these operations, as data on 
the cost of supplying the services are not available for all member 
banks.

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

Gross Earnings of Member Banks from Trust Departments
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* Data for 1925 not available by districts.

the depression of the early thirties. Thus, trust operations have 
accounted for an increasing proportion of gross earnings of the 
member banks each year, rising from 2.1 per cent in 1925 to
7.3 per cent in 1937. In 1944, however, trust departments 
contributed only 5.6 per cent of total bank income, owing to a 
sharper rise in revenues from other sources, primarily interest 
on Government securities.

But these figures are indicative only of the importance of 
fiduciary activities in the banking system as a whole. A 
little less than a third of all member banks operated trust 
departments during 1944, and the importance of trust earn
ings to such institutions was relatively much greater. And, 
owing to the fact that the bulk of the trust business is done 
by the larger banks— the New York central reserve city banks 
alone accounted for over a third of total trust department 
earnings of all member institutions last year— fiduciary activi
ties are most significant for the largest institutions. The 
tendency of fiduciary operations to increase in relative impor
tance with the size of banks may be seen from the accom
panying table, which relates only to those banks in the New 
York District that reported trust earnings in 1944.

T rust D epartm ent Earnings o f New Y ork  D istrict M em ber Banks 
by Size o f  Bank, 1944

Deposit size 
(In millions of dollars)

Trust earnings as per 
cent of total earnings*

Outside Greater New York City-
Under 2 ..................  ..................................................... 3 1
2—  5 ............................................................................................ 2 .0
5— 2 0 ............................................................................................ 3 .0
20 and over ................................................................................. 4 .6

Greater New York City
Under 100.................................................................................... 8 .2
100 and over ............................................................................... 12.7

*Data are averages of ratios of individual bank§; only those banks reporting 
trust department earnings are included.
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The increase in trust department earnings of the member 
banks has not been as rapid in the New York Federal Reserve 
District in recent years as in other parts of the country. For 
although income from fiduciary operations rose during 1943 
and 1944 among member banks in the Second District, as well 
as in all other districts, the earnings of the Second District 
members in 1944 ware still 7 per cent below the 1937 figure, 
while those of the member banks in the eleven other districts 
were 22 per cent higher. Up through 1937, the growth of 
trust activity of the Second District members had kept pace 
with that of the member banks as a whole, Second District 
members accounting for 47 per cent of total trust department 
income in both 1929 and’ 1937. In 1944, however, this ratio 
was down to 41 per cent.

The recent decline in the relative position of the Second 
District members with respect to trust department earnings 
may well be transitory, owing to the nature of the trust busi
ness in this District, a much larger proportion of which con
sists of corporate trust and agency accounts than in the rest 
of the country. This holds particularly true of the large New 
York City banks which accounted for close to 90 per cent of 
the District s trust department earnings last year. The income 
from this type of trust business is derived primarily from 
trusteeships under corporate bond indentures and from stock 
transfer agencies and registrarships ( in connection with 
changes of ownership of preferred and common stocks), and 
so is to some extent dependent on the volume of new corpo
rate and State and municipal issues floated, and on the volume 
of stock trading. Activity in the capital markets, however, 
fluctuates sharply and consequently imparts some instability 
to the trust earnings of the Second District banks. Thus, the 
relative decrease in the position of these banks after 1937 stems 
from lesser activity in the security markets particularly from
1938 to 1942. In this connection, it is significant that the 
predepression peak of trust department earnings of Second 
District members occurred in 1929, whereas 1930 marked the 
high point for all other member banks.

The trend of trust operations in the other eleven districts 
has been strongly upward, apparently reflecting increasing 
participation by banks in other cities in the corporate trust 
business as well as a growing demand for estate and trust 
services on the part of individuals, which in the Second District 
is often obscured by the ups and downs of the corporate trust 
business.

The divergence in the earnings trends of the trust depart
ments of member institutions in the New York and other 
Federal Reserve Districts may also be related to some extent to 
differences in rates charged by bank trustees in the various 
States, particularly on personal trust business. Changes in the 
statutory fees for trustees have been rather frequent in many 
States outside of the District and the trustee rate structures in

such areas are comparatively up to date, having taken into 
account more promptly the financial and economic develop
ments in the country, particularly the decline in interest rates. 
But in New York (which dominates this District) no revision 
of such commissions was made for 20 years until September 
1943. The statutory rates are the maximum permissible with
out special agreement. But, as actual rates are subject to 
negotiation and competition, they may be lower.

The over-all growth of the fiduciary activities of the mem
ber banks may be traced to several developments.2 Prior to 
1931, this expansion was particularly rapid, owing (apart 
from the general economic prosperity of that period coupled 
with a relatively low income and estate tax structure) in large 
measure to the assumption of fiduciary functions by an increas
ing number of national banks, which reported trust earnings 
in 1930 four times those of 1925, in contrast to a doubling 
of all member bank trust department earnings between those 
years. Although the national banks had been empowered by 
the Federal Reserve Act to engage in the trust business, their 
progress in that field was slow at first. A Supreme Court deci
sion in 1924, which forbade the States to prevent national 
banks from engaging in the trust business when duly author
ized to do so by the Federal Reserve Board, stimulated the 
interest of these banks in fiduciary operations. Additional 
impetus to their entrance into the field was given by the 
passage, in February 1927, of the McFadden Act which 
accorded the national banks indeterminate charters thus assur
ing them that their corporate existence would not terminate by 
expiration of their charters before trust functions undertaken 
were fulfilled.

The resultant competition generated by the increased num
ber of institutions engaged in fiduciary activities undoubtedly 
developed more new business than might otherwise have been 
the case. Some of this business, however, may have been 
acquired at the expense of the individual trustee whose com
petitive position may have deteriorated as opposed to that of 
the corporate (bank) trustee with its perpetual charter and 
staff of investment experts and accountants, although large law 
firms remain active in the field. Competition among the banks, 
on the other hand, effected some reduction in rates charged for 
administering trusts, particularly personal trusts, in this period.

The expansion of the volume of trust operations of the 
member banks in more recent years is, in some respects, even 
more impressive than in the twenties, as it was achieved in 
spite of the generally reduced volume of new capital issues 
and security trading, and of the development of such unfavor
able conditions as high income taxes which tended to reduce 
individual accumulations of funds and thus ultimately the size

2 Among these is the fact that the member banks of the Federal 
Reserve System comprised a larger proportion of commercial banking 
assets in recent years than in the twenties. But this factor could not 
have had much influence in view of the expansion of trust earnings 
relative to total bank earnings.
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of estates, and high estate and gift taxes which in turn tended 
to reduce the size of trusts administered by the banks. At the 
same time, declining money rates reduced the earning power of 
the investments held in trusts and so reduced fees collected 
from their administration (where fees are based on a percentage 
of the income from trust accounts). Thus, the volume of 
trust operations appears to have increased even more rapidly 
than the earnings from such operations shown in the chart.3

Offsetting these unfavorable developments has been the 
expansion of several new sources of business. Notable among 
these is the growth of pension trusts which have been estab
lished by many corporations to supplement the retirement and 
other benefits of the Social Security program. The expansion 
of the pension trust business has been stimulated during the 
war period by the imposition of excess profits taxes on busi
ness and restrictions on salaries. Other expanding phases of 
trust operations include the administration of small estates and 
trusts (the latter made more economical through the develop
ment of the common trust fund device), the offering of invest
ment management services, and the handling of insurance 
trusts and stock purchase agreements.

The efforts of the banks to expand their personal trust opera
tions have been aided by the increased emphasis placed by indi
vidual investors on safety of principal following the unfavorable 
investment experience of the depression, and by the increased 
complexity of the investment problem and of the estate and 
inheritance tax situation. Both these developments led to a 
growing appreciation and use of the specialized facilities 
offered by bank trust departments.

Several factors point toward further growth in the fiduciary 
activities of the member banks. Postwar financing of corporate 
expenditures for reconversion and expansion through new 
security issues may bring further expansion in the corporate 
trust field. Continued growth may be anticipated in pension 
trusts and other new sources of businesses including stock pur
chase agreements and investment management accounts.

Furthermore, the marked increase in incomes (after taxes) 
of individuals, particularly small businessmen, which has oc
curred during the war provides the basis for increased personal 
trust business, especially small estates and trusts. This develop
ment may be especially propitious for the smaller banks which 
have not been particularly active in this field in the past. 
Surveys of the ownership of demand deposits conducted by 
the Federal Reserve System indicate that personal accounts 
and the accounts of small business enterprises (which in many 
cases are tantamount to personal accounts of the owners of such 
enterprises) have shown considerable expansion during the 
war, and practically all dealings of the smaller banking institu
tions are with individuals and small businesses.

3 This is also true of the period of the twenties when keen com
petition for trust business among banks introduced some rate-cutting.

NEW YO RK CITY AS A CENTER 
OF WHOLESALE TRAD E1
New York offers the advantages of a large wholesale market 

as does no other city in the United States. Location in a large 
commercial center enables the wholesaler to keep in close 
contact with changes in supply, demand, and prices, and with 
his principal customers and sources of supply. Only a broad 
market permits a high degree of specialization. In a large 
city with numerous wholesale houses in each line of trade, 
visiting buyers have the widest possible selection of merchan
dise and an opportunity to shop around among several estab
lishments before making their purchases. In 1939, the date 
of the last Census of Business, the fourteen largest cities trans
acted almost sixty per cent of the entire wholesale business 
of the United States. New York City’s wholesale volume 
alone amounted to 12.8 billion dollars or about one fourth of 
the national total. Chicago, which ranked second to New 
York, had a sales volume of 4.0 billion dollars; no other city 
reached the 2 billion mark.

In some lines of trade the City’s wholesalers merely serve 
retailers in and around New York City. In others they supply 
smaller wholesalers, institutions, industrial users, department 
stores, and other large retailers in all parts of the country. In 
some branches of New York’s wholesale industry large firms 
have achieved a very wide distribution of their merchandise by 
featuring private brands or exclusive designs and styles. New 
York City’s wholesale trade in 1939 furnished employment 
for more than 250,000 persons, almost half as many jobs as 
all manufacturing plants in the City.

One of the reasons for New York’s prominence in the 
field of wholesale trade is the location in the City of the great 
majority of firms which deal in goods that enter into foreign 
trade. During the last prewar years, over a third of the 
country’s export and import trade was handled through the 
extensive natural harbor facilities of the Port of New York. 
Importers and exporters accounted for more than 10 per cent 
of New York’s wholesale business.

The job of moving goods from the factory and the farm 
to retailers and industrial users involves the assembling of 
goods, storage, delivery, and sometimes packaging and pack
ing, granting credit, and other ancillary services. "Wholesale 
trade” as defined here embraces a wide variety of firms rang
ing from the traditional wholesale merchant, who usually per
forms all these services and for whom the term "wholesaler” 
is sometimes reserved, to agents and brokers who in some 
cases merely solicit orders. The chart indicates that the 
high sales figures for New York City reflect to some extent 
business done by firms which do not render full wholesale 
services and which, for that reason, can handle a rather large 
dollar volume of trade with a relatively small staff. However,

1 Copies of a more extensive analysis made by this bank, upon 
which this study is based, may be obtained upon request.
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Distribution of Wholesale Sales by Type of Establishment, 
1929 and 1939

UNITED STATES 
NEW YORK CITY c e n t  OUTSIDE N.Y. CITY

1929 1939 1929 1939

Source: U. S. Census o f Business.

firms other than 'service” wholesale merchants account for 
almost half of the wholesale trade employment in New York 
City. During the last two or three decades distribution chan
nels have become more and more diversified. Changes in 
wholesaling techniques have affected the trade of some areas 
more favorably than that of others. An attempt has been made, 
therefore, to draw a comprehensive picture of the business of 
all establishments which perform essentially wholesaling func
tions, including service wholesalers, importers and exporters, 
manufacturer-operated wholesale outlets, and agents and 
brokers.

It cannot be determined what portion of the country’s 
annual output of raw materials and finished goods is handled 
by New York City wholesalers, since some goods never enter 
into wholesale trade and others are objects of several consecu
tive wholesale transactions. Only the share of New York 
firms in the total volume of business handled by wholesale 
establishments of all types throughout the country can be 
measured.

T y p e s  o f  O p e r a t io n

For years methods of distribution have been subject to 
changes and adjustments. Census data on wholesale trade for 
the years 1929 and 1939 show that, on the whole, recent devel
opments have favored New York City. The portion of the 
country’s wholesale business handled by New York firms was 
slightly larger in 1939 than in 1929— 26.5 per cent compared 
with 25.3 per cent 10 years earlier.

During the thirties, there was a decided trend away from 
the independent wholesaler. Many producers have come to 
feel that the independent wholesale merchant with a line of 
related products is not sufficiently interested in promoting 
sales of their particular products, in maintaining their prices, 
and in creating customer good will for them and, therefore,

have turned to marketing through their own wholesale out
lets. Since manufacturers often prefer New York for the 
location of their sales offices, this trend has benefited the 
City’s position as a center of wholesale trade. Large stores 
have also gone a long way toward eliminating the independent 
wholesaler. However, in recent years, stores which buy di
rectly from the manufacturer have frequently established or 
joined an organization which directs their purchasing activi
ties. Such resident buying offices and purchasing offices 
(classified with agents and brokers) in 1939 were located 
almost exclusively in New York City; more recently some 
large firms have established purchasing offices in Chicago, 
St. Louis, and Los Angeles.

At the same time there was a marked tendency among 
wholesalers, particularly among regular wholesale merchants, 
to confine their operations to a rather limited territory as a 
means of cutting their expense ratio. This tendency had an 
adverse effect on New York’s position as a wholesale trade 
center. However, the larger New York firms in many lines 
of trade have come to act as middlemen between producers 
and smaller wholesale organizations— many located out of 
town— for whom the job of assembling a stock of merchandise 
is thus greatly simplified.

L in e s  o f  T r a d e

New York City’s wholesale trade is highly diversified. 
More than two thirds of the country’s wholesale distribution 
of dry goods and clothing and about 60 per cent of its jewelry 
trade were handled in 1939 by wholesale organizations in 
the metropolis. In the wholesale clothing as well as in the 
wholesale dry goods trade the buyer visits the seller. The 
location of so many apparel manufacturing concerns in New 
York and the City’s leadership in style and fashion explain 
its high share in the country’s dry goods and clothing trade. 
Relatively small, highly specialized establishments predominate 
in the wholesale dry goods field. The large houses usually 
buy gray goods and have them finished and dyed on a com
mission basis. This enables them to feature their own designs 
and trademarks and to operate on a national scale.

With sales of over 2 billion dollars in 1939, the wholesale 
grocery and food trade in New York City is second in im
portance only to the dry goods and clothing business. How
ever, in the food trade New York performs essentially a 
regional function, although the area covered by New York 
firms includes large parts of the Middle Atlantic region and 
some sections of New England. Only about a dozen houses 
do a large national business; they sell their private brands 
and advertise them nationally. It may be estimated that in
1939 the City was a distributing center for approximately 
one fifth of both the perishable and nonperishable foods 
entering wholesale channels. As a result of direct buying 
and selling by chains, supermarkets, and large food producers, 
food wholesalers in New York lost ground during the thirties.
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New York’s leadership is well established in many other 
lines of trade. The City’s firms were responsible for at least 
one fourth of the wholesale trade in furniture and house 
furnishings, paper and paper products, chemicals and paints, 
metals and metal work, petroleum products, drugs, and 
tobacco products. In some lines the City leads because of 
the concentration of related manufacturing industries in the 
Middle Atlantic region and in New England. In other cases—  
for instance, tobacco products— New York’s high sales figures 
reflect merely the business done by sales offices of a few very 
large manufacturing corporations, which sell the company’s 
entire output to large retailers and independent wholesalers 
all over the country. Service wholesale houses in New York, 
not being centrally situated, as for instance those in Chicago 
or St. Louis, cannot economically handle trade in bulky and 
heavy goods, unless the producer or purchaser is located near 
the City. This is particularly true when these goods are 
highly standardized as are automobiles, automobile parts, hard
ware, construction materials, or plumbing and heating equip
ment. On the other hand, light and nonstandardized products 
■—fashion merchandise in particular— can be distributed 
advantageously through New York’s wholesale houses. Indus
trial machinery, equipment, and materials are often sold by 
catalogue or sample. Since the sales and management activi
ties of the country’s largest industrial corporations are centered 
in New York, it is not surprising that a large portion of the 
nation’s wholesale trade in industrial equipment and materials 
is also handled by New York wholesale firms.

Indexes of Business

Index
1944 1945

May March April May

Industrial production*, 1935-39 = 1 0 0 ......... 236 235 231 227p
0Board o f Governors, Federal Reserve 

System )
Electric power output*, 1935-39 =  100f. . . . 202r 205 207 207p

(.Federal Reserve Bank o f New York) 
Ton-miles of railway freight*, 1935-39 =100 235 238 249p

(Federal Reserve Bank of N ew  York) 
Sales of all retail stores*, 1935-39 =  1 0 0 . ... 176 196 176 p

(Department o f Commerce)
Factory employment

United States, 1939 = 1 0 0 ........................... 167 158 155 152 p
(Bureau of Labor Statistics)
New York State, 1935-39 = 1 0 0 ................ 149 143 141 138p
(N ew  York State Dept, of Labor) 

Factory payrolls
United States, 1939=100 ........................... 334 326 317p
(Bureau of Labor Statistics)
New York State, 1935-39 = 1 0 0 ................ 284 294 284 268p
(N ew  York State Dept, of Labor)

Income payments*, 1935-39 = 1 0 0 ................ 232 244 242p
(Department o f Commerce)

Wage rates, 1926 = 1 0 0 .................................... 164 169 170p
(Federal Reserve Bank o f N ew  York) 

Cost of living, 1935-39 = 1 0 0 .......................... 125 127 127 128 p
(Bureau of Labor Statistics)

Velocity of demand deposits* 1935-39 =100 
(Federal Reserve Bank of N ew  York)
New York C ity ............................................. 66 76 76 81
Outside New York C ity .............................. 72 75 73 73

♦Adjusted for seasonal variation. p Preliminary. r Revised.
fSeries revised to exclude production by railway and railroad and New York 

City Transit System plants.

DEPARTM ENT STORE TRADE

Consumers purchased an exceptionally large dollar volume 
of merchandise in department stores during June. Unusually 
warm weather during the latter half of the month produced 
a heavy demand for summer merchandise, and trade sources 
indicate that stocks were well maintained because of advance 
deliveries of merchandise on order. Second District depart
ment store sales during June were approximately 20 per cent 
above those a year earlier, when sales were somewhat affected 
by war news. The seasonally adjusted index for June increased 
sharply over that of May, and was not far below the all-time 
high reached last March.

The dollar value of department store stocks on May 31 was 
12 per cent above that one year earlier and the largest since 
the close of 1942. Compared with the peak reached during 
the summer of 1942, however, stocks were 25 per cent lower. 
Merchandise received by the stores has exceeded sales every 
month this year, and stocks have increased steadily, despite 
shortages in a number of lines of goods. Outstanding orders 
increased during January and February, but since that time 
most of the two months’ rise has been eliminated. At the 
close of May they were 25 per cent above the year earlier level 
and more than twice the 1942 dollar volume.

Department and Apparel Store Sales and Stocks. Second Federal 
Reserve District, Percentage Change from the Preceding Year

Locality

Net f 

M ay 1945

jales

Jan.through 
May 1945

Stocks on 
hand 

May 31, 1945

Department stores, Second District. . . . +  4 +13 +12
New York C ity ...................................... +  5 +  14 +12
Northern New Jersey........................... +  4 +13 +19

+  6 +  14 +19
Westchester and Fairfield Counties. . 0 +  9 +15

Bridgeport.......................................... -  1 +  6 +  5
Lower Hudson River Valley............... +  7 +15 +  3

Poughkeepsie..................................... +  5 +14
Upper Hudson River Valley............... +  7 +12 +  3

+  8 +15
Schenectady....................................... +  9 +11 -  2

Central New York State..................... +  1 +10 +15
Mohawk River V alley..................... -  7 +  4 -  1

-  8 +  2 +  2
+  4 +13 +23

Northern New York State.................. +  5 +21 —
Southern New York State.................. +  6 +13 0

Binghamton....................................... +  8 +16 +  2
Elm ira................................................. -  1 +  7 +  1

Western New York State.................... +  2 +  9 +11
Buffalo................................................. +  2 +  7 +  7
Niagara Falls..................................... +  4 +  9 -1 0
Rochester............................................ +  3 +12 +22

Apparel stores (chiefly New York C ity ). +13 +20 +11

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average =100 per cent)

1944 1945

Item May Mar. Apr. May

Sales (average daily), unadjusted................. 142r 176 143 148
Sales (average daily), seasonally adjusted.. 149 189 150 156

Stocks, unadjusted........................................... 149 155 164 167
Stocks, seasonally adjusted............................ U 7 154 162 165

r Revised.
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Index of Physical Volume of Industrial Production, 
Adjusted for Seasonal Variation (1935-39 

average =100 per cent)

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

(1935-39 average =  100 per cent)

Indexes of Wholesale Prices Compiled by Bureau 
of Labor Statistics (1926 averages 100 

per cent; latest figures are for 
week ended June 16)

Government Security Holdings of Banks in Leading 
Cities. Guaranteed Securities Excluded. Data 

not Available Prior to February 8, 1939; 
Certificates First Reported on April 

15, 1942 (Latest figures are for 
June 13)

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

INDUSTRIAL activity and factory employment continued to decline slightly in May. 
Value of department store sales increased in May and the early part of June, following 

the sharp decline in April.
Indu strial  Prod u ction

As a result of further decreases in activity at munitions plants, the Board’s seasonally 
adjusted index of industrial production declined in May to 227 per cent of the 1935-39 
average as compared with 231 in April.

A further reduction in operations at shipyards accounted for most of the decrease in 
activity at munitions plants, although there were small decreases in activity in the machinery 
and aircraft and other transportation equipment industries. The decline in aircraft was in 
accordance with reductions in schedules made prior to VE day. At the end of May the Army 
Air Forces announced a cutback in procurement which will reduce total military aircraft 
production in the last quarter of the year to a level 30 per cent below that of March.

Steel production was maintained at a high level in May but declined somewhat during 
the first three weeks of June. Production of nonferrous metal products showed a sharp 
drop in May following a large rise earlier this year. In June brass mill products and 
aluminum were made available for general civilian use and after July 1 some steel also 
will be released.

Production of textile, leather, paper, chemical, and petroleum products showed little 
change in May and total output of nondurable goods was at a level 3 per cent above that 
of a year ago.

Coal production declined 8 per cent in May as anthracite output dropped sharply owing 
to interruptions in mine operations in the first three weeks of the month. In the early part 
of June, production of both anthracite and bituminous coal increased to about the level that 
prevailed earlier in the year but was still somewhat below the rate of output in June 1944. 
Output of crude petroleum was maintained in record volume in May and the early part 
of June.

D istribu tio n
Department store sales, which had declined sharply in April, increased in May and the 

first half of June, after allowance is made for the usual seasonal change. In May sales were
4 per cent larger than in May 1944, while sales during the first two weeks of June were 16 
per cent greater than in the corresponding period last year.

Most classes of freight carloadings showed seasonal increases in May and the early part 
of June and remained at a level slightly above last year’s high level. Railroad shipments of 
manufactured goods, which reached a record volume in March of this year, have declined 
only slightly since that time.

Co m m o d ity  Prices
Wholesale prices of consumer goods continued to advance from the middle of May to 

the middle of June. Anthracite was raised $1 a ton, food prices increased somewhat further, 
and various miscellaneous products were higher. On the other hand, it was announced 
that maximum prices on used cars would be reduced 4 per cent on July 1 and additional 
new regulations have been issued recendy covering prices of clothing, automobile repairs, 
and some consumer durable goods.

A griculture
Prospects for major crops have deteriorated somewhat in the past month, but still 

compare favorably with the past three years of generally abundant harvests. A record wheat 
crop of over a billion bushels was indicated by June 1 conditions; cold, wet weather in 
May has delayed most other crops.

Milk production was at a record level in May and 6 per cent larger than last year, 
while marketings of meat animals and poultry products were in smaller volume.

Ba n k  Credit
During the four weeks ended June 13, covering the period of intensified sales of securi

ties to individuals in the Seventh War Loan, loans and investments at reporting banks in 
leading cities increased by close to 1.7 billion dollars. Loans for purchasing and carrying 
Government securities rose by 620 million dollars, as investors adjusted their portfolios in 
anticipation of security purchases. Advances to brokers and dealers accounted for 360 million 
of the increase and loans to others for 260 million. Government security holdings of 
reporting banks rose by 825 million dollars, reflecting continued purchases of bonds.

Deposits of individuals and businesses at weekly reporting banks increased by about 1.3 
billion dollars during the first four weeks of the drive. U. S. Government deposits at these 
banks declined by 300 million dollars. The time deposit expansion slackened, presumably 
owing to the War Loan drive. As a result of these developments the weekly average level 
of required reserves at all member banks increased by around 200 million dollars during 
the first four weeks of the drive.

Reserve funds to meet the increase in required reserves and a reduced currency drain 
of 160 million dollars were supplied through an increase of 435 million in the Government 
security portfolios of Reserve Banks and by substantial member bank borrowing from the 
Reserve Banks shortly prior to and early in the drive. Borrowing from the Reserve Banks 
rose in early June to over 900 million dollars outstanding, the largest amount since the 
spring of 1933. The total increase in Reserve Bank credit more than offset reserve needs 
and the average level of excess reserves rose by about 350 million dollars to close to 1.4 
billion outstanding in mid-June.

In the week ended June 20, when large payments were made by corporations and 
others for securities purchased in the drive, there was a shift of deposits from private 
accounts to reserve free War Loan accounts and a consequent reduction of 440 million 
dollars in required reserves of member banks. Member bank borrowings declined in the 
week by nearly 550 million dollars. Reserve Bank holdings of Government securities, 
however, increased further.
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MONEY MARKET IN JULY

The money market during the past month has witnessed 
a moderate reversal of the trends which prevailed during the 
greater part of the first half of 1945. After showing a gen
erally upward trend for several months, prices of Treasury 
securities, which have been the dominant element in the 
market for several years, receded somewhat after the open
ing days of July, and yields rose correspondingly.

Demand for the new securities issued in the Seventh War 
Loan drive proved active when trading started on July 2. All 
the marketable securities were traded at premiums, which for 
the l]/2, 2lA, and IVz per cent Treasury bonds were relatively 
substantial. Bank demand for outstanding intermediate term 
taxable bonds was strong, and was reported to have been met 
by insurance companies and savings banks which switched 
into the longer term taxable issues, including those offered 
in the Seventh drive.

During the statement week ended July 11, some weakness 
appeared in Treasury bonds which was accentuated after 
July 16 and continued during most of the remainder of the 
month. This weakness was attributed first to rumors of an 
early peace in the Pacific, which also started a wave of selling 
in the stock market, and then to discussions in the press of 
the possibility that the differential rate at which the Federal 
Reserve Banks advance funds to member banks on the security 
of Government obligations maturing in one year or less might 
be raised from Vz to 34 of one per cent, or eliminated, leav
ing only the regular discount rate of 1 per cent. The feeling 
that sizable amounts of Seventh War Loan securities carried 
on bank credit might be overhanging the market was prob
ably a factor also. The easing of prices extended to other 
sections of the Government security market and Treasury 
certificates of indebtedness and Treasury notes, which earlier 
in July were particularly strong, also declined.

Premiums on the IVz per cent bonds issued in the Seventh 
drive dropped from a high point of 1 11/32 on July 2 to
1 2/32 on July 27, on the new 2V4’s from 1 20/32 on July 16 
to 30/32, and on the new IVi’s from 1 22/32 to 1 5/32 
(based on closing bid prices). The quotation on the Aug
ust 1, 1945 maturity of certificates fell from a premium of 
20 cents per thousand dollars on July 16 to a zero yield on 
the 23rd. For the most part, the recession in Government 
security prices reflected a withdrawal of buyers from the

market rather than any substantial increase in selling, and 
trading was light.

In the period of strength in the Government security market 
during the early part of July, brokers and dealers and others 
liquidated substantial amounts of securities purchased on 
credit during the drive and so were able to reduce their bank 
borrowings. The liquidation continued at a somewhat slower 
pace in subsequent weeks. In the two weeks ended July 18, 
the decline in loans on Government securities came to about 
20 per cent of the increase during the drive. Of the approxi
mately 500 million dollar reduction in such loans at all weekly 
reporting member banks, brokers and dealers accounted for 
about 300 million; more than 365 million of the total reduc
tion occurred at weekly reporting member banks in New York 
City, which reported further loan repayments of 142 million 
in the week ended July 25.

Postdrive bank demand for Treasury bonds was active, and 
in the three weeks ended July 18, the weekly reporting mem
ber banks made net purchases amounting to 530, million 
dollars. (Some part of the acquisitions in the first week, 
however, probably reflected the limited bank purchases of 
War Loan bonds which the banks were permitted to make 
for investment of their time deposits.) These institutions 
also acquired 141 million dollars of Treasury notes and 
53 million dollars of certificates of indebtedness during the 
week of July 3, but made small net sales in the two sub
sequent weeks, probably reflecting adjustments in their reserve 
positions.

The market for corporate bonds was somewhat irregular 
during July. High grade bonds were steady until the latter 
part of the month when they turned slightly easier, probably 
reflecting in part the unusually heavy volume of flotations 
of new securities. Lower grade issues moved somewhat in 
consonance with stock prices.

B a n k  C r e d it  i n  t h e  Se v e n t h  W a r  Lo a n

As usual a substantial volume of bank credit was used, 
directly or indirectly, in payment for securities sold during 
the recent War Loan drive. Net purchases of Government 
securities by the commercial banks and Federal Reserve Banks 
during the two calendar months of the drive (May and June) 
are estimated to have amounted to about 8 billion dollars,
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or somewhat less than in the Sixth drive. Loans on Govern
ment securities by commercial banks to brokers and dealers 
and to others, however, expanded during the last drive by 
about 2.5 billion dollars, compared with 1.4 billion in the 
Sixth campaign. Altogether, it appears that the amount of 
bank credit expansion related to the Seventh War Loan—  
over 10.5 billion dollars— was somewhat greater than the 
expansion in connection with previous War Loans. On the 
other hand, it is estimated that net absorption of Government 
securities by nonbank investors, after allowance for subscrip
tions financed by bank loans, was greater than in the preceding 
drive, and probably exceeded that of any of the earlier drives. 
The final result, however, will depend upon the character of 
the redistribution of securities which takes place in the months 
following the close of the drive.

The unusually large expansion of bank loans on Govern
ment securities in connection with the Seventh War Loan 
is accounted for in part by a sizable amount of loans for bona 
fide investment purposes, particularly to institutional in
vestors such as insurance companies which will pay off the 
loans out of future income in coming months. Borrowings 
by institutional investors seem to have been incurred as a 
precautionary measure against the possibility that the Treasury 
might modify the terms of its future offerings of long term 
bonds, either by eliminating bonds carrying IVz per cent 
coupons, or by extending the maturity of bonds offered at 
that rate. In addition, there appears to have been an expan
sion of Government security loans to finance speculative pur
chases of new issues for resale after the close of the drive.

To the extent that institutional and other investors antici
pated their future investment needs by borrowing to enlarge 
their subscriptions to Seventh War Loan issues, the ability 
of such investors to absorb future offerings of securities will 
tend to be reduced. The increase in deferred payment sub
scriptions during the Seventh War Loan also points in that 
direction.

M e m b e r  B a n k  R e se r v e  Po s it io n

In the opening days of July, member banks were still ex
periencing the easing effects on their reserve positions of the 
War Loan drive. Payments for subscriptions on the final days 
of the drive resulted in a considerable further shift of deposits 
from private accounts, subject to reserve requirements, to War 
Loan accounts which are reserve-exempt, and as a result of 
this shift the required reserves of all member banks declined 
by more than 400 million dollars in the week ended July 3. 
Gains and losses of reserve funds largely balanced, so that 
member bank excess reserves rose from about 1,300 million 
dollars to roughly 1,700 million during the week. Member 
bank borrowings from the Reserve Banks dropped substan
tially to 39 million dollars, compared with a peak of 912 
million on June 6, while other Reserve Bank credit ( including 
"float” ) increased.

A fairly rapid absorption of member bank excess reserves 
occurred during the following three weeks, and by July 25

the figure was reduced to approximately 1,150 million dollars. 
In this period the Treasury resumed its withdrawals of funds 
from War Loan Deposit accounts to meet Government dis
bursements, which had the effect of increasing private deposits 
again, and thus increasing the reserve requirements of member 
banks. In the three-week period, required reserves of all 
member banks increased by more than 500 million dollars. 
Movements of funds between localities and between banks 
resulted in wide differences in the reserve positions of indi
vidual banks during this period, however. Some banks con
tinued to have ample funds at their disposal and made sub
stantial purchases of Government securities, including, in 
some cases, purchases of Treasury bills, either from Federal 
Reserve Banks to which they had sold bills previously, or 
directly from the Treasury through bids for the new bills 
offered each week. Other banks, including some of the large 
New York City banks, sustained substantial losses of funds 
in the clearings, however, and found it necessary either to 
resume their borrowings from the Reserve Banks or to sell 
securities in the market. Total member bank borrowings rose 
to 230 million dollars on July 25, a larger amount than on 
corresponding dates after previous War Loans.

C u r r e n c y  C i r c u l a t i o n

A continuing factor affecting the reserve position of member 
banks is the public demand for currency. In the three weeks 
ended July 11, the amount of currency outstanding increased 
by nearly 400 million dollars, reflecting largely currency de
mands for the month end, the Fourth of July holiday, and 
vacations. This increase was somewhat greater than occurred 
in the corresponding period last year, but for the first seven 
months of the year the increase will probably be about 500 
million dollars (or 22 per cent) less in 1945 than in 1944.

The most notable change in public demands for currency 
in recent months has been the substantial falling off in the 
demand for large denomination bills (denominations of $50 
and up), whereas the demand for bills of smaller denomina-

Net Currency Payments by the Federal Reserve 
Bank of New York*

MILLIONS 
OF OOLLARS

* Payments of paper currency to commercial banks and others in excess of 
receipts, cumulated from December 31, 1 9 4 2 ; a downturn in the curves de
notes an excess of receipts. July 1945 estimated.
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tions has accelerated. As shown in the accompanying chart, 
receipts by this bank of paper money in such denominations 
have exceeded payments in each month since February 1945. 
Shipments of large denomination bills to banks in the District 
in response to public demands have been much smaller than in 
preceding months, and receipts from the banks of such bills 
returned by their depositors have been abnormally large. At 
the same time disbursements of small denomination notes 
($20 and under) have tended to increase and receipts to 
diminish. The gain in net payments of small denomination 
currency has not been great enough, however, to maintain 
the former rate of increase in circulation of currency issued 
by this bank.

In its early stages, the reduced demand for large denomi
nation notes apparently was an outgrowth of actions taken 
in England— first to eliminate further issues of large denomi
nation currency, and then to retire such currency from circu
lation— which led to fears that similar action might be taken 
in this country. Although no such steps have been taken here, 
the unpopularity of large denomination notes has recently 
been increased still further by the announcement at the end 
of May that the Treasury had requested banks and other 
financial organizations to report unusual currency transac
tions of individual customers, in order to assist the Treasury 
in its efforts to track down and prosecute tax evaders. In 
July, receipts at this bank of large denomination currency 
have tended to fall off and the demand also has been small.

SEVENTH WAR LOAN
The Seventh War Loan drive exceeded its announced goal 

of 14 billion dollars by 88 per cent. Actual sales reached
26.3 billion dollars, a far larger total than was attained in any 
of the preceding War Loans, and this figure does not include 
subscriptions for Treasury investment accounts or the limited 
purchases of certain Seventh War Loan securities which the 
commercial banks were permitted to make for the investment 
of time deposits.

The Seventh War Loan was directed particularly toward 
sales to individuals. Total purchases by such subscribers 
amounted to 8,681 million, an increase of more than one 
third over the previous record which was attained in the Fifth 
War Loan. Especially noteworthy was the sale of 3,976 
million dollars of Series E War Savings bonds. This figure, 
although slightly below the quota of 4 billion dollars, was 
nearly 800 million above the previous record established in 
the Fourth War Loan. Even though other quotas were over
subscribed by wide margins, the record sale of Series E bonds 
was the outstanding achievement of the drive. Such sales 
represent vastly greater numbers of individual sales and much 
greater effort on the part of the sales organization than do 
sales of other types of Government securities. While the goal 
of 3 billion for sales to individuals, other than sales of Series E 
bonds, was exceeded by 50 per cent, this result reflected in part

subscriptions financed by bank credit, and hence is more 
difficult to appraise.

In an effort to direct the main attention in the Seventh War 
Loan to sales to individuals, the quota for corporations and 
other investors was reduced to 7 billion dollars ( from 9 billion 
in the Sixth War Loan), and subscriptions from corporations 
were not accepted until the drive had been under way for 
more than a month. Nevertheless, the total volume of sub
scriptions of corporate and other investors (including insur
ance companies, savings banks, and other corporations, as well 
as security dealers and brokers, State and local governments, 
etc.) reached a greater volume than ever before, exceeding the 
quota by about 150 per cent. This result, however, has been 
viewed with less satisfaction than the sales to individuals. It is 
recognized that a substantial portion of the subscriptions were 
financed with funds borrowed from the banks or obtained 
through sales of securities previously held, which sales were 
in excess of normal portfolio adjustments. These securities, in 
large part, were purchased by commercial banks and represent 
indirect bank participation in the drive totals.

The extraordinary oversubscription of the Seventh War 
Loan reflects in substantial degree the effects of developments 
in the Government security market since the close of the 
Sixth War Loan, and fears that equally attractive securities 
might not be offered in succeeding drives. Spurred by reports 
that there would be no further offerings of fully marketable
2 per cent Treasury bonds in future War Loans, the commercial 
banks bought outstanding bonds of that type in considerable 
volume after the Sixth War Loan, and market prices of the 
latest issue of 2 per cent bonds of 1952-54 rose to a premium 
of well over 3 points; longer term bonds also made substantial 
gains. This development encouraged the belief that substantial 
profits, in addition to current interest, would be obtainable on 
securities purchased in the Seventh War Loan, and stimulated 
subscriptions of a speculative character. Furthermore, there 
were rumors that the long term 2V5 per cent bonds of restricted 
marketability might either be discontinued or, if continued, 
their maturities might be considerably extended. The result 
was that the 2 V2 per cent bonds offered in the Seventh War 
Loan were purchased in record volume, partly with funds 
borrowed from banks; total purchases of this issue were in 
excess of 7 billion dollars, nearly double the greatest volume 
of sales of securities of that type in preceding War Loans.

Even when full allowance is made for speculative subscrip
tions and indirect bank buying, however, it seems fair to 
conclude that the Seventh War Loan was successful in accom
plishing its primary purpose, namely, obtaining the investment 
in War Loan securities of a larger amount of the available 
funds in the hands of the public than ever before.

BRITISH FINANCIAL AGREEMENTS WITH 
WESTERN EUROPEAN COUNTRIES
Considerable interest has been evidenced in this country 

with regard to the series of important bilateral financial agree
ments which the British Government has concluded during
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the past nine months with various foreign countries, including, 
in chronological order, Belgium, Egypt, Sweden, France, 
Turkey, and Iraq. This article will examine the three agree
ments with the Western European countries, which exhibit a 
common pattern, while those with Egypt, Turkey, and Iraq, 
which are of a somewhat different character, will be treated in 
a later article.

The recent agreements with Belgium, Sweden, and France, 
which are essentially an extension of somewhat similar finan
cial pacts which Britain concluded with these countries early 
in the war, are primarily designed to facilitate the resumption 
of orderly commercial and financial relationships, long inter
rupted by the German occupation of Europe, between Britain 
and each of the countries concerned. This objective is to be 
achieved in each case by: (1 ) the establishment of payments 
machinery adjusted to the regime of close exchange controls 
prevailing on each side; (2 ) commitments regarding ex
change rates; (3 ) cooperation in common exchange control 
problems and in the control of undesirable capital movements; 
and, most important, (4 ) mutual provision of overdraft facili
ties or credits to insure that trade between the parties will 
not be impeded by shortages of each other’s currency or of 
other acceptable means of payment, such as gold and dollars. 
The agreement between Britain and France also contains a 
special set of provisions, which will not be discussed here, 
designed to settle the complicated mass of financial claims 
between the two countries arising out of the prosecution of 
the war. Included in the three agreements, it might be noted, 
are not only the four principals, but also, in the case of Britain, 
Belgium, and France, their respective monetary areas, i.e., the 
countries of the sterling area, the Belgian monetary area, and 
the French franc area.

In each agreement machinery is set up, in keeping with the 
exchange control regulations on each side, to facilitate pay
ments between the parties concerned, such payments to be 
ultimately channeled through special accounts maintained by 
each party on the books of the other party’s central bank. The 
three agreements also reaffirm the existing official rates of 
exchange, namely £1 =  176.625 Belgian francs, £1 =  16.90 
Swedish kronor, and £1 —  200 French francs. No changes in 
these rates are to take place except after mutual consultation 
(Belgium and France) or prior notice (Sweden), and all 
transactions between the parties, so far as they involve a 
relationship between sterling and each of the currencies con
cerned, are to be settled on the basis of the official rates of 
exchange. The participants also agree to cooperate closely 
on exchange control matters affecting their common interests 
and to assist each other in keeping capital movements 'within 
the scope of their respective policies” and particularly in 
preventing transfers "which do not serve direct and useful 
economic or commercial purposes.” The Anglo-French Agree
ment makes this cooperation more specific by providing that 
the British and French Governments shall make available to 
each other any information they may possess concerning assets 
in the sterling area belonging to French nationals resident in

the franc area, and assets in the franc area belonging to British 
nationals resident in the sterling area, respectively.

The most important and distinguishing feature of the three 
agreements lies in their provisions for the extension of mutual 
financial aid. The Anglo-Belgian Agreement, for example, 
provides that the Bank of England and the National Bank of 
Belgium, each acting for its government, will sell the other 
party sterling and Belgian francs, respectively (or, if need 
be, the local currencies, other than sterling and Belgian francs, 
of members of each monetary area), against payment in Bel
gian francs and sterling, respectively, to meet payments which 
residents of the one area have to make to the other and which 
are sanctioned by the prevailing exchange control regulations. 
The amount of Belgian francs to be held by the Bank of Eng
land under this arrangement shall not exceed 883,125,000 
Belgian francs, or the equivalent of £5 million, while the 
amount of sterling which the National Bank of Belgium agrees 
to hold similarly shall not exceed £5 million (except by the 
net amount of sterling already owned by residents of the 
Belgian monetary area on the date the agreement enters into 
force). These sums set the limits within which the balance 
of payments between the two areas may move, one way or 
another, without any "foreign exchange problem” arising. 
Over and above these limits, however, settlements must be 
made in gold. The agreement is to run for three years, but 
no provision is made for the ultimate settlement of any bal
ances outstanding at the end of that time.

The Anglo-Swedish Agreement, which is to run for five years, 
is framed on very similar lines, with one conspicuous excep
tion. No limits are formally placed upon the amount of the 
other party’s currency that each party agrees to accumulate 
under the mutual overdraft facilities and, theoretically at 
least, the balance of payments between the sterling area and 
Sweden may run up to any size in either direction without the 
need for settlement arising. It is widely anticipated that for 
several years after the war Sweden’s balance of payments with 
the sterling area will be in Sweden’s favor and that the 
Sveriges Riksbank will consequently accumulate sterling on 
balance.

In the case of the Anglo-French Agreement, mutual financial 
aid is to take the form of the provision of outright credits 
rather than holding of currency. Thus, the British and French 
Governments agree to make available to each other, through 
their respective central banks, non-interest-bearing credits of 
£100 million, or 20 billion francs, as the case may be, to 
meet payments which the franc area has to make in the sterling 
area, and vice versa, in the year ending February 28, 1946. 
As these credits are drawn upon, the local currency involved 
will be paid into special accounts at the Bank of England and 
the Bank of France held on behalf of the other party. Pro
vision is made for possible upward adjustments in the size 
of the credits, if need be, and also for partial or complete 
settlement, according to a complicated formula involving 
some payment in gold, of any net credits outstanding on
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February 28, 1946. It is generally anticipated that the bal
ance of payments within the one-year period of the agreement 
(which is subject to renewal) will be in favor of the sterling 
area.

All three agreements are drawn on rather narrow lines in 
that they specify that the currency of the one country held by 
residents of the other (including currency made available 
under the mutual financial aid provisions) can, in general, be 
used only for transfers or payments within the country con
cerned, although eventual multilateral convertibility of such 
balances is looked forward to in the provision that, as oppor
tunity offers, each party shall seek to permit its currency held 
by the other party to be used for making payments in third 
countries. Despite the restrictions imposed upon free con
vertibility of balances and related provisions, however, these 
agreements are in no way inconsistent with the Bretton 
Woods Fund plan, at least so far as the "transitional period” 
is concerned, since that plan specified that during this period 
members may "maintain and adapt to changing circumstances 
. . . restrictions on payments and transfers for current inter
national transactions.” In this connection it is significant 
that each of the British financial agreements provides that 
if the participants adhere to a "general international monetary 
agreement,” the terms shall be reviewed with a view to making 
any amendments that may be required.

Essentially, agreements of this character will have the ben
eficial effect of facilitating more normal commercial relation
ships between the participants and their respective monetary 
areas in the difficult transition period ahead, in the face of tight 
exchange controls and (in Great Britain) limited monetary 
reserves, and in this respect should be considered a useful step 
in the reconstruction of world trade in general. Such agree
ments can be of special benefit to Great Britain, whose 
external financial position has seriously deteriorated during 
the war, in that they offer the assurance that, within limits 
at least, any current deficits which that country may face in 
its trade with some of the other participants will be financed, 
in effect, by borrowing from those countries, rather than by 
paying them out of its limited gold and dollar reserves.

On the other hand, there is always the possibility that if 
Britain’s balance of payments difficulties are not adequately 
resolved, these agreements may be extended beyond the transi
tion period for which they were designed, and perhaps coupled 
with attempts to bilateralize trade between the participants 
so as to prevent excessive claims from piling up on one side 
or the other. Under unfavorable world economic conditions, 
moreover, these agreements might even lay the basis for an 
enlargement of the sterling area or for the eventual grouping 
of Western European countries and their overseas monetary 
areas in a closely integrated exchange and trading bloc which, 
while permitting relative freedom of transfers within the 
bloc, would maintain close controls and discriminations against 
transactions with the rest of the world. These possible long- 
run implications of the recent British financial agreements

with Western European countries underline, therefore, the 
need for appropriate international, as well as American, action 
designed to create the conditions necessary for a gradual re
laxation of the exchange controls and other restrictive trade 
practices abroad which will prevail in the early postwar years, 
and to minimize the possibility of their extension into more 
undesirable forms.

EMPLOYMENT IN NEW JERSEY 
DURING THE W A R

The 12 Northern New Jersey counties which are in the 
Second Federal Reserve District1 provided in March 1940 
over three fourths of total employment in the State. During 
the war the number of persons engaged in manufacturing 
in this area rose to a peak of about 800,000, an increase of 
more than 75 per cent over the level of March 1940. The 
accompanying chart indicates the percentage distribution of 
manufacturing employment in Northern New Jersey in
1940 and 1944. The transportation equipment group of 
industries, which includes shipbuilding and aircraft, accounted 
for more than two fifths of the total increase between the 
two dates, augmenting its working forces by almost 150,000 
employees. The machinery group— one of the area’s leading 
peacetime industries— required over 110,000 more workers 
in 1944 than in 1940. Its principal wartime products are 
various types of electrical equipment for military use. Metals 
and ordnance manufacturers added about 50,000 persons to 
their payrolls and producers of chemicals about 20,000. With 
the exception of the stone, clay, and glass and rubber in
dustries, which are included in the miscellaneous group, the 
remaining three groups comprise largely consumers’ goods 
industries. Material and labor shortages forced them to 
operate with somewhat fewer employees in March 1944 than 
they had four years earlier.

The more rapid growth of war industries in Northern New 
Jersey than in neighboring New York City is reflected in data

1 Bergen, Essex, Hudson, Hunterdon, Middlesex, Monmouth, Morris, 
Passaic, Somerset, Sussex, Union, and Warren.

Distribution of Manufacturing Employment in Northern 
New Jersey by Industry Groups, March 1940 and 1944*

* Covers the 12 northern counties in the Second Federal Reserve District.

Source: Partly estimated by Federal Reserve Bank of New York— for 
1940 from Census o f Population, for 1944 from data of the New Jersey 
Unemployment Compensation Commission.

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

August 1945



62 MONTHLY REVIEW, AUGUST 1945

on commuter traffic, which show that the number of New York 
residents working in New Jersey has doubled during the war, 
while that of New Jersey residents commuting to jobs in 
New York City declined slightly. Other wartime additions to 
the New Jersey labor force have come from the ranks of 
in-migrants and those women, young people, and older workers 
normally not seeking employment.

Early in 1944 these sources of workers seem to have been 
exhausted, however, and continued military inductions caused 
serious labor stringencies in the District, despite some reduc
tion in the total demand for factory workers. Since March 1944 
the War Manpower Commission has classified several Northern 
New Jersey areas in Group I (areas of acute labor shortages). 
Since that time there has been some shrinkage in employment 
in war industries, but the labor force also has been reduced 
so that the labor supply situation has remained rather tight. 
At present Paterson, Perth Amboy, and Plainfield-Sommerville 
are the only Group I areas in the Second District. The remain
ing labor market areas in Northern New Jersey are currently 
designated as "areas of labor stringency.” Newark, where a 
serious labor shortage existed earlier this year, was shifted to 
this second group only in June.

Employment in the State as a whole expanded during the 
war from 1,600,000 in the spring of 1940 to about 1,900,000 
at the peak in the last half of 1943. In addition more than
300.000 men and women joined the Armed Forces. The war
time employment increase in New Jersey, which amounts to 
almost 20 per cent, is about as large, relatively, as that which 
occurred in New York State during the same period (see the 
June 1 issue of this Review), but munitions industries have 
absorbed a larger part of the labor force than in New York. 
In May 1944 New Jersey’s munitions manufacturers employed
566.000 workers, more than a fourth of the States working 
population.

Consumers’ goods industries, unlike those in New York, 
operated at lower levels in the spring of 1944 than in 1940. 
Among the nonmanufacturing industries Federal Government 
employment has shown the largest rise. The transportation, 
communication, and public utilities group also expanded. The 
other nonmanufacturing industries lost workers after their 
earlier gains in 1940, 1941, and early 1942.

Between January 1944 and April 1945 manufacturing em
ployment in New Jersey contracted by about 10 per cent. No 
corresponding gain has occurred in nonmanufacturing indus
tries, but employment in this group has been rather stable in 
recent months.

SALES OF DEPARTM ENT STORE TYPE 
MERCHANDISE IN PRIN CIPAL CITIES

Department store sales in New York City have increased 
less than 50 per cent over the war period; this is one of the 
smallest gains to be recorded for any large city in the United 
States, as the first chart indicates. The record appears more 
favorable, however, if total sales of department store type

Indexes o f Departm ent Store Sales in Selected Large Cities, 1925-44 
(1935-39 average— 100 per cen t)
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merchandise rather than department store sales alone are con
sidered, and if the wartime decline in the civilian population 
of New York City is taken into account.

In New York City department store sales are not an adequate 
measure of the demand for department store type merchandise, 
as less than one quarter of consumer expenditures for that type 
of merchandise are made in such stores. As shown in the 
second chart, this is the smallest percentage for any city with a 
population of over 500,000. During 1944 apparel store sales 
in New York City exceeded the department store dollar 
volume, whereas in other large cities they usually reach less 
than half of the department store sales volume. Men’s and 
women’s wear "specialty” shops accounted for another fifth 
of all department store type merchandise purchased. During 
the war period sales of the apparel lines of merchandise have 
registered the sharpest increases.1 Because in New York City 
a relatively small proportion of total apparel sales is made in 
department stores, a truer picture is obtained if comparison 
with other cities in the country is made on the basis of total 
department store type merchandise sold. Table I, which gives
1944 data by type of store, indicates that over the war period 
the estimated 65 per cent increase in total New York City 
sales of department store type merchandise has substantially 
exceeded that for Chicago, Boston, Pittsburgh, and St. Louis, 
and has almost equaled the Cleveland, Buffalo, Detroit, and 
Philadelphia increases. During the war period the civilian 
population of New York City has declined sharply, whereas 
it has increased in many other large cities. After allowance 
for population changes, the increase in per capita New York 
City sales of department store type merchandise approximately

1 An analysis of departmental sales was presented in the May 1945 
Review.
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Table I
Estimated Sales of Department Store Type Merchandise and 
Population Changes, United States and Selected Large Cities

Locality

United States...........

New York C ity...
Chicago................
Los Angeles..........
Philadelphia.........
Detroit.................
Boston..................
San Francisco
Washington..........
Cleveland.............
Pittsburgh............
Baltimore.............
St. Louis..............
Milwaukee...........
Buffalo.................

1944 sales in millions 
of dollars

All
stores*

Depart
ment
stores

20,904

1,984
811
554
522
448
320
305
302
276
244
237
232
185
160

6,215

421
332
214
201
184
131 190 
105
132 
134

67

Apparel
stores

3,979

490
156
103
88
77
57
54
59
37
27
46
37
30
30

Percentage change 
1929-44

All
stores*

+  38

+ 10 
-  2 
+  53 
+  16 
+  27 
+ 1 
+  54 
+131 
+  23 
+  16 
+  67 
+ 17 
+  30 + 20

De
part
ment
stores

+  59

+ 16 
+  15 
+  87 
+ U 
+  40 
-  2 
+  59 
+127 
+  ,46 
+ '25  + 66 
+  28 
+  62 
+  47

Popu
lation

All
stores1

+ 4
-  3
-  2 
+370
+12
-  7 
+  9 
+69
-  2 
-  6 
+16 -  1 
+ 10

Percentage change 
1939-44

+71

+65
+46
+92
+73
+73
+54
+99
+97
+69
+58
+87
+58
+80
+70

De
part
ment
stores

+75

+47
+45
+90
+57
+80
+48
+84
+79
+ 6 6
+59
+90
+62
+87
+80

Popu
lation

- 1 0  
-  2 
+13 + 1 + 8 
-  6 
+ 9 
+24 
+ 1 
-  6 
+ 8 0 -  1 0

* Includes all stores selling primarily department store type merchandise.
Source: Estimated by the Federal Reserve Bank of New York from 1939 Census of Business 

and percentage changes of sales by type of store from data collected by the Federal 
Reserve System currently and in the annual Retail Credit Survey. Population by 
cities in 1944 estimated from Census data on civilian population by counties for 
November 1943»

equals that for San Francisco and Milwaukee, and substantially 
exceeds the gains in Los Angeles, Washington, and Baltimore. 
The size of this increase may be due in part to the large number 
of transients in New York City who are not included in the 
population data.

Although comparison over the war period shows that New 
York City’s total dollar sales increase was close to the average, 
and that the per capita increase was one of the highest, the in
crease since the 1929 peak has been less than the average for 
the country as a whole. In 1929 New York City accounted 
for 12 per cent of all department store type merchandise sold 
in the United States; by 1944, although it still headed the list 
in dollar volume, its proportion had declined to 9Vz per cent. 
This drop is probably attributable in part to the rapid growth 
in population of other cities, especially during the war, and 
may also be due partly to the growth of suburban shopping 
centers during this period. Chicago and Boston also appear

to have been affected by much the same factors and department 
store type merchandise sold during 1944 approximately 
equaled the 1929 levels. In the accompanying table increases 
by cities during this period are compared with population 
changes. It will be noted that the exceptionally large gains 
for Los Angeles, Washington, and Baltimore were largely due 
to the population increases.

As shown in the second chart, department store sales in New 
York City account for the smallest proportion of total depart
ment store type merchandise sold in any of the large cities, 
while Pittsburgh stores account for the largest. These cities are 
at the two extremes for all types of merchandise except furni
ture. For the various merchandise groups the proportion of 
department store type merchandise sold in department stores 
shows considerable variations from city to city. Thus, in 
Chicago, Milwaukee, Philadelphia, and Boston the proportion 
of women’s ready-to-wear clothing sold in department stores is 
relatively low. For women’s accessories, St. Louis is far above 
average while Philadelphia is much below. The proportion 
of men’s clothing sold in department stores is exceptionally 
high in Washington; in Buffalo and Milwaukee it is relatively 
low. Men’s furnishings in all cities analyzed follow closely 
the pattern of total department store type merchandise; this 
is also true for homefurnishings other than furniture. New 
York, Washington, and Philadelphia department stores get an 
unusually large share of the furniture business, while St. Louis 
and Cleveland figures are low.

In all cities the “specialty” stores account for substantial 
proportions of women’s accessories, men’s furnishings, and 
homefurnishings, while the apparel stores specialize in ready- 
to-wear.2 New York City apparel stores sell 65 per cent of all 
women’s ready-to-wear merchandise, and 76 per cent of men’s 
clothing, a larger proportion than in any other city included in 
this comparison. Specialty stores of this city also account for 
a larger share in sales of women’s accessories and men’s fur
nishings than in the other large cities.

2 An analysis of department store type merchandise sold by indi
vidual departments was presented in the January 1945 Review.

Percentage Distribution of Sales of Department Store Type Merchandise by Type of Store 
and by Type of Merchandise for Selected Large Cities, 19*39*

D E P A R T M E N T  STORES APPAREL STORES

W O M E N ’ S
A C C E S S O R IE S

FU R N IT U R E  STORES A L L  OTHER STO R E S

F U R N IT U R E

NEW YORK 

SAN FRANCISCO 

WASHINGTON 
LOS ANGELES 

BUFFALO 

DETROIT 

BALTIMORE 

CHICAGO 
S t . LOUI S 

MILWAUKEE 

PHILADELPHIA 

BOSTON 
CLEVELAND 

PITTSBURGH

P M  CENT 0

mmmm

WMA'Z
MSill IfpWSiHimi0m.m

100 0  2 5  5 0  75

* Estimated from 1939 Census of Business data by Federal Reserve Bank of New Y ork ; 
merchandise of types not largely sold by department stcfres.

> 2 3  50  75 100 0 2 5  5 0  75 100 0  2 5  5 0  75 100

“ other stores”  exclude retailers primarily engaged in selling
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Table II
Estim ated Sales of D epartm ent Store Type M erchandise by 
D epartm ental G roups and Per C apita, United States and  

Selected Large Cities, 1939

Locality

In millions of dollars

Per 
capita 
sales in 
dollars

Total
merchan

dise*

Women’s
ready-

to-wear

Women’s
accesso

ries

Men’s
cloth

ing

Men’s
furnish

ings
Furni
ture

Other
home

furnish
ings

United States............. 12,221 1,515 2,263 824 1,006 739 2,355 93

New York.............. 1,203 206 234 96 98 65 196 161
Chicago............ 555 81 102 46 46 27 96 163
Philadelphia........... 301 43 56 23 26 17 54 156
Los Angeles............ 288 36 51 19 22 17 62 192
Detroit................... 259 37 46 19 19 16 45 160
Boston................... 208 37 40 17 17 10 33 270
Cleveland............... 163 25 32 13 12 10 30 186
Pittsburgh.............. 154 24 28 12 12 11 29 230
San Francisco........ 153 24 27 10 12 8 27 242
Washington............ 153 22 28 12 12 8 27 231
St. Louis................ 147 21 25 11 11 12 26 180
Baltimore............... 127 19 24 9 10 9 23 148
Milwaukee............. 103 16 18 7 8 6 20 176
Buffalo................... 94 14 18 8 8 5 17 164

* Includes all department store type merchandise sales.
Source: Estimated by Federal Reserve Bank of New York from 1939 Census of Business.

Table II gives dollar sales of department store type merchan
dise in 1939 (no similar data are available for more recent 
years), by principal groups for each large city. The percentage 
distribution of sales by type of merchandise does not vary 
greatly among the cities. In New York City women’s ready-to- 
wear accounts for 17 per cent, women’s accessories for 19 per 
cent, men’s clothing and furnishings each for 8 per cent, furni
ture for 5 per cent, other homefurnishings for 16 per cent, and 
other lines of merchandise for 27 per cent.

Per capita sales of merchandise, also shown in Table II, 
reflect both differences in the size of per capita income and in 
the area served by the various cities. In such cities as San 
Francisco, Los Angeles, and Washington, larger per capita 
income payments, rather than the large number of out-of-town 
shoppers, probably explain the high per capita sales. Pittsburgh 
apparently ranks among the top four because it draws a large 
number of customers from suburban communities. Among 
the larger cities, New York reports one of the smallest per 
capita sales of department store type merchandise, although it 
is well above the national average. The varying number and 
importance of suburban shopping centers have considerable 
influence on the per capita sales figures for the different cities. 
For this and other reasons the significance of per capita figures 
is subject to serious limitations.3

3 Estimates on which the charts are based and additional statistical 
data on sales by cities, may be obtained upon request.

DEPARTM ENT STORE TRADE
Department store sales in this District during July were 

again at an unusually high level. The seasonally adjusted index 
increased slightly from June to July and was the second highest 
on record, about 10 per cent below the all-time peak of 
last March.

The seasonally adjusted index of department store stocks at 
the close of June had risen about 30 per cent since the 
beginning of the year. The stock index (based on retail

values) is now the highest since the close of 1942 and 20 per 
cent below the all-time high reached in July of that year.

Departm ent and Apparel Store Sales and Stocks, Second Federal 
Reserve D istrict, Percentage Change from  the Preceding Year

Locality Net i 

June 1945

sales

Jan.through 
June 1945

Stocks on 
hand 

June 30, 1945

Department stores, Second District . . . . +17 + 14 +17
New York C ity ...................................... +16 +14 +16
Northern New Jersey........................... +19 + 14 +26

Newark................................................ +21 + 15 +28
Westchester and Fairfield Counties;.. . +  16 +10 + 13

Bridgeport........................................... +12 +  8 +  6
Lower Hudson River V alley............... +  18 +16 +  2

Poughkeepsie..................................... +20 +15
Upper Hudson River Valley............... +22 +14 +10

+31 +17
Schenectady....................................... +11 +12 +  4

Central New Y'ork S ta te ..................... +20 +12 +12
Mohawk River V alley ..................... +13 +  6 -  5

+  15 +  5 -  4
Syracuse ............................................. +24 +15 +20

Northern New York S ta te ................. +17 +20 —

Southern New York S ta te .................. +20 +14 +  7
Bingham ton....................................... +24 + 18 +  8

+  12 +  8 +  5
Western New Yrork S ta te ................... +17 + 10 +15

B uffa lo ................................................ +13 +  8 +12
Niagara F a lls .................................... +  17 +11 -1 1
R ochester........................................... +23 +13 +27

Apparel stores (chiefly New York City) +26 +21 +14

Indexes o f Departm ent Store Sales and Stocks 
Second Federal R eserve D istrict 
(1935-39  a v era g e^  100 per cen t)

Item
1944 1945

June Apr. May June

Sales (average daily), unadjusted................. 133?* 143 148 156
Sales (average daily), seasonally adjusted. . 144 150 156 169

Stocks, unadjusted.......................................... 143 166r 167 165
Stocks, seasonally adjusted............................ 149 1641- 165 172

r Revised.

Indexes o f  Business

Index
1944 1945

June April May J une
Industrial production*, 1935-39 =  100. . .  . 235 231 226 222p

(Board of Governors, Federal Reserve 
System)

Electric power output*, 1935-39 =  100. . . . 201 207 207 204p
(Federal Reserve Bank of New York) 

Ton-miles of railway freight*, 1935-39 =  100 232 248 236p
(Federal Reserve Bank of New York)

Sales of all retail stores*, 1935-39 =  100.. .. 175 176 177p
(Department of Commerce)

Factory Employment
United States, 1939 =  100......................... 166 155 151 149 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100............... 148 141 138 134 p
(New York State Dept, of Labor)

Factory Payrolls
United States, 1939 =  100.......................... 335 317 303p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100............... 283 284 268 263p
(New York State Dept, of Labor)

Income payments*, 1935-39 =  100............... 234 242 243p
(Department of Commerce) 

Wage rates, 1926 =  100 165 170 170p
(Federal Reserve Bank of New York).

Cost of living, 1935-39 =  100........................ 125 127 128 129 p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(Federal Reserve Bank of New York)
New York C itv ............................................. 88 76 81 106
Outside New York C ity .............................. 87 73 73 92

* Adjusted for seasonal variation. p Preliminary.
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Index o f Physical Volum e o f Industrial Production , 
A djusted for Seasonal Variation, 1935-39 A verage 

=  100 Per Cent (Groups shown are expressed in 
term s o f points in the total index)

Indexes o f Value o f Departm ent Store Sales and 
Stocks, A djusted  for Seasonal Variation 

(1935-39  average— 1001 per cen t)

Indexes o f the Cost o f L iving as Compiled by Bureau 
o f Labor S tatistics. Last M onth in Each Calendar 

Quarter through Septem ber 1940, M onthly 
Thereafter (1935-39  a v e ra g e s  100' per cen t)

Member Banks in Leading Cities. Demand Deposits 
(A d ju sted ) Exclude U. S. Governm ent and Inter
bank D eposits and Collection Item s. Govern

m ent Securities Include D irect and Guaranteed 
Issues (L atest figures are for July 11)

MONTHLY REVIEW, AUGUST 1945
General Business and Financial Conditions

(Summarized by the Board of Governors of the Federal Reserve System)

PRODUCTION and employment at factories declined somewhat further in June reflecting 
mainly reduced output of munitions. Value of department store sales in June and the 

early part of July were considerably above year ago levels.
In d u s t r ia l  P r o d u c t i o n

Industrial production declined about 2 per cent in June and the Board’s seasonally 
adjusted index was 222 per cent of the 1935-39 average as compared with 226 in May and 
235 in March of this year.

Reduced activity in munitions industries accounted for most of the decrease. Aircraft 
production in June was at a daily average rate 5 per cent below May. The volume of work 
done on new ship construction continued to decline, while ship repair activity was maintained 
at a high level. Total munitions production was about 10 per cent below the March level, 
which was the last month under the full two-front war program. The decline is scheduled to 
accelerate in July, with over-all munitions output planned at a rate about 15 per cent below 
March.

Steel production in June and the first three weeks of July was down 7 per cent from the 
May level, and was 5 per cent below the corresponding period a year ago. Output in the 
nonferrous metal industries also declined, particularly at fabricating plants, owing primarily 
to the large drop in military demand for most aluminum and copper products.

Production of most nondurable goods showed little change in June. Civilian supplies 
of some of these goods such as butter and tobacco products have increased in July as a result 
of reduced military purchases. Distilleries have been permitted to produce beverage alcohol 
in July. Production of shoes and textile products for civilians is expected to increase by autumn.

Output of minerals rose 5 per cent in June, reflecting mainly a large rise in coal produc
tion to the highest rate since last November. Crude petroleum production continued to 
increase, reflecting even greater military demand for some petroleum products for the Pacific 
War than for the two-front war prior to VE day.

Contracts awarded for most types of privately-owned construction increased considerably 
in June. The total value of private awards was three times as large as the very low level 
prevailing in 1944, while awards for Federal construction were generally smaller than last year.

D is t r i b u t i o n
Department store sales, which usually decline from May to June, increased this year and 

the Board’s seasonally adjusted index rose from 187 to 201 per cent of the 1935-39 average. 
Sales in June were 15 per cent larger than a year ago and in the first half of July were 23 per 
cent larger than in the corresponding period last year.

Freight carloadings were generally maintained in June and the early part of July. Ship
ments of manufactured products, however, declined somewhat and, allowing for seasonal 
changes, were about 5 per cent below the first quarter average. Loadings of coal in June and 
the first two weeks of July were above the reduced level prevailing in April and May.

C o m m o d i t y  P r ic e s
Prices of wheat and of fruits and vegetables declined somewhat from the middle of June 

to the third week of July reflecting chiefly seasonal increases in supplies. Prices of most 
other farm products showed little change after reaching a new peak for the wartime period 
on June 15.

Steel scrap prices, which had declined somewhat in May, increased to ceiling levels in 
the latter part of June and prices of most other industrial materials were maintained at 
ceiling levels.

A g r ic u l t u r e
Production prospects for most major crops were generally favorable on July 1. Cotton 

acreage reported in cultivation, however, was 10 per cent smaller than last year, and prospec
tive corn production this year was indicated on July 1 to be 17 per cent smaller than last 
season’s large harvest.

Milk production continued at a record level in June. The number of young chickens 
on farms has increased rapidly this spring and on July 1 was 11 per cent greater than on 
the same date in 1944. Marketings of cattle and sheep were larger in June than in the 
same period last year, while the number of hogs marketed continued to be much less than 
in 1944.

B a n k  C r e d it
Reporting member banks in 101 leading cities increased their holdings of U. S. 

Government securities by 4.5 billions of dollars in the eight weeks ended July 11, which 
period included the major portion of the Seventh War Loan drive. This amount cor
responds closely to increases for comparable periods of the two previous drives. During 
the Seventh Loan banks added substantially to their holdings of bills, certificates, and notes, 
and they have also continued to increase their holdings of bonds.

Loans for purchasing and carrying Government securities extended to customers other 
than brokers and dealers by weekly reporting banks increased 1.6 billions during the four 
weeks ended June 27, in contrast to 1.1 billions during the comparable period of the Sixth 
drive, and 1.3 billions in the Fifth. Loans to brokers and dealers for purchasing or carry
ing Government securities started increasing somewhat earlier and expanded more than in 
preceding drives. Both categories of these loans at their peaks were above high points 
reached in previous drives. Declines in these loans began in July.

Excess reserves expanded more and reached a higher level than in any drive since the 
Third War Loan drive in September 1943. Owing to the great success of the Seventh 
Loan in obtaining subscriptions from, nonbank investors, the shift of funds from deposits 
subject to reserve requirements to reserve-exempt United States Government deposits and 
the consequent decline in required reserves were larger than usual. Member banks used 
a part of the funds thus made available to pay off borrowings at Reserve Banks, which had 
risen to a high level of over 900 million dollars in June. Reserve Bank holdings of 
Treasury bills showed less decline during and following the Seventh Loan than at the time 
of the previous drive. Holdings of certificates and notes continued to increase.
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MONEY MARKET IN AUGUST
The victorious conclusion of the war in the Pacific may be 

expected to have a substantial influence on various factors 
affecting the supply of and demand for funds in the New York 
money market. As the Treasury’s need for funds diminishes and 
the wartime pattern of production is unwound, a shrinkage in 
the demand for currency, changes in the flow of funds between 
New York and other parts of the country, and a possible halt 
in foreign accumulations of gold in this country, are likely 
possibilities. These changes may not be substantial for some 
time, however, and their prospective development had little 
effect on the money market during August.

The more immediate effects of the end of the war were 
felt in the market for Government and other securities where 
the initial reaction was a temporary decline in prices. The re
cession in prices of Government obligations reflected primarily 
the withdrawal of purchasers from the market, rather than a 
substantial increase in selling. Partially tax-exempt Treasury 
bonds which had been weak for a month before the termina
tion of the conflict fell further in price as the wars end im
proved the prospects for lower taxes on corporation income 
which would reduce the value of the exemption. Other sections 
of the Government security market, which had shown signs of 
recovering from a decline in July, also turned down temporar
ily when, after the acceptance by the Japanese of the Allied 
surrender terms, reports that the Treasury planned to hold a 
Victory Loan at the earliest possible date became the basis for 
rumors that the drive might be started in September or early 
October. As this would have considerably shortened the antic
ipated period between the seventh and eighth war loans, dur
ing which period investors could accumulate funds and make 
portfolio adjustments, and since it would have made new 
securities available at an earlier date than had been expected, 
some slight selling pressure developed.

However, following the official announcement on August 23 
that the Victory Loan would begin on October 29 and that 
subscriptions from investors other than individuals would not 
be accepted until December 3, prices recovered rapidly. The 
goal of 11 billion dollars (3 billion less than that of the 
Seventh War Loan) also suggested smaller supplies of new 
Government securities in the future. And the absence of a

short or intermediate term bond in the "basket” of offerings 
announced for the Victory Loan, appeared to lend a scarcity 
value to such securities already outstanding. Prices of inter
mediate taxable bonds, in particular, turned strong, as banks 
weighed the possibility that further increases in the amount 
of Treasury securities available to banks, other than short term 
issues, might not be anticipated with assurance.

In the corporate security markets a substantial recovery in 
prices also occurred in the latter part of August, apparently 
reflecting optimism concerning the prospect for rapid recon
version of industry to a peacetime basis. High grade corpora
tion bonds remained somewhat below their previous highs, but 
medium grade bonds regained their previous peaks. Industrial 
stock averages reached new high levels for recent years, but 
public utilities remained moderately below their 1945 peaks, 
and railroad stocks regained only part of their losses.

During most of the first weeks of August Treasury certifi
cates of indebtedness and short term Treasury notes were 
comparatively firm. Toward the end of the third week, how
ever, prices of such securities eased on selling by banks in need 
of reserves and by a few corporations seeking cash for recon
version purposes, and the Federal Reserve Banks acquired (net) 
approximately 174 million dollars of certificates and notes dur
ing the week in order to supply banks with needed reserves 
and to maintain an orderly market. Subsequently, the market 
for these securities became somewhat less active, but there con
tinued to be net sales, chiefly by banks, and Reserve System 
purchases in the week ended August 29 amounted to 119 mil
lion dollars.

R e d is t r ib u t io n  o f  Se v e n t h  W a r  Lo a n  Se c u r it ie s

The irregularity in Government security prices during the 
past month has tended to slow down the liquidation of specula
tive holdings of securities acquired in the Seventh War Loan 
drive for resale at a profit, although the selling was stimulated 
in the third week of August by the fear that an early Victory 
Loan might soon make available a new supply of securi
ties at par. After a decline of about 500 million dollars in 
loans on Government obligations among weekly reporting 
member banks in 101 cities in the two weeks ended July 18, it 
required the next four weeks to effect the liquidation of a like
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amount of borrowings. Loans on Government securities to 
borrowers, other than brokers and dealers, showed an acceler
ated decline in the week ended August 22, but at the end of 
that time these loans still were higher than at the peak of any 
preceding War Loan. Borrowings on Treasury securities by 
brokers and dealers also remained at a high level on August 22.

Not all the liquidation of loans by "other” borrowers, of 
course, represented the sale of securities for the purposes of 
realizing speculative profits. A large part undoubtedly re
flected repayment of loans out of current income by investing 
institutions and investors who subscribed for Seventh War 
Loan securities against future income and financed their pur
chases with bank loans. Nevertheless, a substantial redistribu
tion of the securities offered in the Seventh War Loan drive 
from speculative purchasers into more permanent holdings, 
primarily nonreporting banks and institutional investors, ap
pears to have been effected in the seven weeks ended August 
22. This is indicated by the fact that while total Government 
security loans fell by about 1,100 million dollars, weekly 
reporting member bank holdings of Treasury obligations other 
than Treasury bills actually decreased by 150 million dollars 
and the Federal Reserve Banks added 257-million to their 
holdings of such securities.

A decrease of 390 million dollars in holdings of Treasury 
certificates of indebtedness and 134 million in notes in this 
period was not fully offset by net purchases of 374 million 
dollars of Treasury bonds. In addition, the reporting banks 
reduced their holdings of Treasury bills by more than 500 
million dollars. During the period of declining Government 
security prices purchases of Treasury bonds by the banks also 
tapered off noticeably. The net increase in bond holdings 
came to 186 million dollars in the five weeks ended August 
22, compared with an increase of 188 million in the two weeks 
ended July 18. On the other hand, the liquidation of bills and 
other Treasury securities, primarily certificates, took place 
largely in the last four weeks of this period and was related 
to the need for reserve funds resulting from higher reserve 
requirements and increased currency in circulation. Weekly 
reporting member banks made net purchases of "other” securi
ties in each of the six weeks ended August 22, amounting in 
the aggregate to 232 million dollars and bringing total holdings 
to 3.4 billion, highest since November 4, 1942.

M e m b e r  B a n k  R e se r v e  Po s it io n s

Member bank reserves during August were subjected to 
considerable pressure from a heavy public demand for currency 
and substantially higher reserve requirements. In the four 
weeks ended August 22, currency circulation rose 580 million 
dollars reflecting vacation demands and an unusual increase in 
the week following the end of the war with Japan. Treasury 
expenditures continued heavy and resulted in the usual inter
drive shift of deposits from reserve-free War Loan to private 
accounts subject to reserves. Consequently, reserve require
ments rose by 400 million dollars. Compelled to seek Federal

Reserve Bank credit in order to meet the needs for reserve funds 
resulting from these and other transactions, notably a loss of 
reserves through foreign account transactions, member banks 
increased their borrowings 170 million and made substantial 
net sales of Treasury bills and certificates which were acquired 
by the Reserve Banks. In addition, total excess reserves of 
member banks were reduced moderately. Total Reserve System 
security holdings rose 726 million in the four weeks ended 
August 22, and excess reserves of member banks fell 100 mil
lion to a total of about 1,050 million.

Over the entire four-week period, Treasury receipts from 
War Loan deposit calls and other sources were just about in 
balance with expenditures. In New York City, however, Gov
ernment receipts exceeded disbursements by a wide margin, 
and the banks lost substantial amounts of reserve funds which 
the Government evidently spent in other parts of the country. 
As a result, demand deposits of individuals and businesses in 
the New York City banks declined 155 million dollars instead 
of showing the increase usually associated with the disburse
ment of War Loan deposits. In order to compensate, for the 
loss of reserves resulting from Treasury and other transactions, 
the New York City banks had to obtain Federal Reserve credit 
to bring their reserves up to the required levels, largely through 
the sale of Treasury bills to the Reserve Bank and sales of 
Treasury certificates in the market (many of which were pur
chased for the Federal Reserve Open Market Account), and to 
a much smaller extent through borrowing from the Reserve 
Bank.

NEW YO RK  SAVINGS BANKS DURING THE W AR
Deposits in the New York State mutual savings banks are 

equal to more than half of the deposits in all mutual savings 
banks in the country. During the war they have risen substan
tially from 5.6 billion dollars at the end of 1939 to 7.7 billion 
on June 30, 1945, a gain of 38 per cent, and on the latter date 
they accounted for nearly a fifth of the total time deposits of 
individuals, partnerships, and corporations in all banks. The 
expansion in savings deposits reflected not only a sizable in
crease in previously established accounts (the size of the 
average deposit rose from 763 dollars to 943) but also some 
gain in the number of accounts which increased from 5,974,000 
in the beginning of 1940 to 6,333,000 at the beginning of this 
year.

The wartime growth of savings deposits did not get under 
way until 1943. For the first three calendar years of war as 
a whole (1940-42 inclusive), withdrawals from savings ac
counts exceeded both new funds deposited and dividends 
accrued, as illustrated in the accompanying chart. Thus there 
was a small decrease in deposits between the end of 1939 and 
the end of 1942, as consumers first utilized increased incomes 
to repay debts and to acquire consumers’ durable goods and 
then drew on their savings accounts to purchase war bonds. 
But since 1942, as the country became more fully mobilized 
for war, consumers’ durable goods have largely disappeared
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Factors Affecting Deposits of New York 
State Mutual Savings Banks*
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* Total deposits, 1939-44, are end-of-year figures; dividends, amounts 
deposited, and withdrawals, 1940-44, are annual totals.

Source: Savings Banks Trust Company, S avings Banks Chart B ook .

from the market and many nondurable goods have become 
scarce. Incomes, however, have continued to grow, and many 
people have had little alternative but to save in one form or 
another.

Other forms of savings such as time deposits in commercial 
banks and in Federal and State savings and loan associations 
increased more percentagewise between the end of 1942 and
1944 than did mutual savings bank deposits, after exhibiting 
the same pattern of little or no growth in the first three years 
of the war. Over the entire period (1939-44) time deposits 
in New York State commercial banks increased about 40 per 
cent, and savings and loan association shares nearly 50 per cent. 
The greater relative increase in the other forms of savings may 
be attributed partly to the fact that their amounts were much 
smaller in 1939 than mutual savings deposits so that their 
increases are measured from a much lower base. Over the 
five-year period commercial bank time deposits increased from
1.9 billion dollars to 2.7 billion and private repurchasable 
shares in savings and loan associations from 350 million dol
lars to 520 million. While it is not possible to determine the 
net amount of United States Savings bonds purchased in the 
State during these years, at the end of 1944 there were approxi
mately 4 billion dollars of Series E bonds ( at current redemp
tion value) outstanding in the Second Federal Reserve District.

The growth of mutual savings bank deposits has been slower 
for three other important reasons. First, the dividends paid 
on such deposits are lower than those paid on savings and 
loan association shares or Savings bonds.1 Second, in the past

1 The prevailing dividend rate in the more important New York 
savings banks is l|/2 per cent. The average rate of dividends paid 
on shares of New York State savings and loan associations for the 
year ended June 30, 1944 was about 2V  ̂ per cent. The yield on 
Series E Savings bonds, if held to maturity, is about 2.90 per cent 
per annum.

1 9 4 0  1941 1 9 4 2  1 9 4 3  1 9 4 4

one of the great attractions of savings banks was their record 
of safety. Today deposits up to $5,000 in most commercial 
banks and shares in savings and loan associations are insured 
by Federal agencies. Third, mutual savings deposits are much 
more heavily concentrated in New York City than are other 
types of time deposits, and neither time nor demand deposits 
in New York City have risen as rapidly as in the rest of the 
State.

During the war savings banks were forced to make con
siderable adjustments in their investment policies. Construc
tion activity and hence the number of new mortgages available 
has been severely curtailed, and the high level of business 
activity and earnings and correspondingly large tax receipts 
have enabled many corporations and State and local govern
ments to retire large blocks of bonds. The only outlet, there
fore, for the investment of new funds and funds released from 
other investments has been Government securities. As the 
accompanying table shows, the mortgage and other real estate

Total A ssets o f New Y ork  State Mutual Savings Banks
(In millions of dollars)

Dec.
31

Total
assets Bonds*

Mortgages 
and other 
real estate#

Cash on hand 
and due from 

banks

Banking 
house and 

other assets

1939 6,385 2,396 3,350 459 180
1940 6,463 2,386 3,361 541 175
1941 6,267 2,417 3,247 431 172
1942 6,264 2,660 3,079 364 161
1943 6,888 3,360 2,913 471 144
1944 7,884 4,604 2,822 315 143
1945f 8,557 5,310 2,773 333 141

*Book value.
# Includes real estate acquired by foreclosure, 
t Tune 30.
Source: Savings Banks Trust Company and Savings Banks Association, State of 
New York.

holdings of the New York savings banks decreased over a half 
billion dollars from the end of 1939 to June of this year. Cash 
and other assets declined by smaller amounts. But the bond 
portfolio increased nearly 3 billion dollars.

In 1929 about 15 per cent of the savings banks’ bond port
folios was invested in Government securities. A decade later 
this figure had risen to 67 per cent and by the end of last year 
to 95. At the present time the savings banks hold over 5 
billion dollars of such securities which represent about 60 per 
cent of their total earning assets.

Band H oldings o f New Y ork  State M utual Savings Banks 
(Par value; in millions of dollars)

Dec.
31 T otal

United
States

State and 
municipal Railroads

Public
utilities Miscellaneous

1939 2,460 1,637 352 362 95 14
1940 2,474 1,701 326 324 96 27
1941 2,515 1,932 223 261 80 19
1942 2,746 2,336 195 66 13
1943 3,417 3,136 75 137 58 11
1944 4,643 4,425 34 115 48 21

Source: Savings Banks Trust Company.

These changes in the composition of the earning assets of 
the mutual savings banks have been accompanied by a reduc
tion in the average return on their investments and in the
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dividends the banks have been able to pay their depositors. 
The yield on Government securities is at the lowest point in 
history, and market conditions have also enabled many corpo
rations to refund their obligations at lower rates. The effect 
of declining yields on the savings banks’ earnings is clearly 
evidenced by the fact that while the bond portfolio of the sav
ings banks nearly doubled from 1939 to 1944, the amount of 
interest received increased only 36 per cent. The operating 
expenses of the savings banks, on the other hand, have shown 
only a slight increase during the war period in spite of the 
greatly expanded volume of deposits.

The war, however, has enabled the mutual savings banks 
to make considerable nonoperating profits from the sale of 
securities and to liquidate at favorable prices much of the real 
estate they had acquired through foreclosure in earlier years. 
For example, partially tax-exempt Government securities are 
of no special advantage to the savings banks since they are not 
subject to income taxes. Their holdings of these securities, 
therefore, have been sold at a premium to commercial banks 
and other corporations in the excess profits tax brackets or to 
individuals with large incomes. Profits of this type reached 
a peak of 124 million dollars in 1943 but declined to 83 mil
lion in 1944. Such nonrecurring gains, however, have not 
been large enough to offset the effects of declining interest 
rates, and as a result, the average dividend paid by the State’s 
savings banks dropped from the 1929 peak of 4.36 per cent 
to 1.95 by 1939 and 1.60 by 1944.

Beginning in 1943 additions to surplus and undivided profits 
have been made for the first time since 1936, partly owing to 
the high levels of nonoperating profits. The ratio of surplus 
to deposit liabilities has, nevertheless, been declining steadily 
since that year. But if cash and United States Government 
securities are subtracted from deposits, the ratio shows a steadily 
rising trend and is now about 35 per cent. The need for pro
tection against losses has been reduced during the war by the 
banks’ disposal of much of their holdings of foreclosed real 
estate, which in 1938 equaled 50 per cent of surplus and un
divided profits but which has subsequently fallen to about 6 per 
cent.

The future trend of savings bank deposits is not readily 
ascertainable. Withdrawals of funds might be increased, as 
individuals utilize some of their savings to make good the war
time shortages of consumers’ durable goods, or to tide them 
over periods of unemployment. However, the maintenance 
of economic activity at comparatively high levels should further 
generate new savings, offsetting to an unknown extent any 
unusual withdrawals. In the past, furthermore, deposits in 
mutual savings banks have not been subject to wide swings. 
In the depression of the thirties they declined only slightly, 
compared with a drop of nearly 50 per cent in the time 
deposits of New York State’s commercial banks.

In an effort to build up their real estate and mortgage invest

ments the savings banks are today gearing themselves to enter 
the field of low cost housing and small home financing instead 
of concentrating on mortgages on large commercial and resi
dential properties as in the past. F.H.A. insured mortgages 
on properties in adjoining States, which were authorized in
1943, may prove to be of assistance in maintaining mortgage 
volume. In the mortgage field though, the savings banks 
will have to face keen competition from the commercial banks, 
savings and loan associations, and other institutions. The 
amount of securities other than Government obligations on the 
legal list or which may be placed on the legal list for savings 
bank investment will probably increase some as corporations 
and local government units seek new funds for expansion, new 
equipment, and other purposes. How much of the savings 
banks’ earning assets can be shifted into investments with a 
higher yield than Government securities will, however, depend 
to a considerable extent on business conditions.

BRITISH FINANCIAL AGREEMENTS WITH 
EGYPT, TURKEY, AND IRAQ
In the August issue of this Review, a brief analysis was 

presented of Great Britain’s recent financial agreements with 
three Western European countries (France, Belgium, and 
Sweden). In the present article, the scope and nature of the 
British financial agreements with Egypt, Turkey, and Iraq 
will be discussed. The Egyptian pact was signed in January 
of this year, and the other two pacts in May. Since the 
underlying issues of these three agreements are applicable 
also to other countries in the Near and Middle East, analysis 
of the agreements should throw some light on America’s 
commercial problems in this important region. The agree
ments with Egypt and Iraq, which are of parallel character and 
are more novel and significant than the agreement with 
Turkey, are considered first.

The absence of free convertibility of the pound sterling 
into so-called hard currencies, notably the dollar, and the 
apparent impossibility of soon reattaining this convertibility 
in view of the expected aggregate excess of the sterling area’s 
demand for dollars over its dollar supply, are the underlying 
reasons for the special agreements with Egypt and Iraq. 
Until this year, no formal agreement limiting the demands 
upon the sterling area’s common pool of scarce foreign ex
change was necessary for Egypt and Iraq, because the import 
licensing practised by the Middle East Supply Center1, 
together with prevailing shipping and supply shortages, was 
sufficiently effective. But with the partial relaxation of MESC 
controls early this year, and in anticipation of increased pur
chases of civilian goods by Egypt and Iraq in 1945, it was

1 The directing body of British and American officials responsible 
during the war for coordinating the allocation of shipping space and 
commodity supplies to the widespread Middle Eastern area including 
Egypt.
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felt that special restraints were necessary. The reason why 
formal agreements were signed only with these two members 
of the sterling area lies in the fact that the closely controlled 
import licensing of other sterling area countries, coordinated 
in London since the outbreak of the war, has acted to hold 
down the demand for scarce currencies.

The essential feature of the two agreements is the establish
ment for the calendar year 1945 of a maximum, or target, as 
the British call it, of allocations of scarce currencies (designated 
in the agreements as the U. S. dollar, the Canadian dollar, 
the Swiss franc, the Swedish krona, and the Portuguese escudo) 
for the payment of imports, services, and investment returns. 
On the basis of official exchange rates, Egypt is granted a 
target of the scarce currency equivalent of 10 million Egyptian 
pounds, equal to about 41.5 million dollars, and Iraq a target 
of 3,502,500 Iraqi dinars (excluding oil company require
ments), equal to about 14 million dollars. The figures are 
in gross terms, i.e., they do not take account of the scarce 
currency contributions these countries make to the sterling area 
pool; such contributions in the case of Iraq, particularly 
because of its petroleum exports, are usually in excess of its 
demands upon the pool, and in the case of Egypt, commonly 
less than its demands, although in certain periods during the 
war when dollar expenditures by the American military were 
especially high that was not the case. The target figures do 
not provide for any liquidation of the blocked sterling balances 
(mostly accumulated during the war) held by Egypt and 
Iraq, amounting at the end of 1944 to approximately 300 
million and 55 million pounds sterling, respectively.

The agreements stipulate that upward target adjustments 
are to be made in the event of certain contingencies. In the 
Egyptian pact, for example, an additional 3 million Egyptian 
pounds equivalent is provided in case of an Egyptian wheat 
crop failure, which has since materialized. The agreements 
also reaffirm the wartime principle of maximum reliance upon 
the sterling area as a supply source, except that major items 
now scheduled to come from this area may be obtained from 
scarce currency areas and paid for out of the pool if there 
is a saving in cost of over 10 per cent. There is no limitation 
on Egypt’s and Iraq’s use of the currencies of countries outside 
the sterling area whose currencies are not scarce in the pool 
(the French franc for example), provided such use conforms 
with exchange control regulations.

The U. S. Department of Commerce has roughly estimated 
that, under the terms of the Egyptian agreement, American 
exporters will have a market in Egypt this year (excluding 
special wheat purchases) of about 5.4 million Egyptian pounds, 
or about 22.3 million dollars. Except for the lend-lease 
swollen wartime totals, this would be a record figure and 
would compare with less than 2.7 million Egyptian pounds 
in 1939- Though not specified in the agreements, it is believed 
that sales of surplus American property will be charged 
against the dollar target. American commercial and financial

interests are also expected to benefit, within this year’s target, 
by Egyptian remittances on account of film royalties, interest, 
dividends, etc., and for traveling and other Egyptian expendi
tures in the United States, to the equivalent of an estimated
1,075,000 Egyptian pounds.

The agreement with Iraq abolishes the special dollar account 
that contained that country’s dollar earnings and which was 
earmarked for its eventual free use. Apart from Palestine’s 
dollar receipts for Jewish national institutions and from a small 
portion of India’s dollar earnings, Iraq was. alone among sterling 
area countries in enjoying such an account. The Iraqi Govern
ment has favored the continuance of this account in the past 
on the ground that the retention of its dollar earnings con
stituted an incentive toward an increase in these earnings. 
It has been felt on the British side, however, that any important 
result of this incentive is precluded by the raw material 
character of Iraqi exports; that, in any event, it would hardly 
be sufficient to justify special treatment; and that it surely 
was not to be compared to what Britain itself could gain 
by expanding the export of its specialties and promoting its 
tourist attractions, based on a similar incentive. In any case, 
the abolition of the special Iraqi dollar account, and the more 
general question of how the sterling area members divide up 
their available dollar supply, are matters of great interest to 
the United States, particularly from the viewpoint of their 
potential influence on the character of American commodity 
exports, and also from that of the development of direct 
American connections with the Middle East. A larger target 
for Iraq and other economically undeveloped countries of the 
sterling area, for instance, would tend to expand the export of 
American trucks, machinery, and other manufactured items, 
whereas a relatively larger supply of dollars for Britain’s own 
use would tend to stimulate American exports of raw cotton 
and tobacco, for example.

Common to both the Egyptian and Iraqi agreements is the 
British recommendation that the governments of Egypt and 
Iraq assume greater responsibilities of exchange control and 
import licensing so as to keep within their targets. Both 
governments have accordingly made their exchange control 
more comprehensive and have also tightened their screening 
of import license applications. It would therefore appear 
necessary, at least during the life of these agreements, for 
American foreign traders in the Middle East to accommodate 
themselves to a more elaborate structure of commercial con
trols than before the war; in fact, it is possible that these 
controls, established for the first time during the war and 
now expanded somewhat anomalously in the so-called decontrol 
period, may be maintained even after the agreements lapse. 
The agreements themselves are to run for the whole of this 
calendar year and will presumably be subject to renegotiation 
next year in the light of the circumstances then prevailing.

The most important consideration affecting the longevity 
of the agreements concerns the development of Britain’s inter
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national economic position after the war, including its progress 
in the orderly liquidation of war debts and in meeting postwar 
current account deficits. Elimination of the bilateral and 
discriminatory features of these agreements after the transition 
years will undoubtedly depend heavily upon the degree of 
success achieved through appropriate international action 
(which would be greatly aided by a vigorous and orderly 
American economy) in establishing an expanding and stable 
level of international trade and investment. The proposed 
International Monetary Fund is intended to exert an influence 
toward that end, since one of the Funds purposes will be to 
restore a multilateral system of international payments for 
current transactions and to eliminate foreign exchange restric
tions which hamper world trade. On the other hand, the 
Fund cannot, during the first five years (or even more) of its 
operations, prevent the retention of restrictions on current 
account transactions such as are incorporated in the agreements 
here reviewed, so long as the national authorities concerned 
consider the restrictions necessary.

The Anglo-Turkish Agreement, following the lines of the 
bilateral trade and payments arrangements established between 
Britain and Turkey in the past, notably in the agreement of 
February 3, 1940 (superseded by the present document), aims 
to facilitate the resumption on a peacetime basis of orderly 
commercial and financial relations between the two countries. 
The new agreement mainly provides that all payments between 
Turkey and the sterling area will be made in their respective 
currencies through special, supervised accounts, which are not 
convertible into third currencies except that up to 20 per cent 
of Turkish holdings of sterling may be used, at the discretion 
of the British authorities, for payments in other currencies, 
including the dollar. Though no limit is placed upon either 
country’s holdings of the other’s currency, it is not expected 
that sizable balances will accumulate on either side, because 
of the limited convertibility of the pound sterling and the 
long-frozen Turkish balances of the past. The agreement, 
as a matter of fact, includes special incentives to Turkish 
exportation so as to help British creditors use their frozen 
Turkish balances.

Unlike the British agreements with Western European 
countries, the Anglo-Turkish agreement lacks any monetary 
stabilization feature, that is, neither government obligates 
itself to help support the other’s currency at an agreed-upon 
exchange rate. The only reference to exchange rates is in 
the responsibility placed upon the Turkish Government not 
to reduce the premium which it pays for the proceeds of 
exports to the sterling area, though it is free to raise the 
premium. Under the agreement, Britain, in the event of its 
formal readoption of agricultural import quotas, promises to 
give Turkey equitable treatment, a provision that has been 
interpreted in British trade circles as possibly foreshadowing 
the reintroduction of such restrictions. The agreement is to 
remain in force until April 30, 1946 and for successive periods

of twelve months, unless proper termination notice is given 
no later than three months before the end of any such period. 
It is also provided that the terms of the agreement will be 
reviewed and necessary amendments made in case either sig
natory becomes a party to an international monetary agreement. 
Under the terms of the International Monetary Fund plan, 
this would mean the eventual abolition of the limited and 
discretionary convertibility of the currencies involved, as 
embodied in all three agreements under review, in favor of 
free and unlimited convertibility, at least so far as currently 
accruing balances resulting from trade and service transactions 
(as distinct from capital transactions) are concerned.

CORPORATE CAPITAL FINANCING 
DURING THE WAR
The volume of new corporate security issues rose sharply 

during July to a total of almost one billion dollars, the greatest 
volume in any month since September 1929- In part, the 
heavy July financing represented the accumulation of offerings 
that might have been made in May and June but for the 
Seventh War Loan drive. About 15 per cent of the month’s 
flotations were offered by domestic corporations for the purpose 
of financing the expansion of plant and equipment and meet
ing additional working capital requirements. The estimated 
total of "new money” issues of about 150 million dollars was, 
nevertheless, highest since August 1941. Securities issued for 
the purpose of retiring outstanding issues, repaying bank 
indebtedness, and for other purposes dominated the month’s 
offerings, amounting to more than 800 million dollars, an all- 
time record. (Data are based on compilations of the Securities 
and Exchange Commission.)

An unusually large volume of corporate financing was 
achieved in July in spite of the tendency toward lower prices 
that developed in the security markets during the month, 
which retarded to some extent the smooth distribution of new 
securities to investors in several instances. In a few cases trad
ing in new issues took place at prices lower than those at 
which the securities were initially offered by underwriters. It 
appeared, nevertheless, that most of the new securities were 
eventually placed with investors.

Irregular price tendencies continued into the following 
month and were a factor in curtailing the volume of flotations 
in August, which according to preliminary indications fell to 
about 40 per cent of the July total. However, this was in part 
a natural drop from the very high volume of the preceding 
month.

For the first seven months of 1945, corporate financing in 
the capital market approximated the three billion dollars of 
new issues offered to investors in the whole of 1944. The 
total volume for the current year will undoubtedly be the great
est since 1936. As in 1944, refunding issues so far this year 
have accounted for about 80 per cent of the total.
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During the war the volume of corporate financing in the 
capital market was subject to wide fluctuations. The outbreak 
of war in 1939 was not followed by any sharp expansion in the 
volume of new corporate issues; despite a substantial increase 
in industrial activity stimulated by defense preparations, the 
volume of capital financing increased only about 25 per cent 
from 1939 to 1940 and remained unchanged in 1941. The 
entrance of the United States into the war was followed by a 
decline in new issues in 1942 to a level 60 per cent below that 
of the preceding two years, as Government financing expanded 
and the sale of corporate issues for expansion of peacetime 
activities and refunding purposes contracted. A gradual rise 
in corporate security offerings ensued in 1943 and gathered 
momentum in 1944 and 1945.

In the three years, 1942-44, the volume of railroad and 
public utility financing for improvements and expansion de
clined by about 65 per cent from the volume of the preceding 
three years, while that of industrial corporations increased more 
than 50 per cent. Wartime restrictions on the availability of 
materials and labor reduced the expenditures of railroad and 
utility companies for such purposes to a point where they could 
be met in large part from high current earnings, whereas 
restrictions on construction and equipment fell less heavily 
upon industrial concerns which were directly engaged in the 
war effort. Nevertheless, the major part of the increase in new 
capital raised by industrial companies went to meet added 
working capital needs rather than new plant and equipment.

In spite of the unprecedented expansion in industrial capa
city and business activity during the war, the volume of security 
issues to finance plant expansion and to supply working capital 
showed no such increase as occurred during the first World 
War, and in no year equaled the last peacetime peak of about 
one billion dollars reached in 1937.

The reason for this seeming anomaly is the direct financing 
by the Federal Government of a large part of the war industrial 
facilities built (or building) between July 1, 1940 and the end 
of the war. Private enterprise, nevertheless, invested sub
stantial amounts of its own funds in war (and war-supporting) 
facilities. Offerings of new corporate securities for the pur
pose of adding to plant and equipment, however, amounted 
to only 2 billion dollars. The major part of the expansion, 
together with enlarged working capital needs, was evidently 
financed from other sources, including depreciation allowances, 
Government-guaranteed war production loans, Government 
progress payments and advances on war contracts, and the tem
porary use of funds accumulated for tax payments.

An entirely different policy was pursued in financing indus
trial expansion during World War I when the bulk of the 
capital expenditures were made with private funds obtained in 
large part from the capital market. Thus, in order to satisfy 
the requirements of a far smaller program, domestic corpora
tions floated an average of 1.6 billion dollars of new securities 
each year from 1914 through 1918 (according to figures com

piled by the New York Journal of Commerce), as compared 
with an average of about 1.5 billion a year from 1939 through
1944, and the proportion for new capital investment was 
probably much greater in the earlier period. Although informa
tion concerning the distribution of the new issues between new 
capital and refunding is not available for the World War I 
period, in view of the rising trend of interest rates during those 
years it is probable that a major part of the new issues repre
sented new capital in the strict sense. On the other hand, 
about three quarters of the value of new corporate securities 
issued from 1939 through 1944 were refunding issues.

The predominance of refunding issues during the war points 
to an even more striking anomaly, declining interest rates in 
wartime. Unprecedentedly heavy Government demands upon 
the capital market were financed at record low interest rates 
and yields on corporate obligations declined further. As a 
result corporate issuers were able to achieve substantial savings 
in fixed charges by refunding outstanding securities with new 
issues bearing lower coupons, a tendency which spread into 
preferred stocks on a growing scale in recent years. In many 
instances, corporations supplemented the proceeds of the sales 
of new securities with their own cash resources (which were 
augmented by increased earnings and conservative dividend 
payments) to pay off outstanding issues. Redemptions of 
security issues in excess of new offerings, together with open 
market purchases of outstanding obligations, resulted in a net 
reduction of about 2 billion dollars, or 5 per cent, in corporate 
long term debt between the end of 1939 and 1944.

New Corporate Security Issues*

* Net proceeds of the sale of new issues after underwriting and other 
expenses, and purposes for which proceeds are used.

Source: Securities and Exchange Commission; July and August 1945 
totals estimated by Federal Reserve Bank of New York.
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At the same time, declining interest rates, together with the 
Government’s financing of the major portion of the expansion 
of industrial facilities and of working capital needs, precluded 
the necessity for active supervision of new corporate security 
flotations such as existed during World War I, when issuing 
of new securities without the approval of the Capital Issues 
Committee was practically prohibited. In this war, coopera
tion between investment bankers and the Treasury has been 
substituted for control. New corporate and other non-Federal 
issues since 1943 have been timed by bankers so as to reach 
the market in the months between War Loans, with virtually 
no such offerings made while drives were in progress. The 
concentration of corporate security marketings in the months 
between drives is evident from the sharp peaks and troughs 
shown in the accompanying chart for the period beginning 
in 1944 when the sale of new issues reached high levels.

DEPARTM ENT STORE TRADE

Department store sales in this District during August were 
approximately 10 per cent above those of a year earlier. Con
siderably larger increases were reported in the early part of 
the month, but the gain for the month was affected by the 
rather general closing of stores for two days after the Japanese 
capitulation and by somewhat smaller increases in the latter 
part of the month. The seasonally adjusted index declined 
slightly from the July peak and was close to the average for 
the first seven months.

During the period January through July sales have averaged 
14 per cent above the corresponding 1944 period and more 
than 65 per cent above 1939. Among the individual cities, 
Binghamton has shown one of the largest gains for any city 
of the District over last year and also the war period as a whole; 
sales in that city have increased almost 150 per cent since 1939. 
Although Albany ranks first in its gain over 1944, comparison 
with 1939 shows sales only 30 per cent higher, the smallest 
increase for any city. Syracuse and Newark both show in
creases a little above average for the year, but for the war 
period Syracuse experienced an increase of over 100 per cent 
while Newark gained only 50 per cent. Sales in New York 
and Rochester were about average, and the gain since 1939 
was approximately 70 per cent for both cities. Niagara Falls, 
Buffalo, and Bridgeport fell considerably below average in 
their gains this year; during the war period Niagara Falls 
experienced one of the largest gains, 150 per cent, while Buf
falo and Bridgeport experienced increases of 90 and 50 per 
cent, respectively. Sales in the latter city recovered this year 
to the 1942 peak, while all other cities reached new highs for 
the war period.

The dollar value of department store stocks at the close of 
July was 16 per cent above a year earlier and 75 per cent 
larger than 1939- Outstanding orders approximately equaled

the dollar value of stock on hand. They were 8 per cent above 
those on July 31, 1944 and about 5 times the 1939 level.

Departm ent and Apparel Store Sales and Stocks, Second Federal 
R eserve D istrict, Percentage Change from  the Preceding Year

Locality
Net sales

Stocks on 
hand 

July 31, 1945July 1945
Jan.through 

July 1945

Department stores, Second D istrict... . +18 +14 +16
New York C ity...................................... +19 +15 +16
Northern New Jersey........................... +20 +15 +22

+23 +16 +24
Westchester and Fairfield Counties . . +  8 +10 +27

Bridgeport.......................................... +  4 +  5 +21
Lower Hudson River Valley............... +22 +17 +  6

Poughkeepsie.................................... +24 +16 —

Upper Hudson River Valley............... +24 +15 +14
+33 +19 —

Schenectady...................................... +  18 +12 +  7
Central New York State..................... +17 +13 +10

Mohawk River Valley..................... +  6 +  6 +  2
+  6 +  5 0

Syracuse ............................................. +24 +16 +14
Northern New York State................. +  8 +18 —

Southern New York State................... +19 +15 +13
Bingham ton...................................... +22 +18 +16

+  14 +  9 +  9
Western New York State................... +15 +11 +13

+14 +  9 +  9
Niagara Falls.................................... +  8 +10 -1 3
R ochester.......................................... +18 +14 +25

Apparel stores (chiefly New York City) +36 +22 +16

Indexes of Departm ent Store Sales and Stocks 
Second Federal Reserve D istrict 
(1935-39  a vera g e= 1 0 0  per cen t)

Item
1944 1945

July May June July

Sales (average daily), unadjusted................. 100 148 156 118
Sales (average daily), seasonally adjusted. . 149 156 169 176

Stocks, unadjusted . ........................................ 138 167 165 161
Stocks, seasonally adjusted........................... 152 165 172 175

Indexes o f Business

1944 1945
Index

July May June July

Industrial production*, 1935-39 =  100 .... 230 225r 220 212p
(jBoard of Governors, Federal Reserve

System)
Electric power output*, 1935-39 =  100. . . . 201 208r 205 203p

{Federal Reserve Bank of N ew  York)
Ton-miles of railway freight*, 1935-39 =100 231 235 239

{Federal Reserve Bank of N ew  York)
Sales of all retail stores*, 1935-39 =  100. . . . 179 177 182p

(.Department of Commerce)
Factory Employment

United States, 1939= 100......................... 165 151 148 144 p
{Bureau of Labor Statistics)
New York State, 1935-39 =  100............... 145 138 134 128 p
{New York State Dept, of Labor)

Factory Payrolls
United States, 1939 =  100......................... 311 303 298
{Bureau of Labor Statistics)
New York State, 1935-39 =  100............... 274 268 263 249p
{New York State Dept, of Labor)

Income payments*, 1935-39 = 1 0 0 ............... 233 242 244p
{Department of Commerce)

Wage rates, 1926 = 100 .................................... 165 170 170p
{Federal Reserve Bank of New York)

Cost of living, 1935-39 =  100....................... 126 128 129 129 p
{Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =100
{Federal Reserve Bank of N ew  York)
New York C ity............................................. 90 81 106 94
Outside New York C ity .............................. 85 73 92 76

* Adjusted for seasonal variation. p Preliminary. r Revised.
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dex of Physical Volume of Industrial Production, 
Adjusted for Seasonal Variation (1935-39 

average =  100 per cent)

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

(1935-39 average^ 1001 per cent)

lexes of Wholesale Prices Compiled by Bureau 
of Labor Statistics (1926 averages: 100 

per cent; latest figures are for 
week ended August 18)

mber Bank Reserves and Related Items (Latest 
figures are for August 15)

MONTHLY REVIEW, SEPTEMBER 1945

General Business and Financial Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

INDUSTRIAL activity declined further in July and the early part of August and was sharply curtailed 
in the latter part of the month as munitions cutbacks were greatly accelerated. Retail trade was 

maintained in July and early August at a high level for this season of the year.
In d u s t r ia l  P r o d u c t i o n

Industrial production in July, the last full month of high level production for war, was 
212 per cent of the 1935-39 average, according to the Board’s seasonally adjusted index, as compared 
with 220 in June. Following the surrender of Japan most munitions contracts were canceled, and 
as a result it is expected that munitions output and industrial production will show much larger 
declines in August.

Production of aircraft declined about 20 per cent in July and operations at shipyards and in 
other munitions industries were reduced considerably from the June rate. Steel production in 
July and the early part of August was about 5 per cent below the June level. In the week following 
Japan’s surrender activity at steel mills decreased sharply to a rate of 70 per cent of capacity. 
Production of nonferrous metals continued to decline in July, while output of lumber and stone, clay, 
and glass products was maintained.

Production of most nondurable goods declined somewhat in July, but, as a group, output of 
these products was slightly above a year ago. Cotton consumption was 14 per cent below the 
preceding month and was 11 per cent below last July. Activity in the meatpacking, canning, and 
baking industries, after allowance for seasonal changes, was down somewhat from June. Production 
of alcoholic beverages rose sharply as distilleries were released from industrial alcohol production. 
Activity in chemical, rubber, and other nondurable goods industries declined slightly.

Coal production declined about 5 per cent in July and the first part of August from the June 
rate, while output of crude petroleum continued to increase and was in record volume.

Contracts awarded for private construction continued to rise sharply in July and were more 
than three times the low level prevailing last summer, according to F. W. Dodge Corporation data. 
Contracts for privately-owned nonresidential building showed the largest increase. On August 21, 
all restrictions over the construction of industrial plants were removed.

D i s t r i b u t i o n

Department store sales declined much less than is usual from June to July, and the Board’s 
seasonally adjusted index rose from 201 to 218 per cent of the 1935-39 average. Sales in July 
were 15 per cent larger than in the corresponding period last year. During the first two weeks of 
August sales were about 20 per cent larger than a year ago.

Carloadings of most classes of railroad freight declined somewhat in July and the early part 
of August and were below the volume shipped during the same period last year. Shipments of 
l.c.l. merchandise, however, were at about the same rate as prevailed during the same period last year.

C o m m o d i t y  Pr ic e s

Wholesale commodity prices generally showed little change from the early part of July to the 
early part of August. Following the announcement of peace negotiations prices of cotton and grains 
declined somewhat— especially contracts for delivery next year— while prices of most other basic 
commodities continued unchanged.

Retail prices advanced somewhat further in June. Food prices rose 2 per cent and retail 
prices of clothing, housefurnishings, and miscellaneous items continued to show slight advances.

A g r ic u l t u r e

Crop prospects improved during July and, according to indications on August 1, total output 
this year will be only slightly smaller than the record volumes of 1942 and 1944. Of the major 
crops only production of cotton, corn, and apples is expected to be less than a year ago. Marketings 
this summer of most livestock products except hogs have been about as large as, or larger than, 
the high levels of recent summers.

B a n k  C r e d it

Loans and investments at reporting banks in 101 leading cities declined by 1.2 billion dollars 
between the close of the Seventh War Loan and mid-August. Reflecting repayments on advances 
made during the drive, loans for purchasing or carrying Government securities declined by a 
billion dollars. Loans both to brokers and dealers and to other bank customers decreased by 
approximately 500 million dollars each, compared to drive and immediate pre-drive increases of 
1.1 billion and 1.8 billion dollars, respectively. While bank holdings of Treasury bonds continued 
their steady week-to-week increase, holdings of bills and certificates, which had increased during the 
drive, began to decline again in late July and August. On balance, the total portfolio of Government 
securities declined by 350 million dollars. Holdings of other securities showed a small increase over 
the six-week period.

Following the close of the Seventh Drive, deposits of businesses and individuals began to 
increase again as Treasury expenditures transferred funds from war loan to private accounts. The 
average level of required reserves accordingly rose by about 500 million dollars between the 
drive-end low point and mid-August. Reserve balances increased by about 300 million dollars 
and excess reserves dropped by about 200 million to around 1.2 billion outstanding; this was still 
somewhat above the generally prevailing interdrive level of slightly less than a billion dollars.

Member bank borrowing from the Federal Reserve Banks, which had declined to a minimum 
by the close of the Seventh Drive, increased by 275 million dollars in the subsequent six-week 
period ended August 15. Reserve funds were also supplied to member banks through an increase 
of 125 million dollars in Government security holdings at the Reserve Banks, as well as by 
temporary fluctuations in other Federal Reserve Bank credit and in Treasury deposits at the Reserve 
Banks. Only partially offsetting increases in such funds were a currency outflow of 520 million 
dollars and a small decline in gold stock. The currency outflow during July, 360 million dollars, 
was the largest in the past few months; early August increases were also substantial.
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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  OF  N E W  Y O R K

V o l . 27 O C T O B E R 1 94 5 No. 10

MONEY MARKET IN SEPTEMBER

Large movements of funds, induced chiefly by Government 
receipts and expenditures, were the principal influence on the 
reserve position of member banks and on money market con
ditions during September. Continued, though reduced, net 
expenditures by the Government caused further shifts of funds 
from Government War Loan accounts to private deposit ac
counts and consequent increases in reserve requirements of 
member banks. Income tax collections, interest payments on 
the public debt, redemptions of unexchanged Treasury securi
ties at the beginning and middle of the month, and other 
Government disbursements resulted in large-scale movements 
of reserves between different parts of the country and between 
individual banks.

War expenditures, including disbursements to war con
tractors, in the first 18 days of September were approximately 
750 million dollars below the level of the corresponding 
period in August, but the decline in such expenditures was 
offset by interest payments and redemptions of maturing or 
called securities. In the first few days of September the Treas
ury redeemed 245 million dollars of certificates which had 
not been exchanged for the new certificates issued on Septem
ber 1, and also 155 million dollars of Series A and C Savings 
notes which matured on that date. Failure of some holders 
of the certificates to exchange their certificates which matured 
on September 1 was attributed in part to a desire of some 
business organizations to increase their cash holdings in prepa
ration for reconversion expenditures. As a result of these 
redemptions, together with other Government disbursements 
which, despite some reduction, were still running at a sub
stantial rate, it was necessary for the Treasury to withdraw 
substantial amounts from War Loan deposit accounts in the 
first half of the month, prior to the heavy quarterly collection 
of income taxes. The disbursement of these funds caused a 
rapid rise in business and personal deposit accounts and an 
accompanying increase in the required reserves of member 
banks amounting to about 400 million dollars.

Temporary relief from the pressure on member bank reserve 
positions was afforded on and immediately after September 15, 
when the Treasury disbursed about 550 million dollars of 
interest on the public debt and redeemed a sizable amount 
of unexchanged 2% per cent Treasury bonds which were

called for redemption. These disbursements exceeded income 
tax and other collections and resulted in some reduction in 
the Treasury balance with the Federal Reserve Banks and a 
consequent increase in member bank reserves.

The situation quickly reversed itself, however, despite the 
fact that, because of recent legislation enabling corporations 
to apply postwar excess profits tax credits against instalments 
of 1944 tax liabilities not previously paid in 1945, the Treas
ury’s tax receipts in September were considerably less— per
haps as much as 400 million dollars— than they were in June. 
Current Government expenditures were also substantially re
duced and tax collections ran well ahead of disbursements 
from September 19 to 26. This excess of income, together 
with small calls on War Loan depositaries on September 24 
and 25, resulted in a rise in Treasury balances in the Reserve 
Banks to an unusually high level— about 960 million dollars. 
In view of this large balance and continued tax collections in 
substantial amounts, the Treasury was able to suspend calls on 
War Loan depositaries for the balance of the month. Mean
while, however, the net cash receipts of the Treasury caused 
renewed pressure on the reserves of the banks.

To some extent, this pressure on bank reserves was mitigated 
by a slackening of public demand for currency. In the two 
weeks which included the heaviest income tax collections there 
was a small net reduction in the amount of currency out
standing, doubtless reflecting in part the use of currency to 
meet income tax payments, and in addition there was the 
usual seasonal reduction in the demand for currency follow
ing a sizable expansion in the early part of the month. For 
the four weeks ended September 26 the increase in currency 
outstanding was only 129 million dollars, compared with in
creases in the two preceding four-week periods of 470 million 
dollars and 296 million, respectively.

As a result of the combined effect of increased reserve 
requirements, the moderate rise in currency circulation, and 
the accumulation of unusually large Treasury balances in the 
Reserve Banks after the middle of the month, there was a 
more or less persistent demand by member banks throughout 
the month for Federal Reserve credit to enable them to 
maintain their reserves at the required levels. In view of 
the rapid shifting of funds, however, the demand came from
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individual banks and from different parts of the 
.ry from time to time. There was a rather steady excess

offerings, in the market, of Treasury certificates and short 
term notes which came largely from banks in need of reserves, 
although some offerings were reported to have come from 
corporations seeking to increase their cash resources. The 
Federal Reserve Banks, through the System Open Market 
Account, made purchases of such securities totaling over 700 
million dollars in the four weeks ended September 26, which 
served the combined purpose of maintaining equilibrium in 
the market and of supplying member banks with needed 
reserves.

Member bank borrowings from the Reserve Banks, and 
sales of Treasury bills to the Reserve Banks under repurchase 
options and subsequent repurchases of such bills, fluctuated 
widely in response to rapid changes in the reserve positions 
of individual banks and of banks in different areas. For 
the four-week period as a whole, member bank indebtedness 
at the Reserve Banks showed a net reduction of 20 million 
dollars. It appears that some banks have been more disposed 
in recent weeks to sell short term securities, such as Treasury 
certificates, in the market than to borrow from the Reserve 
Banks when they were in need of additional reserves. On the 
other hand, Reserve Bank holdings of Treasury bills (the sale 
of which by member banks under repurchase option is more 
in the nature of a borrowing operation than of an open 
market operation) showed a net increase of 81 million dollars.

In general, fluctuations in the reserve positions of New 
York City member banks were in inverse relationship to the 
fluctuations in reserve positions of member banks in other 
parts of the country. During the early part of the month, 
there was an outflow of funds from New York to other 
areas, probably reflecting in part corporation withdrawals of 
funds from New York balances for the purpose of meeting 
income tax payments in other localities, and in part sales of 
Government securities in the New York market. Around 
the middle of the month, however, this outflow of funds was 
more than offset by Treasury disbursements in New York 
for the redemption of Government securities and for interest 
payments on the public debt. These disbursements in New 
York were met by Treasury transfers of funds from other 
parts of the country, which had the effect of tightening the 
reserve position of banks elsewhere and easing the reserve 
positions of New York City banks.

G o v e r n m e n t  Se c u r it y  Po r t f o l io s  o f  t h e  

C o m m e r c ia l  B a n k s

The refunding on September 1 of the 2% per cent Treasury 
bonds of September 15, 1945-47 with a %  per cent certifi
cate during the month brought the first substantial decline

in bank bond portfolios since March 1944 when another 
refunding operation brought about a decline of similar pro
portions. In addition, there was some selling of Treasury 
bonds by a few large New York City banks during Septem
ber, reportedly for the purpose of shifting to securities of 
shorter maturities.

As illustrated in the upper panel of the accompanying 
chart, marketable Treasury bond holdings of commercial banks 
which report monthly to the Treasury (comprising institu
tions owning 95 per cent of all commercial bank held Gov
ernment obligations) increased 13.4 billion dollars between 
the end of 1943 and June 30, 1945 (the latest date available), 
compared with an increase of 8.4 billion for all other types 
of marketable Government obligations. (Part of these gains 
are attributable to the increase in the number of reporting 
banks in this period.)

The substantial growth of bank holdings of Government 
securities and bonds in particular has taken place in spite of 
the fact that no direct offerings have been made to the banks 
since the Third War Loan (except for limited amounts related 
to the investment of time deposits) and that the Treasury, 
through restrictions on the eligibility of Government securi
ties for bank investment and through refunding operations, 
has limited the types of securities available to the banks. 
The expansion of bank holdings of Government obligations, 
therefore, was effected through open market purchases. The 
most persistent purchases were of intermediate term, fully 
taxable bonds— the longest and highest yielding Treasury 
securities the banks are eligible to hold in more than very

Volume, Average Maturity, and Average Coupon Rate of 
Government Securities Held by Commercial Banks*
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* Public marketable securities at par values.
Source: T reasury B ulletin. Average maturity and coupon rate computed 

by Federal Reserve Bank of New York.
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limited amounts. The banks also acquired large amounts of 
certificates and other short term Treasury securities, especially 
in periods just preceding and during War Loan drives, but 
found it necessary to dispose of substantial amounts of such 
securities in subsequent periods in order to maintain their 
reserves at the required levels. In addition, there were indi
cations at times of some switching from short term securities 
into bonds.

As a result, the general impression has arisen that the 
average maturity of bank portfolios of Government obliga
tions has been lengthened considerably. Actually, in spite 
of the increase in the proportion of bonds held and the sub
stantial reduction of bill holdings, there has been no lengthen
ing of the average maturity of bank portfolios of Govern
ment securities (as shown in the lower panel of the chart). 
On the average, Government securities held by the banks 
had about four years to run in most of the months between 
the end of 1943 and the middle of 1945. Apparently the 
purchases of medium term Treasury bonds only made up for 
the gradual decline in the average period to maturity of pre
vious holdings, brought about by the passage of time. There 
were some slight temporary declines in the average maturity 
during War Loan drives when the banks purchased Treasury 
bills and other short-dated securities, but these were followed 
by increases in the months between drives when banks in 
need of reserves sold bills to the Federal Reserve Banks and 
other short term securities in the market.

Not only was there little change in the average maturity 
of bank holdings of public marketable securities, but the 
average coupon rate likewise remained practically stationary. 
The average rate of interest paid on bank held Government 
securities fluctuated in a narrow range from a high of 1.68 
per cent to a low of 1.60 per cent between the end of 1943 
and the middle of 1945 >(also indicated in the lower panel 
of the chart). Apparently shifts from bills into certificates 
and purchases of bonds just about offset the exchange of 
maturing or called, higher coupon issues for low interest- 
bearing obligations. Consequently the net cost to the Treas
ury per dollar of bank held debt remained unchanged. The 
average yield to the banks is, of course, below the interest 
cost to the Treasury, inasmuch as large amounts of the Gov
ernment obligations held by the banks have been acquired 
in the open market at prices well above par, and other avail
able data indicate that the average yield to the banks has 
been declining gradually.

BRITISH FINANCIAL AGREEMENTS W ITH  
DENMARK AND THE NETHERLANDS
Great Britain’s network of financial agreements with West

ern Europe was extended on August 16 by an agreement 
with Denmark and on September 7 by an agreement with 
the Netherlands. Both arrangements fall within the frame
work already established by the British financial agreements

with other countries of Western Europe and the Near and 
Middle East, which were examined in some detail in the 
August and September issues of this Review; accordingly, 
only the distinctive features of the new agreements will be 
pointed out in this article.

The Anglo-Danish agreement follows closely the pattern 
of the Anglo-Swedish agreement. No limits are formally 
placed upon the balance which each government is prepared 
to hold in the currency of the other country; any net liability 
may be liquidated in gold by the debtor country, although 
there is no undertaking to provide gold against an accumulated 
debit balance; and it is anticipated that in the initial period 
Denmark will accumulate sterling on balance.

On the other hand, the Anglo-Dutch agreement is closely 
similar to the monetary agreement which Great Britain con
cluded in October 1944 with Belgium. Provision is made 
for reciprocal overdraft facilities up to 5 million pounds ster
ling or its equivalent, 53,450,000 guilders; there is a clause 
stipulating that, in addition to this overdraft limit, the Dutch 
sterling balances outstanding at the time of the conclusion 
of the agreement are available for the payment of purchases 
in the United Kingdom; and any debit balance in excess 
of these limits is to be settled by the debtor in gold.

Both agreements cover the sterling area as it may be rede
fined from time to time. The Netherlands monetary area 
comprises Holland, the Netherlands East Indies, and the 
Netherlands West Indies. The Danish currency area con
sists of Denmark and Greenland; pending further negotia
tions, the Faroe Islands, which had been part of the sterling 
area during the war, will not be reincluded in the Danish 
monetary area.

The duration of the Anglo-Danish agreement is five years, 
that of the Anglo-Dutch agreement three years; both may, 
however, be terminated by either party upon three months’ 
notice. There is also the usual clause that in the event the 
parties join in a future general international monetary pact, 
the terms of the agreement shall be reviewed with a view 
to making any amendments that may be required.

An important dissimilarity of these latest agreements to 
the earlier ones is in the basis of exchange rate determination. 
While, in the previous agreements with Western Europe, the 
existing exchange rates were simply reaffirmed, either at the 
level determined in connection with pre-liberation currency 
arrangements (Belgium, France, Netherlands) or at the level 
prevailing before the war (Sweden), the exchange rate of 
the Danish krone in terms of the pound sterling has been 
fixed neither at the prewar level (22.40 kroner) nor at the 
rate allowed for the conversion of sterling by British troops 
in Denmark (24 kroner), but at the nominal rate (19.34 
kroner per pound) corresponding to the krone-reichsmark rate 
which prevailed in Denmark under the German occupation, 
after the appreciation of the krone in January 1942; and on

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

October 1945



76 MONTHLY REVIEW, OCTOBER 1945

this exchange basis initial prices have been fixed for British 
purchases of Danish bacon and dairy produce.

The exchange rate basis chosen for the Anglo-Dutch agree
ment differs in its own way from that used in earlier British 
agreements. Unlike the Belgo-British and Franco-British 
agreements, under which the rates of exchange in terms of 
the pound sterling are identical for the currency of the 
mother country and the currencies of its colonies and de
pendencies, the Anglo-Dutch agreement prolongs the present 
duality of exchange values for the metropolitan guilder and 
the West and East Indian guilders. After the invasion of 
Holland by Germany, the Dutch Government-in-exile con
cluded two financial agreements with Great Britain, one on 
June 14, 1940 on behalf of the Netherlands East Indies, 
and another on June 25, 1940 on behalf of the Netherlands 
West Indies. Under these agreements, the exchange rates 
of the two Indian guilders were fixed at 7.6 to the pound 
(against the former 8.7), a rate which remained in force in 
the Netherlands West Indies throughout the war. The new 
Anglo-Dutch agreement provides for the abrogation of the 
West Indian agreement of June 25, 1940, but for the time 
being transactions with Curacao and Surinam will continue 
to be governed by the rate of 7.6 guilders to the pound sterling. 
On the other hand, the agreement of June 14, 1940, con
cluded on behalf of the Dutch East Indies, remains in force, 
and the rate of 7.6 to the pound was reestablished after the 
liberation of the Indies. The value of the metropolitan 
guilder is kept unchanged at 10.691 to the pound, to which 
it had been reduced prior to the liberation of Holland.

Like the Anglo-Swedish agreement, the Anglo-Danish 
agreement may be of special benefit to Great Britain in that, 
during the initial period, sterling balances accruing from 
Dan;sh exports to England will be carried until British 
exports of manufactured goods can be expanded to liquidate 
the debt. On the other hand, the new agreement with Hol
land, like the arrangements with Belgium and France, will 
not by itself expand the volume of trade between the parties. 
Trade between the metropolitan British and Dutch territories 
is now limited chiefly by the fact that the export potentials 
of England and the Netherlands are exceedingly small at 
present. Accordingly, the trade facilities opened by the 
Anglo-Dutch agreement are likely to be confined in the near 
future to the Netherlands’ purchases in parts of the sterling 
area which are in a position to export such products as are 
not obtainable in the Dutch overseas territories, and vice versa.

The Anglo-Danish and Anglo-Dutch agreements would 
seem practically to complete the program of British bilateral 
agreements. When negotiations with Norway and Portugal, 
reportedly under way, are concluded, the whole of Western 
and Northern Europe, with the exception of Switzerland, 
will be part of the new structure. Moreover, not only metro
politan Holland, but also the Dutch East Indies, just liber
ated, and the Dutch West Indies, whose link with sterling

was to have been severed six months after the end of the 
war, are covered by the new Anglo-Dutch agreement. As a 
result, the French franc area, the Belgian franc area, the 
Dutch guilder area, and the Danish krone area are at present 
connected by bilateral agreements with the sterling area; 
the agreement with Portugal which is reportedly in course 
of negotiation will presumably extend to the Portuguese 
colonies. Thus a large part of the world has been covered 
by the network of bilateral agreements between Great 
Britain and Western Europe.

It is true that the Anglo-Danish and Anglo-Dutch agree
ments, like all those which Great Britain concluded earlier 
with other Western European countries, contain a multi
lateral clause providing that each party will endeavor to 
restore the multilateral convertibility of its currency, "as 
opportunity offers.” If these multilateral clauses, which are 
of such potential value for the future pattern of international 
monetary relations, are not to remain a dead letter, appro
priate international, as well as American action, will have 
to be taken to create world economic conditions which will 
make possible the abandonment of bilateral and other restric
tive exchange practices. The current American negotiations 
with the United Kingdom and other Western European 
countries regarding the forms and modalities of possible 
future American financial aid offer another opportunity to 
review the broader problem, and to help devise ways and 
means of ensuring the eventual effective application of the 
multilateral clauses which are contained in these British 
monetary agreements.

BELGIAN AND FRENCH M ONETARY POLICIES
On the threshold of the postwar era, Belgium and France 

are at grips with the problems of economic and monetary recon
struction bequeathed them by five years of war devastation 
and of the draining of their material and human resources by 
the enemy. The purpose of this factual survey is to outline 
the currency conditions prevailing in Belgium and in France 
at the close of their first year of restored freedom.

On the eve of liberation, the fiscal and monetary positions 
of Belgium and France showed a considerable degree of simi
larity. In both countries, up to the middle of 1944, the pro
portion of the national government’s expenditures raised by 
current revenue was almost identical— about 30 per cent. 
This was a very low proportion, compared with 41 per cent 
in the Netherlands and 57 per cent in Denmark, or with 48 
per cent in the United Kingdom and 41 per cent in the 
United States. From the standpoint of controlling inflation, 
taxation is the most effective instrument for curtailing excess 
purchasing power; the fact that neither Belgium nor France 
covered more than a third of total wartime expenditure by 
taxation and other current revenue had, therefore, an impor
tant bearing on their immediate situation after the liberation. 
It should be borne in mind, however, that the greater part of
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government expenditures in Belgium and France during the 
war period consisted of the extraordinary burdens cast upon 
those countries in the form of occupation army costs and the 
financing of large net exports to Germany. Of the aggre
gate government expenditures, Germany absorbed in these 
ways some 59 per cent in Belgium and 49 per cent in France.

As a result of large-scale deficit financing, domestic debt of 
the national government increased by approximately 250 per 
cent in both Belgium and France, and the proportion of total 
government deficit covered by expansion of bank credit was 
70 per cent in Belgium and 62 per cent in France. At the 
time of liberation, four fifths of the total assets of the National 
Bank of Belgium (including those of the Nazi-conceived 
‘'Bank of Issue in Brussels” ) and of the Bank of France con
sisted of claims on the government (plus, in the case of the 
"Bank of Issue in Brussels,” claims on Germany). At that 
time, moreover, some two thirds of the assets of the Belgian 
commercial banks and four fifths of the assets of the large 
French commercial banks consisted of government securities.

Against this expansion in banking assets, the note circula
tion increased in both countries by 350 to 400 per cent, 
and commercial bank sight deposits by about 170 per cent. 
Liquid assets in the form of notes, current deposits, and savings 
deposits held by the French public at the time of liberation 
were approximately 1,000 billion francs, as compared with 
264 billion francs in 1939; similar holdings in Belgium in
creased to 186 billion francs in August 1944 from 64 billion 
francs in May 1940. In addition, the public and the banks 
in both countries at the time of liberation held large amounts 
of government paper convertible into money at short notice; 
in France Treasury bills amounted to 600 billion francs, against 
60 billion francs before the war.

In this essentially similar situation, Belgium and France 
pursued widely divergent policies. In Belgium, a government 
decree issued on October 7, 1944— only a month after the 
return of the government to Brussels— provided for an imme
diate over-all contraction of currency. The existing notes 
ceased to be legal tender, and new notes were issued in ex
change for the old on a franc-to-franc basis, but only to a 
maximum of 2,000 francs per person. The balance of the 
old notes was credited to the holders only in blocked accounts, 
and all existing bank deposits were also blocked, save for 10 
per cent or the amount which had stood to the credit of the 
account on May 9, 1940, whichever was the greater. (In 
the case of business enterprises, 1,000 francs per employee 
was exempt from blocking.) The blocked currency accounts 
and blocked portions of deposits were in turn divided into a 
"definitely unavailable” part of 60 per cent and a "tempo
rarily unavailable” part of 40 per cent. The "temporarily 
unavailable” notes and deposits were to be released gradu
ally as imports and economic activity revived (although to 
alleviate hardships minor withdrawals were authorized, under 
certain conditions, in November 1944 and again in June 
1945). By October 1944, the aggregate volume of "free”

money in the form of bank notes, deposits, and savings ac
counts was reduced as a result of these measures from 186 
billion francs to 72 billion francs, while the note circulation 
alone was contracted from 101 billion francs to 25 billion 
francs.

In France, on the other hand, the reduction in the note 
circulation was effected gradually, and there was no blocking 
of notes or of deposits with commercial and savings banks. A
3 per cent National Liberation Loan was issued early in 
November 1944; a new type of medium term government 
bonds (Liberation Bonds) was devised in April 1945 to 
absorb the savings of individuals; and an exchange of old 
notes for new and an exchange or stamping of Treasury bills 
and short term Treasury bonds was effected in June 1945. 
By these methods the note circulation was contracted from 
the all-time peak of 656 billion francs in October 1944 to 
562 billion francs in January 1945, or by somewhat more 
than the cash proceeds of the Liberation Loan, and from 589 
billion francs in May 1945 to below 400 billion francs early 
in July. The last mentioned reduction in the note circulation 
represented currency which holders deposited in bank accounts 
in preference to exchanging it for new notes, currency which 
had been acquired by Nazi collaborationists or for tax evasion 
or other illicit purposes and therefore not turned in, and 
currency which had been lost or destroyed.

The net result of the measures enacted in both countries 
was a substantial reduction in the inflation potential, but 
inflationary pressures reappeared almost immediately. In 
Belgium, the aggregate amount of "free” money increased 
from 72 billion francs in October 1944 to 107 billion in 
April 1945, and the note circulation alone expanded from 
25 billion in October 1944 to 62 billion in August 1945. 
Similarly in France, the note circulation in May 1945, prior 
to the exchange of notes, had increased to 589 billion francs 
from 562 billion francs in January; and after the completion 
of the note exchange, it rose by approximately 50 billion 
francs to 444 billion francs on August 2.

The expansion in the note circulation reflects partly the 
unsettled budget position of Belgium and France, and partly 
the requirements of the Allied armed forces. In Belgium, 
up to August 30, 1945, the National Bank made advances 
totaling 23 billion francs on behalf of the Allied forces and 
Mutual Aid, as against 7 billion francs advanced to the Bel
gian Government for its own requirements. In France, pro
visional advances by the Bank of France to the government, 
which had been reduced as a result of the Liberation Loan 
from 55 billion francs to only 900 million francs in January
1945, rose again to 31 billion francs in May; they were, how
ever, entirely repaid in June, and at the beginning of August 
the Treasury’s deposits with the Bank of France reached 
102 billion francs, an unprecedented amount.

Officially controlled prices rose during the war much less 
than the volume of money— by 183 per cent in France and 
by approximately 100 per cent in Belgium, up to the time
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of liberation. During the same period, hourly wage rates 
are reported to have increased in both countries by 45 per cent. 
On the other hand, the post-liberation currency contraction did 
not result in any reduction of prices; if anything, officially 
quoted prices rose between the time of liberation and the 
German surrender both in Belgium and in France. Wage rates 
have been permitted to increase since liberation by 60 per cent 
in Belgium and by 40 per cent in France, but, reportedly, these 
percentages of increase have been frequently exceeded.

Industrial share quotations, which in both countries had 
advanced much more than the official price indices, were 
much lower in Belgium than in France at the time of libera
tion, when the Belgian index figure was 379 and the French 
590 (taking January— June 1939 as 100 in both cases). 
However, stock prices in France subsequently have fallen 
sharply (to 372 for industrial shares in May).

As part of their reform programs, Belgium and France 
devised, both for fiscal and political reasons, levies on capital 
and taxes on wartime profits. In France, a law imposing 
such extraordinary taxation was promulgated in August 1945; 
in Belgium, the government project is still pending before 
parliament. A detailed description of the French "National 
Solidarity Tax” cannot be given here, but it consists of (a) 
a capital levy payable in four instalments during 1946-49 
at rates ranging from 3 per cent on capital holdings up to
500,000 francs to 20 per cent on holdings over 300 million 
francs (after an exemption of 200,000 francs per person and 
further exemptions of 100,000, 200,000, and 400,000 francs 
for a first, second, and third child, respectively); and (b ) an 
"enrichment levy” to be charged on the difference between 
wealth possessed by the taxpayer on January 1, 1940, and 
on June 4, 1945, the basic exemption being 50,000 francs 
and the rates ranging from 5 per cent on 150,000 francs to 
100 per cent on amounts above 5 million francs.

By way of summary, one may say that, in both Belgium 
and France, substantial reductions in the war-expanded cur
rencies have been effected, that the rate of increase in central 
bank advances to the government and in the resulting supply 
of money has slowed down since the German surrender, that 
the degree of control of the currency authorities over their 
respective monetary and banking systems has been strength
ened, and that some of the conditions preliminary to more 
comprehensive reconstruction policies have thus been ful
filled. Now that a measure of currency reform has been 
achieved, it may be expected that appropriate action will be 
taken to implement such fiscal and economic policies as may 
be conducive to an orderly transition to a postwar economy. 
Prompt and efficient action in this respect appears all the 
more important because the inflation which in many Euro
pean countries originated in the war of 1914-18, and the 
resulting disintegration of the economic and social fabric of 
those countries, assumed its most serious proportions, not 
during the war, but after it.

Indexes of Business

Index
1944 1945

August June July August

Industrial production*, 1935-39 =100..........
{Board of Governors, Federal Reserve 

System )

232 220 211 18 8p

Electric power output*, 1935-39 =100 .........
(Federal Reserve Bank of New York)

202 205 202 193 p

Ton-miles of railway freight*, 1935-39 = 100 
{Federal Reserve Bank of N ew  York)

224 235 232p

Sales of all retail stores*, 1935-39 =100j. . . 
{Department of Commerce)

181 183 191 p

Factory employment
United States, 1939 =100§....................... .. 168 151 146 142 j)
{Bureau of Labor Statistics)
New York State, 1935-39 =100 ...............
(New York State Dept, o f Labor)

146 134 128 128p

Factory payrolls
United States, 1939 =100§......................... 335 303 287p
{Bureau of Labor Statistics)
New York State, 1935-39 =100 ................
{New York State Dept, of Labor)

279 263 249 232p

Income payments*, 1935-39 =100................
{Department of Commerce)

234 245 242p

Wage rates, 1926 = 10 0 .................................. 165 170 170 p
{Federal Reserve Bank of N ew  York)

Cost of living, 1935-39 = 10 0 .......................... 126 129 129 129 p
{Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =100 
{Federal Reserve Bank of New York)
New York C ity............................................. 83 106 94 87
Outside New York C ity .............................. 78 92 76 72

* Adjusted for seasonal variation. p Preliminary.
t  Series revised beginning January 1944.
§ Series revised beginning January 1943.

RECONVERSION IN THE SECOND DISTRICT
The sudden end of the war in the Pacific resulted in lay-offs 

of war workers estimated to total 450,000 in the Second 
Federal Reserve District, or close to 8 per cent of total non
agricultural employment, but, on the whole, has not caused 
any widespread dislocation. In individual centers, such as 
Buffalo, Paterson, and Bridgeport, the closing of production 
facilities built during the emergency has released a particu
larly large proportion of the workers employed, while in 
New York City only about 4 per cent of all workers employed 
on V-J Day have been laid off. In most major production areas 
the number of job seekers exceeds the number of openings 
available in peacetime industries, including the service and 
distributive fields. One of the abnormalities of the present 
picture is, however, that both the number of job seekers and 
the number of openings are large.

In the principal peacetime industries of the District, the 
clothing, textile, and food industries, and in some branches 
of other important industries, such as the chemical and elec
trical machinery industries, the undertaking of contracts for 
the Armed Forces involved little, if any, conversion of pro
duction facilities, and some of these industries had hardly 
any technical reconversion problems after cancellation of 
contracts. In others, a gradual adjustment was in progress 
after substantial cutbacks following the end of the European 
war and in anticipation of further reductions. In some indus
tries of the District, the main problem before and after V-J 
Day has been scarcity of labor and of raw materials, rather 
than bottlenecks in physical reconversion.
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The sharp cutbacks in the weeks immediately following 
final victory affected the District primarily through the termi
nation of major aircraft contracts. Although employment 
in the aircraft industry had declined from its wartime peak 
of over 325,000 in December 1943 to about 210,000 on 
V-J Day, this industry was still the most important war indus
try of the District. Some large Government aircraft factories, 
such as Curtiss-Wright in Buffalo and Wright Aeronautical 
in Wood Ridge, New Jersey, released nearly all of their work
ers; others face an uncertain future when the current con
tracts, which have permitted them to continue operations on 
a reduced scale, are completed. Several aircraft companies, 
domiciled in this District before the war, have announced 
plans for postwar operations, which, of course, will offer a 
much smaller number of jobs than during the war.

The shipbuilding industry has been affected less than in 
other parts of the country, mainly because in this District 
naval construction and ship repair and alteration have pre
dominated, rather than large-scale construction of Liberty and, 
later, Victory cargo ships. No large new shipyards were 
built in this District during the war, although a few existing 
yards, among which the Brooklyn Navy Yard is the most 
important, were greatly expanded. Employment in New York 
States shipbuilding industry on V-J Day was only slightly 
below the wartime peak level, and in the New Jersey part 
of the District it was still relatively large. Although in the 
Newark area shipbuilding employment has declined substan
tially since V-J Day, the level of activity of the Brooklyn 
Navy Yard, which in the last few years accounted for about 
half of total shipbuilding employment in New York State, 
remains very high.

Relatively few publicly financed new ammunition and 
explosives plants (which have experienced the sharpest cuts 
since the termination of hostilities) were built in this Dis
trict. On the whole the fact that the contribution of this 
District to the war effort was based largely on its existing 
manufacturing capacity rather than on new facilities is an 
important factor in minimizing the immediate effects of the 
sudden termination of war production.

The maintenance of a high level of activity at the Port 
of New York contributes towards cushioning the effect 
of the end of the war on New York City. During the war 
the Port of New York was the country’s main port of em
barkation and topped all other ports in the volume of war 
cargo handled. It has now become the main funnel for the 
return of soldiers and equipment from the European theater 
and also from some other parts of the world where our forces 
have been deployed. At the same time the Port of New 
York handles a considerable volume of shipments of supplies 
for our occupation forces and for relief and rehabilitation 
in foreign countries. The continuing large volume of port 
operations, and the effects on trade and the service industries 
of the great numbers of transients who continue to crowd

the City, cannot fail to exert a favorable influence on employ
ment. Employment in various service and distributive indus
tries which provide the largest part of the payroll in New 
York City remains very high and has not been affected by 
the end of the war; in fact, such industries continue in the 
market for additional help.

In the District as a whole, and in particular in New York 
City, the level of employment in the months to come will de
pend only partly on the success of the physical reconversion in 
this region and to a considerable extent on the progress of the 
reconversion in the country as a whole. In this District, as else
where, the first wave of lay-offs has been rapidly subsiding, and 
has been partly offset by retirement from the labor force of war 
emergency workers. The number of such workers still em
ployed is now greatly reduced and future cutbacks may result 
in a larger number of job seekers relative to the number 
laid off than in the first weeks after V-J Day. On the other 
hand, job openings which could not be filled as long as the 
demand of war industries for labor was pressing and persistent 
have been available for those willing to shift without delay 
to the generally lower paying peacetime jobs.

Some of the favorable factors which have so far cushioned 
the effect of the sudden end of the war in this District may, 
however, be only temporary. A sharp decline in shipbuild
ing employment may be expected after completion of Navy 
vessels now under construction and of the numerous ship 
repair and transformation jobs. It is also questionable 
whether, even if world trade reaches a considerable volume, 
the Port of New York can be expected to operate on the 
present record level after the last American soldier not 
needed for occupational duties has been brought back and 
the shipment of war and relief supplies ceases. Finally, by 
far the largest part of the soldiers and sailors to be demo
bilized has yet to reach separation centers, and many of those 
already released are not yet actively seeking employment.

Although the first phase of reconversion has apparently 
met with fewer difficulties and produced less unemployment 
than expected, here as elsewhere, it is too early to pass final 
judgment. It is becoming increasingly clear that what 
before V-E Day was rather vaguely termed "reconversion” 
really consists of three distinct but related processes: (1 ) 
physical reconversion to their original use of those facilities 
which have been converted to war production; (2 ) adapta
tion, in so far as possible, to peacetime operation of new 
facilities built to meet specific war needs; (3 ) adjustment 
of facilities to meet expected enlarged demands and to meet 
new competitive conditions.

This last point may need particular emphasis. The eco
nomic process is one of continuous adjustments guided by 
changing price and cost relationships. During the war years, 
shifts in population, some of them permanent and others 
temporary, technical developments, new materials and prod
ucts, changes in relative labor costs, and many other factors

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

October 1945



so MONTHLY REVIEW, OCTOBER 1945

have created many new situations. All these new factors will 
have to be scrutinized carefully by businessmen. Temporary 
influences must be distinguished from lasting changes. War
time conditions in industry and trade have obscured some 
of the underlying shifts, and the net effect of new develop
ments on the competitive position of various industries and 
regions will not become clear immediately after the com
pletion of physical reconversion. Only after a certain time 
will it be possible to judge what District industries have 
been strengthened by recent trends and what, if any, have 
been weakened.

It has been pointed out that the real test of economic 
statesmanship will come not during, but after, the period 
of reconversion. If the victorious conclusion of the biggest 
military conflict in human history is to be followed by a 
period of prosperity and domestic peace, then the job of 
reconversion must transform itself into a process of gradual 
expansion of our economy to absorb all available human 
and material resources, and thus to achieve a standard of 
living far above that prevailing in this country before the 
outbreak of the war.

DEPARTM ENT STORE TRADE
The volume of department store sales has not yet indicated 

any decline in consumer demand in this District since the 
Japanese capitulation. After allowance for seasonal factors, 
department store sales last month approximately equaled those 
in August and were close to the average for the year to date. 
Sales are now running about 10 per cent above the 1944 
average. Totals for the complete year, however, will depend 
upon the dollar volume for October through December, 
which normally accounts for about one third of the year’s 
total.

Although department stores so far this year have sold a 
record dollar volume of merchandise, they have also accumu
lated large inventories. The accompanying chart shows that 
since the beginning of this year receipts of merchandise have 
substantially exceeded sales, and stocks are the largest since 
the close of 1942. How much of this increase represents 
a larger physical volume and how much reflects price increases 
and shifts toward higher priced lines, is unknown. During 
the past few months the dollar amount of new orders placed 
by the department stores has not equaled the merchandise 
received, and outstanding orders have declined somewhat. 
However, merchandise ordered but not yet delivered approxi
mately equals the dollar amount of stock on hand. During
1942 the value of outstanding orders amounted to only one 
third of the merchandise on hand. In terms of August 
sales, outstanding orders plus stock on hand at the close of 
the month represented over seven months’ supply, approxi
mately the same ratio that prevailed in the same month 
of 1942.

Indexes of Sales, Receipts of Merchandise, Stocks, and 
Outstanding Orders of Department Stores, 

Second Federal Reserve District 
(1940 monthly average=100 per cent)

Source: Compiled by Federal Reserve Bank of New York from returns 
from a limited number of stores. Data for stocks and orders are for end of 
month. The receipts series is derived from sales and changes in stocks, and 
represents approximately the new merchandise received during each month.

Department and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from the Preceding Year

Locality

Net sales

Stocks on 
hand 

Aug. 31, 1945August 1945
Jan.through 
August 1945

Department stores, Second D istrict.. . . +  9 +  14 +  7
New York C ity...................................... +  9 +14 +  7
Northern New Jersey........................... +  8 +  14 +  15

+10 +  15 +  16
Westchester and Fairfield Counties. . +  5 +  9 +10

Bridgeport.......................................... —  4 +  4 +  2
Lower Hudson River Valley............... +14 +16 +  1

Poughkeepsie...................................... +15 +16 —  2
Upper Hudson River Valley............... +18 +  16 +  6

A lbany................................................. +29 +21 +13
Schenectady........................................ +  7 +  12 —  1

Central New York State..................... +10 +  12 +  3
Mohawk River Valley..................... +  4 +  5 —  8

Utica................................................ —  1 +  5 —  9
+  13 +16 +10

Northern New York State.................. +23 +  19
Southern New York State................... +  10 +14 —  8

Binghamton........................................ +  8 +  17 —  4
+20 +10 —  1

Western New York State.................... +  6 +10 +  5
Buffalo................................................. +  4 +  8 +  4
Niagara Falls..................................... +  7 + 10 — 18
Rochester............................................ +  8 +13 +12

Apparel stores (chiefly New York C ity ). +23 +23 +  8

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District
(1935-39 average =  100 per cent)

Item
1944 1945

August June July August

Sales (average daily), unadjusted................. l l l r 156 118 120
Sales (average daily), seasonally adjusted.. 152r 169 176 165

Stocks, unadjusted............................................ 161 165 161 174
Stocks, seasonally adjusted............................ 166 172 175 178

r Revised.
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General Business and Financial Conditions
( Summarized by the Board of Governors of the Federal Reserve System)

PRODUCTION and employment at factories dropped sharply after the middle of August when most 
military contracts were cancelled. Activity in most other lines was maintained and the value of 

retail sales continued above last year’s high levels.
In d u s t r ia l  P r o d u c t io n

Industrial production declined 11 per cent in August, reflecting primarily the sharp curtailment 
of activity in aircraft, shipbuilding, and ordnance plants in the last half of the month, and the 
Board's seasonally adjusted index was 188 per cent of the 1935-39 average as compared with 211 
in July.

The largest part of the decline was in the machinery and transportation equipment industries, 
where activity during the month averaged about 20 per cent below July. Output of steel and of 
nonferrous metal products likewise declined with the sudden elimination of almost all military 
demands. In September steel output increased with the receipt of orders in large volume from the 
automobile and other steel-consuming industries now rapidily converting to civilian production. 
Output of lumber and stone, clay and glass products declined slightly in August.

Production of nondurable goods in August was also below the July level, reflecting primarily 
military contract cancellations affecting output in the chemicals and rubber products industries. 
Cattle slaughter at Federally inspected plants rose sharply in August and the first two weeks of 
September. Output of shoes and newspaper publishing activity also increased in August. Output 
of textiles, most manufactured food products, and other nondurable goods showed little change or 
declined slightly. Immediately after Japan’s capitulation, rationing was ended for gasoline, fuel oil, 
and canned fruits and vegetables. Increased supplies of dairy and meat products and tobacco 
products were also made available for civilians.

Minerals production declined somewhat in August reflecting chiefly a 4 per cent decrease in coal 
production. In the first part of September output of bituminous coal advanced. Crude petroleum 
output was maintained in August at the record July level, but owing to the substantial decline in 
military demand for petroleum products, the production rate in the first half of September was about 
8 per cent below August.

Awards for the construction of privately-owned factories and commercial buildings continued 
to increase sharply in August. Contracts for private residential construction were awarded at about 
the same rate as in June and July, which was about twice the value of awards in the summer of 1944,

D i s t r ib u t io n
Department store sales in August were smaller than in July on a seasonally adjusted basis but 

about 6 per cent larger than in August last year. In the first half of August sales ŵ ere about 20 per 
cent larger than a year ago. In the last half of the month and the early part of September, following 
Japan’s surrender, sales slackened and were little changed from last year’s level. Sales in the two 
weeks ended September 22, however, rose sharply and were 11 per cent larger than in the corre
sponding period a year ago.

Railroad shipments of revenue freight in the last two weeks of August and the early part of 
September were in almost as large a volume as in the period prior to the week of Japanese surrender 
and only 7 per cent smaller than during the same period last year. In the middle of September 
shipments of most classes of freight were as large or larger than a year ago; loadings, however, of 
miscellaneous manufactured products which include munitions were at a reduced level.

C o m m o d i t y  P r ic e s
Prices of agricultural commodities declined from the early part of August to the early part of 

September but since that time have increased somewhat.
Maximum prices of petroleum products have been reduced somewhat since the early part of 

August, owing to lower transportation charges, while maximum prices of cotton goods, building 
materials, and various other industrial commodities have been increased.

A g r ic u l t u r e
Crop prospects continued to improve during August and total production is expected to equal 

the record harvests of 1942 and 1944. Cotton production, however, is forecast at only 10 million 
bales, which is about 2 million smaller than last year’s crop and the average for the past 10 years. 
Total carryover of raw cotton in this country on August 1 was about 11 million bales, slightly more 
than in the two previous seasons.

B a n k  C r e d it
In the first month of peace, Federal Government expenditures though reduced were still well in 

excess of receipts, and war loan balances at commercial banks were accordingly reduced. Adjusted 
demand and time deposits of weekly reporting banks increased by 1.8 billion dollars during the 
five weeks ended September 19, while war loan balances at these same banks declined by 3.4 billion. 
Thus, as in other periods between Treasury financing drives, Treasury expenditures tended to increase 
deposits of business and individuals at small banks more than at large ones.

The currency outflow continued and totaled 425 million dollars during the five-week period, but 
it was somewhat below the outflow of last year for the comparable period. Time deposit expansion 
continued as rapidly as in recent months.

Loans for purchasing and carrying Government securities at reporting banks were further 
liquidated during the five weeks by 470 million dollars and, in addition, reporting banks reduced 
holdings of U. S. Government securities by 1.3 billion dollars to meet the increase in reserve require
ments and net deposit declines. Smaller banks appear to have been purchasing Government 
securities during the period.

Reserve funds during the five-week period were supplied by an increase of 1.1 billion dollars in 
Reserve Bank holdings of Government securities and by a small increase in member banks borrow
ings from the Reserve Banks. This increase met the currency outflow and increased average reserve 
balances by close to 550 million dollars; this was about as much as the increase in required reserves, 
and excess reserves remained near one billion dollars.
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MONEY MARKET IN OCTOBER

October saw the start of the Victory Loan, the subscription 
books for marketable and nonmarketable securities being 
opened to individuals on October 29. The Victory Loan comes 
at a strategic time when consumers’ durable goods are only 
starting to roll off production lines and the substantial savings 
and current earnings of the public are more than ample to 
absorb the new supplies. Heavy public support of the Victory 
Loan will help to achieve a better balance between available 
purchasing power and supplies of goods and contribute in an 
important way toward restraining inflationary pressure in the 
early phase of the transition period, and will help to provide 
the funds still needed by the Treasury to meet the remaining 
costs of the war.

Coming toward the end of the month, the Victory Loan had 
of course no appreciable effects on the money market during 
October. Principal developments in the money market were 
related largely to substantial shifts of funds between New 
York and other parts of the country, which resulted in large 
part from Treasury operations and from transactions in Gov
ernment securities. Treasury war disbursements continued to 
decline, and these and other expenditures by the Treasury 
brought a further rise in demand deposits of individuals and 
business enterprises and with it an increase in reserve require
ments of the banks. The rise in currency circulation slowed up 
noticeably.

War expenditures continued their descent at a rapid though 
reduced rate. In the first 21 working days of the month, 
Treasury war spending was approximately 500 million dollars 
below the level of the comparable period in September which 
in turn was about a billion dollars below the comparable August 
figure. The decline in war disbursements was offset somewhat 
by redemptions of 50 million dollars of Treasury certificates 
which matured on October 1 ( and were not exchanged 
for new certificates), and of 175 million dollars of 
Series C Savings (tax) notes. As checks issued by the 
Government against funds withdrawn from War Loan 
deposits were deposited in private accounts, required 
reserves of member banks rose and in the four 
weeks ended October 24 increased 320 million dollars.

The Treasury entered October with an unusually large bal
ance in the Reserve Banks, accumulated over the period of 
heavy tax receipts in September, and had suspended withdrawals 
from War Loan deposit accounts for the last several days of 
that month. Because of this large balance, together with com
paratively heavy tax receipts in early October (resulting from 
a lag in processing the September quarterly tax collections), 
and the reduced rate of war expenditures, the Treasury was 
able to limit War Loan withdrawals to smaller amounts than 
in many previous months, and actually to suspend them again 
for a few days toward the middle of October. Cash disburse
ments exceeded receipts by a wide margin, and the Treasury’s 
balance in the Reserve Banks declined 668 million dollars, from 
961 million dollars on September 26 to 293 million on October 
17, and member bank reserve balances increased accordingly. 
In the week ended October 24, Treasury receipts and expendi
tures were approximately in balance.

Currency payments continued to draw funds from member 
bank reserves, but this drain on reserves has shown definite 
signs of slackening during the past two months. The increase 
in outstanding currency in the four weeks ended October 24 
was only 245 million dollars, compared with 558 million in the 
corresponding four weeks in 1944. Although the slackening 
in the rate of increase has been noticeable since soon after the 
end of the Pacific war, it is too early as yet to conclude that 
the wartime growth of currency circulation has come to an 
end, except for seasonal increases. However, another element 
in the lower rate of increase in currency outstanding— the 
return from circulation of large bills which are only partly 
exchanged for the lower denominations— is still operative.

The net effect of the Treasury’s operations in the three weeks 
ended October 17 was to ease member bank reserve positions, 

enabling the banks to retire Reserve Bank credit and 
expand excess reserves. Because of substantial shifts 
of funds between New York and other parts of the 
country, however, this retirement of Federal Reserve 
credit was uneven and often the contraction of one 
type of Reserve credit was accompanied by an expansion 
of another type. In the week ended October 24,
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the reduction in Reserve Bank credit was superseded by a net 
increase largely in response to a further increase in member 
bank reserve requirements.

Treasury transactions were one factor in the substantial shifts 
of funds between New York and other sections of the country 
during October. While Treasury disbursements exceeded 
receipts in the country as a whole, the reverse situation occurred 
in New York, reflecting the expenditure in other parts of the 
country of Treasury funds raised in the New York market.

There were also wide movements of funds between New 
York and other areas associated with fluctuations in corre
spondent bank balances held in City institutions and with trans
actions in the Government security market. In the week ended 
October 3, the transfer of commercial and financial funds out 
of New York amounted to more than 300 million dollars and 
represented chiefly the proceeds of the sale of Treasury certifi
cates and other short term Government securities by out-of- 
town banks in need of reserves. The effect of this outflow on 
New York City bank reserves was mitigated by a 125 mil
lion dollar increase in correspondent bank balances held with 
City banks, and Federal Reserve System purchases of substantial 
amounts of the Treasury certificates and notes offered in the 
New York market.

The subsequent easing of banking positions, brought about 
by substantial net Treasury disbursements, led to the develop
ment of an improved demand for certificates and other Gov
ernment securities, and the outflow of commercial and financial 
funds was reversed, funds being transferred to New York partly 
in payment for Government securities purchased in the open 
market and partly in response to seasonal influences. In the 
three weeks ended October 24, the net inflow amounted to 
450 million dollars; banking funds on deposit in New York 
declined slightly, although fluctuating widely from week to 
week. In the two weeks ended October 24, the Federal Reserve 
System made net sales of 101 million dollars of certificates 
and 0.90 per cent notes.

M e m b e r  B a n k  B o r r o w in g

On October 24, six weeks before the payment date for corpo
rate and institutional investor subscriptions to Victory Loan 
securities, member bank borrowings from the Reserve Banks 
amounted to only 390 million dollars, in contrast to 551 million 
on May 9 of this year, six weeks prior to the payment date 
for Seventh War Loan issues.

While member bank borrowings from the Federal Reserve 
Banks have run appreciably higher for most of the weeks 
following the Seventh drive than for the comparable period 
after the Sixth, in October they fell behind, reflecting a sub
stantial (and perhaps temporary) decline in the borrowings 
of member banks in the New York Federal Reserve District, 
as illustrated in the accompanying chart. Throughout the 
period, however, and particularly in recent weeks, member 
banks have shown a tendency to sell certificates and short term

Member Bank Borrowings from the Reserve Banks
M I L  L I O N S  
O F  D O L L A R S

Treasury notes instead of expanding their borrowings further. 
In part, however, sales of such securities have been an alterna
tive to, or substitute for the sale of Treasury bills to Federal 
Reserve Banks under repurchase options as a means of obtain
ing needed reserve funds, owing to the relative depletion of 
member bank bill holdings. The situation is strikingly indicated 
by the changes in the composition of Federal Reserve Govern
ment security acquisitions. Federal Reserve System market 
purchases of certificates have exceeded a billion dollars since 
the Seventh War Loan, as compared with small net sales after 
the Sixth. In contrast, after allowance for changes in the 
volume of Treasury bills outstanding, Federal Reserve holdings 
of bills increased only 125 million dollars in the more recent 
period, in contrast to 1,400 million in the earlier one.

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

Commercial, industrial, and agricultural loans of the weekly 
reporting member banks have been increasing steadily, with 
only minor interruptions, since July 25. Of the total increase 
of 348 million dollars between that date and October 17, 
215 million occurred among New York City weekly reporting 
banks and 133 million among those in 100 other cities. The 
steady gain has brought the total for all reporting banks back 
to the level of last February. Although the expansion has 
taken place largely since V-J Day, available data do not indi
cate that the increase has represented loans to war contractors 
pending settlement of claims for terminated war contracts.

Loans to brokers and dealers and others on Government 
securities continued to be liquidated at an accelerated pace, 
particularly at New York banks. Taking advantage of the 
strength in the Government security market, brokers and 
dealers reduced their borrowings from New York institutions 
by 237 million dollars in the three weeks ended October 17,
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and other borrowers on Government obligations liquidated 183 
million dollars of such loans. The following week saw smaller 
declines. Liquidation of security loans of weekly reporting 
banks in 100 cities outside New York proceeded at a much 
slower pace, particularly loans to security brokers and dealers. 
Contraction of loans since the peak of the borrowings during 
the Seventh War Loan has been much greater than that for a 
comparable period from the peak of the Sixth drive. Nonbank 
investors have reduced their borrowings from New York banks 
by approximately 900 million dollars since the July peak, in 
contrast to a decline of about 570 million dollars in the corre
sponding number of weeks following the peak borrowings of 
the Sixth drive. The expansion of Government security loans 
during the Seventh drive was so large, however, that the out
standing volume on October 17 was still well above the levels 
of the comparable date between the Sixth and Seventh drives, 
especially in the case of loans to borrowers other than brokers 
and dealers.

NEW CORPORATE FINANCING
Reflecting efforts to clear the calendar of new corporate 

issues before the start of the Victory Loan, the volume of new 
corporate financing rose sharply in October, and offerings 
established new high records for many years with respect both 
to the over-all total and to various categories of new issues. 
The aggregate volume in October of 1.1 billion dollars 
(preliminary) was the third highest monthly total since the 
new issues series was first compiled by the Commercial and 
Financial Chronicle in 1919, exceeded only by the September 
and May 1929 totals of approximately 1.5 and 1.3 billion 
dollars, respectively. In July 1945, the most recent peak, new 
corporate security flotations amounted to about one billion 
dollars. As to the new high records in the various categories 
of new securities, refunding issues and bond offerings were 
each greater in October than in any other month for which 
records have been kept, and equity financing was the highest 
since May 1930 with the exception of the July 1945 total.

Refunding issues continued to dominate the market, amount
ing to 910 million dollars and accounting for 80 per cent of the 
total volume of new issues sold in October. This was a gain of 
about 20 per cent over the previous peak of approximately 
750 million dollars in July 1945. Securities issued to obtain 
new money for the purpose of expanding plant, equipment, 
and working capital came to about 150 million dollars, or about 
twice the September volume, but were below the totals for 
May and July of this year.

Bonds were the major type of issue floated, amounting to 
about 860 million dollars, an increase of 200 million dollars 
over the July 1945 peak of about 660 million. Equity financ
ing, which has been growing steadily since 1942, came to 
approximately 190 million dollars for the month, but was about 
a third lower than the July level. Included in the months 
offerings was a 5 million dollar stock issue of a Mexican

manufacturing corporation, the first foreign company stock 
flotation in the New York market for some time. Public utility 
issues represented close to 60 per cent of the value of all new 
security offerings during the month.

For the first ten months of 1945, corporate financing totaled 
5.3 billion dollars, of which approximately 900 million dollars 
represented new money issues and 4.4 billion refunding securi
ties. The aggregate for 1945 to date exceeded that for any 
single year since 1929- The volume of refunding issues was 
higher than that for any previous whole year for which data 
are available. New money offerings, however, were somewhat 
more than 15 per cent below the volume for the corresponding 
months of 1937.

In addition to the influence of the approaching Victory Loan, 
the heavy concentration of new offerings in October may be 
attributed to the probable repeal of the excess profits tax on 
1946 income now under consideration in Congress which would 
eliminate the tax saving that corporations in the excess profits 
tax brackets are able to secure by refunding outstanding bond 
issues. Since most callable issues may be redeemed prior to 
maturity only at a premium above par and since the premium 
is deemed an expense item, the largest proportion of that 
premium expense (as well as the expense of floating a new 
issue) represents, for corporations paying excess profits taxes, 
a deduction from taxes that would otherwise have to be paid. 
Thus, apart from the interest savings involved in refunding 
issues, there is frequently a substantial tax saving.

For the most part, the reception of new issues by investors 
was favorable. The slowness with which some offerings had 
been distributed during July and August owing to the tendency 
toward lower prices in the market for outstanding issues had 
largely disappeared by October with the development of a 
firmer tone in the security markets. The buoyancy on the 
stock exchanges during most of the last two months was 
accompanied by especially favorable reception of new common 
stock issues, some of which were greatly oversubscribed and 
quickly sold at relatively substantial premiums in the open 
market on the date of public offering. Reflecting in part the 
keen rivalry for new public utility and railroad securities under 
competitive bidding, there have been some instances in recent 
months in which new offerings appear to have been priced too 
close to the market for outstanding issues of like quality and 
maturity to permit their rapid absorption, but few such cases 
developed during October.

N ATIONALIZATION OF THE BANK OF ENGLAND
Legislation for the nationalization of the Bank of England 

was introduced in the House of Commons by the Chancellor 
of the Exchequer, Hugh Dalton, on October 10. The new 
measure, entitled "Bank of England Act, 1945,” requires the 
approximately 17,000 bank stockholders to turn in their stock 
to nominees of the Treasury in exchange for new 3 per cent gov
ernment bonds, at the rate of 400 pounds for each 100 pound
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nominal share value. Thus the new 3 per cent bonds, which 
will be redeemable at par on or after April 5, 1966, will be 
issued in the amount of 58,212,000 pounds, or four times the 
nominal value of the bank’s outstanding shares (14,553,000 
pounds), and the individual stockholder, who has averaged 
a gross return of 12 per cent over the past twenty years, is 
assured of equal income from his investment under the new 
arrangement. Interest on the government stock will be pay
able each year on April 5 and October 5, and a full half-year’s 
payment will be made on whichever of these two dates occurs 
first after the Act goes into effect. The bank will pay to the 
Treasury semiannually, in lieu of dividends on bank stock, the 
sum of 873,180 pounds, representing a half-year’s interest at 
the rate of 3 per cent on the amount of government stock to 
be issued.

One of the clauses in the Act provides that the bank is not to 
become a government department but is to remain a chartered 
corporation, whose present membership of some 17,000 will 
be reduced to one stockholder and the members of the Court 
of Directors; the latter will remain members of the corpora
tion although no longer stockholders.

The bill further provides that the Governor, the Deputy Gov
ernor, and 16 directors of the bank shall be appointed by the 
Crown. This constitutes a change in the size of the bank’s 
Court of Directors, which has heretofore had a membership 
of 24. The practice up to now has been that the 24 members 
of the Court were elected annually by the General Court of 
Proprietors, while the Governor, as well as the Deputy Gov
ernor, was elected annually by the General Court on recom
mendation of the Court of Directors. Under the new bill the 
term of office is five years in the case of the Governor and 
Deputy Governor, and four years in the case of the directors, 
with one quarter of the latter retiring annually, and the Gov
ernor, Deputy Governor, and directors are all eligible for reap
pointment. Persons holding membership in Parliament or a 
paid office under the Crown are disqualified from holding office. 
The bill does not lay down any requirements as to the technical 
competence of appointees to the offices of Governor, Deputy 
Governor, and director, or as to the occupational fields or geo
graphical areas from which such appointees are to be chosen. 
The present Governor, Lord Catto, has consented to continue 
in office for the present and he will be the first Governor to 
be appointed by the Crown.

Under nationalization, complete responsibility for financial 
policy will be vested legally in the government and will be 
effected through the Crown’s appointments to the Court of 
Directors, as well as through Clause 4 of the new legislation, 
which authorizes the Treasury to "give such directions to the 
Bank as, after consultation with the Governor of the Bank, 
they think necessary in the public interest.” The same clause 
provides that "the Bank may if they think it necessary in the 
public interest, request information from and make recom
mendations to bankers, and may, if so authorized by the Treas

ury, issue directions to any banker for the purpose of securing 
that effect is given to any such request or recommendation.” * 

The "Bank of England Act, 1945,” after its approval by 
Parliament, will become effective on a day to be appointed by 
the Treasury; such day must be no later than three months after 
the passing of the Act.

SURVEY OF OWNERSHIP OF BUSINESS AND 
PERSONAL DEMAND DEPOSITS JULY 1945
The latest survey of ownership of demand deposits of indi

viduals, partnerships, and corporations in commercial banks 
in the Second Federal Reserve District— made just prior to 
the end of the war— reveals a slowing down during the six 
months ended July 1945 in the growth in deposits of retail 
and wholesale trade concerns and in personal accounts, which 
had formerly shown the most rapid gains of any groups of 
depositors. Perhaps in anticipation of reconversion expenses, 
manufacturing and mining and public utilities, transportation, 
and communications concerns increased their demand deposits 
much more than in the previous six-month period. Consider
ably larger increases than in most previous periods were also 
registered in the deposits of financial concerns other than insur
ance companies.

The changes since July 1943 in demand deposits by types 
of business and other accounts in all commercial banks in the 
Second Federal Reserve District are shown in the accompany
ing Chart. The most significant increases in deposits over the

Ownership of Business and Other Demand Deposits 
Estimated for All Commercial Banks in the 

Second Federal Reserve District*
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period were those of trade concerns and personal accounts, 
and of the manufacturing and mining group in the last six 
months particularly.

The recent survey includes reports from 130 member banks 
which have approximately three fourths of the total deposits 
in all commercial banks in the District, and classifies into 
several ownership groups about 70 per cent of the dollar 
amount of business and personal demand deposits in the report
ing banks. As in the five previous surveys, the accounts classi
fied were the larger ones, the minimum size of account classified 
varying according to the size of the bank.

On the basis of the reports received and other available data, 
it is estimated that total demand deposits of individuals, part
nerships, and corporations in all commercial banks in the 
District amounted to about 19-7 billion dollars as of July 1945. 
The gain since last January, the date of the preceding survey, 
is estimated at more than 1,100 million dollars, or 6.0 per cent, 
compared with an increase of 7.3 per cent between July 1944 
and January 1945.

Business and personal demand deposits in all commercial 
banks in the United States are estimated at 69-6 billion dollars 
at the end of July 1945. The expansion from last January 
amounted to 3.7 billion dollars, or 5.6 per cent, compared 
with 6.3 billion dollars, or 10.6 per cent in the July 1944- 
January 1945 period. In the United States the rate of expan
sion in the latest period declined nearly 50 per cent, compared 
with the preceding six months, whereas in the Second District 
the decline was less than 20 per cent. This difference largely 
reflects the fact that personal and trade accounts which re
corded substantial reductions in the rate of increase in the six 
months ended July 1945 comprise about half of the business 
and personal deposits in the United States but less than one 
third of the total of such deposits in the Second District. 
Furthermore, deposits of manufacturing and mining concerns, 
which rose sharply in the last six months, comprise 37 per 
cent of total deposits in the Second District as against only 26 
per cent in the country as a whole. Generally speaking, the 
trends which prevailed in the Second Federal Reserve District 
during the last year in the different types of deposit owner
ship were also apparent in the figures for the entire country.

For the entire year ended July 1945, deposits in this District 
of the nonfinancial business group rose considerably less than 
the average for all groups (13.8 per cent), although the retail 
and wholesale trade concerns increased their deposits over 19 
per cent. Manufacturing and mining accounts rose 9.8 per 
cent, public utilities, transportation, and communications, 8.3 
per cent, and all other nonfinancial businesses including con
struction and services, 9.7 per cent. Groups of depositors 
which showed better than average gains were: trust funds of 
banks with an increase of 49.6 per cent; all other financial 
businesses including investment, loan, insurance agency, and 
real estate businesses, 16.9 per cent; nonprofit organizations, 
24.9 per cent; and personal accounts, 16.5 per cent. Foreign

Estimated Ownership of Demand Deposits of Individuals, 
Partnerships, and Corporations in All Commercial Banks 

in the Second Federal Reserve District

July 1945 Percentage change

Type of owner Dollar 
amount in 

millions

Percentage
distribu

tion

Jan. 1945 
to

July 1945

July 1944 
to

July 1945

Manufacturing and mining........... 7,312 37.0 +  6.9 +  9 .8
Public utilities, transportation,

and communications................... 1,470 7.4 +  7.7 +  8 .3
Retail and wholesale trade and

dealers in commodities............... 2,620 13.3 +  3.9 + 19 .3
All other nonfinancial business, 

including construction and
1,036 5.3 +  1.1 +  9 .7

Total nonfinancial................... 12,438 63.0 +  5 .8 + 11 .5

Insurance companies....................... 813 4.1 +  2.9 + 12 .5
Trust funds of banks....................... 608 3.1 + 24 .4 + 49 .6
All other financial business*.......... 1,204 6.1 + 1 1 .0 + 16 .9

Total financial.......................... 2,625 13.3 + 11 .1 + 21 .6

Nonprofit organizations................. 436 2.2 +  5.3 + 24 .9
Personal (including farmers)......... 3,524 17.8 +  3.9 + 16 .5
Foreign accounts.............................. 721 3.7 +  2 .4 +  8.2

Total demand deposits of
individuals, partnerships, and
corporations.................................. 19,744 100.0 +  6 .0 + 13 .8

* Including investment, loan, insurance agency, and real estate businesses, etc.

accounts showed a relatively small increase, 8.2 per cent, and 
accounts of insurance companies were up 12.5 per cent.

The total dollar increase in all business and personal deposits 
during the year is estimated at 2,389 million dollars. Of this 
amount the growth in total nonfinancial business deposits ac
counted for 1,284 million dollars, or 54 per cent of the rise in 
all accounts, and was concentrated to a large degree in manu
facturing and mining which increased 655 million dollars, or 
27.4 per cent, and in retail and wholesale trade balances which 
increased 424 million dollars, or 17.7 per cent of the total. The 
years gain in financial accounts was 466 million dollars, or 20 
per cent of the total, and reflected to a large extent increases 
in trust funds of banks and in accounts of financial businesses 
other than insurance companies. Accumulations in personal 
accounts also were substantial, amounting to 498 million dol
lars or 21 per cent of the increase in total demand deposits of 
individuals, partnerships, and corporations.

W ARTIM E MANUFACTURING FACILITIES 
EXPANSION IN THE SECOND DISTRICT 
The value of manufacturing facilities authorized for con

struction in the Second Federal Reserve District between July 
1940 and May 1944 amounted to almost 2.1 billion dollars, 
according to War Production Board data. This is a little more 
than one tenth of the 20.3 billion dollars spent throughout the 
country. Not included in the data are expenditures on pri
vately financed expansions for civilian production, which 
accounted for an additional 3.5 billion in the country as a 
whole, and facilities in fields other than manufacturing, such 
as transportation, communications, public utilities, and hous
ing. The tremendous volume of plant and equipment added 
in the 1940-44 period is in itself a great achievement. With the 
end of the war, however, interest arises as to the value of 
these facilities in the postwar years.
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Of the 2.1 billion dollars authorized for plant and equipment 
in the District over the four-year period, 1.1 billion represen
ted new plant and equipment and 716 million expansion of 
existing facilities. The remaining 222 million went into con
version of existing manufacturing facilities. Most of the con
verted facilities will revert to their normal use after Govern
ment equipment has been removed.

Equipment represented 60 per cent of expenditures in the 
District in the 1940-44 period; its importance relative to the 
cost of construction and land depends largely on the nature of 
the industry. Structure is relatively more important in indus
tries where much of the work is assembling— shipbuilding, 
airplanes, explosives, and ammunition loading ( hence the huge 
expenditures for construction at the Brooklyn Navy Yard and 
at airplane assembly plants in the Buffalo area). The manu
facture of airplane engines, machinery, and ordnance required 
proportionately greater investment in factory equipment.

Less than one third of the total expenditures for plant and 
equipment was financed by private sources. Most of the 
609 million dollars from private funds went into conversion 
and expansion of the owners’ prewar plants; less than 200 mil
lion was for new plants. Federal participation accounts for a 
major portion of expansions in the various munitions industries, 
but only a small proportion of funds invested in the machinery, 
chemicals, food, and other miscellaneous industries (Table I). 
The share of public funds was very large in a few areas where 
new aircraft or aluminum plants were built, or where Govern
ment yards, arsenals, or ordnance works were established or 
enlarged.

Fa c il it ie s  Ex p a n s i o n  b y  In d u s t r y  a n d  L o c a t i o n

Approximately two thirds of all expansion of facilities in the 
District— a little more than in the remainder of the country—  
was for the production of aircraft, ships, ordnance, and explo
sives. Table II shows that 597 million dollars was spent to in
crease capacity for the production of aircraft— about 16 per cent 
of total investment in such facilities throughout the country. 
More than a third of the District’s new facilities are located 
in the Buffalo area, which includes Erie and Niagara Counties,

Table I
Financing of Manufacturing Facilities Expansion, July 1940 to May 1944 

Second Federal Reserve District

Industry
Total expenditures, 

in millions of
Per cent of total

dollars Public Private

All industries...................................... 2 ,0 5 9 .6 * 70 SO

Aircraft........................................ 596.5 89 11
Ships............................................ 335.4 88 12
Ordnance and explosives........ 407.2 84 16
Iron and steel............................ 98.8 53 47
Nonferrous metals.................... 125.1 53 47
Electrical equipmentt 
Chemicals and petroleum

230.8 38 62

products.................................. 120.4 28 72
Food and other......................... 145.3 27 73

* Data do not add to total because of rounding, 
t  Includes about 30 million dollars of machine tools.

Source: War Production Board, The Geographic Distribution of Manufacturing 
Facilities Expansion, July 1940 to M a y  1944 ; partly estimated by Federal 
Reserve Bank of New York.

where three large new plants (operated by General Motors, 
Curtiss-Wright, and Bell Aircraft) were constructed. The con
siderable expansion of the Brooklyn Navy Yard and of private 
yards in the New York-New Jersey harbor area accounts for 
the major part of the 335 million spent in the Second District 
on shipbuilding and repair facilities.

A total of 343 million dollars was invested in the manufac
ture of ordnance, such as motorized vehicles, guns, and am
munition in the District. Such expenditures consisted mostly 
of additions to existing plant and equipment in the major 
industrial areas. No one county accounted for as much as
10 per cent of this dollar volume, although expansions in New 
York City aggregated 57 million, mainly for production of in
struments and fire control equipment, rather than for heavy 
goods such as guns and tanks. Only a small part of the 
facilities added throughout the country for the manufacture 
and loading of explosives was located in this District.

Expansion of the electrical equipment industry in the Dis
trict cost 200 million, or nearly 25 per cent of the total for the 
country, which corresponds to the District’s share in the in
dustry before the war. New plant and equipment were added 
in several areas of the District and a large part of new facilities 
was financed with private funds and may be considered a 
permanent addition to the industry’s productive capacity.

The share of the District in the dollar volume spent through
out the country on nonmunitions facilities is not very large. In 
general, facilities additions followed closely the pattern of 
prewar location. No synthetic rubber facilities have been built 
in this District. Expansion for the output of chemicals and 
petroleum products cost 120 million or about 5 per cent of the 
total for the industry. Half of this amount went to the Northern 
New Jersey area, which was the largest chemical producing 
area in the country in 1939; the remainder was concentrated in 
Buffalo and New York City. Expansion was predominantly 
financed by private funds and, therefore, will not present much 
of a disposal problem. A third of the 99 million dollar ex
penditure in the District for the production of iron and steel 
was in the Buffalo area. Although the 125 million invested in 
the District in the nonferrous metals industry was only about 
8 per cent of the total for the country, New York State was one 
of seven States having authorizations exceeding 100 million 
dollars. Most of this was spent on two aluminum plants in 
Maspeth (Queens County, publicly financed), and Massena 
(St. Lawrence County, mixed financing).

The 2.1 billion dollars spent during the four years represents 
approximately 1,800 separate projects, but 37 new plants or 
expansions, costing 10 million or more each, accounted for 
57 per cent of the dollar volume. All but six of these large 
projects were financed by public funds, either entirely or to a 
very large extent. The expansion of the Brooklyn Navy Yard 
alone accounts for nearly one tenth of all funds spent in this 
District on wartime manufacturing facilities. Fourteen other 
projects, exceeding 25 million each, represent 32 per cent of
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Table II— Manufacturing Facilities Expansion by Industry, July 1940 
to May 1944, Second Federal Reserve District*

(In millions of dollars)

Locality
Total Aircraft Ships

Ordnance
and

explosives Metals
Electrical

equipmentf

Chemicals
and

petroleum
products

Food 
and other 

manu
facturing

Total Second District 2,059.6 596.5 335.4 407.2 223.9 230.8 120.4 145.,3

New York State........................................................... 1,383.0 350.5 249.8 308.1 172.6 123.8 62.3 115..9
New York C ity ................................................... 376.4 18.2 211.4 57.4 38.3 16.9 10.9 23..3
Buffalo-Niagara Falls area............................... 408.4 225.7 6 .3 60.1 38.8 24.6 39.6 13..3
Rochester area..................................................... 67.4 0 .3 0 .7 25.1 10.1 10.0 1.0 20.,2
Syracuse area....................................................... 73.1 7 .2 16.6 30.9 3.8 10.3 3.8 0..5
Albany-Schenectady-Troy area....................... 83.6 — 8.9 47.1 3.7 21.8 0.3 1..9

Remainder of State............................................ 374.1 99.1 5.9 87.6 77.9 40.3 6.7 56,.7

Northern New Jersey................................................. 596.4 224.7 85.5 73.7 45.0 82.9 57.7 27..0
Newark-Jersey City-Paterson area**............ 556.7 224.4 85.4 58.4 42.5 79.5 42.0 24 . 5

Other...................................................................... 39.8 0 .3 0.1 15.4 2 .5 3.3 15.7 2..5

Fairfield County, Conn.............................................. 80.2 21.4 0.1 25.3 6.3 24.2 0 .4 2 .5

* Data do not necessarily add to totals because of rounding, 
f  Includes about 30 million dollars of machine tools.
** Bergen, Essex, Hudson, Middlesex, Passaic, and Union Counties.

Source: War Production Board, The Geographic Distribution of Manufacturing Facilities Expansion, July 19Jfi to May 1944-

the total. The size of the individual plant will be important in 
considering the utilization of these facilities. Many of them 
consist of several units at the same location which could be 
disposed of and operated separately.

New facilities have generally been located in the major 
industrial areas of the District, and no new wartime industrial 
centers of any importance have been created in regions where 
manufacturing was not already prominent before the war. It 
is noteworthy, however, that the geographic distribution of 
wartime facilities differs from the prewar distribution of manu
facturing activity throughout the District in that a relatively 
larger portion is located in Northern New Jersey than in New 
York State. The greater concentration in the New Jersey 
section of the District is even more evident if investment in 
new plants alone is considered. In Northern New Jersey (and 
also in Fairfield County, Connecticut) a considerably larger 
proportion of total facilities additions was financed privately 
than in New York State.

D is p o s a l  o f  W a r t im e  Fa c il it ie s

It is not possible at this early date to estimate to what extent 
and how rapidly wartime facilities will be converted to peace
time use. It may be assumed that in every case where facilities 
have been financed by private funds, the expansion was under
taken because the postwar use of such facilities appeared cer
tain and because wartime legislation provided for accelerated 
amortization. Of the 1.5 billion dollars of public funds spent 
in this District, a major part has been used to equip either 
private or Government plants with machinery necessary to 
produce war goods. The disposal of this machinery, the market 
value of which has been reduced, of course, by use and obso
lescence, is largely a national problem since machine tools can 
be disposed of separately and beyond the limits of the District, 
or even exported. Some equipment, however, can be salvaged 
only if sold together with factories. Of the 570 million dollars

of public funds spent on construction, 140 million was spent 
on Navy yards and Government arsenals. They represent 
largely permanent additions to our military installations and 
do not belong to the category of disposable surplus factories. 
The main disposal problem in this District, as far as plants are 
concerned, is, then, the disposal of factory buildings costing 
about 430 million dollars. Very large plants in the Buffalo 
and the Paterson areas represent almost one fourth of this 
surplus factory space.

In general, there are two major problems involved in the 
disposal of surplus war plants: the pricing of facilities built 
at inflated wartime costs and the possible utilization, under a 
system of multiple leases, of the largest units, for which no 
single buyer can be found. The disposal process will take 
considerable time, and in many cases temporary lease arrange
ments may precede final sale. An expanding economy will 
require additional production capacity, so that the demand for 
plants built during the war will depend in part on the future 
level of economic activity, as well as the location and suitability 
of the facilities for peacetime production. By the middle of 
October, only four of the larger plants had been disposed of in 
the Second District, although some of the wartime operators 
had expressed the intention to take advantage of their options 
and numerous sales and leases were being negotiated.

DEPARTM ENT STORE TRADE
Shifts to a peacetime economy have brought about increased 

consumer demand for many types of department store merchan
dise. During the last few months purchases of men’s clothing 
have been exceptionally heavy. This demand has depleted the 
supplies on hand in the department stores, and new merchan
dise is coming in slowly. At the close of September, Second 
District department stores reported that stocks of men’s cloth
ing were 30 per cent below those one year earlier and 25 per 
cent below the 1939 level. Sales in the furniture and house
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wares departments have also increased substantially during the 
last few months. In these departments, however, the merchan
dise supply on hand and in the wholesale market is reported 
adequate to meet the demand. At the end of September furni
ture stocks in the department stores were 14 per cent above 
those on September 30,1944; stocks of housewares were 33 per 
cent higher in dollar value. Comparison with the prewar level 
shows an increase of over 50 per cent for both types of mer
chandise. Two departments, domestics and floor coverings, 
have turned in unfavorable sales records this year because of 
acute merchandise shortages. At the close of September stocks 
of sheets and pillow cases were 44 per cent below the year- 
earlier level and 60 per cent below 1939- The corresponding 
figures for floor coverings were 12 per cent and 40 per cent, 
respectively.

Sales of department store merchandise as a whole during 
October were exceptionally high in this District, approximately 
20 per cent above those of a year earlier. After adjustment 
for seasonal variations and differences in the number of shop
ping days, the index for October recovered to the July peak 
and was only about 5 per cent below the all-time high of last 
March. Sales so far this year have been running 10 per cent 
above the 1944 average and 65 per cent higher than in 1939. 
The dollar volume of department store stocks as a whole on 
September 30 was 6 per cent higher than a year ago, and 65 
per cent above the prewar level. The accompanying chart 
shows that the increases in dollar sales and in dollar stocks 
over the war period as a whole have been identical. Sales this 
year will establish another new record; stocks are currently 25 
per cent below the peak reached in July 1942, when anticipated 
shortages occasioned the piling up of inventories to the highest 
point on record.

Indexes of Department Store Sales and Stocks, Second 
Federal Reserve District, Adjusted for 

Seasonal Variation*
(1935-39 average=100 per cent)

PER CEN T

* The index of stocks has been revised and carried back to 1919. 
Source: Federal Reserve Bank of New York.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net sales

Stocks on 
hand 

Sept. 30, 1945Sept. 1945
Jan. through 

Sept. 1945

Department stores, Second D istrict.. . . +  4 +  12 +  6
New York C ity ...................................... +  5 +13 +  6
Northern New Jersey........................... +  2 +  12 +  8

+  3 +13 +10
Westchester and Fairfield Counties.. —  3 +  8 +12

Bridgeport........................................... —  6 +  3 +  4
Lower Hudson River Valley............... +  1 +14 —  1

Poughkeepsie...................................... +  4 +14 —  4
Upper Hudson River Valley............... +  9 +15 +  5

+24 +21 +11
Schenectady........................................ —  4 +  10 0

Central New York State..................... —  4 +10 +  4
Mohawk River Valley...................... —  7 +  4 —  7

—  7 +  3 —  7
—  2 +  13 +  12

Northern New York State.................. +  6 +17 —
Southern New York State................... +  2 +12 +  7

Binghamton........................................ +  2 +  15 +  9
—  1 +  9 +  2

Western New York State.................... 0 +  9 +  7
0 +  7 +  5

Niagara Falls...................................... —  2 +  8 — 13
Rochester............................................. 0 +11 +  13

Apparel stores (chiefly New York City). +  15 +22 +  5

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

(1935-39 average = 100 per cent)

Item
1944 1945

Sept. July August Sept.

Sales (average daily), unadjusted................. 158 118 120 171
Sales (average daily), seasonally adjusted.. 149 176 165 161

Stocks, unadjusted*.......................................... 164 160 173 174
Stocks, seasonally adjusted*.......................... 152 174 170 161

* Indexes revised; available upon request from 1919 to date.

Indexes of Business

Index
1944 1945

Sept. July August Sept.

Industrial production*, 1935-39 =  100.........
(Board of Governors, Federal Reserve 

System)

230 210r 187 17 2p

Electric power output*, 1935-39 =  100........
(Federal Reserve Bank of New York)

199 202 195 187 p

Ton-miles of railway freight*, 1935-39 = 100 
(Federal Reserve Bank of New York)

217 233 196 p —

Sales of all retail stores*, 1935-39 = 100 . .
(Department of Commerce)

Factory employment

179 191 190 p

United States, 1939 =  100..........................
(Bureau of Labor Statistics)

166 146 143 1243?

New York State, 1935-39 = 100................
(New York State Dept. of Labor)

Factory payrolls

146 128 128 117p

United States, 1939 =  100..........................
(Bureau of Labor Statistics)

334 287 258p '

New York State, 1935-39 =  100................
(New York State Dept, of Labor)

289 249 232 215p

Income payments*, 1935-39 =  100 .............
(Department of Commerce)

233 243 237p —

Wage rates, 1926 = 100...................................
(Federal Reserve Bank of New York)

167 170 169p —

Cost of living, 1935-39 = 100.........................
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100
(Federal Reserve Bank of New York)

127 129 129p

New York C ity ............................................. 80 94 87 82
Outside New York C ity .............................. 76 76 72 71

* Adjusted for seasonal variation. p Preliminary. r Revised.
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General Business and Financial Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

Output and employment at factories producing war products declined further in Sep
tember but production and incomes in most other sectors of the economy were maintained 
or increased somewhat. Retail buying in September and the first half of October continued 
above year ago levels.

In d u s t r i a l  P r o d u c t i o n

Industrial production declined eight per cent in September, reflecting mainly the con
tinued rapid liquidation of output for war purposes, and the Board’s seasonally adjusted index 
was 172 per cent of the 1935-39 average as compared with 187 in August and 210 in July.

Reduced activity in the machinery and transportation equipment industries continued 
to account for most of the decline in the total index. Output in these industries during Sep
tember was about one-fifth below the August average and one half of the rate at the beginning 
of the year. Steel production, on the other hand, was five per cent larger in September than 
in August. In the first three weeks of October, however, steel mill operations declined sub
stantially owing largely to a temporary reduction in coal supplies. Output of nonferrous metals, 
lumber, and stone, clay, and glass products decreased somewhat in September.

Production of nondurable goods, as a group, showed little change in September, as further 
reductions in output of war products in the chemical, petroleum, and rubber products indus
tries were offset by increases in output of most civilian-type products. Output of textile yarns 
and fabrics, shoes, meats, beverages, cigarettes, and paper products increased.

Output of minerals declined in September owing mainly to an eight per cent decrease 
in crude petroleum production. Coal production increased in September but in the first three 
weeks of October dropped sharply as a result of work interruptions at bituminous coal mines.

Contracts awarded for private construction, according to the F. W. Dodge Corporation, 
increased further in September, reflecting the largest volume of awards for nonresidential 
building in many years. Private residential awards showed little change and publicly-financed 
construction declined further.

Em p l o y m e n t

Employment at factories showed a decline of about 600,000 during the month of Sep
tember, as compared with a decrease of 1,600,000 workers during August, reflecting a much 
smaller reduction of munitions employment in September and some increases in other indus
tries. Employment in most nonmanufacturing lines, except Government service, was main
tained or increased slightly, after allowing for seasonal changes.

FEDERAL RESERVE BANK OF NEW YORK
MONTHLY REVIEW, NOVEMBER 1945

D is t r i b u t i o n

Department store sales in September showed about the usual sharp seasonal increase and 
the Board’s adjusted index was 199 per cent of the 1935-39 average. This was at the same high 
level as the average for the first half of 1945 and was seven per cent above that for September 
1944. In the first two weeks of October sales were 11 per cent larger than in the corresponding 
period last year.

The total volume of railroad revenue freight was maintained in September at the August 
rate and was only eight per cent lower than last year’s high level. In the early part of October 
shipments of coal and coke declined substantially as a result of the drop in coal production.

C o m m o d i t y  Pr ic e s

Prices of cotton, grains, and most other farm products increased somewhat from the 
middle of September to the middle of October, following decreases in the previous six weeks. 
Prices of most industrial products continued to be maintained at Federal maximum levels.

B a n k  C r e d it

Rising reserve requirements, resulting from expanded deposits of businesses and indi
viduals, and an increase in currency in circulation accounted for continuing needs for reserve 
funds by banks between the middle of September and the middle of October. These needs 
were supplied through decreases in Treasury and nonmember deposits at Federal Reserve 
Banks. The amount of Reserve Bank credit outstanding showed little change in the period. 
Money in circulation increased by 175 million dollars during the four weeks ended October 17; 
this was a smaller growth than has been customary in recent years reflecting in part some 
currency inflow following the mid-September tax date. Holdings of Government securities 
and member bank borrowing at the Reserve Banks increased fairly substantially in the latter 
part of September concurrent with a temporary rise in Treasury deposits, but both were later 
reduced. This reduction in security holdings was in Treasury bills and accompanied an increase 
in member bank holdings of bills.

At reporting banks in 101 leading cities loans for purchasing and carrying Government 
securities declined by 550 million dollars during the four weeks ended October 17; commercial 
loans increased somewhat, and holdings of securities showed little change in the aggregate. 
Loans on Government securities remained well above amounts outstanding immediately prior 
to the Seventh War Loan.

Indexes 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)
BILLIONS OF DOLLARS billions of dollars

Income Payments to Individuals, Based on Depart
ment of Commerce Estimates. Wages and 

Salaries Include Military Pay. Monthly 
Figures Raised to Annual Rates.

Indexes of the Cost of Living as Compiled by 
Bureau of Labor Statistics. Last Month in 

Each Calendar Quarter through Sep
tember 1940, Monthly Thereafter 
(1935-39 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 In

clude Direct and Guaranteed 
Issues (Latest figures are 

for October 17)
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O f Credit and Business Conditions
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V ol . 27 D E C E M B E R  1945 No. 12

MONEY MARKET IN NOVEMBER

Among the principal banking developments during Novem
ber was the further extension at an accelerated rate of the 
recent expansion in bank loans to business. On November 
21, commercial, industrial, and agricultural loans of the weekly 
reporting member banks in 101 cities reached 6,750 million 
dollars, the highest figure since August 1942. The increase 
since the middle of October amounted to 500 million dollars 
and since May 30, the low point for the year, to 983 million 
dollars. Although this advance is to some extent a normal 
seasonal occurrence, other factors have undoubtedly played an 
important part. This may be seen from the fact that in the 
corresponding period of 1944 (from low point to late Novem
ber) the growth of commercial, industrial, and agricultural 
loans of these banks came to only 454 million dollars.

Loan activity has increased particularly rapidly among 
central reserve New York City reporting banks, which 
accounted for 430 million dollars of the rise in business loans 
since May 30, or 44 per cent of the total for all reporting 
member banks. In contrast, in 1944 the New York banks 
accounted for about 26 per cent of the increase. The more 
rapid growth in business loans among the New York insti
tutions this year points to one of the factors responsible for 
the greater expansion of business loans among all reporting 
member banks. The New York banks have been actively 
participating, frequently with banks in other parts of the 
country, in the extension of large term loans to corporations, 
the proceeds in a number of cases being used for the purpose of 
retiring outstanding bonds and other fixed interest securities. 
Obviously such loans do not indicate greater business demand 
for funds, but rather competition between the capital market 
and the banks. However, some portion of these term loans has 
been for the purpose of meeting additional working capital 
requirements.

The expansion in business loans, shown in the accompanying 
chart, is particularly noteworthy in view of the accelerated 
liquidation of guaranteed war production loans* of all financing

* Loans guaranteed by the War and Navy Departments and the 
Maritime Commission through the Federal Reserve Banks under 
Regulation V of the Board of Governors of the Federal Reserve System.

institutions, a large part of which were made by the weekly 
reporting member banks. Guaranteed war loans fell to 836 
million dollars at the end of October, lowest since December 
1942, and declined 644 million dollars from the end of May 
1945 and 1,247 million from the peak at the end of July 1944. 
Although there was a shift of war loans from a guaranteed to 
an unguaranteed status in the first half of this year, unguaran
teed loans for war purposes have undoubtedly declined since 
then, particularly since the end of the war in the Pacific.

Thus the expansion of nonwar business loans has been 
greater than that indicated by total business loans. It may 
reflect, in addition to the seasonal building up of inventories 
and the substantial increase in term loans for refunding pur
poses, increased borrowing by business concerns whose opera
tions were curtailed during the war owing to restrictions on 
labor and materials, but which are now in the process of 
expansion following the lifting of controls. Thus * the 
current situation may, to some extent, be a reversal of that

Business and Guaranteed War Production Loans

1942 -1943 1944. 1945
* Commercial, industrial, and agricultural loans and open market paper of 

weekly reporting member banks in 101 cities as of the last statement date 
in each m onth; latest date shown is November 21. 

f  W ar production loans of all financing institutions guaranteed by W ar 
and Navy Departments and Maritime Commission through the Federal 
Reserve Banks under Regulation V  as of the end of each month.
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obtaining in the period beginning in early 1942, when business 
enterprises in the "nonessential” category were forced to cur
tail operations and so began paying off bank loans at a much 
faster rate than war contractors expanded their borrowings.

Although new securities offered in the Victory Loan drive 
were first placed on sale (to individuals) on October 29, 
no appreciable increase in bank loans on Government securities 
developed during the first half of November; in fact the total 
of such loans outstanding at all weekly reporting member 
banks was actually lower on November 14 than at the end of 
October. In the week ended November 21 (which included 
the issue date for marketable securities sold to individuals), 
however, Government security loans of the New York City 
banks increased 180 million dollars, of which 111 million were 
to security brokers and dealers and 69 million to other nonbank 
investors, and such loans at reporting banks in 100 other cities 
increased 200 million, including 13 million to brokers and 
dealers and 187 million to other borrowers.

Reporting member banks continued to accumulate Treasury 
bonds, and in the four weeks ended November 21 made net 
purchases amounting to 423 million dollars, which carried 
their bond holdings to a new high level. However, holdings 
of other types of Government securities, especially bills and 
notes, were reduced 335 million dollars, so that total holdings 
of Government securities of all types increased only 88 million. 
Outside New York City, total Government security holdings 
of reporting banks rose considerably more, as net purchases of 
321 million dollars of bonds and 11 million of certificates sub
stantially exceeded net sales of 22 million of bills and 53 million 
of notes. Among New York City banks, pressure on the 
reserve position forced a net liquidation of 169 million dollars 
of Government securities, involving the net of 271 million 
of securities other than bonds (of which 165 were bills) and 
an increase of 102 million in bond holdings.

At the same time that weekly reporting member bank 
portfolios of Government securities rose 88 million, net, 
Federal Reserve Banks acquired 254 million dollars of such 
securities, indicating net sales by nonreporting banks or (more 
probably) by nonbank investors in the four weeks ended 
November 21. Sales of outstanding securities by nonbank 
investors apparently were partly for the purpose of acquiring 
funds in order to subscribe to Victory Loan issues, but in part 
reflected sales of temporary corporation investments to provide 
funds with which to retire securities that had been called for 
redemption.

Partly as a consequence of subscriptions for Victory Loan 
issues, demand deposits (adjusted) of the reporting banks fell 
124 million dollars in the four weeks ended November 21. 
From the low point, following the Seventh drive (July 4) to 
November 21, demand deposits (adjusted) have risen only 
about 3.9 billion dollars, as compared with approximately 5.8 
billion in the comparable period after the Sixth drive (January 
3-May 23, 1945). Government deposits following the

Seventh drive declined 7.6 billion dollars as against 8.5 billion 
in the corresponding weeks following the Sixth drive.

Apparently a substantial portion of Government expenditures 
of the funds withdrawn from War Loan deposits in weekly 
reporting member banks was made in parts of the country 
other than those served by these banks. The rise in adjusted 
demand deposits after the Seventh drive therefore decreased 
substantially relative to the decline in War Loan deposits 
among the weekly reporting banks and increased among 
banks in other areas. To a large exent, this shift in 
the geographic distribution of Government expenditures prob
ably reflects the sharp drop in Treasury spending for munitions 
in relation to other war disbursements including pay and 
subsistence for the Armed Forces, which have been well sus
tained and many of which are made outside the major industrial 
regions covered by the reporting bank figures.

M e M b e r  B a n k  R e se r v e  P o s it io n s

The position of the money market in November, on the 
eve of the opening of the books to corporations and institutional 
investors for subscriptions to Government securities offered 
in the Victory Loan, was one of moderate pressure on member 
bank reserves. The current banking position, however, is in 
striking contrast to the heavy strain which marked similar 
periods prior to past War Loan drives, such as November a 
year ago, just before the Sixth drive. At that time, the banking 
position was particularly tight; pre-Christmas currency 
demands in 1944 were heavy, and money in circulation rose 
665 million in the four weeks ended November 22. This 
year, in what promises to be the most active Christmas shop
ping season in history, circulation in the four weeks ended 
November 21 increased only 224 million dollars.

Reserve requirements of the member banks increased almost 
650 million dollars in the four weeks ended November 22,
1944, as against a decline of 9 million in the four weeks ended 
November 21, 1945. In the earlier period, heavy withdrawals 
from War Loan deposit accounts, against which no reserves 
are required, and the resultant shift of funds through 
Treasury disbursement to private deposit accounts subject to 
reserves, were not offset in any large measure by early sub
scriptions to the securities offered in the Sixth drive. In the 
current period, Treasury disbursements, and consequently War 
Loan withdrawals, were on a much smaller scale owing to the 
decline of war expenditures, so that Victory Loan subscriptions 
by individuals paid for through credits to War Loan deposits 
tended to offset the withdrawals and reserve requirements 
were practically unchanged.

Member bank needs for Reserve Bank credit, therefore, 
were much less urgent prior to the Victory Loan than before 
the Sixth War Loan, and total loans and discounts and Govern
ment security holdings of the Federal Reserve System increased 
less than 500 million dollars in the four weeks ended November 
21, in contrast to an increase of about 1,300 million in the 
the corresponding four weeks of 1944.
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W ARTIME SHIFTS IN THE UNITED STATES 
BALANCE OF IN TERNATIONAL PAYMENTS

The termination in August of about six years of war brought 
to a close a period in which the United States balance of inter
national payments probably underwent more rapid and funda
mental changes than at any time in the financial history of the 
country. While many factors are still not publicly available 
for making a complete analysis of these wartime developments, 
sufficient data have been released, including the Department of 
Commerce reports on merchandise exports and imports and 
the data on international gold and capital movements recently 
published by the Board of Governors of the Federal Reserve 
System*, to indicate the important shifts which have taken 
place since 1939. The accompanying chart shows lend-lease 
and other merchandise exports as well as imports through the 
war period.

One of the most pronounced characteristics of the United 
States wartime balance of payments was the huge excess of 
merchandise exports, reflecting, of course, the heavy demand 
by our Allies for American war materiel and food supplies 
throughout the period— both prior to and after our entry into 
the war. The merchandise export surplus— which occurred 
despite an increase in our purchases abroad, especially of 
strategic raw materials— rose to unprecedented heights, reach
ing a peak of slightly over one billion dollars in the month of 
May 1944, and aggregating around 33 billion dollars for the 
six years ended August 1945.

In the intial stage of the war, prior to the time lend-lease 
operations were well under way, the large expansion in our 
merchandise exports was accompanied first by net sales to the 
United States of foreign-owned gold, and then by a liquidation 
of both short and long term dollar assets. From the beginning 
of the war through October 1941, there was a net inflow of 
gold from abroad amounting to around 5.7 billion dollars, the 
bulk of which had occurred by the time lend-lease was approved 
on March 11, 1941. Late in 1941, however, the gold move
ment was reversed through sales of gold to foreign central 
banks and governments which persisted throughout most of 
the remaining months of the war; much of the gold so 
acquired was "earmarked” here for their account. As a result 
of this reversal, by the end of August 1945, foreign countries, 
taken as a group, had recouped about 2.7 billion dollars of their 
previous gold losses, so that their net loss of gold to the United 
States for the entire war period was reduced to 3.0 billion 
dollars. A large part of the acquisitions of gold in the later 
period, however, were by countries other than those which had 
sustained heavy losses of gold in the first two war years.

The shift in 1941 from foreign sales to purchases of gold 
reflected, of course, the rapid expansion in lend-lease aid to our 
Allies and our heavy outlays abroad for military and other

* See 'Federal Reserve Bulletin, August 1945, September 1945, and 
subsequent issues.

M I L L I O N S

United States Foreign Trade*

* September 1945 preliminary.
Source : Department of Commerce.

purposes. From the beginning of the program, lend-lease aid 
predominated as the means of financing the transfer of all 
types of goods and the rendering of various services to our 
Allies. The extension of lend-lease aid reached a peak of 1.6 
billion dollars in March 1944, during the preparations for the 
invasion of Europe. Although by June 1945 (the latest date 
for which data on total lend-lease aid have been published), 
the volume had declined irregularly to 1.2 billion dollars, the 
cumulative amount through this date was somewhat over 42 
billion dollars. This was partially offset by around six billion 
dollars of reverse lend-lease aid provided to us.

As the chart shows, exports from this country turned down
ward after the middle of 1944, and dropped sharply following 
the end of the war with Japan and the termination of lend- 
lease by President Truman last August. Nevertheless certain 
goods for which plans for repayment were completed have 
continued to be exported under the lend-lease program. In 
September, lend-lease exports amounted to 158 million dollars, 
as compared with 414 million in August and 539 million in 
July. Arrangements have been made, or are under discussion, 
with a number of countries to finance over a long period goods 
contracted for prior to the termination of lend-lease aid. 
Under an agreement concluded with the Soviet Union in 
October, for example, 400 million dollars of lend-lease goods 
will be paid for in annual instalments over a 30-year period, 
with interest at 2 Ys per cent. In addition, the Export Import 
Bank, under its recently expanded lending program, has 
approved so-called "lend-lease take out” loans to cover goods 
requisitioned under the lend-lease program but not contracted 
for as of V-J Day. Such loans have been approved for France, 
Belgium, and the Netherlands. Moreover, the Export Import
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Bank has approved reconstruction loans— not related to the 
termination of lend-lease— for Denmark, Norway, the Nether
lands, the Netherlands East Indies, and Belgium. Discussions 
have also been under way for large-scale United States Govern
ment loans to Great Britain.

Concurrently with the wartime changes in international gold 
movements, numerous changes also occurred during the war in 
both the character and the direction of the flow of capital 
between the United States and abroad. In the first place, with 
the virtually world-wide application of governmental controls 
over international trade and finance, the peacetime flow of pri
vate capital between countries all but disappeared and interna
tional movements of capital became largely a matter of govern- 
ment-to-government transfers. As was true of international 
gold movements, the wartime capital flow went through two 
phases— one during the "cash and carry” period of our neu
trality and another during the lend-lease period. Following 
the heavy inflow of gold during 1940, there was a fairly sizable 
liquidation of foreign-owned assets in the United States, 
particularly on the part of the British, in order to finance the 
purchase of American goods that were essential to the war 
effort of the allied nations. From the end of September 1940 
to the end of February 1942, the net capital "outflow”, result
ing largely from this liquidation, amounted to about 680 
million dollars; one half of this movement reflected sales by 
foreigners of American securities. As our lend-lease aid began 
to assume significant proportions and as our cash expenditures 
abroad expanded, foreigners began to acquire dollar exchange 
in amounts exceeding their current requirements. A capitaL 
"inflow”, mainly in the form of an increase in foreign-owned 
short term dollar assets, first became evident in March 1942 and 
continued with little interruption throughout the war. From 
the end of February 1942 to the end of June 1945 (the latest 
available date), the recorded net "inflow” of capital aggregated 
three billion dollars. (Large additional amounts of dollars had 
been acquired by foreign countries and used for the purchase 
of gold during the period.) For the entire war period through 
June 1945 a net "inflow” of capital amounting to 3.1 billion 
dollars was reported. Of this movement, 985 million dollars 
was for Canadian account, while roughly 850 million dollars 
and 800 million dollars were for accounts of Asia and of the 
Latin American Republics, respectively (all figures exclusive 
of dollars used for the purchase of gold). At the same time, 
British holdings of banking assets and long term securities in 
this country were reduced by a net amount of approximately 
260 million dollars. As of June 30, 1945, total banking funds 
held in the United States for foreign account amounted to 5.9 
billion dollars, of which over one half, or 3.5 billion dollars, 
was for official account alone. These totals are the largest on 
record and represent an increase of 2.9 billion dollars in total 
banking funds and of 2.5 billion dollars in official funds for 
the war period.

Estimated Monetary Gold Reserves* 
(In millions of dollars)

Change

Country
Aug. 1939 June 1941 Aug. 1945

Aug. 1939 
to

Aug. 1945

June 1941 
to

Aug. 1945

United States.............. 16,646 22,624 20,088 +3,442 -2,536

Estimated total foreign
(Excl. U .S.S .R .). . . 10,800 8,200 13,700 +2,900 +5,500

Estimated total
Latin America......... 710 845 2,700 +1,990 +1,855

431
4

**
4

1,1116
17

+
+

680
13 13

35 62 352 + 317 290
Chile......................... 30 30 59 + 29 29

20 18 104 + 84 86
4 5 21 + 17 16

El Salvador............. 7 7 13 + 6 6
Guatemala............... 8 11 28 + 20 17

29 59 255 + 226 196
20 20 28 + 8 8
68 108 189 + 121 + 81

Venezuela................. 52 40 186 + 134 + 146

Other Countries
** 42a 109c — + 67

355 192 479 + 124 + 287
Switzerland............. 587 528 1,084 + 497 + 556
Turkey..................... 30 97 234 + 204 + 137
Union of So. A frica.. 222 427 909 + 687 + 482

* The individual countries listed here in general represent those which publish 
figures regularly on their total gold reserves.

** Published figure for total gold reserves not available. 
a December 1941. b December 1944. c July 1945.

While there were wide shifts, both during the various phases 
of the war and as between countries, the net accumulation of 
dollar assets by all foreign countries for the entire war period 
was about offset by their 3.0 billion dollar net loss of gold to the 
United States during the same period. This, however, is not to 
say that total foreign gold reserves were reduced by that amount 
during the war, since the value of new gold production abroad 
outside the Soviet Union was close to 800 million dollars 
annually in the six-year period.

Estimated total foreign monetary gold reserves (excluding 
those of U.S.S.R.), which were about 10.8 billion dollars as of 
August 1939, declined to 8.2 billion dollars by June 1941, but 
rose again to reach 13.7 billion dollars by the end of the war as 
a result of the foreign gold buying program, which first became 
apparent in mid-1941. Thus, an over-all increase of 2.9 billion 
dollars occurred in foreign gold stocks during the war. As the 
accompanying table indicates, the principal gainers of gold for 
the period were the Latin American countries and the neutrals, 
many of which benefited largely from our purchases abroad. 
The Latin American countries alone accounted for two billion 
dollars of the net increase in all foreign gold holdings during 
the war. Increases ranging from 125 to nearly 500 million 
dollars were reported in the monetary gold reserves of Switzer
land, Turkey, and Sweden for the period. On the other hand, 
the gold reserves of many other foreign countries, chiefly the 
belligerents, have been substantially reduced as a result of the 
war. The monetary gold reserves of the United States, which 
stood at 16.6 billion dollars at the beginning of the war, rose 
to a peak of nearly 23 billion dollars in November 1941 and 
were 20.1 billion dollars at the end of August 1945.
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PROGRESS OF RECONVERSION
"The outstanding feature of the reconversion record to date 

is the small amount of temporary reconversion disemployment 
outside the automobile industry,” Administrator J. D. Small of 
the Civilian Production Administration (which has succeeded 
the War Production Board) declared on November 15. His 
statement is substantiated by Census surveys which show that 
in mid-October only about 1,500,000 persons in the country 
were jobless and that unemployment declined by nearly 10 per 
cent between September and October. The Social Security 
Board reports that no increase occurred between October and 
November in the number of applicants for unemployment 
compensation. About 40 per cent of the war workers displaced 
since V-J Day have found other employment; others, mainly 
women and young people, are not presently looking for work. 
More than 800,000 persons normally in the labor force, includ
ing many returned veterans, appear not to have been actively 
seeking work in October. Some of these withdrawals from the 
labor market are probably only temporary. Thus far, the labor 
market situation reflects mainly displacement of war workers. 
In the months to come absorption of the five to six million 
veterans still to be discharged will be the major factor.

Meanwhile, physical reconversion is making satisfactory pro
gress and has already been virtually completed in a number of 
industries. Most industries are either understaffed now or 
anticipate additional labor needs early next year. Reports 
collected in October by the War Production Board from lead
ing metal products manufacturers ( including aircraft, ship, and 
ordnance, as well as machinery and consumers’ durable goods 
producers) indicate that these industries as a whole do not plan 
to reduce working forces any further. Additional layoffs at 
war plants (particularly shipyards), which are still completing 
Government contracts, are expected to be more than offset by 
the expansion of civilian production. The manufacturers 
reporting to WPB expect a 10 per cent increase in employ
ment by next June.

Industries producing materials such as steel, brass, industrial 
chemicals, coal, textiles, lumber, and paper are unable to fill 
demands from customers who want to expand rapidly their 
civilian production and at the same time are trying to replenish 
their inventories. By and large, basic industries have not had 
an extensive changeover problem and have been able to retain 
practically all their employees. The recent coal strike necessi
tated the shutting down of some blast furnaces in October and 
reduced the output of steel for that month; but at present the 
steel industry is operating at nearly 85 per cent of capacity 
(which is the equivalent of at least 100 per cent of prewar 
capacity), an unexpectedly high level, and the volume of 
unfilled orders continues very large. Output of bituminous 
coal in November may be larger than it has been in any month 
in over a year. Lumber and textile production are handicapped 
by labor shortages. Reports from employment offices show

many job openings, particularly in textile mills, which remain 
difficult to fill because of relatively unattractive wage rates.

Although the reconversion employment situation appears 
more favorable than was widely predicted three months ago, 
the flow of basic materials to manufacturers and of finished 
goods to distributors and consumers remains disappointing. 
Shortages of steel sheets and castings, textiles, lumber, tires, 
and component parts are retarding the expansion of civilian 
production in many industries. The flow of materials to the 
construction, apparel, furniture, and printing industries, for 
instance, is not sufficient to meet the urgent demand. Strikes 
for higher wages have also slowed down the return to peace
time production and apparently will continue to impede the 
progress of reconversion. The present work stoppage at 
General Motors plants throughout the country is only one 
phase of the struggle for the maintenance of wartime take- 
home pay with a shorter work week. The wage question is 
itself part of the cost-price problem which from the outset 
has threatened to be the most difficult of the reconversion 
adjustments. Delays in price fixing for goods not produced for 
civilians during the war are reported to have had a retarding 
effect in some cases. Uncertainty as to future costs, prices, 
and profit margins pervades the entire economic system and 
manifests itself not only in wage conflicts, but also in delays in 
placing construction contracts and in the reluctance of pro
ducers to accept orders at fixed prices. In addition, the repeal 
of the excess profits tax seems to have had the unexpected effect 
of slowing down production and the movement of goods 
through trade channels as many manufacturers and traders are 
reported to have delayed expansion of output or to have built 
up inventories in anticipation of the lower tax rates effective 
January 1. This has prompted Reconversion Director Snyder 
to issue a stern warning of the consequences of such a policy. 
Finally, there is the uncertainty as to the foreign trade outlook 
which will prevail until a more definite picture of postwar 
international exchange of goods emerges.

The failure of consumers’ goods to reach the market 
promptly aggravates the upward pressure on prices. Depart
ment store sales now are running more than 10 per cent above 
last year’s record level, reflecting the urgent and almost indis
criminate demand for merchandise. Hotels, restaurants, and 
places of amusement are overcrowded, and service establish
ments are doing an excellent business. Prolongation of the 
transition period, rather than generating pessimism, and exces
sive caution on the part of consumers and businessmen, as had 
been feared, now threatens to strengthen inflationary tenden
cies. While the cost of living index has remained unchanged 
in recent months, its food component is almost certain to show 
some further rise as food subsidies are gradually abolished 
while export needs remain large. Strong upward pressures on 
manufacturers’ and wholesale prices are apparent.
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SECOND DISTRICT AGRICULTURE 
A T  THE END OF THE W A R
Cash income from farm marketings in the Second District 

will probably reach the 750 million mark this year and may 
exceed last year’s farm income by about 4 per cent. This 
increase stems from higher prices rather than a greater volume 
of production, prices received by farmers in the country as 
a whole being 4 per cent above last year’s average. Milk 
production, which in this District usually accounts for about 
40 per cent of total farm income, in 1945 has been at the 
highest level in over a decade. This may be attributed in part 
to favorable pasture conditions, and more adequate feed 
supplies. To satisfy the great demand for milk farmers have 
been able to sell a larger part of their output as fluid milk 
and cream in 1945 than in previous years, with the result 
that the output of butter has been relatively small. Since 
farmers receive higher prices for fluid milk, this shift has 
increased their income. The production of eggs fell below 
the average of recent years, reflecting primarily a reduction in 
the size of flocks.

Crop production as a whole did not surpass last year’s near- 
record volume. Variations for individual crops from 1944 
output are due to weather conditions rather than any significant 
changes in the acreage planted. Unseasonably high tempera
tures in March, followed by heavy frost, spoiled the larger 
portion of fruit crops in the Northeast. Wheat and truck 
crops, including potatoes, on the other hand, have been 
unusually large. The output of corn, small grains, and hay in 
the District was practically unchanged from last year. More 
hired farm help was available during the harvest season than 
in any of the previous three summers.

Cash Income from Farm Marketings 
in the Second District 1929-1945*

MILLIONS
OF DOLLARS

1 92 9 ’30  ’ 31 ’ 32  ’33  ’3 4  ’ 35  ’ 36  ’ 37  ’38  ’39  ’4 0  ’4 ! ’4 2  ’4 3  ’4 4  ’45

* 1945 preliminary.
Sources: Bureau of the Census and Department of Agriculture; partly 

estimated by Federal Reserve Bank of New York.

Changes in Second District agricultural income between 1929 
and 1945 and the major sources of such income in 1939 are 
depicted in the chart below. Net farm income has fluctuated 
less than the gross cash income from farm marketings shown 
in the chart because of changes in production expenses for 
wages, farm machinery, fuel, and feed. The physical volume 
of agricultural output in 1945 was about 10 per cent above the 
1935-39 average, while prices received by farmers nearly 
doubled, leaving the farm population better off than it has 
been at any time since the first World War despite mounting 
production costs.

Partly reflecting the improvement in the financial position 
of farmers, farm real estate values rose 30 per cent both in 
New York State and in New Jersey during the last 5 years. 
Increases in other assets, such as livestock on farms, represent 
a rise in prices rather than in numbers. Data on the growth 
of financial assets— principally currency, bank deposits, and 
savings bonds— owned by farmers are not available for the 
District, but in the country as a whole the financial assets of 
farmers are estimated to have doubled between 1940 and 1945. 
During the same period farmers in the District reduced their 
liabilities, so that their proprietary interest is much greater 
now than before the war. Farm mortgage debt declined 
from 1940 to 1945 by over 20 per cent in New York State 
and by about 8 per cent in New Jersey. The gradual fall of 
interest rates on outstanding farm mortgages (from approxi
mately 6 per cent in 1929 to less than 5 per cent this year for 
the Middle Atlantic region) has reduced the burden of the 
remaining debt. Nonmortgage indebtedness of farmers for

Indexes o f Business

1944 1945
Index

Oct. Aug. Sept. Oct.
Industrial production*, 1935-39 = 100......... 232 187 171r 164 p

(Board of Governors, Federal Reserve 
System)

Electric power output*, 1935-39 =  100........ 197 192 186r 180 p
(Federal Reserve Bank of New York) 

Ton-miles of railway freight*, 1935-39 = 100 224 198r 193p
(Federal Reserve Bank of New York)

Sales of all retail stores*, 1935-39 = 100........ 185 189r 190p
(Department of Commerce)

Factory employment
United States, 1939 =  100........................... 164 143 123r 122 p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100................ 146 128 117 116 p
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 = 100.......................... 335 257r 216p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 287 232 215 217 p
(New York State Dept, of Labor)

Income payments*, 1935-39 =  100............... 236 236r 230p
(Department of Commerce)

Wage rates, 1926 =  100................................... 167 169 167 p
(Federal Reserve Bank of New York) 

Consumers’ pricesf. 1935-39 = 100............... 127 129 129 129 p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(Federal Reserve Bank of New York)
New York C ity ............................................. 76 87 82 84
Outside New York C ity .............................. 73 72 71 68

♦Adjusted for seasonal variation. p Preliminary. r Revised.
-{•Formerly called cost of living index.
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the country as a whole declined by roughly 10 per cent over 
the last 5 years. Although corresponding data for this Dis
trict are not available, the decline here probably has been of 
the same order of magnitude.

THE SUPPLY OF DEPARTM ENT STORE MER
CHANDISE FOR THE 1945 CHRISTMAS TRADE*
Consumer demand for department store merchandise during 

the Christmas season is expected to break all previous records. 
In addition to an unusually large dollar volume of gift buying, 
the Christmas trade this year will be stimulated by the demands 
of the returning servicemen, mainly for clothing and home
furnishings. Resumption of civilian goods production is bring
ing back limited amounts of many items in the durable 
consumer goods field, but the demand far outstrips the supply.

Although department store stocks as a whole have been 
maintained at fairly high levels, the breakdown by type of 
merchandise reveals acute shortages in many lines. The 
accompanying chart shows that stocks on hand in terms of 
current sales (expressed as the ratio of stocks on hand at the 
end of October to sales during the month) are exceptionally 
low for men’s clothing, hosiery, lingerie, yard goods, and sheets 
and pillow cases. Stocks of major household appliances still 
are practically nonexistent.

Stocks of mens clothing, as shown in the table below, are 
more than 40 per cent lower than last year at the same time, 
whereas sales have increased nearly 50 per cent. Consequently 
at the end of October the supplies on hand of men’s clothing 
amounted to about six weeks’ sales, whereas a year ago inven

* Supplemental tabulations giving average monthly indexes of sales 
by departments for 1935-39, 1944, and 1945, and the estimated dollar 
volume of sales and stocks in this period are available upon request.

tories were two and a half times as large in relation to sales. 
The customer’s choice is considerably narrowed by the deple
tion of stocks and actual shortages exist for particular articles, 
qualities, and sizes. The dollar value of inventories of men’s 
furnishings and boys’ wear is only slightly below last year’s 
levels, but sales, particularly of men’s furnishings, are running 
at a considerably higher level. This situation is reflected in a 
decline of the ratios of stocks to sales in these two groups com
pared with last year’s ratios.

In the women’s wear department the picture is less uniform. 
Sales have been increasing all along the line, but inventories 
could not be maintained and in some cases limitation of stocks 
hampers a further expansion of sales. In the lingerie and 
hosiery departments, which normally are important elements 
in the holiday trade, modest increases in October over the 1944 
sales were supported out of inventories, with the result that 
stocks at the end of the month were about one-third below last 
year’s levels. Even in those women’s wear departments where 
stocks are more ample than a year ago, their increase lags 
behind the expansion of sales, again with the result that the 
ratio of stocks to sales declined as compared with last October. 
Only infants’ wear and neckwear supplies increased percentage
wise more than sales. However, increases in the dollar value 
of inventories, here as in all other departments, do not 
necessarily reflect larger supplies in physical terms, as price 
increases and shifts to higher priced merchandise frequently are 
important factors in the value of inventories.

Among other soft goods, supplies of sheets and pillow cases, 
blankets and spreads, and also yard goods are particularly 
scanty in the face of sustained demand. Stocks in these depart
ments range from less than October sales to not more than two 
months’ sales at that rate. Shoe sales have been exceptionally

6 -  

5 -

Ratio o f  October Stocks to Sales by Type o f  M erchandise for Departm ent Stores in the Second Federal R eserve D istrict*
(N um ber o f m onths’ supply at the October rate o f sales)
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Departm ent Store Sales and Stocks by  T ype o f M erchandise* 
Second Federal R eserve D istrict

Type of merchandise

Percentage changes in 
sales and stocks

Ratio of stocks to sales

October 1945 
compared with 
October 1944

October 1945 
compared with 

average 
October 1935-39

1

October

1945Sales Stocks Sales Stocks
Average
1935-39 1942

Total................................ +  18 +  5 +  73 +  55 2.5 3.4 2.3

Women'8 and misses' wear
Coats, suits....................... +  25 —10 +  77 +  51 1.3 1.6 1.1
Dresses............................. +  23 — 3 +  70 +  61 1.1 1.3 1.1
Juniors’ and girls’ wear----- +  20 +14 +129 +135 1.7 2.1 1.7
Blouses, sportswear........... +  25 +17 +151 +180 1.8 2.3 2.1
Furs................................... +  27 +23 +  77 +  62 3.7 3.4 3.4
Neckwear, scarfs.............. +  17 +46 +152 +295 1.7 1.8 2.6
Millinery........................... +  22 +  8 +  77 +116 0.6 0.7 0.8
Handbags......................... +  17 +17 +  71 +133 2.2 2.9 3.0
Shoes................................. +  34 +  6 +  71 +  13 4.5 4.3 3.0
Hosiery............................. +  4 —36 +  61 — 27 2.5 2.8 1.1
Lingerie............................. +  10 —28 +141 +  16 3.5 4.0 1.7
Corsets, brassieres............. +  31 +21 +101 +  61 2.5 4.9 2.0
Infants’ wear.................... +  10 +25 +143 +141 2.4 3.0 2.3

M en 's and boys' wear
Men’s clothing.................. +  47 —42 +  61 — 41 3.8 5.8 1.4
Men’s furnishings............. +  28 — 3 +  87 +  56 3.9 6.4 3.3
Boys’ wear........................ +  18 — 2 +  90 +  81 3.0 4.6 2.9

Homefurnishings
Furniture.......................... +  30 +  5 +  49 +  36 2.3 3.7 2.2
Domestic floor coverings... +  3 — 2 +  15 — 28 3.0 4.2 1.9
Draperies, upholstery....... +  14 +  8 +  51 +  11 2.6 3.3 2.0
China, glassware............... +  24 +19 +  53 — 1 5.7 6.9 3.7
Housewares....................... +  52 +37 +  65 +  69 2.5 4.2 2.6
Major appliances.............. +308 —92 — 14 — 98 2.8 4.9 0.1
Musical instruments......... +  71 +38 — 4 +  53 2.0 6.2 3.2

All other
Yard goods........................ +  26 —21 +  92 +  1 3.2 3.7 1.7
Linens, towels................... +  17 —13 +  70 — 9 4.8 6.4 2.5
Sheets, pillow cases........... +  49 —24 +  120 — 51 3.9 5.5 0.9
Blankets, spreads.............. +  27 —20 +  97 — 7 2.8 3.4 1.3
Toilet articles, drugs......... +  5 +12 +  31 +119 2.4 4.4 4.0
Jewelry............................. +  16 +13 +  149 +  81 5.3 5.2 3.9
Silverware......................... +  25 — 1 +  78 +  36 4.2 5.6 3.2
Stationery......................... +  11 +41 +170 +208 3.5 5.6 4.1
Luggage............................ +  10 +  11 +139 +  44 5.0 5.1 3.2
Sporting goods, cameras. . . +  34 +10 +  25 +  23 3.8 9.2 3.9
Groceries, meats................ — 5 +36 +193 +129 1.7 1.8 1.6
Wines, liquors................... — 8 +10 +104 +102 4.9 1.5 4.9

* Stocks as of October 31.
Source; Federal Reserve Bank of New York.

active, increasing at a faster rate than stocks with the result 
that stock-sales ratios have declined moderately.

In spite of the unusually high volume of furniture and house
wares sales, stocks have been fairly well maintained, as new 
merchandise has been reaching the stores in substantial quan
tities. Toilet articles have shown no significant change in sales 
during the past year, and the ratio of stocks to sales is sub
stantially higher than in 1944 and the 1935-39 average. Jewelry 
sales, on the other hand, have increased faster than stocks, and 
the ratio has declined somewhat.

In the accompanying table percentage change comparisons 
for sales and stocks since 1935-39 are given for thirty-five of 
the major departments. In addition, ratios of stocks to sales 
are shown for the current year as well as for 1935-39 and 1942, 
the year when total store inventories were at an all-time high 
because of anticipated shortages.

DEPARTM ENT STORE TRADE
Department store sales in this District during November 

exceeded 100 million dollars, approximately 15 per cent above 
the record sales volume for that month reached last year.

Trade sources indicate that a substantial proportion of Christ
mas buying is again taking place in November. Last year sales 
in that month accounted for 43 per cent of the combined 
November-December volume, compared with the 1935-39 
average of 39 per cent. Sales of mens clothing and furnish
ings, furniture, and housewares continued to show unusually 
large year-to-year gains. Demand for women’s coats and suits 
was exceptionally heavy last month. After adjustment for 
seasonal variation, sales increased substantially from October 
to November and were approximately equal to the record high 
reached last March.

The dollar amount of merchandise received by the depart
ment stores during October approximately equaled the mer
chandise sold, and stocks on hand were unchanged for the 
month. The dollar volume of inventory in Second District 
department stores at the close of October was estimated at 215 
million dollars, 5 per cent above the level a year ago and the 
highest since the close of 1942. At their peak in September
1942 stocks on hand were estimated at about 250 million 
dollars. Department stores report that their outstanding orders 
have shown little change during the past six months. The 
dollar volume of orders outstanding approximately equals the 
value of stocks on hand, whereas in September 1942 they 
equaled only one third of the dollar volume of stocks on hand.

Departm ent and Apparel Store Sales and Stocks, Second Federal 
R eserve D istrict, Percentage Change from  the Preceding Year

Net Sales

Locality Stocks on
Jan. through hand

Oct. 1945 Oct. 1945 Oct. 31, 1945

Department stores, Second D istrict.. . . + 18 +13 +  5
New York C ity ...................................... +19 +14 +  4
Northern New Jersey........................... +18 +13 +  5+20 +14 +  5
Westchester and Fairfield Counties. . +  8 +  8 +10

Bridgeport........................................... +  4 +  3 +  5
Lower Hudson River Valley............... +  15 +14 +  1

Poughkeepsie...................................... +14 +14 +  1
Upper Hudson River Valley............... +22 +16 +  6

+37 +23 +10
Schenectady........................................ +  9 +10 +  2

Central New York State..................... +14 +11 +  3
Mohawk River Valley..................... +  8 +  4 —  8

+  9 +  4 —  7
+17 +14 +  9

Northern New York State.................. +15 +17
Southern New York State................... +14 +13 +  6

Binghamton........................................ +  15 +15 +  7
Elmira.................................................. +12 +  9 +  1

Western New York State.................... +16 +10 +  5
+17 +  8 +  5

Niagara Falls...................................... +13 +  9 —  8
Rochester............................................ +15 +12 +  7

Apparel stores (chiefly New York C ity ). +27 +22 +  4

Indexes o f Departm ent Store Sales and S tocks 
Second Federal R eserve D istrict 
(1935-39  a v e ra g e = 1 0 0  per cen t)

Item
1944 1945

October August Sept. October

Sales (average daily), unadjusted................. 173 120 171 197
Sales (average daily), seasonally adjusted.. 152 165 161 172

Stocks, unadjusted*.......................................... 167 173 174 175
Stocks, seasonally adjusted*.......................... 148 170 161 155

* Indexes revised; available upon request from 1919 to date.
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Indexes of Wholesale Prices Compiled by Bureau of 
Labor Statistics (1926 average =100 per cent; 
latest figures are for week ended November 17)

iflli-LIONS OF DOLLAR?

Member Bank Reserves and Related Items 
(Latest figures are for November 14)

General Business and Financial Conditions 
(Summarized by the Board of Governors of the Federal Reserve System)

T NDUSTRIAL output declined somewhat further in October but in the early part of November produc- 
tion in important basic industries increased. Value of retail sales continued to advance consider

ably in October and early November reflecting in part small increases in prices.

In dustrial  Prod u ction

Output at factories and mines continued to decline in October reflecting a further curtailment 
in munitions activity and reduced production as a result of industrial disputes in some industries. 
The Board’s seasonally adjusted index decreased 4 per cent in October and at 164 per cent of the 
1935-39 average the index was at the same level as in the middle of 1941. In the first half of 
November output in such basic industries as coal, coke, petroleum, iron and steel, and automobiles 
was above the October level.

Activity in the machinery and transportation equipment industries showed only small declines 
in October in contrast to the sharp reductions in recent months when most of the war production in 
these lines had been terminated. Activity at automobile factories rose substantially in October and 
there were also important increases in output of civilian products in other reconverted factories.

Steel production was reduced in October as a result of a temporary curtailment in coal supplies 
but since the end of October steel mill operations have increased considerably. Wage-rate disputes 
in the West Coast lumber region resulted in a reduction of 18 per cent in total lumber output 
in October.

Output of nondurable goods as a group was maintained in October. Further reductions in out
put of explosives and aviation gasoline and other products used for war purposes were offset by 
increases in output of many peacetime products.

Output of coal and crude petroleum decreased sharply in the early part of October as a result 
of industrial disputes. Since the last week of October production of these minerals has increased 
considerably; in the early part of November bituminous coal production was at the highest rate since 
the spring of 1944.

Em p l o y m e n t

Employment in munitions industries and in Federal war agencies declined further in October, 
while in most establishments engaged in civilian activities employment increased. Employment at 
automobile factories gained about 10 per cent in October, and there were important increases in 
some other manufacturing lines, in construction, and in the trade and service industries. Employment 
at coal mines dropped temporarily as a result of work stoppages.

D istribution

Distribution of commodities to consumers continued to increase in October and the first half of 
November. Sales at retail stores selling both durable and nondurable goods were about 15 per cent 
higher than a year ago. At department stores sales advanced 8 per cent from September to October, 
according to the Board’s seasonally adjusted index, and, on the basis of the rate of sales during the 
first half of November a new peak is indicated this month.

Railroad shipments of revenue freight have increased since the early part of October, although 
they usually decline during this season, and in the middle of November they were almost as large as 
in the same period a year ago. The increased number of carloadings has reflected a sharp rise in coal 
shipments since the miners have gone back to work as well as a steady expansion in shipments of 
merchandise for civilian use.

Co m m o d ity  Prices

Wholesale prices of farm products and foods continued to advance from the middle of October 
to the middle of November and reached the previous peak levels prevailing in June. Prices of 
cotton, grains, and various other products were above the June levels, while prices of fresh fruits and 
vegetables were below the earlier seasonal peaks. Butter prices rose to the new maximum level after 
the subsidy was discontinued in October; the subsidy on flour was increased for the month of 
November.

Maximum prices for cotton goods, building materials, and various other industrial products 
were raised somewhat further, while in certain other cases, like nylon hosiery, reductions in maximum 
prices were announced. The prices announced for new passenger cars were close to 1942 levels, 
which were substantially above 1939 prices.

Ba n k  Credit

Since the end of hostilities the rate of monetary expansion has slackened, reflecting reduced 
Government expenditures. Government War Loan accounts at member banks in leading cities were 
reduced 5.1 billion dollars between August 15 and November 14, compared with a decline of 7.8 
billion in the same period last year. Adjusted demand deposits at these banks increased 2.1 billion 
in the three months, compared with 4.5 billion last year. The growth in time deposits was only 
slighdy less than in the same period a year ago. Currency in circulation has also grown at a much 
slower rate; during the past three months the increase was less than half that of the same period 
last year.

With reduced expansion in member bank required reserves and in currency, Reserve Bank credit 
has increased more slowly than in previous interdrive periods. A part of the increase has been in 
advances to member banks. Member bank excess reserves have increased somewhat and at 1.2 billion 
dollars are larger than usual at this stage of war loan drives.

Commercial loans at reporting banks, both those in New York City and outside, have increased 
somewhat more than the usual seasonal amount. Since the beginning of September these loans have 
grown 650 million dollars compared with 340 million during the same period of 1944. Loans for 
purchasing and carrying United States Government securities, though contracting as usual in periods 
between War Loan drives, continued well above previous interdrive levels. By mid-November such 
loans both to brokers and dealers and to other customers were already starting to expand in connec
tion with the current drive.

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

December 1945



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  OF N E W  Y O R K

V o l .  28 J A N U A R Y  1 9 4 6  No. 1

MONEY MARKET IN DECEMBER
Like its predecessors, the Victory Loan, the eighth and last 

of the series of Treasury drives to raise funds for financing the 
war, has surpassed its goal of 11 billion dollars by a wide 
margin. While the actual sales total is not yet available, it is 
expected that well over 20 billion dollars of new securities will 
prove to have been sold when the final tabulations are com
pleted. This would make the total for the Victory Loan ap
proximately the same as the Fifth and Sixth Loans and although 
considerably less than the total of 26 billion for the Seventh, it 
represents the heaviest oversubscription of the goal for any 
drive with the possible exception of the Seventh. It is yet 
too early for accurate determination of the amount of bank 
credit included in the drive totals but it appears that the 
expansion of bank credit in the Victory Loan was larger, rela
tive to the smaller sales total, than in the Seventh drive.

As shown in the accompanying table, the Victory Loan 
promises to be the most expensive of any War Loan in terms 
of the interest cost to the Treasury on marketable issues sold to 
the investing public. Nonbank investors, apprehensive that 
long term interest rates might decline and apparently convinced 
that long term securities could be bought, even for short term 
holding, with equal safety and greater profitability than the 
shorter term obligations, subscribed heavily to the long term 
bonds offered in the drive. According to press reports, close 
to 10 billion dollars of IVi per cent and 3 billion of 2*4 per 
cent bonds were sold in the Victory Loan drive— approximate
ly 60 per cent of the total sales attributed to the drive. Thus, 
the average computed rate of interest on marketable issues 
sold to nonbank investors in the Victory Loan is estimated 
at 2.09 per cent, as compared with 1.95 per cent for the entire

Average Interest Cost to Treasury of Marketable Issues Sold to Nonbank 
Investors in War Loan Drives*

Drive
Average

rate Drive
Average

rate

F ir s t ...................................... 1 .84%
1.81
1.76
1.62

Fifth...................................... 1.60%
1.70
1.92
2.09p

Second....................................
Third...................................... Seventh..................................
Fourth.................................... Victory..................................

* Excludes Treasury investment accounts, 
p Preliminary.

Source: Federal Reserve Bank of New York.

public debt outstanding at the end of November. As indicated 
in the table, the average interest rate on marketable securities 
declined in each of the first five loans from 1.84 per cent in the 
First drive to 1.60 in the Fifth, and then rose in successive 
drives to 1.92 per cent in the Seventh and 2.09 in the Victory 
Loan, the highest for all the drives, despite the downward drift, 
during the past year, in yields obtainable on outstanding Treas
ury securities purchased in the market.

To the list of devices designed to minimize speculative sub
scriptions to drive offerings and to limit the expansion of bank 
credit in connection with the drives, there was added in the 
Victory Loan a restriction on War Loan accounts of the com
mercial banks to 30 per cent of all deposits (except War Loan 
deposits) held as of October 31, 1945. Despite this limitation 
on War Loan accounts, the banks made substantial purchases 
of outstanding Government securities during the drive, al
though the aggregate amount was smaller than in the Seventh 
campaign. In the seven statement weeks ended December 12, 
during which the books remained open for subscriptions to 
marketable issues, the increase in the Government security 
holdings (other than Treasury bills) of the weekly reporting 
member banks in 101 cities amounted to 2.6 billion dollars, 
as compared with 3.2 billion in the seven weeks ended June 27 
in the Seventh drive. Federal Reserve Bank net purchases 
of Government obligations other than Treasury bills came 
to about a billion dollars in the current drive against 1.2 billion 
in the preceding one.

Loans on Government securities of the weekly reporting 
member banks, on the other hand, increased more rapidly in 
the Victory Loan than in the Seventh drive, reflecting chiefly 
the heavy subscriptions for the 2 Vi per cent bonds. Total 
Government security loans increased 2.6 billion dollars in the 
seven weeks ended December 12, as against 2.3 billion in the 
corresponding period of the Seventh drive. The increased 
expansion came largely among the banks in 100 cities outside 
New York where the rise in loans to borrowers other than 
brokers and dealers was 250 million dollars greater than in the 
preceding drive, while the increase in loans to brokers and 
dealers was about 50 million dollars less. The reverse occurred
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among New York City banks where loans to brokers and 
dealers rose 705 million dollars in the seven weeks ended 
December 12 compared with 565 in the comparable Seventh 
drive period, while loans to others rose about 830 million com
pared with 925 in the last War Loan reflecting smaller borrow
ings of insurance companies during the current drive. Pur
chases of Government bonds by the insurance companies on the 
deferred payment plan, however, were much more extensive 
this time and may presage some expansion in insurance com
pany borrowings before the final payments on such purchases 
are due.

As shown in the accompanying chart, Government security 
loans have risen steadily in the last four drives; new high points 
have been scored in each, and the subsequent interdrive liquida
tion has failed to eliminate all of the preceding expansion so 
that each between-drive low point has been higher than the 
previous one. On December 12, total loans on Government 
securities of all weekly reporting member banks reached a new 
peak of 4.7 billion, an amount 500 million above the previous 
record. In the week ended December 19, limited amounts of 
Government security loans were liquidated as some subscribers 
were quick to take advantage of a strong market for the long 
term bonds, which sold at premiums of one point or more 
shortly after trading in the drive securities got under way.

For the entire banking system including the Federal Reserve 
Banks, it may be estimated that the expansion of Government 
security holdings and loans on Government obligations 
amounted to roughly 10 billion dollars in the Victory Loan. 
That is slightly less than the amount in the Seventh drive, 
but represents a considerably higher percentage of the total 
sales during the drive.

Loans for Purchasing or Carrying U. S. Government Securities 
by Weekly Reporting Member Banks in 101 Cities

M e m b e r  B a n k  R e se r v e  Po s it io n s

Member bank reserve positions were not eased as much dur
ing the Victory Loan drive as might have been expected. 
Reserve requirements fell about 300 million dollars in the seven 
weeks ended December 12, compared with 670 million in the 
corresponding period of the Seventh War Loan drive. The 
factors chiefly responsible were the smaller net absorption of 
securities by nonbank subscribers in the current drive and the 
extensive use by such investors of funds received from the cash 
redemption by the Treasury of maturing certificates and other 
securities (amounting to about 1.6 billion dollars) to acquire 
new issues offered in the drive.

In fact, the major factor in the easing of the member bank 
reserve position in the week ended December 5, which included 
the payment date for corporation subscriptions to Victory Loan 
issues, was a heavy excess of Government expenditures over 
receipts in connection with public debt redemptions. These 
expenditures were sufficient not only to eliminate most of the 
Treasury’s balance with the Reserve Banks, which amounted to 
557 million in the preceding week, but also to make it neces
sary for the Treasury to borrow temporarily from the Reserve 
Banks through the sale to them of special certificates of 
indebtedness, the amount of which totaled 318 million dollars 
on December 5 and reached a peak of 484 million on December 
7 and 8. Member banks receiving these funds were able to 
retire a substantial amount of Reserve Bank credit— through 
repayment of borrowings and repurchases of Treasury bills—  
and to expand their excess reserves. At the same time, how
ever, the Reserve Banks found it necessary to absorb consider
able amounts of other short term Government securities 
offered for sale by nonbank investors or by banks in need of 
reserves, because of insufficient demand from other sources to 
absorb the supply.

In order to avoid sudden heavy drains on the reserves of 
banks whose corporation customers subscribed for Victory 
Loan securities in such volume that the payments could not 
all be credited to War Loan accounts within the 30 per cent 
limit previously referred to, the banks were permitted tempo
rarily to credit all payments for subscriptions to War Loan 
accounts, even though they exceeded that limit. The banks 
were then instructed to pay the "overages” to the Federal 
Reserve Banks for account of the Treasury in five equal instal
ments on December 10 to 14, inclusive. These payments were 
made in such volume (over 400 million dollars a day) that the 
banks were permitted to defer the last two instalments from 
December 13 and 14 to December 15 and 17. These pay
ments, together with collections of corporation income and 
excess profits taxes for the fourth quarter, so greatly exceeded 
Government disbursements in the two weeks ended December 
19 that the Treasury was able to repay its temporary borrow
ings from the Reserve Banks and to accumulate balances of 
718 million dollars in the Reserve Banks. In these circum
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stances, member bank needs for Federal Reserve Bank credit 
again increased and excess reserves were reduced.

Seasonal demands for currency also absorbed substantial 
amounts of reserve funds in the three weeks before Christmas, 
and are estimated to have raised the amount of money in circu
lation in the month of December by about 450 million dollars, 
exceeding the increase for the corresponding month of 1944 
(288 million) for the first time since August. To a large 
extent the greater increase this December probably reflects the 
unprecedented volume of holiday trade. A minor factor may 
have been the smaller sales of Series E bonds (many of which 
are paid for in cash) in the Victory Loan than in the Sixth War 
Loan.

Owing to the usual transfer of funds out of New York City 
during drives, related to payments for Government securities 
sold in the New York market by out-of-town investors to 
obtain funds for investment in the new issues, and to with
drawal of funds from New York during tax periods to cover 
payment of corporation taxes in other localities, banks outside 
New York City were able to retire Reserve credit or expand 
their Treasury bill holdings to a greater extent, relatively, than 
the New York City institutions. Weekly reporting member 
banks in other parts of the country acquired 617 million dollars 
of bills in the seven weeks ended December 12 compared with 
372 million in the Seventh drive.

LONG TERM  INTEREST RATES AND 
STOCK YIELDS DURING THE W A R
During the war period we have experienced a decline in 

long term interest rates to lower levels than ever before in the 
face of huge demands for funds from the Treasury, first to 
finance a rapidly expanding national defense program, and 
then to finance a war program of a magnitude far beyond any
thing previously imagined. The explanation lies primarily in 
heavy bank buying of Government securities, which not only 
provided a persistent demand for such securities, but at the 
same time resulted in a great expansion in the money supply 
in the hands of the public.

The decline in long term interest rates had been in progress 
for some years prior to the war and its continuation during the 
early years of the war reflected the large-scale inflow of gold 
from abroad, which not only provided the basis for a substan
tial expansion of bank credit, but also resulted in a heavy 
accumulation of idle funds in the banks. Since early in 1942 the 
great expansion in bank credit, the accompanying growth in the 
money supply in the form of bank deposits and currency, and 
the continued low interest rates have been made possible 
chiefly by an expansion of Federal Reserve credit which has 
lifted the total loans and investments of the Federal Reserve 
Banks from less than 2 V2 billion dollars to nearly 25 billion. 
While the Federal Reserve System has endeavored to limit its 
extensions of credit to the amounts required to assure the

availability to the Government of adequate funds to finance 
the war effort at stable interest rates, the huge growth in the 
money supply and the efforts of individuals and investing 
institutions to employ profitably the growing volume of funds 
at their disposal has had far-reaching effects on the market 
for various classes of long term investments.

The pressure of funds seeking investment, together with the 
improved financial position of business concerns during the war 
period and a growing optimism regarding business prospects, 
has been reflected in a narrowing of the spread between yields 
on investments involving varying degrees of risk to the point 
where the over-all spread between yields on the various classes 
of securities has become less wide than at any previous time 
for which adequate records are available (since 1919). In 
November, as indicated in the accompanying chart, the spread 
between fully taxable long term Treasury bonds and the aver
age yield on a list of 200 common stocks was only 1.4 per cent.

Comparisons between yields on long term Government 
securities and yields on the highest grade corporation bonds 
were confused during most of the period prior to the latter part 
of 1941 by the tax exemption features of Government bonds. 
It is clear, however, that the spread between yields on these 
two classes of securities had been narrowing for several years 
prior to the war, and that some further narrowing has occurred 
since 1941. In the intervening period (1939 to 1941), the 
spread between yields on long term partially tax-exempt 
Treasury securities and on long term high grade corporation 
bonds widened somewhat, reflecting higher taxes and the conse
quent increase in the value to investors of the partial exemption 
of income from Treasury securities. Allowing roughly for the

Yields on Long Term Bonds and Stocks
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Source: U. S. Government bonds, Treasury Department; 15 high grade 
noncallable preferred stocks, Standard & Poor’s Corporation; 20 Aaa cor
porate bonds, 30 Baa corporate bonds, and 200 common stocks, M oody’s 
Investors Service.
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value of tax exemption features, the spread between yields on 
Government and high grade corporation bonds undoubtedly 
is now considerably narrower than in years prior to 1932. 
During the 20’s the relatively wide spread was attributable, at 
least in part, to the retirement of public debt and the conse
quent limitation of the supply of Government securities, while 
the supply of high grade corporate bonds was relatively ample. 
The narrowing of the spread since 1932 is probably explained 
in large measure by a reversal of that situation— an increasing 
supply of Government securities and a limited supply of high 
grade corporation bonds.

The rapid narrowing of the spread between yields on 
medium grade corporate obligations (Baa bonds) and Treasury 
and highest grade corporate bonds during the war period 
apparently reflects the combined effect of improved conditions 
and prospects for business, including the strengthened finan
cial position of many business concerns during the war, and of 
the efforts of individual investors and investing institutions to 
obtain higher yields than are obtainable from investments in 
the highest grade securities. As a result of these factors, the 
average yield obtainable from a representative list of Baa bonds 
receded from close to 5 per cent in December 1939 to 3.2 per 
cent in November 1945. Railroad bonds of this grade had an 
especially strong rise in price ( and decline in yield), reflecting 
the notable expansion in railroad traffic and earning power 
during the war which permitted heavy purchases by the rail
roads of their outstanding obligations for retirement, as well 
as attracting other investment demand. Toward the end of 
1945, the spread between yields on medium grade and the 
highest grade corporate bonds had become the narrowest 
since at least 19IB— the period for which records are available. 
In November of this year Baa bonds were selling at yields 
equivalent to those obtainable from Aaa bonds toward the 
close of 1939-

On the other hand, yields obtainable from a selected list of 
high grade, noncallable corporation preferred stocks have 
moved roughly parallel to yields on the highest grade corporate 
bonds, and in the period from the end of 1939 to November 
1945 declined only from 4.1 per cent to 3.6 per cent. At the 
end of this period the yield on high grade preferred stocks was 
nearly V2 per cent higher than on medium grade bonds, where
as at the end of 1939 it was approximately 0.8 per cent lower. 
The relative lag in the movement of preferred stock yields may 
be attributable at least in part to the fact that institutional 
demand for such stocks is limited by legal restrictions on the 
investments permissible for commercial banks, savings banks, 
and life insurance companies. In part, it may also reflect some 
continuing uncertainty on the part of investors as to the future 
of interest rates; prices of noncallable preferred stocks are 
greatly affected by changes in the general level of interest rates, 
since these securities have no maturity date as have bonds, and 
thus are little affected by considerations other than the in

vestor’s appraisal of the prospect for long term interest rates 
and of the safety of the investment. Many preferred stocks of 
this class were issued a number of years ago and are now selling 
at prices far above their par value. Where preferred shares are 
subject to call, the wartime rise in prices has been limited by 
the call prices.

Yields obtainable from investments in common stocks have 
fluctuated widely during the war years, reflecting the combined 
effect of changes in prices and in dividend payments. Prices of 
equity securities reflect primarily the investing public’s 
appraisal of business conditions and prospects, but even these 
securities are not entirely unaffected by the general levels of 
interest rates. As the accompanying chart indicates, the aver
age yield of a list of 200 common stocks rose from between
3.6 and 4.5 per cent in 1939 to a peak of 7.8 per cent in April 
1942, and then fell to 3.7 per cent in 1945. Increased dividend 
payments were a minor factor in the rise in common stock 
yields from 1939 to the spring of 1942, but the major factor 
was the influence of adverse developments in the war during 
that period. Similarily, the rapid fall in common stock yields 
from the spring of 1942 to the summer of 1943 reflected pri
marily the improvement in war prospects, although the high 
level of business activity and the strengthened financial position 
of business organizations undoubtedly contributed to the rise in 
stock prices and the decline in their yields. The subsequent 
further decline in yields on equity securities apparently reflects 
public optimism concerning the prospects for business, with its 
speculative accompaniments, and the efforts of investors to 
find more profitable employment for their funds than is possi
ble through investments in high grade bonds. Despite the 
strong rise in common stock prices since the spring of 1942, 
yields obtainable on such securities remain higher than in 
several earlier periods of public optimism with respect to 
investments in equity securities. They are still considerably 
above the yields obtainable on highest grade or even medium 
grade corporation bonds, whereas prior to the war they were 
usually well below the yields obtainable on medium grade 
bonds, and at times fell well below the yields obtainable from 
investments in the highest grade corporation bonds.

ANGLO-AMERICAN FINANCIAL AGREEM ENT

After nearly three months of detailed negotiations in Wash
ington, a financial agreement between the American and British 
Governments has been signed, with mutual concurrence reached 
on all major points included in the agenda. The agreement has 
already been approved by the British Parliament and will 
become effective when ratified by Congress.

The documents issued by the two governments include a 
financial agreement, a joint statement regarding the settlement 
of lend-lease, reciprocal aid, surplus war property and certain 
other claims, and a joint statement regarding understandings 
reached on commercial policy.
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The statement covering lend-lease and other wartime claims 
provides for a final and definitive settlement, amounting to a 
virtual cancellation, of British lend-lease obligations to the 
United States. It specifies that the net sum to be due the 
United States from Britain for "the settlement of Lend-Lease 
and Reciprocal Aid, for the acquisition of surplus property, and 
the United States interest in installations, located in the United 
Kingdom, and for the settlement of claims shall be $650,000,-
000,” subject to a possible adjustment noted below. This 
amount consists of: (a) 118 million dollars, representing the 
excess of lend-lease goods and services furnished to Britain from 
V-J Day to December 31,1945 over reciprocal aid extended by 
Britain to the United States during the same period, less the 
net sum due to the United Kingdom under the claims settle
ment; and (b ) 532 million dollars, the sum agreed upon for 
the settlement of all other lend-lease and reciprocal aid items 
and for British acquisition of American surplus property, and of 
American interest in installations, located in the United King
dom. The sum of 118 million dollars mentioned above is 
subject to adjustment in the light of subsequent accounting and 
the total of 650 million dollars will then be adjusted accord
ingly. The resulting net liability will be discharged on the 
same terms as those specified in regard to the dollar line of 
credit referred to below. A variety of supplementary technical 
provisions are included to protect American interests in con
nection with the disposal by the British of the surplus property, 
lend-lease articles and installations referred to.

The financial agreement proper provides for the extension 
of a line of credit amounting to 3,750 million dollars (over and 
above the 650 million dollars already mentioned), which may 
be drawn upon at any time between the effective date of agree
ment ( the date on which the United States Government notifies 
the British Government that Congress has made available the 
funds necessary to extend the line of credit to Britain) and 
December 31,1951, inclusive. The terms and conditions of the 
line of credit, the main purpose of which is to assist Britain 
over her transitional balance of payments difficulties, may be 
summarized as follows:

(1 ) The amount drawn will be repaid in 50 equal annual 
installments of principal and interest combined, commencing 
December 31, 1951, with interest at the rate of 2 per cent per 
annum calculated on the amount outstanding on December 31, 
1951, and on January 1 of each year thereafter. The annual 
installments will amount to 31.8 million dollars for each 
billion dollars of credit utilized.

(2) If the International Monetary Fund certifies in any year 
that average annual British receipts from merchandise exports 
and net current "invisible” exports over the preceding five 
years are less than (a) the average annual value of British 
imports in 1936-38, adjusted for price changes, plus (b ) a sum 
up to 43,750,000 pounds if used to repay or release sterling 
balances accumulated before the effective date of the agree

ment, Britain may request and obtain a waiver of the interest 
payment (but not the principal repayment) due in that year. 
The purpose of this provision is to introduce an element of 
flexibility into the total annual loan payments so as to ease the 
pressure on Britain in difficult years.

(3 ) Any loans which Britain receives from governments 
within the British Commonwealth between December 6, 1945 
and December 31, 1951, must be on terms no more favorable 
to the lender than those contained in the American agreement.

(4 ) A waiver of interest will not be allowed in any year 
unless the aggregate repayments in that year of foreign sterling 
balances accumulated before the effective date of the agreement 
are "reduced proportionately,” and unless interest payments are 
similarly waived on the above-mentioned loans from British 
Commonwealth governments.

Probably the most interesting features of the agreement are 
the commitments imposed upon Britain in return for the line 
of credit. The British Government agrees at the earliest 
possible time, no later than one year after the effective date of 
the agreement, to permit, with a few exceptions, free convert
ibility of sterling accruing to sterling area countries from cur
rent transactions (as defined by the International Fund Agree
ment) and similarly to permit these countries to dispose freely 
of any dollars which they are currently acquiring. It likewise 
agrees that after the effective date of this agreement, and up to 
December 31, 1951, it will not apply exchange controls in such 
a manner as to restrict, " (a ) payments or transfers in respect 
of products of the United States permitted to be imported into 
the United Kingdom or other current transactions between the 
two countries, or (b ) the use of sterling balances to the credit 
of residents of the United States arising out of current trans
actions.” Here a special clause is inserted stating that the 
"scarce currency” provisions of the Bretton Woods Fund 
agreement shall not be affected by these arrangements.

Extending these clauses to include all countries, the two 
governments agree that beginning one year (or sooner) after 
the effective date of the agreement, and at least until December 
31, 1951, they will impose no restrictions on payments or trans
fers for current transactions in general. Here exception is made 
for convertibility of balances of third countries accumulated 
before this provision comes into force, for restrictions imposed 
under the International Fund Agreement (with the transitional 
period provisions exempted, however), and for restrictions 
imposed in connection with the uncovering and disposal of 
German and Japanese assets.

The agreement also provides that if either of the two govern
ments should impose or maintain quantitative import re
strictions, such restrictions shall not be administered on a basis 
which discriminates against imports from the other country. 
This commitment, which is subject to certain qualifications, is 
to become effective no later than December 31, 1946.
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With regard to accumulated sterling balances, the British 
Government agrees to make an early settlement with the various 
creditors, varying according to the circumstances of each case. 
These balances will be divided into the following three cate
gories: " (a )  balances to be released at once and convertible 
into any currency for current transactions, (b ) balances to be 
similarly released by installments over a period of years begin
ning in 1951, and (c ) balances to be adjusted as a contribution 
to the settlement of war and postwar indebtedness and in recog
nition of the benefits which the countries concerned might be 
expected to gain from such a settlement.” It is further specified 
that balances released in any one of the above-mentioned ways 
will be "freely available for current transactions in any currency 
area without discrimination.”

The Anglo-American financial agreement constitutes an im
portant step forward in the broad program of the United 
Nations designed to restore a multilateral world trading system. 
The line of credit extended to Britain will help that country to 
meet its global balance of payments deficit ( estimated in a re
cent British White Paper at an aggregate of 5 billion dollars in 
1946-48) during a period when it will be struggling to restore 
its export position, and removes the dangerous possibility of 
Britain being forced to continue or even intensify its present 
restrictive and discriminatory trade and exchange policies. The 
British, indeed, have agreed, with the few exceptions noted 
above, to restore within a year multilateral convertibility of 
sterling, to avoid using import licensing in a discriminatory 
way, and to make plans for an early settlement of its huge 
accumulated sterling balances (estimated at about 14 billion 
dollars). In the longer run, however, the solution to the press
ing British balance of payments problem, and thus the basis for 
a removal of that country’s restrictive trade policies, must lie in 
a very great expansion of its exports relative to imports. The 
achievement of this objective will depend not only upon 
Britain s ability to adapt the character of its exports to the 
altered requirements of the world market and to raise the pro
ductivity of its industry well above present levels, but also upon 
the existence of high levels of income throughout the world 
(to which the United States can make an important contribu
tion), the resumption of large-scale long term international 
lending in general and a substantial reduction of tariffs and 
other barriers to trade.

THE PROPOSED INTERNATIONAL TRADE 
ORGANIZATION
In connection with the Anglo-American negotiations, and as 

explained in the joint statement on commercial policy issued 
at the end of the negotiations, the United States Government 
has set forth a proposal for an International Trade Organization, 
that will take its place beside the international institutions 
established in the fields of relief and rehabilitation, currency, 
foreign investment, food and agriculture, and civil aviation.

The plan for the trade body, as part of a State Department 
document which is set forth in "Proposals for Expansion of 
World Trade and Employment,” has been submitted to other 
governments for their consideration, preparatory to a conference 
on International Trade and Employment to be held not later 
than the summer of 1946. The joint statement on commercial 
policy prepared by the American and British negotiators states 
that these Proposals have the endorsement of the executive 
branch of the United States Government and that the British 
Government is in full agreement on all important points and 
accepts them as a basis for international discussion. The joint 
statement also reports agreement by the two countries on pro
cedures for the international negotiation and implementation 
of the Proposals. It is understood that these negotiations will 
be of two kinds: (1 ) "nuclear” trade agreements made under 
the recently extended and broadened authority of the Reciprocal 
Trade Agreements Act, into which the United States will enter 
with Britain and other leading countries; and (2 ) a preparatory 
conference next spring of the United States and fourteen other 
countries, representing diverse types of foreign trading sys
tems, in order to elaborate upon the draft Articles of Agree
ment of the Organization.

The general Proposals contain two preliminary parts, the 
first one pointing to the need for international economic co
operation, and the second setting forth the aims and governing 
principles to guide member States in their employment policies. 
It is urged that countries exchange information and consult 
regularly on their employment problems and that each take 
action designed to achieve full employment within its own 
jurisdiction and in ways appropriate to its political and econo
mic institutions. Governments are also asked to pledge them
selves not "to maintain employment through measures which 
are likely to create unemployment in other countries or which 
are incompatible with international undertakings designed to 
promote an expanding volume of international trade and 
investment in accordance with comparative efficiencies of 
production.” The third part of the Proposals contains the 
actual draft terms of the Internatinal Trade Organization. 
Apart from organizational details, these fall into three main 
chapters: General Commercial Policy; Restrictive Business 
Practices; and Intergovernmental Commodity Arrangements. 
The main separate sections in the first named chapter, the 
core of the draft document, are on tariffs and preferences; 
quantitative trade restrictions; subsidies; and State trading.

Acknowledging the guidance of Article VII of the Mutual 
Aid Agreements, the section on tariffs and preferences requires 
member States to arrange for "the substantial reduction of 
tariffs” concurrent with "the elimination of tariff preferences.” 
The implementation of this section by the United States and 
Great Britain, for example, would result in the reduction of 
American tariffs, which the President is now empowered to
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effect up to 50 per cent of duty rates prevailing on January 1, 
1945, and the elimination of the British imperial preference 
system set up at the Ottawa Conference in 1932. However, 
there is a qualifying clause to the effect that a country reducing 
its tariff may "take temporary action to prevent sudden and 
widespread injury to the producers concerned. Undertakings 
for reducing tariffs should therefore contain an escape clause 
to cover such contingencies.”

The draft document recommends a general prohibition of 
quotas, embargoes, and other quantitative restrictions on im
port and export trade, save for certain important exceptions, 
notably two: (1 ) in regard to import quotas on agricultural 
products (imported in any form) that are required for the 
enforcement of government measures of domestic marketing 
of the same or like products; and (2 ) in cases of countries 
having an adverse balance of payments. Import quotas in 
force for either of these reasons should operate in nondiscrim- 
inatory fashion, that is, in the light of the import pattern of 
"a representative period” and of "any special factors” affecting 
trade in the products concerned, but not inequitably distinguish
ing among sources of supply.

The International Trade Organization would require that it 
be kept informed of all subsidies affecting international trade, 
including domestic subsidies granted in lieu of tariff protection 
on articles produced at home and export subsidies lowering 
the prices of articles entering world markets. But only export 
subsidies are expressly disapproved in the proposed draft, so 
that it is not impossible, so far as the influence of the Organiza
tion is concerned, that domestic subsidies might be more 
commonly adopted than in the past as a substitute for tariff 
protection. A maximum of three years from the date of estab
lishment of the Organization is allowed before the recom
mended prohibition against export subsidies must be made 
effective, although for individual commodities an extension 
may be granted a member by the Organization. A commodity 
which is in burdensome world surplus is exempted from the 
prohibition in case international cooperation (along the lines 
of raising world consumption and reallocating productive 
resources) fails to bring about a satisfactory supply-demand 
balance "within a reasonable time.”

The paragraphs on State trading cover two categories of 
foreign trade operation: complete government monopoly, as 
in the Soviet Union, and State monopoly companies dealing 
in individual commodities (salt, tobacco, and others), such 
as exist in many countries. It is stipulated that all State trading 
bodies should make their purchases and sales in a nondiscrimi- 
natory fashion and according to commercial considerations 
alone, taking into account "price, quality, marketability, trans
portation and terms of purchase or sale.” Under this provision, 
the imports of any country (e.g. the Soviet Union) having a 
State monopoly of foreign trade would be made under a 
so-called global purchase arrangement, under which it would

announce its aggregate imports for a year and would pur
portedly be required to refrain from pressing for unduly 
favorable terms from one country as against another through 
the threat of shifting its purchases.

The chapter on restrictive business practices contains a gen
eral pronouncement against cartel operations in international 
trade, which are defined as "combinations or agreements to fix 
prices and terms of sale, divide markets or territories, limit 
producton or exports, suppress technology or invention, exclude 
enterprises from particular fields, or boycott or discriminate 
against particular firms.” Apart from encouraging member 
States to eliminate such practices within their own jurisdiction, 
and to cooperate with one another toward this end, the Organi
zation assumes responsibility for: (1 ) receiving complaints 
both from member States against a cartel, and from private 
business firms if their governments permit; (2 ) asking mem
bers for information concerning such complaints; (3 ) recom
mending appropriate action by members; (4 ) requesting re
ports from members as to the progress of their implementation 
of such recommendations; and (5 ) conducting studies, making 
recommendations concerning uniform national standards, and 
calling consultative conferences.

An important feature in the chapter on intergovernmental 
commodity arrangements is the provision that any such arrange
ment be limited to a period during which the chronic surplus 
condition of particular primary commodities would be relieved 
by fundamental economic adjustments "designed to promote a 
shift of resources and manpower out of overexpanded indus
tries into new and productive occupations.” For this purpose, 
the Organization would establish limited-life commodity pacts 
providing for a limitation of production and an allocation of 
markets. These pacts would be formed (with full publicity) 
for a period of no more than five years, subject to renewal if 
circumstances warrant. Nations interested primarily in the 
consumption of the particular commodity would have equal 
voting power in the agreements with producing nations inter
ested in export markets.

It is finally stated in the draft Proposals that the International 
Trade Organization will come within the scope of the coordi
nating authority of the Economic and Social Council of the 
United Nations Organization. Coordination of the Organiza
tion with other specialized economic agencies, particularly the 
International Monetary Fund, as in joint endeavors to have 
member States outlaw undesirable trade and exchange practices, 
is an essential requirement for its success. Another essential 
requirement, the importance of which is underscored by the 
long series of failures in commercial policy reform in the inter
war years, is a sincere effort by member States to implement the 
trade body’s recommendations. Political stability and secure 
cooperation among nations are also essential desiderata if the 
proposed Organizations objective of an expanding, multilateral 
world trade is to be achieved.
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CURRENCY REFORM IN THE NETHERLANDS
In liberated Europe one country after another has been 

carrying out the basic changes in its currency system which 
have been necessitated by the ending of enemy rule. In this 
article the Dutch "currency purge,” as the recent currency 
reform in the Netherlands has been officially called, will be 
described against the background of the French and Belgian 
policies which were surveyed in the October 1945 issue of this 
Review.

As in Belgium and France, the object of the measures enacted 
in Holland was to obtain a census of liquid assets, to cancel 
notes acquired through illicit means, to prevent reinfiltration 
of enemy-held notes, to put a brake on black market activities 
and tax evasion, and, above all, to curtail the amount of notes 
in circulation. Unlike the French measures, which entailed no 
blocking whatever, the Dutch currency measures were charac
terized by drastic blocking on the Belgian pattern.

The "currency purge” was not technically effected in a single 
stroke, as in France and Belgium, but in two separate moves. 
Between July 9 and 14 all 100-guilder notes (the largest 
denomination still circulating) were deprived of their legal 
tender attribute, and between September 26 and October 3 the 
notes of all other denominations lost their validity as legal 
tender. The procedure adopted for the withdrawal of the 
100-guilder notes was simple. They were declared invalid and 
had to be deposited with commercial and agricultural banks 
in interest-free accounts which were blocked "for a time,” 
except for the payment of taxes.

The second part of the currency reform was announced on 
September 12. The fact that it was thus made public two 
weeks before it was put in effect is in itself a distinctive feature 
of the Dutch currency plan. In Belgium and in France, the 
withdrawal of old currency began immediately after the 
announcement was made; and in Belgium, the exchange of old 
for new notes had to be completed within five days.

Another distinctive feature of the Dutch "currency purge” 
is that it avoided, even for a short period, the simultaneous 
circulation of old and new currencies. The experience of 
Belgium and France had taught the Dutch that such simul
taneous circulation was highly undesirable because it enabled 
black market dealers to exchange "tainted” old currency for 
the new notes. Accordingly, a procedure was devised in 
Holland under which, during the final withdrawal of old notes, 
all payments were deferred with the exception of day-to-day 
subsistence expenditures. The timing of the successive phases 
of the currency reform was roughly as follows: In the week 
of September 19-25, immediately preceding the date on which 
the old currency was to cease to be legal tender, the Dutch 
population (except business enterprises) was requested to 
deposit with banks all cash exceeding 300 guilders per house
hold; simultaneously, each household head was given the 
opportunity to exchange, for each member of the household, 10

Note Circulation of the Nederlandsche Bank
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guilders into the new currency to be used during the following 
week for current expenditures. On September 26 all of the 
old paper money still in circulation (i.e., up to 300 guilders 
per household and the notes held by business enterprises) lost 
its validity as legal tender and had to be deposited with the 
banks by October 3; and all balances with banks, savings banks, 
public clearing institutions, etc., were blocked. Beginning 
October 4 new notes were put in circulation and the blocked 
accounts were partially released.

The deblocking process in Holland, in comparison with 
the Belgian precedent, was both stricter and more flexible. 
This is a third distinctive feature of the Dutch "currency 
purge.” In principle, the new currency was made available 
only to the extent that it was required for uses compatible with 
the over-all national economic policies: (1 ) Funds necessary 
for the payment of wages, salaries, pensions, interest, and 
other periodical disbursements were freed immediately. In 
this way, a flow of new notes was brought into circulation, and 
it was expected that business enterprises, out of sales proceeds, 
would soon have sufficient means to pay wages, salaries, etc., 
without further deblocking. As this expectation was realized, 
the amounts permitted to be deblocked from week to week were 
gradually reduced. (2 ) To replenish the cash holdings of 
households, 100 guilders were released to each household in 
cash on October 4; in addition, the bank balances of each 
household were unblocked to the extent of 1,000 guilders plus 
25 per cent of the balance as of September 12 (with an over
all limit of 10,000 guilders) for use exclusively in transfers 
from one account to another. (3 ) New currency was made 
available to business enterprises to the extent required for per
missible purchases of raw materials and equipment. (4 ) Ex
emptions were provided for cases of individual hardship. 
Unblocked funds could be used only for the payment of taxes 
( including a proposed capital levy), for subscription to govern
ment loans, and for conversion into savings deposits at savings 
and commercial banks.
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As a result of these measures, the note circulation was sharply 
contracted, as shown in the accompanying diagram. Between 
May 15, when (immediately after liberation) it reached the 
all-time peak of 5,507 million guilders, and September 10 
(immediately prior to the announcement of the exchange of 
notes), note circulation was reduced by 3,062 million guilders. 
Of this reduction, some 1,332 million guilders were accounted 
for by the withdrawal of the 100-guilder notes. Between 
September 10 and October 1 the note circulation declined fur
ther by 1,284 million guilders. Since October 8 the circulation 
has been carried in the Nederlandsche Bank’s published state
ments in two accounts, old currency and new currency (335 
million and 1,220 million guilders, respectively, on December 
17).

The deposit of hoarded currency with the banks enabled 
them to purchase large amounts of Treasury bills. With the 
funds thus obtained, the Treasury was able to redeem, within 
ten weeks after the liberation, all of the Treasury bills which 
it had placed directly with the Nederlandsche Bank, and which, 
on May 14, 1945, had amounted to 789 million guilders. More
over, the withdrawal of notes from circulation and hoards 
resulted in an expansion of government and private deposits 
with the Nederlandsche Bank. The progress of the week-by- 
week absorption of currency can be seen in the second diagram. 
The Treasury, which had no deposits with the Nederlandsche 
Bank prior to the liberation, accumulated a substantial balance 
amounting to 12,417 million guilders on December 17. The 
"other” deposits, which, since July 16, had included the 100- 
guilder notes withdrawn from circulation, reached 2,245 million 
guilders on October 1; beginning October 8, the notes sur
rendered were excluded from "other” deposits and shown 
separately as "frozen balances.” As the diagram shows, these 
"frozen balances” were reduced from 1,708 million guilders on 
October 8 to 564 million guilders on December 17; this reduc
tion was almost balanced by an increase in the government

Demand Liabilities of the Nederlandsche Bank

deposits during this same period, which suggests that blocked 
balances have been used by the owners either to pay taxes or 
to purchase Treasury bills.

Through the "currency purge” and the accompanying fiscal 
and other measures, Holland fulfilled some of the conditions 
essential to her economic and financial rehabilitation. The 
volume of money in circulation, including the unblocked de
mand deposits available for current payments, was brought to 
around 2.5 billion guilders— a level at which it is expected to 
remain stabilized for the time being. Since the national income 
is now officially estimated at some 5 billion guilders, the relation 
between the supply of money and the national income appears 
to have been restored to a level comparable to that prevailing 
in the United States and the United Kingdom. As the national 
income slowly rises, the government is reported to intend 
increasing the note circulation correspondingly, maintaining a 
close parallel between income and circulation.

Indexes o f Business

Index
1944 1945

Nov. Sept. Oct. Nov.

Industrial production*, 1935-39 =  100......... 232 169r 163r 171p
(Board of Governors, Federal Reserve 

System)
Electric power output*, 1935-39 =  100----- 200 185r 180p

(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 =  100 215 193 169p

(Federal Reserve Bank of New York)
Sales of all retail stores*, 1935-39 =  100........ 192 190 202p

(Department of Commerce)
Factory employment

United States, 1939 =  100 .......................... 163 123 122 12 2p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100................ 145 117 116p
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 =  100 .......................... 332 216 214p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100................ 286 215 217p
(New York State Dept, of Labor)

Income payments*, 1935-39 =  100................ 238 229r 232p
(Department of Commerce)

Wage rates, 1926 =  100.................................... 167 167 167p
(Federal Reserve Bank of New York) 

Consumers’ prices, 1935-39 =  100................. 127 129 129p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York C ity.............................................. 76 82 84 82
Outside New York C ity .............................. 76 71 68 73

* Adjusted for seasonal variation. p Preliminary. r Revised.

DEPARTM ENT STORE TRADE
Christmas buying surpassed all previous expectations, and 

the dollar volume of department store sales in this District 
exceeded last year’s record by approximately 15 per cent. 
Many items which normally account for a large proportion of 
the holiday purchases were either absent from the shelves or 
not available in sufficient quantities to meet the consumers’ 
demand. Nevertheless the shoppers filled their Christmas lists 
with the merchandise at hand. Trade sources indicate that 
gift buying was concentrated in the higher priced lines, and 
the actual number of Christmas purchases did not vary 
appreciably from that of a year ago.
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Among the individual departments, hosiery and lingerie 
normally experience a heavy Christmas demand. Stocks of 
these items were exceptionally thin this year, and many shop
pers solved the gift problem with purchases of neckwear, 
blouses, handkerchiefs, gloves, handbags, jewelry, and toilet 
articles. Some houseware items reappeared on the market 
in time for Christmas shopping, and gift buying was excep
tionally heavy in these departments. Men’s furnishings, also 
a department which normally receives a large share of the 
holiday trade, experienced an exceptionally large sales increase 
in spite of the absence of many desired items. Consumer de
mand for both men’s and women’s ready-to-wear was very 
heavy.

The dollar volume of merchandise sold by Second District 
department stores is estimated to have exceeded 100 million 
dollars in November and 135 million dollars in December. 
Purchases in these two months surpassed the corresponding 
1939 volume by 70 per cent. Department store sales for the 
year 1945 approximated 915 million dollars, an increase of 13 
per cent over 1944 and of about 70 per cent over 1939. Many 
merchants have expressed their belief that 1946 will be a 
prosperous year in retailing. A large part of the stocks of war 
substitute merchandise has been cleared from the shelves and 
many items in the durable consumer goods field are coming 
through in substantial quantities. The pent-up demand for 
this merchandise will add substantially to the 1946 sales 
volume.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net 

Nov. 1945

sales

Jan. through 
Nov. 1945

Stocks on 
hand 

Nov. 30, 1945

Department stores, Second District----- +14 +13 +  4
New York C ity ...................................... +17 +14 +  4
Northern New Jersey........................... +12 +13 +  5

+11 +14 +  6
Westchester and Fairfield Counties.. +  3 +  8 +  3

Bridgeport........................................... +  4 +  3 +  2
Lower Hudson River Valley............... +  16 +14 +  4

Poughkeepsie...................................... +18 +15 +  3
Upper Hudson River Valley............... +13 +15 +  8

+27 +24 +  13
Schenectady........................................ +  1 +  8 +  4

Central New York State..................... +13 +11 +  2
Mohawk River Valley...................... +  5 +  4 —  3

+  4 +  4 —  7
+16 +14 +  6

Northern New York State.................. +15 +17 —
Southern New York State................... +  10 +12 +  2

Binghamton........................................ +  12 +15 +  2
+  7 +  9 —  1

Western New York State.................... +  8 +  9 +  3
+  9 +  8 +  3

Niagara Falls...................................... +  5 +  8 —  6
Rochester............................................. +  7 +11 +  4

Apparel stores (chiefly New York C ity ). +26 +23 +  2

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average = 100 per cent)

Item

1944 1945

Nov. Sept. Oct. Nov.

Sales (average daily), unadjusted................. 206 171 197 235
Sales (average daily), seasonally adjusted.. 161 161 172 183

Stocks, unadjusted............................................ 166 174 175 173
Stocks, seasonally adjusted............................ 146 161 155 152

STUDIES CONCERNING THE SECOND FEDERAL RESERVE DISTRICT

A number of studies of various aspects of economic activities in the Second Federal Reserve District, 
or parts of the District, have been made by the Research Department of the Federal Reserve Bank of 
New York and summarized in this Review during the past year. The more extensive studies on which 
some of these summaries were based are available in mimeographed form and will be supplied upon 
request.

Studies completed in 1945 include the following:

W artim e  M a n u factu rin g  Facilities Ex p a n s io n  D epartm ent  Store Sales a n d  D isposable 
in  the Second D istrict In co m e  in  N ew  Y ork State , 1929-44

N ew  Y ork City 's Com m odity  Exch anges  Postwar  Em p lo y m e n t  Problems in  Pater 
son , N . J.

N ew  Y ork City  as a  Center  of W holesale Econom ic  T rends in  N ortheastern  N ew
T rade Jersey

The following additional studies, which were completed in 1944, are also available:
T he  W orking  Po pu latio n  of N ew  Y ork  City  N ew  Y ork City as the  Corporate Capital

of the  U nited  States

M a n u f a c t u r in g  Industries in  N ew  Y ork City  Em p lo y m e n t  in  the  Fin a n c ia l  Industries

of N ew  Y ork City
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1937 1938 1939 1940 1942 -1943 1944 1945

ndex of Physical Volume of Industrial Production, 
Adjusted for Seasonal Variation (1935- 

39 average =  100 per cent)
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200

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 De
posits (Adjusted) Exclude U. S. Government 

and Interbank Deposits and Collection 
Items. Government Securities In

clude Direct and Guaranteed 
Issues (Latest figures 

are for December 12)

Member Bank Reserves and Related Items 
(Latest figures are for December 12)

General Business and Financial Conditions 
(Summarized by the Board of Governors of the Federal Reserve System)

Output at factories and mines increased considerably in November and activity continued 
to expand in most other lines. Value of retail sales reached new record rates in November and 
the early part of December reflecting in part further increases in prices.

In d u s t r ia l  P r o d u c t i o n

Output in most industries showed important gains in November and the Boards index of 
industrial production advanced about 5 per cent. The index, at a level of 171 per cent of the 
1935-39 average, was about the same as in September and in the autumn of 1941. Output for 
civilian use in November, especially of fuels, industrial materials and producers’ equipment, 
was larger than in those earlier periods. Production for civilians of many finished consumer 
products, however, like automobiles, radios, clothing, and shoes, while much higher in November 
than in September, was still greatly reduced from 1941 levels.

Steel production showed a large rise during November and in the first three weeks of 
December output was scheduled at an average rate of 83 per cent of capacity, which was higher 
than the November average. Activity at shipyards continued to decline considerably in November 
but increases occurred in most other metal fabricating industries. Further increases in output 
were indicated in plants producing electrical products and machinery and in the railroad equip
ment and automobile parts and assembly industries. Automobile production, however, was 
curtailed sharply in the last week of November and the first half of December by a strike in the 
plants of a major producer.

Lumber and glass production were at low levels in November owing partly also to industrial 
disputes. In the case of lumber, however, output in recent months before the West Coast strikes 
was below 1939 levels and one-third less than the rate in 1941.

Production of most nondurable manufactures and of fuels increased from October to Novem
ber reflecting increased supplies of materials and labor and the end of work stoppages in the 
petroleum and coal industries as well as strong demand generally for these and most other goods 
for civilian use.

Incomes received by agriculture, business, and consumers appear to have continued to rise 
in November as a result of the widespread increases in production and employment and further 
rises in prices and wage rates. Payments to unemployed industrial workers and veterans also 
increased somewhat in November.

Employment in nonagricultural establishments rose by over 300,000 workers in November, 
after allowing for seasonal changes, reflecting increases in all major lines except Federal war 
agencies. A further decline of about 100,000 workers in munitions industries was more than 
offset by gains in employment in other manufacturing industries, mostly in reconverted metal- 
products plants. Employment in the trades and services, construction, and various other lines 
showed relatively larger increases than in manufacturing.

D i s t r i b u t i o n

Department store sales increased sharply in November and the Board’s seasonally adjusted 
index rose to a record level of 228 per cent of the 1935-39 average as compard with 213 in 
October. November sales were 11 per cent larger than last year and in the first half of December 
sales continued to show about the same increase. Sales at some other types of retail stores, 
especially those selling automotive supplies, men’s apparel, furniture, building materials, and 
hardware, have recently shown much larger increases than department stores, while sales of 
foods and various other products have shown somewhat smaller increases.

Shipments of most classes of railroad revenue freight showed less decline than is usual in 
November and the early part of December and were only 4 per cent below last year’s high level. 
Carloadings of agricultural commodities and l.c.l. merchandise were considerably above last 
year’s level.

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

Wholesale prices of most groups of commodities increased from the early part of November 
to the middle of December. With most farm products at ceiling levels, advances in prices of 
these products were smaller than in September and October. Ceiling prices were raised for news
print, textile fabrics, building materials, and various other industrial products, but a general 
increase in steel prices was turned down.

B a n k  C r e d it

Loans and investments at banks in 101 leading cities increased by over 7 billion dollars 
during the six weeks ended December 12; this period covered the major part of the Victory 
Loan drive. Government security holdings increased by 3.7 billion dollars— a somewhat smaller 
rise than had occurred in the three prior drives. Loans for purchasing or carrying Government 
securities rose by 2.5 billion dollars, and at their mid-December levels loans both to brokers and 
dealers and to other bank customers slightly exceeded the high points of the previous drives. 
Commercial and industrial loans, which had been expanding since early fall, rose by an addi
tional 800 million dollars during the six-week period. The increase in commercial credit 
extension has been at a rate substantially greater than at any time in recent years.

As payments for security purchases transferred funds from deposits of businesses and indi
viduals to reserve-exempt War Loan accounts, the average level of required reserves at all member 
banks declined by around 500 million dollars during the first half of December. Early in the 
month, excess reserves rose to above 1.5 billion dollars on a weekly average basis. Subsequently, 
however, excess reserves declined somewhat, as the amount of War Loan deposits at many banks 
reached the maximum limits and banks turned over to the Treasury current receipts from sales 
of Government securities.

Currency outflow has continued at a slackened rate compared with wartime years; money 
in circulation increased by close to 350 million dollars during the six weeks ended December 12 
compared with over 750 million in the 1944 period. On a seasonally adjusted basis, currency 
outflow has recently been at the lowest rate since the early part of 1941.
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MONTHLY REVIEW
O f Credit and Business Conditions
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MONEY MARKET IN JANUARY

One of the outstanding developments in the financial mar
kets in January was a sharp increase in Government secur
ity prices, particularly in prices of long term bonds restricted 
in ownership to nonbank investors. The money market was 
considerably easier, reflecting the first substantial return of 
currency from circulation since the start of the war, large net 
disbursements by the Treasury from its balances in the Reserve 
Banks, and a moderate increase in the monetary gold stock. 
Gains to bank reserves from these sources were only partly 
offset by an increase in reserve requirements resulting from the 
customary postdrive shift of deposits from War Loan to private 
accounts, which were on a considerably smaller scale than 
after preceding War Loan drives. The consequent ease in 
bank reserve positions led to a broadening of the banks’ demand 
for Government obligations to include short term issues, espec
ially certificates of indebtedness, and to a substantial retirement 
of Federal Reserve credit.

The process which developed during the war whereby non
bank investors acquired long term restricted Treasury bonds, 
partly with funds obtained from the sale of unrestricted bonds 
to commercial banks, continued at an accelerated rate during 
January. A growing feeling that, since the funds raised by the 
Treasury in the Victory Loan were substantially in excess of 
probable requirements for some time to come, the Treasury 
might offer no further issues of long term securities for an 
extended period, was a major factor in the steep rise in the 
prices of restricted bonds.

The rise in prices of long term restricted bonds was much 
sharper than that of bonds which the banks are eligible to pur
chase. To a large extent, the relatively moderate advance in 
eligible Treasury bonds in January may be attributed to the 
high prices previously attained as the result of a marked 
upward movement during most of last year, as illustrated in 
the accompanying chart, which shows the price trends of an 
issue of unrestricted bonds (the 2Vis of September 1967-72) 
and of restricted bonds {2Vzs of June 1967-72). Longer 
term restricted bonds showed no comparable rise in 1945, 
and as shown in the chart, the June 2Vis of 1967-72, 
issued in the Seventh War Loan drive, never exceeded 101 Vi 
(based on closing bid prices) up to the end of December. By

the middle of January, this issue and the new 2 Vi per cent 
bonds offered in the Victory drive surpassed 103, and the new 
2Va per cent Victory Loan bonds reached a premium of 2Va 
points. Some temporary weakness then developed in the 
market for Treasury bonds, but prices turned upward again in 
the latter part of the month and the longest 2 Vi and 2*4 per 
cent restricted bonds rose to new high levels, at premiums of 
more than 3Vi and 2Vi points.

The advance in Treasury security prices (decline in yields) 
was not confined to long term bonds, but occurred in some 
degree across the entire list of Government issues. Insistent 
demands of the banks for certificates of indebtedness during 
the month brought the yield for the longest issue to 0.78 per 
cent in the third week of January from 0.85 per cent at the end 
of December, reflecting chiefly the easier reserve positions of 
the banks. Because of lack of market supply, the Federal Reserve 
System became the chief supplier, selling large amounts from 
its holdings. Despite the strength in this section of the market, 
the gap between the yield on the one-year Treasury certificates

Prices of Restricted and Unrestricted Long Term 
Treasury Bonds*

PRICE

1 9 4 5  1 946

* Closing bid prices, Wednesday dates. Latest figures are for January 23.
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and medium term maturities of bonds was narrowed to less 
than V4 per cent for bonds callable in 3 years and to less than 
Yz per cent for bonds callable in 6 years.

Yields on both high and second grade corporate bonds 
moved in consonance with those of Government bonds and 
also reached new low points in January. Moody’s average of 
Aaa bond yields fell to 2Vi per cent and the average of Baa 
corporate bonds to less than 3 per cent. Stock prices moved 
irregularly higher with new peaks scored in the averages.

M em ber  Ba n k  R eserve Po sitio n s

The ease in member bank reserve positions which promoted 
the strong bank demand for short term Government obliga
tions was brought about mainly by a very considerable return 
flow of currency from circulation and by large Treasury cash 
expenditures in excess of receipts. A 70 million dollar increase 
in the monetary gold stock and other foreign account transac
tions in the four weeks ended January 23 also tended to expand 
bank reserves. The aggregate of all these transactions was far 
larger than those tending to absorb reserves and to increase 
reserve requirements.

There were indications during the past month that the 
influence of the war on public demands for currency had greatly 
diminished, and might even have ended. Currency in circula
tion fell some 672 million dollars in the four weeks ended 
January 23, the largest January return flow of currency on 
record, exceeding the prewar seasonal movement by 200 to 
300 million dollars. Although the contraction came after the 
largest Christmas trade in history, and appears to have been 
mainly seasonal, the decline may also have been caused in part 
by other short-run factors. These include the payment in 
January of fourth quarter instalments of 1945 personal income 
taxes, and possibly a temporary decrease in currency require
ments for payrolls, owing to the further spread of strikes. 
Nevertheless, the size of the return flow suggests that the war
time growth in currency circulation has largely spent itself.

The gradual shrinkage in the gold stock of the United 
States, which got under way after this country entered the war 
and was attributable to heavy expenditures abroad for commodi
ties and for the maintenance of our Armed Forces, also seems to 
have come to an end. In fact, since the low point was reached 
in the first week of December 1945, this country’s gold stock 
has increased by more than 100 million dollars. A large part 
of this increase occurred in the two weeks ended January 23.

Treasury cash disbursements greatly exceeded cash receipts 
in the three weeks ended January 16, and the Treasury’s de
posits with the Federal Reserve Banks, which amounted to
1,199 million dollars on December 26, fell 927 million to 272 
million on January 16. In the following week, the Treasury 
made a moderate withdrawal of funds from War Loan deposits 
to replenish its balances with the Reserve Banks, which rose to 
578 million dollars on January 23. Treasury expenditures 
during the month were augmented by refunds of excess profits

taxes which amounted to more than 800 million dollars in the 
first three weeks. Collections of income taxes, other than 
withheld taxes, amounting to almost one billion dollars (exclu
sive of 160 million dollars of Savings notes turned in in lieu of 
cash), were substantially heavier than for the corresponding 
period of 1945, but the Treasury limited its War Loan with
drawals to 921 million dollars between January 4 and 9 and 348 
million on January 17 and 18, as a means of bringing its 
balances in the Reserve Banks to more normal levels.

The additions to member bank reserves enabled the banks 
to retire considerable amounts of Federal Reserve credit, prin
cipally by acquiring large amounts of Treasury certificates of in
debtedness indirectly from the Federal Reserve Banks through 
the market. They also reduced their borrowings from the Reserve 
Banks by 270 million in the first week of this period and by 
small amounts in the following three weeks, and utilized their 
Treasury bill holdings and excess reserves to meet temporary 
needs for funds. On the whole, member banks acquired bills 
from the Treasury and the Reserve Banks in the first three 
weeks of this period, but sold substantial amounts in the week 
ended January 23 when Treasury receipts exceeded disburse
ments by a substantial margin.

Strength in the securities markets was accompanied by a 
substantial inflow of funds into the New York market, which 
was only partly offset by a reduction in correspondent bank 
balances with City institutions, so that the New York City 
banks shared in the generally easier situation of member banks 
with respect to reserve positions.

M em ber  Ba n k  In v e st m e n t s

The persistent bank demand for Government bonds in 
January was reflected in net purchases of 491 million dollars 
of bonds by the weekly reporting member banks in 101 cities 
between December 26 and January 23. Of this total, New 
York central reserve city banks acquired 212 million and 
reporting banks in the other 100 cities 279 million. In the 
first few days of this period, toward the close of December, the 
member banks sold certificates and notes (taken together be
cause of an exchange of notes for certificates), in order to reduce 
their borrowings from the Reserve Banks shown in their year- 
end statements, but subsequently an active bank demand for 
such securities developed. In the two weeks ended January 16, 
the New York City reporting member banks added 227 million 
to their holdings of Treasury certificates and notes and report
ing banks in other parts of the country added 194 million. 
As against the 421 million dollars of certificates and notes taken 
by all weekly reporting banks, the Federal Reserve Banks sold 
495 million, indicating the virtual absence of selling from other 
sources. These sales by the Reserve Banks had the combined 
effect of exercising a stabilizing influence on the market and 
of absorbing surplus funds in the banking system. In the 
week ended January 23, the Federal Reserve Banks made 
further net sales of 377 million dollars of certificates of indebt
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edness and notes, most of which apparently were acquired by 
banks in other parts of the country or by nonbank investors, 
since the New York City banks also made net sales of 31 
million of those types of securities.

TERM LOANS
The growing importance of term loans to business— those 

maturing in more than one year up to 5 or 10 years and 
occasionally more— was acknowledged by several officials of 
leading New York City banks at recent annual meetings of 
their stockholders. Although this growth is not a tendency 
that has just appeared in the last year or so, the term loan is 
of relatively recent origin having first been developed a little 
more than ten years ago. During the war, the expansion of 
term loans was greatly stimulated as a result of the extension 
of a substantial volume of war production loans, many of 
which matured in more than one year. In addition, the con
tinuation of the prewar decline in interest rates was also 
responsible for a marked increase in the last year or two in new 
term credits for the purpose of retiring outstanding corporate 
securities, thus enabling borrowers to effect substantial savings 
in annual interest charges.

The expansion of term loans during the war is shown in the 
accompanying chart. The data represent the totals of new 
commercial and industrial loans maturing in more than a year 
made by a number of member banks in 19 cities in various 
parts of the country during the first 15 days of March, June, 
September, and December of each year from 1939 through 
1945. The data therefore do not measure the entire volume 
of loans made by the reporting banks for any one year, and 
so do not necessarily measure accurately the changes from one 
year to the next, since the periods of peak lending may not 
coincide with those for which reports are made. Thus, 
although a decline is shown for the 1945 reporting periods 
from those in 1944, the indicated reduction in lending volume

New Term Loans Made By Selected Member Banks 
in 19 Cities*

m i l l  s o n s  _

* Figures represent totals of new loans maturing in more than one year made 
in the first fifteen days of March, June, September, and December of each year.

may be open to question. It is believed, however, that the data 
do reflect the trend over a number of years.

The reports cover the term lending activities of 87 of the 
larger member banks (and their important branches) in 
principal cities. As illustrated in the chart, the bulk of the 
loans were made by the New York City banks, which accounted 
for more than three quarters of the total volume for the entire 
period. In contrast, the New York banks made less than a 
fourth of the number of loans.

Total term loans for all four reporting periods in 1939 
aggregated 113 million dollars, as compared with 457 and 
432 million in the corresponding periods of 1944 and 1945, 
respectively. The level of new term loans made in the 
1945 period was four times that of 1939 among banks in 
New York City and 7 Northern and Eastern cities, but among 
the institutions reporting from 11 Southern and Western 
cities it was only twice the volume of the 1939 period, despite 
the greater wartime industrial expansion of the South and 
West. Among the reasons that may be cited for the failure of 
new term loans of banks in the latter areas to grow with the 
sharp rise in industrial activity are: (1 ) the Treasury financed 
most of the wartime industrial expansion; (2 ) most of the 
new war plants were operated by established, large corpora
tions with long standing banking connections in the East; and
(3 ) many of the term loans for war purposes were too large 
for most of the banks of the South and West to handle, except, 
perhaps, in participation with banks in the principal financial 
centers. In this connection, it is interesting to note that for 
all term loans reported from 1939 to 1945, the average size of 
loans made by New York City banks was 800 thousand dollars, 
against an average loan size of 95 thousand dollars for the 
banks in 7 other Northern and Eastern cities and 30 thousand 
for the Southern and Western reporting institutions.

It appears that, while the amount of term loans extended 
by New York City banks in each of the four periods in 1945 
was lower than in the corresponding periods in 1944 so that 
the total reported for the 1945 period was 15 per cent less than 
in 1944, new peaks were scored in 1945 in the volume of term 
loans made by institutions in the other cities. Although some 
caution should be used in comparing changes in these figures 
over short periods of time, since the periods covered by the 
reports may not be typical of the year as a whole, the decline 
in term lending in New York City is nevertheless somewhat 
surprising in view of the frequent press reports of large term 
loans arranged by large business corporations with leading 
City institutions.

If the data reported for 1945 accurately portray the changes 
in lending activities, they may throw some light on the nature 
of the recent expansion of business loans among weekly re
porting member banks, since the New York City banks report
ing term loans include 12 of the 16 banks reporting weekly 
condition statements. New York City weekly reporting mem
ber banks had an important share in the 1 Vi billion dollar
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expansion of commercial, industrial, and agricultural loans of 
all weekly reporting banks in 101 cities from the end of May 
to the end of December 1945, accounting for 42 per cent of 
the increase, in contrast to 32 per cent of a 672 million dollar 
advance in such loans in the corresponding period of 1944. 
It would appear, therefore, that the growth in business loans 
in 1945 may have consisted more largely of short term com
mercial loans than did the 1944 increase. The data on short 
term loans reported to the Federal Reserve Bank of New York 
indicate that New York City banks granted a substantially 
larger volume of new business loans maturing in a year or less 
during the 1945 period than in 1944.

The term loan has been typically a fairly large loan made to 
a sizable business corporation and has been designed by the 
banks to meet the changing financial needs of such enter
prises. Term loans, particularly the larger ones, are often 
made by a syndicate of banks, the institution originating the 
loan acting as manager and earning a fee for its services. 
Judgment as to the quality of the loan involves an investment 
analysis based on the borrower’s earning power and the longer 
term outlook for the industry in which the borrowing organi
zation operates. Dealing directly with the borrower, the bank 
has greater control of the credit and can prescribe safeguards 
in the term loan agreement which may not be had by purchasr 
ing new or outstanding corporate obligations. As against 
corporate fixed interest securities, however, term loans have 
the disadvantage of lack of marketability.

The American Bankers Association through its Postwar 
Small Business Credit Commission is undertaking to promote 
the application of the term loan technique to small business. 
Although this campaign, if successful, may open up a large 
new market for term loans, much of the increase may take 
the place of short term business loans subject to renewal.

NATIONALIZATION OF BANKING IN FRANCE
On December 2, 1945 the French Constituent Assembly 

enacted a law nationalizing, as of January 1, 1946, the Bank of 
France and certain of the big commercial banks and providing 
for the control and supervision of the banking and credit 
system.

By the terms of the law, the shares of the Bank of France 
were "transferred to the State, which owns them,” and the 
councilors (directors) and auditors designated by the former 
shareholders ceased exercising their functions. The banks 
note issue privilege, which had been due to expire on December 
31, 1945, was extended for an indefinite period. A  second 
law, to be promulgated by February 28, 1946, is to define the 
bank’s new statutes, the composition of its General Council 
(Board of Directors), and its tax status.

The Bank of France shareholders are to receive, in exchange 
for their stock, negotiable registered bonds issued by the bank. 
The redemption value of these bonds is to be equivalent to the

liquidation value of the shares, as fixed by a special committee 
consisting of two designated government officials and a repre
sentative of the shareholders appointed by the Minister of 
Finance. The liquidation value of the shares is not to exceed 
their average quotation between September 1, 1944 and 
August 31, 1945, or their price on the Paris Bourse between 
September 1, 1945 and the date on which the liquidation value 
is fixed. The type of bonds to be issued to the shareholders 
and the terms of their redemption (which is to take place 
within 50 years) are to be fixed by a decree of the Minister 
of Finance. The bonds bear interest at a rate "which cannot 
exceed 2 per cent,” and the interest paid for 1945 and 1946 
cannot exceed the dividend for 1944. Interest payments will 
be met by the Bank of France under a Treasury guarantee; 
redemption will be effected by the Treasury.

In judging the importance of the change in ownership and 
administration of the Bank of France, it should be remem
bered that the Governor and the First and Second Vice Gover
nors of the Bank of France have been appointed by the 
government since 1806; and that the General Council, which 
administers the bank, has contained since 1936 only two mem
bers elected by the shareholders, all the rest (12 members 
since the last revision in 1944) having been government 
appointees.

Four deposit banks were nationalized by the new law: the 
Credit Lyonnais, the Societe Generale, the Comptoir National 
d’Escompte de Paris, and the Banque Nationale pour le Com
merce et l’lndustrie. These are the four largest commercial 
banks in France; they have a country-wide network of branches 
and in November 1945 held about 55 per cent of all French 
bank deposits. As of January 1, 1946 the nationalized banks 
were "transferred to the State in full ownership with all their 
assets” and the powers of administration and control were 
assumed by new boards of directors, each of twelve members: 
four appointed by the Minister of National Economy to repre
sent industry, commerce, and agriculture; four appointed by 
the labor unions under rules established by the Ministers of 
Finance and Labor (two of these to be members of the staffs 
of the nationalized banks); two appointed by the Minister of 
Finance to represent the Bank of France and official credit 
institutions; and two chosen by the Minister of Finance among 
persons with extensive banking experience.

The nationalized banks are to deliver to their shareholders, 
in exchange for the shares surrendered to the State, registered 
profit-sharing certificates ("parts beneficiaires” ) which are to 
entitle them to a profit distribution to be fixed annually by the 
boards of directors. The amount distributed is not to be less 
than the dividend paid on the shares for the year 1944, and is 
guaranteed by the State. Beginning January 1,1947 the profit- 
sharing certificates are to be repurchased by the State, over a 
50-year period, at the average quotation of the shares on the 
Paris Bourse between September 1, 1944 and October 31, 
1945.
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The nationalized banks remain separate legal entities and 

continue to be subject to the ordinary commercial legislation. 
Their directors and managers are to continue to maintain 
professional secrecy. The status of their personnel remains 
unchanged.

Any incorporated investment bank (banque d’affaires) with 
resources exceeding 500 million francs is placed by the new 
law under the supervision of a government commissioner 
designated by the Ministers of National Economy and Finance. 
At least two banks, the Banque de Paris et des Pays-Bas and 
the Banque de l’Union Parisienne, are in this category. Each 
commissioner is assisted by a committee appointed by the 
Ministers of National Economy, Finance, and Labor, and con
sisting of a representative of industrial and trade associations, 
a labor union representative, and a representative of the official 
credit institutions. The commissioner is to be present at all 
meetings of directors and at the general assemblies of share
holders; he can examine any of the banks’ documents; he can 
veto any decision "contrary to the national interest” which is 
taken by the board of directors or the general assembly of 
shareholders; and he can propose any measures which appear 
to him to be in the "general interest” and, in particular, any 
which correspond to the "requests or decisions” of the National 
Council of Credit (see below). The bank can appeal against 
the veto of the government commissioner to the National 
Council of Credit.

Apart from the above measures, the new law contains provi
sions regarding the general control of banking and credit. No 
general banking legislation or State supervision of banking or 
credit existed in France before the war. Three categories of 
banks are provided for: deposit banks, investment banks, and 
medium and long term credit banks. Every bank must declare 
itself in one of these categories to the Banking Control Com
mission (see below) within three months of the promulgation 
of the law; and unless an extension of time is granted, it must 
conform within a year to the regulations applicable to its 
category. Deposit banks are defined as banks receiving deposits 
at sight or for a maximum term of two years. They may not 
participate in enterprises other than banks and financial insti
tutions to an extent exceeding 10 per cent of the capital of the 
enterprises, and in general they will not be allowed to invest 
their deposits in real estate. The investment banks are those 
whose principal activity consists in holding and administering 
participations in enterprises. They may accept deposits of one 
year or less only from their staff, from persons associated in 
the ownership, or from enterprises in which they hold or 
originally held 15 per cent of the -capital. The long and 
medium term credit banks are State-controlled banks operating 
under special legislation and under a State-appointed chairman, 
general manager, or governor.

The nationalization law entrusts supervision of the credit 
system to two organs— the National Council of Credit and the 
Banking Control Commission. One of the government minis

ters is to be Chairman of the National Council of Credit; 
but the Chairman can delegate his powers to the Governor 
of the Bank of France, who is Vice Chairman ex officio. 
In addition to the Chairman and the Vice Chairman, the 
Council consists of 38 members: ten representing various 
economic associations and appointed by the Minister of 
National Economy; seven representing the Ministries of 
National Economy, Industrial Production, Public Works and 
Transport, Agriculture, Reconstruction and Municipal Plan
ning, and Colonies; seven appointed by the Minister of Finance 
by reason of their financial or banking ability; and seven repre
senting the official financial institutions. The National Council 
of Credit has a wide range of functions, mainly of a consulta
tive nature, in such matters as development of banking, con
centration of banks, further nationalization of banks, protection 
of deposits, distribution of bank credit, control of capital 
issues, financing of reconstruction and foreign trade, etc. It 
will meet once a month, and will submit an annual report to 
the Ministers of National Economy and Finance.

The second credit control organ is the Banking Control 
Commission, with five members: the Governor of the Bank of 
France (Chairman ex officio), the President of the Financial 
Section of the State Council,* the Director of the Treasury, 
the director in charge of credit questions at the Ministry of 
National Economy, and a bank employees’ union repre
sentative. It exercises "all the powers of investigation, control, 
and discipline” defined by the laws of June 13 and 14, 1941, 
regarding the "regulation and organization of the banking 
profession.” (This legislation, enacted under the Vichy admin
istration as part of the "corporative” organization of economic 
life, provided for a close control of banking.)

In addition to the supplementary Bank of France law which 
is to be passed by February 28, provision has been made for 
certain other legislation: (1 )  A  bill dealing with the invest
ment banks has to be placed before the Constituent Assembly 
by February 2, 1946, as a result of a resolution adopted in the 
course of the debates, after a compromise had been reached 
excluding the investment banks from the nationalization; (2 ) 
the "fundamental rules” for the operation of the commercial 
banks are to be determined by two decrees, one for the 
nationalized banks, the other for the "free sector,” to be pro
mulgated before March 2, 1946; (3 )  regulations relating to 
export credits and guarantees and to the organization and dis
tribution of long term credits for the modernization of the 
nation’s industrial, commercial, and agricultural equipment 
are to be promulgated by the government before June 2, 1946.

* The supreme administrative tribunal.

DEVALUATION OF THE FRENCH FRANC
In the last week of 1945 the French Government adopted 

a series of far-reaching financial measures. A new parity for 
the French franc was fixed; the Bank of France gold reserve 
was revalued and part of it transferred to the Exchange
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Stabilization Fund; and the government was authorized to 
requisition gold and foreign assets held by French citizens and 
corporations. Simultaneously with the devaluation law, the 
French Constituent Assembly ratified the Bretton Woods Agree
ments and the Franco-American agreement under which the 
Export-Import Bank granted France a credit of 550 million 
dollars.

In a notice published in the Journal Officiel of December 
26, 1945, the Minister of Finance established the parity of the 
franc at 119.10669 francs to 1 U. S. dollar and 480 francs to 1 
pound sterling. Accordingly, the French Exchange Stabiliza
tion Fund has fixed new buying and selling rates for the foreign 
currencies it handles. The official buying rate fixed for the 
dollar is 118.90 francs to the dollar (equivalent to $0.008410 
per franc) and the official selling rate 119-30 francs ($0.008382 
per franc). The previous dollar buying rate had been 49.53 
francs ($0.0202 per franc) and the selling rate 49.72 francs 
($0.0201 per franc), so that the new rates represent a devalua
tion of approximately 58 per cent.

New parities were also fixed on December 26 for the 
currencies of French overseas territories, most of which had been 
at par with the metropolitan franc: (1 ) In Algeria, Tunisia, 
Morocco, the French Antilles, and French Guiana the local 
franc currencies will continue at par with the metropolitan 
franc; (2 ) in other French African territories and dependen
cies, Madagascar, Reunion, Saint-Pierre and Miquelon, the local 
franc (called franc C.F.A., i.e., the French African colonial 
franc) is now equal to F.fr. 1.70 (equivalent to about $0.0140);
(3 ) in the French Pacific colonies, the franc C.F.P. (French 

Pacific colonial franc) is equal to F.fr. 2.40 (about $0.0200);
(4 ) the new parity of the Indo-Chinese piaster is F.fr. 17.00 
(about $0.1400); (5 ) the French rupee has been fixed at 
F.fr. 36.00 (about $0.3020); and (6 ) the Syria-Lebanon pound 
has been fixed at F.fr. 54.35 (about $0.4560). The rates 
referred to in items (3 ), (5) ,  and (6)  are virtually the same as 
formerly prevailed relative to the U. S. dollar; the new rates 
under (2 ) and (4 ) represent a devaluation of about 31 per 
cent.

The gold reserve of the Bank of France was revalued as a 
result of a convention concluded between the bank and the 
government on December 24, 1945, approved by a law of 
December 26, 1945, on the basis of 134,027.90 francs per 
kilogram of fine gold (equivalent to 0.0074611 fine grams per 
franc). The previous rate of valuation, established on Febru
ary 29, 1940, had been 47,605.45 francs per kilogram fine 
(0.021006 fine grams per franc). The reduction in the value 
of the franc, as indicated by this revaluation of the gold 
reserve, is therefore 72 per cent. The difference between this 
figure and the above-mentioned 58 per cent devaluation of the 
exchange rate is due to two circumstances: (1 ) the divergence 
which existed early in 1940 between the rate of gold valuation 
and the official exchange rate; (2 ) the further depreciation 
which took place in the franc exchange rate during the first

half of 1940. The gold revaluation increment, amounting to 
118 billion francs, has been allocated as follows: ( 1 ) 5 3  billion 
to the Exchange Stabilization Fund; (2 ) 10 billion to the re
adjustment of the exchange clearing balances with Argentina, 
Belgium, Denmark, Sweden, Switzerland, and Czechoslovakia;
(3 ) 40 billion to the cancellation of negotiable Treasury 
bonds which the Bank of France had received in exchange for 
gold transferred to the Exchange Stabilization Fund under 
agreements of February 29, 1940 and September 20, 1945; 
and (4 ) the residue to the credit of the Treasury’s account 
with the Bank of France.

The transfer of 53 billion francs of the gold revaluation 
increment from the Bank of France to the Stabilization Fund 
was made in the form of 400 metric tons of fine gold, reducing 
the banks gold reserve from about 1,540 million dollars to 
about 1,090 million dollars. This was the second transfer of 
gold within three months, as on September 20, 1945, 210 
metric tons of fine gold (equivalent to 236 million dollars) had 
already been ceded to the Stabilization Fund. Prior to that 
date, the Bank of France gold reserve had remained unchanged 
at 1,777 million dollars practically throughout the war, the 
last transfer to the Fund having been effected in March 1940. 
The recent transfers of gold to the Fund have been necessary 
in order to replenish foreign exchange holdings which had 
been reduced by heavy purchases of imports for reconstruction.

EMPLOYMENT TRENDS IN THE 
SECOND DISTRICT
In the Second District the transition from war to peace

time production was well under way in January 1946. Muni
tions industries had made the necessary reductions in their 
working forces and physical reconversion was nearly completed. 
Layoffs of war workers had not caused widespread unemploy
ment, nor had the reduction in factory payrolls after V-J 
Day discouraged consumer spending or weakened business 
confidence. While during the earlier war years the increase 
in factory employment and payrolls in the District fell short 
of the national rate, the gap between the trend in the country 
and in the District was narrowed once the peak in war pro
duction had been passed ( Chart I ). Consumers’ goods indus
tries, which predominate in the District, did not enlarge their 
working forces or lengthen the work week during the war to 
the same extent as munitions industries. Hence the impact 
of the termination of war orders was less severe here than 
in the country as a whole.

Employment in manufacturing for some time had been 
showing a gradual downward trend in all the industrial areas 
of the District, even before war contract cancellations assumed 
major proportions after the victory in Europe. This was due 
chiefly to shortages of labor and materials, as well as a tapering 
off in some parts of the war production program, and did not 
result in unemployment. After the end of the war with Japan, 
large layoffs accelerated the decline in factory employment. In
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CHART I
Factory Employment and Payrolls in the United States 

and in New York State, 1939-45*
(1939 monthly average=100 per cent)

P E R  C E N T

* Plotted on ratio scale to show proportionate changes.
Source: U. S. Bureau of Labor Statistics and N. Y . State Department 

of Labor.

Newark, Paterson, and Utica the entire wartime gain was 
eradicated ( Chart II). Layoffs during the first ten months of 
the year affected over a fourth of those engaged in manu
facturing in Bridgeport and an even higher percentage in the 
Buffalo area, but factory employment in both cities is still at 
least 25 per cent above the 1939 level. Three other large 
industrial areas in Upstate New York— Rochester, Albany- 
Schenectady-Troy, and Syracuse— reacted less strongly to the 
end of the war, although they had filled large war orders during 
the past four years; in all three areas the number of manu
facturing wage earners remained over 30 per cent higher than 
in 1939. In several cities, such as New York, Jersey City, and 
Binghamton, where only a few larger new war plants were 
located, the shrinkage in factory jobs during 1945 amounted 
to less than 15 per cent, but gains over 1939 were either small 
or entirely lacking toward the end of the year.

Factory employment in New York State as a whole fell by 
almost 20 per cent between January and October 1945 to 113 
per cent of the 1939 average and then took a slight upward 
turn. In the New Jersey portion of the District, where war 
industries employed a larger proportion of industrial workers 
and where employment during the war increased more rapidly, 
the decline was probably greater. That the number of factory 
jobs in the District did not drop to the prewar figure is attrib
utable in large measure to the continued high level of employ
ment in industries that were largely engaged in war production. 
At the end of the year employment in the metals and machinery 
group was 50 per cent above the prewar average. Manu
facturers of metals, machinery, electrical equipment, locomo
tives, chemicals, optical goods, scientific instruments, and many 
other durable goods anticipate a very wide market for some

time and therefore have retained the larger part of their 
wartime labor force while reconverting. Nonwar industries 
have not yet achieved any large expansion, however, beyond 
the relatively high level at which they operated in recent 
years. Producers of textiles, apparel, shoes, manufactured 
foods, paints and varnishes, and construction materials— still 
handicapped by interruptions in the flow of materials and by 
lack of experienced labor— are operating far below the level 
which would be warranted by the urgent consumer demand. 
The current wave of strikes will further delay the expansion of 
peacetime industries.

As war industries dismissed workers, nonmanufacturing 
industries added to their staffs under the stimulus of high 
consumer incomes and deferred demand. Transportation, re
tail trade, and service establishments hired large numbers of 
men and women in an effort to restore prewar facilities and 
services. Construction firms also took up some of the slack 
in employment, but the expected big rise in building will 
apparently not come until the spring. Wholesalers are rebuild
ing their sales organizations, and importers and exporters 
are reestablishing their contacts abroad. This expansion of 
nonmanufacturing activities is cushioning the temporary de
cline in job opportunities in manufacturing.

At the close of the year a little over 6 per cent of the 
civilian labor force in the District was unemployed. In a 
period of change-over such as the present a large number of 
persons must necessarily shift to new occupations and it

CHART II
Changes in Factory Employment in Selected Second District 

Cities, 1939-45

BUFFALO-NIAGARA FALLS

ALBANY-SCHENECTADY -  
TROY

BRIDGEPORT

ROCHESTER

KINGSTON- NEWBURGH -  
POUGHKEEPSIE

NEW YORK CITY

UTICA-  HERKIMER- 
ROME +

BINGHAMTON-ENDICOTT- 
JOHNSON CITY

YONKERS

JERSEY CITY

PER CENT -10

t No change from 1939 to December 1945.
* Latest data for Bridgeport, Yonkers, and the four New Jersey cities are 

for October 1945.
Source: U. S. Bureau of Labor Statistics and N. Y . State Department 

of Labor.
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becomes difficult to match job openings and applicants. 
Therefore, the average period of unemployment between jobs 
is likely to be fairly long, although unfilled jobs may still be 
numerous. Unemployment among former war workers (as 
measured by unemployment insurance claims) has risen stead
ily from the end of the war in Europe until January, when it 
approached 325,000; of these about 85,000 were in New York 
City, 40,000 in Buffalo, and roughly 20,000 in Newark. The 
number of veterans receiving readjustment allowances in the 
Second District jumped from 4,500 in May to more than
150,000 in January. This relatively high figure— over 20 per 
cent of the United States total— reflects the influx of veterans 
looking for work in New York City. It is interesting to note 
that in the middle of January 76,000 former servicemen and 
women were being paid readjustment allowances in New York 
City, but less than 5,000 in Buffalo, where the employment 
situation was more discouraging.

Indexes o f Business

Index
1944 1945

Dec. Oct. Nov. Dec.

Industrial production*, 1935-39 =  100......... 232 162r 168 164p
(Board of Governors, Federal Reserve 

System)
Electric power output*, 1935-39 =  100........ 202 180 187 191p

(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 =  100 215 167 181p

( Federal Reserve Bank of New York)
Sales of all retail stores*, 1935-39 =  1 0 0 . . . . 188 202 216p

(Department of Commerce)
Factory employment

United States, 1939 =  100.......................... 163 121r 122 121p
(Bureau of Labor Statistics)
New York State, 1935-39 =» 100............... 145 116 117 118p
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 =* 100........................... 337 213 213p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 284 217 220 224p
(New York State Dept, of Labor)

Income payments*, 1935-39 =  100............... 239 231 235p
( Department of Commerce)

Wage rates, 1926 =  100.................................... 169 167 168p
(Federal Reserve Bank of New York) 

Consumers’ prices, 1935-39 =  100................. 127 129 129p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York C ity ............................................. 87 84 82 99
Outside New York C ity .............................. 84 68 73 84

* Adjusted for seasonal variation. ^Preliminary. r Revised.

DEPARTM ENT STORE TRADE
Although supplies are still exceedingly thin, consumer 

purchases of merchandise which had been unavailable during 
the war years are gradually becoming a factor of some import
ance in increasing total department store sales. The pent-up 
demand and ready market for these types of merchandise are 
expected to contribute substantially to the volume of retail 
trade in coming months.

During January department store sales in this District are 
estimated to have exceeded those of a year earlier by more 
than 20 per cent. After adjustment for seasonal variation, the 
sales index was unchanged from the November-December 
level, and only 5 per cent below the all-time high reached last

March. The availability of "white goods” was an important 
factor in the exceptionally large dollar sales volume last month. 
In the five prewar years, 1935 through 1939, sales of linens, 
towels, sheets, pillow cases, and blankets accounted for 13 per 
cent of total department store sales during January. Because 
of the acute shortage of such merchandise last year, "white 
sales” accounted for only IV2 per cent of the months total 
dollar volume. Trade sources indicate that sales in this depart
ment last month were substantially greater than in January 1945, 
and accounted for almost the same percentage of total sales 
as before the war. Among the other departments housewares, 
floor coverings, and major household appliances continued to 
show substantially greater-than-average sales gains during 
January. The increases reported for sales of men’s clothing 
and furnishings have been smaller in recent months because 
of the limited supply of merchandise. Hosiery and lingerie 
sales continue below the year earlier level, reflecting the acute 
stock shortages.

The dollar volume of department store stocks at the close 
of December was 5 per cent greater than a year earlier, but in 
terms of physical volume stocks were lower. During the first 
six months of 1945 the seasonally adjusted stock index 
increased about 25 per cent, but the trend was reversed in 
July and at the close of the year virtually the entire increase 
had been canceled.

Departm ent and Apparel Store Sales and Stocks, Second Federal R eserve 
D istrict, Percentage Change from  the Preceding Year

Locality

Net sales

Stocks on 
hand 

Dec. 31, 1945Dec. 1945
Jan. through 

Dec. 1945

Department stores, Second District----- + 14 +13 +  5
New York C ity ...................................... +16 +14 +  5
Northern New Jersey........................... +12 +13 + 10

Newark................................................. +13 +14 +11
Westchester and Fairfield Counties. . +  9 +  8 +  9

Bridgeport........................................... +  6 +  4 +11
Lower Hudson River Valley............... +11 + 14 +  3

Poughkeepsie...................................... + 1 0 + 14 +  2
Upper Hudson River Valley............... +  12 + 15 + 1 0

+19 + 23 + 18
Schenectady........................................ +  6 +  8 +  2

Central New York State..................... +13 +11 —  5
Mohawk River Valley...................... +  9 +  5 —  5

+  7 +  4 —  3
+ 15 +14 —  5

Northern New York State.................. +23 +17 —
Southern New York State................... + 15 +13 —  1

Binghamton........................................ +17 + 15 —  4
+11 +  9 —  2

Western New York State.................... +12 +  9 +  3
+  8 +  8 +  8

Niagara Falls...................................... +10 +  8 —  9
Rochester............................................ +18 +12 —  2

Apparel stores (chiefly New York C ity ). +13 +21 +  6

Indexes o f  Departm ent Store Sales and Stocks 
Second Federal R eserve D istrict
(1935-39 average=l(X >  per cen t)

Item
1944 1945

Dec. Oct. Nov. Dec.

Sales (average daily), unadjusted................. 269r 196r 235 307
Sales (average daily), seasonally adjusted.. 157r 172 182r 181

Stocks, unadjusted............................................ 129 175 173 136
Stocks, seasonally adjusted............................ 142r 155 152 150

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 

(1935-39 average=100 per cent)

Indexes of the Cost of Living as Compiled by Bu
reau of Labor Statistics. Last Month in Each 

Calendar Quarter through September 19401, 
Monthly Thereafter (1935-39 averages 

100 per cent)

Member Bank Reserves and Related Items 
(Latest figures are for January 16)

General Business and Financial Conditions 
(Summarized by the Board of Governors of the Federal Reserve System)

INDUSTRIAL output declined slightly in December and, with new strikes occurring within 
the past two weeks, a large decrease is indicated in January. The value of retail trade in 

December and the early part of January was maintained at record levels, after allowing 
for seasonal changes.

In d u s t r ia l  P r o d u c t i o n

The Board’s seasonally adjusted index of industrial production decreased from 168 
per cent of the 1935-39 average in November to 164 in December. The decline was due 
mainly to the stoppage of work at leading automobile plants and to holiday influences on 
activity in the steel, textile, paper, and mining industries.

Output of most types of producers’ equipment and of many consumer durable goods 
showed further gains in December and increases also occurred in output of construction 
materials. These gains, however, were more than offset by suspension of operations at 
automobile plants and total durable goods output declined by three per cent, reflecting 
decreases not only in output of automobiles and parts but also of such other metal products 
as diesel locomotives and refrigerators.

Steel production declined slightly in December owing to most plants being shut down 
for two days in observance of the Christmas holiday. In the first three weeks of the month 
steel production was above the November rate and output was resumed at a high level 
during the first three weeks of January. In the following week, however, steel output 
dropped to five per cent of capacity as negotiations for a new wage contract collapsed.

Output of nondurable goods in December was maintained at about the level of the 
preceding month. Meat production continued at a high level in December and the early 
part of January. Activity at most meat-packing plants was suspended in the latter part of 
January owing to an industrial dispute. Production of cigarettes declined considerably, 
reflecting an accumulation of stocks resulting from increased output for civilian use since the 
end of the war. Output of tires for civilians increased substantially in November and 
December and rationing was eliminated on January 1. Cotton consumption declined in 
December, reflecting holiday influences.

Coal production in December was about 10 per cent below the November level because 
of reduced operations at mines around the Christmas holiday. A high rate of output was 
maintained in both bituminous and anthracite coal mines in the early part of January. 
Output of crude petroleum and of metals was generally maintained in December.

Awards for private construction, especially contracts for manufacturing and commercial 
buildings and those for residential building for sale or rent, continued to advance sharply 
in November and the early part of December.

Em p l o y m e n t

Employment in most lines of activity continued to rise in December, after allowing for 
seasonal changes. Gains in employment in trade, transportation, construction, and most 
durable and nondurable goods industries were offset in part by the loss in employment 
due to the automobile strike.

D i s t r i b u t i o n

Sales at department stores were about 10 per cent larger in December than a year ago, 
and in the first three weeks of January sales continued to show about the same increase above 
the relatively high level in the corresponding period of 1945. Most other types of stores 
in recent months have shown even larger increases in sales than department stores, and the 
total value of retail trade has been running 12 to 15 per cent above year-ago levels.

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

Prices of most farm products and foods were maintained at advanced levels in December 
and the early part of January. Ceiling prices were reestablished for citrus fruits; egg prices 
also declined, reflecting seasonal increases in supplies.

Price ceilings for furniture, printing machinery, furnaces, and various other manufac
tured products were advanced and there were indications that the general level of steel prices 
would be raised.

Se c u r it y  M a r k e t s

Prices of Treasury bonds have risen sharply in recent weeks with the result that yields 
are now at the lowest levels on record. Stock market prices rose sharply in January to the 
highest levels for a number of stocks since 1930. Effective January 21, the Board of 
Governors of the Federal Reserve System raised margin requirements for listed stocks to 
100 per cent.

B a n k  C r e d it

Return flow of currency of almost 700 million dollars, following the Christmas rise, 
together with a reduction of Treasury deposits at Federal Reserve Banks early in January, 
provided member banks with substantial amounts of reserve funds. At the same time, bank 
loans made for purchasing and carrying Government securities during the Victory Loan drive 
were reduced. Member banks continued to increase their holdings of Government securities, 
while the Federal Reserve Banks reduced their portfolio. Bank deposits have shown little 
change since the sharp decline in demand deposits adjusted and the increase in U. S. 
Government deposits during the Victory Loan drive.
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MONEY MARKET IN FEBRUARY

During the past month, the Treasury announced its inten
tion to retire about 2,780 million dollars of its outstanding 
obligations falling due or called for redemption in March. 
The issues to be retired consist of 489 million dollars of 334 per 
cent bonds called for redemption on March 15, 1946, 1,291 
million 1 per cent Treasury notes maturing on that date, and 
about one billion dollars of an issue of 4,147 million Vs per 
cent certificates of indebtedness due March 1, 1946. The 
remaining certificates are to be refunded with a similar issue 
bearing the same rate and term to maturity as the expiring one. 
Holders of the maturing issue are to be alloted new certificates 
on an equal percentage basis (76 per cent), except that hold
ings of 25 thousand dollars or less will be renewed in full if 
the investor so elects and that for holdings in excess of that 
amount the allotment will be not less than 25 thousand.

The scheduled reduction of the public debt is made possible 
by the very high working balance of the Treasury which re
sulted from the heavy oversubscription of the Victory Loan. 
The Treasury raised considerably more funds than it will need 
to meet current disbursements for many months to come, and 
its working balance is still close to the peak reached at the end 
of the Victory Loan. Government expenditures have fallen 
off more rapidly since the beginning of this year than had been 
anticipated, and receipts have held up better than expected. 
Consequently, Treasury withdrawals from War Loan deposit 
accounts in the banks have been so small that they have been 
largely offset by new credits to such accounts arising out of 
payments on deferred subscriptions to Victory Loan issues and 
payments for current purchases of savings bonds and notes. 
Near the end of February the Treasury working balance was 
less than 400 million dollars below the peak of close to 26.2 
billion dollars on January 2.

The redemption operation will afford the Treasury an oppor
tunity to reduce its large working balance and the public debt; 
it will also reduce the potential expansion of private deposits 
which would occur if all the funds now in War Loan deposit 
accounts were used to meet ordinary Government disburse
ments. To the extent that the Government securities to be 
redeemed are held by the banking system, including the Federal 
Reserve Banks, no increase in private deposits will result from 
their redemption. On the whole, it appears unlikely that the

operation will have material effects upon the market for Gov
ernment securities, or upon the money market in general.

The effects of the retirement of public debt on bank reserves 
and on deposits depend upon the distribution of the securities 
to be redeemed among bank and nonbank investors, and upon 
the method of payment adopted by the Treasury. In the case 
of the March redemptions, about 80 per cent of the total 
amount involved was held by commercial banks, Federal 
Reserve Banks, and Government agencies and trust funds as of 
November 30, 1945, the latest date for which statistics are 
available. The commercial banks alone owned about two 
thirds of the total. The Treasury will meet the redemptions 
largely with funds withdrawn from War Loan deposits in com
mercial banks, and to a more limited extent with funds on 
deposit with the Federal Reserve Banks, which on February 20 
had reached the unusually high total of 940 million dollars. 
To provide funds for the redemption of approximately one 
billion dollars of certificates maturing on March 1, the Treasury 
has issued a call for the payment from War Loan deposits of a 
total of 708 million dollars, 472 million dollars on March 1 
and 236 million on March 2. The difference will evidently be 
made up by drawing down the Treasury’s balances with the 
Federal Reserve Banks.

Withdrawals from War Loan deposits to retire securities 
owned by commercial banks will bring about a net reduction 
of total deposits, but as the funds withdrawn are immediately 
returned to the banks in payment for redeemed securities, bank 
reserves will, in the aggregate, remain unchanged. Thus, the 
net effect on the commercial banking system will be a simul
taneous decline in bank holdings of Government securities and 
in deposit liabilities.

It is not to be expected, however, that the reserves gained 
by individual banking institutions from the redemption of 
securities held by them or their depositors will in all cases 
approximate the loss of reserves resulting from withdrawals of 
War Loan deposits. Some banks will receive more funds than 
they will lose, while others will experience net withdrawals and 
losses of reserves. Some banks and other holders of securities 
to be redeemed are reported to have begun adjusting their 
portfolios shortly after the announcement of the March re
demptions by selling part of their holdings of the securities to
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be retired and purchasing other short term Treasury securities 
— certificates of indebtedness, notes, and short term taxable 
bonds.

To the extent that the securities to be retired are held by 
nonbank investors, their redemption will result in an increase 
in private deposits and an accompanying rise in bank reserve 
requirements. If the funds to meet these redemptions are 
obtained through Treasury withdrawals from War Loan ac
counts, the banks as a whole will have to adjust their reserve 
positions to the required levels by drawing upon their excess 
reserves, disposing of earning assets, or borrowing from the 
Federal Reserve Banks. Under present conditions, the sale of 
Treasury obligations in the open market or directly to the 
Federal Reserve Banks (in the case of Treasury bills), is likely 
to be the form of reserve adjustment most frequently used. 
The amount of adjustment required, however, will not be large 
since holdings of nonbank investors represent a relatively small 
proportion of the amount of securities to be redeemed.

Redemption of securities held by the Federal Reserve Banks 
( and Government agencies and trust funds) can apparently be 
met, at least in the case of the March 1 certificates, by drawing 
upon Treasury balances in the Federal Reserve Banks, and thus 
will cause no loss of reserves to member banks. However, it 
is not possible at this time to foresee whether any net with
drawal of funds from the banks in connection with the March
15 redemptions of securities in Federal Reserve and Govern
ment accounts will be necessary, or not.

There has been a relatively heavy demand for short dated 
Treasury issues in recent weeks which has been in marked 
contrast to the experience of the past year or more, in which 
banks tended to purchase largely medium and longer term 
Treasury bonds with any gain of reserves, or even with funds 
obtained by the sale of short term securities. There is some 
evidence that this tendency may have been undergoing a 
change recently, as a result of the narrowing spread between 
yields on medium and long term and short term Treasury 
issues and some uncertainty as to the future course of interest 
rates, occasioned by frequent discussions in the press of sug
gested changes in Federal Reserve credit policies and in public 
debt management policies.

Demand for Treasury issues with near term maturities or call 
dates was reflected in a further decline in Federal Reserve 
System holdings of certificates of indebtedness and short term 
Treasury notes of nearly 500 million dollars in the first three 
weeks of February and a reduction in excess reserves of banks 
located outside New York City, especially during the week 
ended February 20. A  substantial increase in certificate and 
note holdings and a decrease in bond holdings of the New York 
City weekly reporting member banks in that same week sug
gests some switching out of bonds into short term Treasury 
issues.

Strength in the Government bond market through the first 
nine days of February gave way to irregularity subsequently, 
but after alternate recessions and advances, prices near the close 
of the month were higher in most cases than at the end of

January. Prices of certificates, notes, and short term taxable 
bonds were generally firm.

M e m ber  Ba n k  R eserve Po sitio n s

Some reduction in member bank excess reserves has occurred 
during the past month. In part, this was attributable to 
Treasury operations and in part to the operations of the mem
ber banks themselves. Heavy tax receipts, together with a 
decline in Federal expenditures for war purposes, were largely 
responsible for an increase of approximately 360 million 
dollars in the Treasury’s balance with the Reserve Banks dur
ing the four weeks ended February 20. Operations of the 
member banks and of other investors in the Government 
security market resulted in a substantial reduction in Federal 
Reserve Bank holdings of Treasury certificates of indebtedness 
and notes, which more than offset increases in other types of 
Federal Reserve credit (loans to and Treasury bill purchases 
from banks losing reserves).

Tax collections and nonbank investor purchases of securities 
held by the banking system were accompanied by a decline in 
private deposits, and reserve requirements fell 86 million 
dollars during the four weeks. A  further gain in the monetary 
gold stock of 98 million dollars, and a small decline in cur
rency in circulation— both additional indications of the reversal 
of the wartime trends— tended to add to bank reserves. But 
the aggregate of these and other factors tending to ease member 
bank reserve positions was far less than the increase in Treasury 
deposits with the Reserve Banks and the net decline in Federal 
Reserve credit, and member banks drew down their excess 
reserves by about 280 million dollars.

For the most part, the same factors affecting the reserves of 
all member banks were operative in New York City, except 
that there was a small increase in outstanding currency and that 
Treasury net receipts were exceptionally large in New York. 
A substantial movement of business and financial funds to the 
City, offset in part by a decline in correspondent bank balances 
kept in New York, tended to ease the pressure on the New 
York City banks, however.

MEMBER BANK EARNINGS IN 1945

Profits after income taxes, realized by all member banks in 
this District during 1945 averaged 11.6 per cent of capital 
funds, compared with 9.5 per cent in 1944 and 7.2 per cent 
in 1943.* Not all banks, however, shared in the increase; 
there were over 200 banks in the Second District, or more than 
25 per cent of all member banks, which showed a decrease in 
net profits after income taxes. Most of the banks showing 
decreases were institutions with less than 20 million dollars of 
deposits, although a number of the larger banks outside New 
York City also had smaller profits in 1945 than in 1944.

* These figures represent unweighted averages of the percentages 
for individual banks; the ratio of aggregate profits to aggregate capital 
funds, in which the large New York City banks predominate, showed 
an increase only two-thirds as great in 1945, as those banks had much 
smaller increases in profit ratios than many medium size banks in the 
District.
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Selected Average Operating Ratios of All Member Banks 
Second Federal Reserve District

1943 1944 1945

Number of banks..................... 796 810 805

Percentage of Total Capital Accounts
8 .8 9 .4Net current earnings............................. 7 .3

Profits before income taxes................. 7 .9 10.8 14.0
Net profits after income taxes............ 7 .2 9 .5 11.6
Cash dividends declared...................... 2 .0 2 .1 2 .1

Percentage of Total Earnings
49.2Interest on U. S. G ov’t securities----- }4 5 .0 }5 2 .4Interest on other securities................. 8 .0

Earnings on loans.................................. 39.5 32.3 28.8
Service charges on deposit accounts.. 7 .0 7 .2 6 .4
All other earnings.................................. 8 .5 8 .1 7 .6

Total earnings............................ 100.0 100.0 100.0

Salaries and wages................................ 31.5 29.6 28.4
Interest on time and savings deposits. 14.8 15.1 16.4

27.2 25.3 24.8

Total expenses........................... 73.5 70.0 69.6
Net current earnings............................ 26.5 30.0 30.4

Net recoveries........................................ 2 .9 7 .7 15.5
Taxes on net income............................. 2 .5 4 .2 7 .8

Net profits after income taxes. 26.9 33.5 38.1

Percentage of Total Assets
47.0 56.9 61.3U. S. Government securities...............

9 .6 7 .2 6 .1
19.4 15.0 13.0
22.0 19.4 18.4

Even though the net profits of nearly three out of four 
member banks in this District were higher in 1945 than in
1944, bank stockholders obtained little direct benefit in the 
form of increased dividend payments, as banks generally con
tinued the conservative policy of adding a large part of their 
net profits (about 80 per cent on the average) to capital 
accounts, thereby increasing capital funds about 9-5 per cent. 
The remaining 20 per cent of profits was used for dividends, 
which for all banks in the District averaged 2.1 per cent of 
total capital accounts, the same as in 1944.

Operating income increased considerably because of a larger 
volume of earning assets, mainly in the form of Government 
securities, although there were also substantial increases in 
loans to finance the purchase or carrying of Government securi
ties, and, in the case of New York City banks, some increases 
in industrial and commercial loans. The average rates of return 
on earning assets were lower than in the previous year. The 
increase in total current income was more than enough to take 
care of the increased expenses for salaries, interest on the ex
panded amount of time deposits, and other increased costs of 
bank operations, leaving the ratio of net current earnings to 
total earnings practically unchanged from 1944 for most 
groups of banks. There were sizable additions to current net 
earnings from profits on securities sold during the year and 
from recoveries on loans and securities that had been written 
down or charged off in previous years, particularly for the 
medium and larger size banks. However, taxes on net income 
were much larger than in previous years and for all banks aver
aged 7.8 per cent of gross earnings and about one fourth of net 
current earnings. The proportion of earnings used for income 
taxes increased with the size of banks, and was by far the 
highest for New York City banks having total deposits of more 
than one hundred million dollars.

Despite the additions to capital funds, as previously men
tioned, the average ratio of capital accounts to total deposits 
declined from over 9 per cent to 8 per cent, but the ratio of 
capital to all assets other than cash and Government securities 
rose to 43 per cent from 40 in 1944 and 34 in 1943.

BACKGROUND AND AIMS OF THE ANGLO- 
AM ERICAN FINANCIAL AGREEM ENT

At the end of January joint resolutions were introduced in 
the Senate and the House of Representatives designed to give 
legislative effect to the Anglo-American Financial Agreement 
of December 1945 (the main provisions of which were sum
marized in the January issue of this Review), and it is antici
pated that hearings will soon be held before the appropriate 
Congressional committees. The agreement has already been 
approved by the British Parliament. Because of the size of the 
credit provided for in the agreement, and because of the wide 
scope and complex nature of the other provisions of the agree
ment, it may be useful to review the character of the British 
balance of payments difficulties which have given rise to the 
need for financial assistance, the contribution which the pro
posed 3,750 million dollar line of credit would make toward 
the solution of those problems, and the benefits which this 
country may expect to derive from the agreement.

In the years immediately preceding the war the British bal
ance of payments was in a state of reasonable equilibrium. 
For example, in 1936-38 the United Kingdom experienced an 
annual average deficit on current account of only 43 million 
pounds, the net result of an average deficit of 389 million on 
merchandise trade account, and of net receipts of 203 million 
from overseas investments, 105 million from shipping, and 38 
million from all other services, such as insurance, commissions, 
and tourist trade.

This balance of payments pattern was sharply upset by the 
war, and the external financial position of the United Kingdom 
underwent a severe deterioration. Primarily as a result of huge 
overseas military expenditures, the British deficit on current 
account rose to an annual average of 731 million in the years 
1940-44, and aggregated 4,189 million pounds from September 
1939 to June 1945 (apart from goods and services acquired 
under lend-lease and Canadian mutual aid). In order to fin
ance this cash deficit, it was necessary for the United Kingdom 
to increase its external debt (chiefly in the form of sterling 
balances held by foreign monetary authorities) by 2,879 mil
lion pounds, to sell 1,118 million pounds of its overseas invest
ments, and to reduce its official gold and dollar holdings by 
152 million pounds. By June 30, 1945 the United Kingdom, 
long the worlds leading creditor nation, had become a net 
debtor, with external debts of 3,355 million pounds (of which 
about 80 per cent was owed to sterling area countries), while 
its overseas investments had been reduced to substantially 
under 3,000 million pounds (in nominal values).

The serious condition of disequilibrium in which the war 
has left the British balance of payments will inevitably persist, 
although on a diminishing scale, for several years. Sales of
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overseas investments and increases in foreign debt have reduced 
net investment income receipts by about 50 per cent, compared 
with the 1936-38 annual average. Reductions in net shipping 
earnings may be anticipated for several years as a result of a 
net wartime decline of about 25 per cent in British shipping 
tonnage. Earnings from insurance and other financial services 
are also likely to be smaller. Moreover, continuing large over
seas military expenditures may be expected for another year or 
two, in view of the time required to bring British troops home. 
Above all, imports will tend to be much larger than before the 
war because of the need for reconstruction and repair of war- 
damaged factories and homes, reequipment and replacement of 
peacetime plant (which was seriously undermaintained during 
the war), replenishment of depleted inventories, and expansion 
and modernization of the prewar plant generally. Import 
prices will also be considerably higher than before the war, 
probably by at least 50 per cent.

In order to offset this disequilibrium in its current balance of 
payments and also to pay off its external debts over a period of 
years, the United Kingdom will have to increase the volume of 
its exports, according to official estimates, to about 175 per cent 
of the 1938 level. For several years, however, no such increase 
is possible, despite active foreign demand. For one thing, 
since British exports had to be sacrificed during the war, and 
declined in volume by 70 per cent between 1938 and 1944, it 
will inevitably take time, even from a purely technical point of 
view, for the United Kingdom to switch over again to a full 
exporting basis. More important, however, its available domes
tic resources will be relatively scarce over the next few years in 
the face of pressing internal requirements, and, despite con
tinued rationing and priorities, the amount that can be released 
for export purposes will of necessity be limited.

The United Kingdom will therefore face an unavoidably 
large deficit on current account during the transition period 
when it is reconverting and restoring its industries to peace
time production and struggling to expand its export trade. It 
is officially estimated that this deficit, even on the assumption 
of continuing close control over expenditures abroad, will 
aggregate about 1,250 million pounds in 1946-48, of which 
750 million will be incurred in 1946 alone. The British anti
cipate more modest deficits in 1949 and 1950, and expect that 
exports will have risen sufficiently by 1951 to wipe out the 
deficit. Over the 6-year period to 1951 the aggregate deficit 
may thus be estimated at about 1,500 million pounds (o f 
which probably between 35 and 40 per cent will be incurred 
vis-a-vis the United States). The exchange requirements of 
the United Kingdom will be further increased to the extent 
that it is found necessary to pay off some portion of the exist
ing external debts during this period.

Available British resources are insufficient to meet these re
quirements. Net official gold and dollar holdings had declined 
by October 1945 to 453 million pounds, of which a part must 
necessarily be held as a minimum working balance. Little 
reliance can be placed upon further sales of overseas invest
ments, since the most marketable ones have already been dis

posed of. Any additional sales, moreover, would further 
increase the British balance of payments deficit by reducing 
interest and dividend receipts. Finally, the maximum amount 
of net aid that the United Kingdom might obtain from the 
International Monetary Fund would be limited to the amount 
of its quota, or 325 million pounds.

It is clear, then, that if the British are to be enabled to finance 
overseas expenditures in the volume necessary to carry them 
safely through the transition period, resort will have to be had 
to substantial borrowings abroad. The British deficit vis-a-vis 
Canada is likely to be met by means of Canadian credits. 
Credits might also be expected for another year or two from 
sterling area and other countries in the form of continued for
eign accumulations of sterling balances. In general, however, 
the external financing problem of the United Kingdom over 
the next five years is primarily one of obtaining dollars needed 
to meet the deficit with the United States, as well as with other 
countries to the extent that they are unwilling to accept further 
sterling.

If the proposed American credit to the United Kingdom is 
not forthcoming, that country will inevitably be forced to 
reduce its expenditures on American goods and services in 
keeping with the limited amount of dollars at its disposal, 
thereby retarding necessary domestic reconstruction, restora
tion of exports, and alleviation of its austere wartime standard 
of living. Instead, the United Kingdom would have to try as 
far as possible to obtain needed imports from the sterling area, 
and other countries closely allied to it economically, by tighten
ing the financial and trading links with these countries, by 
continuing and even intensifying its restrictive external war
time controls and arrangements, and by pursuing bilateral 
arrangements designed to exploit its strong bargaining position 
as an importer. The United States would find its exports in
creasingly discriminated against in foreign markets or even 
excluded in some cases. The world as a whole would tend 
to drift into State-directed, bilateral, and discriminatory trade 
and exchange practices, organized on bloc lines, thereby con
tributing to economic warfare and political instability. The 
Bretton Woods organizations, now about to be set up, would 
have no place within such a framework. The British authori
ties have already announced, in fact, that they would have to 
withdraw from these organizations if the credit agreement fails 
to pass Congress.

The proposed American line of credit of 3,750 million 
dollars is specifically designed to meet the minimum net dollar 
requirements of the United Kingdom and thereby to assist that 
country over its difficult transition period without the need for 
recourse to restrictive external controls and policies. The size 
of the credit has been so adjusted that, in conjunction with its 
other external resources, the United Kingdom will be enabled 
to finance its over-all dollar shortage during this period, includ
ing the dollars needed in connection with certain of the com
mitments imposed upon that country under the terms of the 
agreement. These commitments, which will remove wartime 
arrangements which have operated in a restrictive and dis
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criminatory fashion against American and other non-sterling 
area countries’ exports, include: (1 ) the restoration of free 
convertibility into dollars or other currencies of sterling 
obtained through current transactions by sterling area coun
tries; (2 ) the removal of exchange controls with regard to 
current transactions with the United States; (3 ) the removal of 
restrictions on payments or transfers for current international 
transactions in general; (4 ) the abolition of the so-called dollar 
pool (i.e., permitting sterling area countries to dispose freely 
of any dollars they acquire); and (5 ) free convertibility of 
some part of the accumulated sterling balances now held by 
sterling area countries. Except for (2 ) and (5) ,  which are to 
become operative from the effective date of the agreement and 
at an "early” date, respectively, these commitments are to come 
into operation no later than one year from the effective date of 
the agreement. These commitments may be expected to 
improve considerably the prospects for the foreign trade of the 
United States, not only with the United Kingdom, but also with 
many other countries.

The United Kingdom will also be committed to the com
pletion at an early date of arrangements to settle its huge 
accumulated external debts. These arrangements (in addition 
to making part of the debts freely convertible into dollars or 
other currencies at once) are to involve a scaling down in the 
principal of the debts and the repayment of the remainder in 
freely convertible currency over a period of years beginning 
in 1951. Furthermore, the United Kingdom agrees not to use 
quantitative import restrictions in such a way as to discriminate 
against imports from any country. Above all, the British 
authorities have agreed to support the American proposals for 
an International Trade Organization at the forthcoming Inter
national Conference on Trade and Employment. These pro
posals look forward, among other things, to international 
cooperation in the reduction of tariffs, elimination of preferen
tial duties, limitations upon the use of quantitative import 
restrictions and export subsidies, establishment of equality of 
treatment in international trade, curbing of restrictive business 
practices, supervision of inter-governmental commodity agree
ments, and the achievement of high levels of employment and 
income.

By enabling the United Kingdom to speed the restoration 
of its industries and the recovery of its export trade, and by 
calling for the early dismantling of its discriminatory external 
controls, the Anglo-American agreement constitutes an essen
tial condition for the reestablishment of multilateral, non- 
discriminatory policies in international trade, a high over-all 
level of American exports, and an expansion of international 
trade in general. These wider international benefits will result 
from the strategic position of the United Kingdom in the 
world economy and of the pound sterling in the network of 
international settlements, and from the traditional role of 
that country as the world’s largest importer (and our greatest 
single customer). Unless, therefore, there is a rehabilitation of 
Britain’s external finances (to which the American credit will 
make an important contribution), there can be no hope of a

removal of restrictive and discriminatory practices which inter
fere seriously with international trade, are obstacles to the 
achievement of international economic well-being, and even 
threaten the maintenance of world peace.

While the agreement will enable the United Kingdom to 
permit free convertibility of sterling at an early date and to 
remove discriminatory exchange and trade arrangements, there 
can, of course, be no absolute assurance that that country will 
be able to continue such policies into the more distant future 
and gradually to remove quantitative import restrictions and 
State-directed trading. The crucial problem is whether British 
exports of goods and services will have risen by the end of 
1951 (when repayments on the proposed American credit and 
other external debts will commence) to a level sufficient to 
enable the United Kingdom to finance debt repayments as 
well as current overseas expenditures (which will continue 
at a high level) within the multilateral framework envisaged 
in the agreement. For, clearly, the United Kingdom could not 
countenance foreign borrowing indefinitely.

The ability of the United Kingdom to expand its exports 
to the required level by 1951 and to maintain them at a high 
and reasonably stable level thereafter will depend essentially 
upon deliberate action by that country, as well as upon a favor
able international economic environment in general.

From the specifically British side, export expansion will 
depend, for one thing, upon the ability of British producers 
to adapt the character of their exports to the changing require
ments of the world market resulting from industrialization 
of other countries and technological change. For example, since 
former leading exports such as coal and cotton textiles will 
probably continue their prewar declines, increasing attention 
will have to be directed to machinery, vehicles, and other 
capital goods, and to higher grade consumers’ goods which 
require unusual skill in their production. It will also be neces
sary for the United Kingdom to modernize and expand its 
capital plant and to raise its over-all national productivity in 
order to improve its competitive position in world markets.

External conditions will also be of great importance, since 
a large expansion of British exports will require a high level 
of foreign demand. This will depend upon the maintenance 
of high levels of national income, notably in the United States, 
as well as upon the removal of barriers to international trade.

MEETINGS OF THE BRETTON  
WOODS INSTITUTIONS

On March 8 the first meetings of the Boards of Governors of 
the International Monetary Fund and of the International Bank 
for Reconstruction and Development will be held at Wilming
ton Island, near Savannah, Georgia, for the purpose of organiz
ing the two institutions. In keeping with the provisions of the 
Articles of Agreement, the meetings have been called by the 
United States in its capacity as the member having the largest 
quota in the Fund and the largest number of shares in the Bank. 
In attendance will be the governors of each institution
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appointed by each of the 35 charter members of the Fund and 
of the 34 charter members of the Bank. (Colombia has offi
cially adhered to the Fund, but not to the Bank.) The Ameri
can governor of both institutions is Secretary of the Treasury 
Fred M. Vinson.

Countries which attended the United Nations Monetary 
and Financial Conference at Bretton Woods, New Hampshire, 
in July 1944, but did not sign the Articles of Agreement by 
December 31, 1945, have been invited to send observers to 
the meetings. These countries (whose quotas and subscrip
tions aggregate somewhat less than 20 per cent of the total 
quotas and subscriptions of the Fund and the Bank, respec
tively), include: the Soviet Union, Australia, New Zealand, 
Venezuela, Panama, Nicaragua, El Salvador, Haiti, and Liberia. 
Observers have also been invited from Denmark, which 
may become a member, according to the Articles of Agreement, 
when a Fund quota and a Bank subscription have been officially 
assigned to it.

Although few details have been released concerning the 
nature of the agenda, it may be presumed that the two meet
ings will be concerned primarily with drawing up by-laws and 
other organizational details.

Each of the five members having the largest quotas in the 
Fund and the largest number of shares in the Bank is entitled 
to appoint an executive director of each institution. At the 
present time the "Big Five” of each institution consist of the 
United States, Great Britain, China, France, and India (the 
latter country being included because of the failure of the 
Soviet Union to ratify the agreements before December 31, 
1945). The remaining directors must be elected, and these 
elections are likely to take place at the forthcoming meetings. 
In the case of the Fund, two directors are to be elected by the 
Latin American countries and five by the other members 
(excluding the "Big Five” ). In the case of the Bank, seven 
directors will be elected by members other than the "Big 
Five.” Once the executive directorates are constituted, they 
are to choose the managing director of the Fund and the presi
dent of the Bank.

It is probable that the two meetings will also discuss the 
terms and conditions on which new members will be admitted 
to the Fund and the Bank, including countries which attended 
the Bretton Woods conference but which did not sign the 
Articles of Agreement by December 31, 1945, and countries 
which did not attend that conference. The size of the quota 
and subscription for Denmark and the admission of that coun
try to the Fund and the Bank may be decided, and any applica
tions for membership which may have been made will pre
sumably be considered at the meetings.

The location of the head offices of the Fund and the Bank 
may also be decided upon. The Articles of Agreement specify 
that the head office of each institution shall be established in 
the United States. According to newspaper reports, Washing
ton and New York are the two cities most actively being 
considered.

While the date on which the two institutions will commence

active operations is not known, it is generally believed that the 
Fund and the Bank should be functioning within about six 
months.

CONSUMER CREDIT IN 1945

The total amount of consumer credit outstanding increased 
approximately 800 million dollars between the end of 1944 
and 1945, or nearly twice as much as in the preceding year, 
according to the latest estimates of the Board of Governors of 
the Federal Reserve System. The total outstanding at the end 
of December, 6.6 billion dollars, was, nevertheless, still nearly 
a third under the 1941 peak. Resumption of the manufacture 
of limited amounts of consumers’ durable goods and further 
price increases were among the more important factors tending 
to enlarge the demands for consumer accommodation, although 
with the large backlog of wartime savings many individuals 
who formerly might have borrowed or purchased durable 
goods on the instalment plan now are in a position to pay cash.

Consumer Credit by Principal Types 
(Estimated amount outstanding at end of year*)

BILLIO N S
OF D O LLA R S81------------------------ -- -------------------------------------------------------

7 --------------------- ,----------------------------------------------------------------
INSTALMENT

CREDIT6 .. -------------------------------------------------------------------------------

1941 *4 3  »45  1941  *43  ' 4 5  1941 *4 3  *4 5  1941 ’ 4 3  ’ 4 5

* December 31, 1945 preliminary.

Most of the increase in consumer credit was in the volume 
of instalment and single-payment loans, particularly those 
extended by the commercial banks. In addition, instalment 
cash loans of small loan companies were up a little over 50 
million dollars, and there were also smaller increases in loans 
made by credit unions and in the instalment credits of automo
bile dealers, furniture, department, jewelry, and other retail 
stores. Instalment accounts of household appliance stores 
showed no net change over the year. Automobile paper, how
ever, which is ordinarily the largest single type of instalment 
paper, and outstanding credits of household appliance com
panies were only small fractions of their prewar volume. 
Department stores, furniture stores, and other retail outlets 
were not affected to the same extent by wartime production 
restrictions, but even their instalment sales at the end of 
December were more than 50 per cent below 1941 levels. 
Before the war instalment credit was the most important type
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of consumer credit, usually accounting for 50 to 60 per cent of 
the total amount outstanding, and an expansion in total con
sumer credit to anything like prewar levels will probably be 
dependent upon expansion of this type of credit, once con
sumers’ durables again become available in quantity.

Charge account sales also rose substantially during 1945, and 
at the end of December accounts payable were estimated to be 
approximately 9 per cent above the end of 1941. This modest 
expansion in charge account credit, however, reflects the tre
mendous increase in the volume of retail store sales and 
the general rise in the price level rather than a growth in the 
proportion of charge account to total sales. For the last two 
years roughly 30 per cent of total department store sales have 
been charge account transactions, while before the war this 
figure was usually closer to 45 per cent. Credit arising out of 
the services of doctors, hospitals, cleaning and laundry estab
lishments, and other service organizations continued its steady 
rise during the past year. Service expenditures have risen con
siderably with higher levels of income, but the increase in 
service credit outstanding has been comparatively small.

C o n s u m e r  In s t a l m e n t  L o a n s  o f  
C o m m e r c i a l  B a n k s

Consumer instalment loans of commercial banks expanded 
somewhat more rapidly during 1945 than those made by any 
other type of financing institutions in the consumer credit field, 
and at the end of December they represented a little over 11 
per cent of the total amount of consumer credit outstanding. 
In large measure this above average increase was the result of 
a conscious effort on the part of many banks to expand their 
activities in this field. The initial results of this policy can be 
seen in the fact that while before the war the larger part of 
the banks’ retail automobile paper was purchased from dealers 
or other financing agencies, most of the increase in bank hold
ings of automotive paper today represents direct loans made by 
banks to consumers for the purchase of automobiles. Bank 
holdings of purchased automobile paper have shown little net 
change since 1943, while direct loans rose nearly 50 million 
dollars between the end of 1944 and 1945, accounting for 
nearly a third of the total increase in the consumer instalment 
paper of the commercial banks in this period. Personal instal
ment cash loans also accounted for a substantial part of the rise

Percentage Change in Consumer Instalment Credit Outstanding 
of Commercial Banks in 1944 and 1945

Dec. 31, 1943 to 
Dec. 31, 1944

Dec. 31, 1944 to 
Dec. 31, 1945f

Type of credit All commer
cial banks*

37 banks in 
Second 
District

All commer
cial banks*

37 banks in 
Second 
District

Retail instalment credit.......... +13r +  8 +33 +15
Automobile........................... + 15 + 24 +35 +73
Other...................................... + 10 +  6 +29 +  8

Repair and modernization 
loans........................................ —  7 — 18r +46 +74

Personal instalment cash loans + l l r +  2r +22 +22

T ota l................................... +  9r —  lr +30 +27

♦ Estimated by Board of Governors of the Federal Reserve System, 
t  December 31, 1945 preliminary, 
r Revised.

in this type of bank credit during the past year, and repair and 
modernization loans showed a net increase for the first time 
since 1940, reflecting both the easing of building restrictions 
following the end of hostilities and the tremendous demand 
for housing.

In the Second District, reports from 37 member banks indi
cate that the largest dollar increases in their consumer loans in 
1945 were in personal instalment and repair and moderniza
tion loans. Automobile loans, as the accompanying table 
shows, increased very sharply percentagewise during the year, 
but at the end of December they represented only about 5 per 
cent of the total outstanding amount of consumer instalment 
credits of this group of banks. For the past several years, how
ever, banks in the District have not held as large a proportion 
of automobile paper in their consumer instalment loan port
folios as banks in other sections of the country.

W ARTIM E CHANGES IN 
FURNITURE STORE TRADE

Noticeable improvement in furniture store sales in this 
District began in the fourth quarter of 1945, but the 
dollar volume of sales for the full year was still slightly below 
that of the peak year 1941, whereas in all other districts com
bined, furniture store sales were above 1941. Furniture pro
duction was curtailed sharply in 1942 and retail stores in this 
District reported a decline in sales volume of 12 per cent from 
the preceding year’s peak. Only slight declines were registered 
in the two following years. During the first nine months of 
1945 sales increased 7 per cent over the corresponding 1944 
period, and a gain of 20 per cent in the fourth quarter raised 
the increase for the full year to 12 per cent. Among the five 
principal cities of the District, percentage comparisons with
1944 and 1941 sales were as follows:

City

1945 compared with

1944 1941

New Y  ork C ity......................................... + 10 +  2
+23 - 1 7
+ 1 0 -  4
+ 18 +  6
+15 - 1 5

Furniture is sold predominantly on the instalment basis, but 
the proportion sold for cash has been increasing during the past 
four years. In 1941 Second District stores sold approximately 
12 per cent on a cash basis. This proportion increased to 17 
per cent in 1942, and by 1945 cash sales accounted for almost 
one quarter of the total.

With the advent of Regulation W , accounts receivable of 
the furniture stores declined sharply. Receivables have shown 
little change during the past year, and they are currently 50 
per cent below the 1941 high. The collection ratio (collections, 
exclusive of down payments, as a percentage of first-of-the- 
month receivables) has increased from 10 per cent in 1941 to
16 per cent in 1945.
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At the close of last year stocks on hand in the furniture stores 
of this District were 11 per cent higher than at the close of the 
preceding year, but 35 per cent below the 1942 peak.

DEPARTM ENT STORE TRADE

Retail merchants in this District are marketing an unpre
cedented dollar volume of merchandise, and they are planning 
for a still larger consumer demand during the coming months. 
Using department store reports as a barometer of trade activity, 
sales in February were again more than 25 per cent above those 
of a year earlier, and the seasonally adjusted index exceeded 
last March’s peak by about 10 per cent. This index is now 
more than double the 1935-39 average.

Variations in the departmental buying trends are becoming 
more pronounced. During the war years department stores 
depended on the high dollar volume of women’s wear sales, 
and they supported peak operating activity by promoting these 
lines to the fullest extent. With the shift to a peacetime 
economy, the most important factor in the further rise in sales 
is the pent-up demand for homefurnishings and men’s wear. 
The outlook for the coming months is based on the anticipated 
market for this type of merchandise.

At the present time sales in the men’s wear group are being 
hampered by the shortage of suits and coats. The men’s fur
nishing departments report exceptionally large gains in spite of 
the inadequate supply of shirts. Within the homefurnishings 
group, many items are moving into stock rapidly, and the 
increased sales are not being supported out of inventory. 
Exceptionally large increases are being reported for house
wares, and stocks are well above the year earlier level. In the 
furniture department the supply is becoming more adequate 
to meet the demand, and sales are considerably higher than last 
year. In the coming months the ready market for major 
household appliances and radios will contribute to a high sales 
volume for this group.

Sales of women’s wear as a whole continue to maintain a 
substantial increase over last year’s record volume, although 
wide variations appear within the departments. Fur sales con
tinue below last year’s level, although stocks are adequate. 
Hosiery and lingerie sales show declines because of the mer
chandise shortages. The shoe department has been reporting 
better-than-average sales gains, although stocks are relatively 
low. Ready-to-wear sales and stocks show increases about 
equal to the total store average.

Anticipating a high level of sales during the coming months, 
department stores in this District at the close of January had 
a record dollar volume of outstanding orders on their books. 
During the past year these orders have increased 15 per cent 
and are now about three times the amount outstanding at the 
beginning of 1943. The dollar volume of stocks at the close 
of January was also at a record high for that date, 8 per cent 
above the January 31, 1945 level and 5 per cent higher than 
on the corresponding 1943 date. Since the close of September, 
however, the ratio of stocks to sales has declined. Currently

the dollar volume of stocks is only two thirds of outstanding 
orders, as compared with twice the orders at the beginning 
of 1943.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality
Net sales

Stocks on 
hand 

Jan. 31, 1946Jan. 1946
Jan. through 

Dec. 1945

Department stores, Second District___ +26 +13 +  8
New York C ity...................................... +25 +14 +  7
Northern New Jersey........................... +27 +13 +16

Newark................................................ +26 +14 +12
Westchester and Fairfield Counties . . +15 +  8 +  14

Bridgeport........................................... +  9 +  4 +14
Lower Hudson River Valley............... +32 +14 +10

Poughkeepsie...................................... +31 +14 +  5
Upper Hudson River Valley............... +34 +15 +11

+60 +23 +16
Schenectady........................................ +  9 +  8 +  5

Central New York State..................... +31 +11 —  3
Mohawk River Valley...................... +17 +  5 0

+12 +  4 +  6
+38 +14 —  7

Northern New York State.................. +46 +17
Southern New York State................... +22 +13 +  7

Binghamton........................................ +26 +15 +  4
+15 +  9 +10

Western New York State.................... +27 +  9 +  6
+32 +  8 +10

Niagara Falls...................................... +  6 +  8 —  2
Rochester............................................ +21 +12 0

Apparel stores (chiefly New York C ity ). +23 +21 0

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 

(1 9 3 5 -3 9  average =  100 per cent)

Item

1945 1946

Jan. Nov. Dec. Jan.

Sales (average daily), unadjusted................. 123r 235 307 155
Sales (average daily), seasonally adjusted.. 149r 182 181 187

Stocks, unadjusted............................................ 133 173 136 144
Stocks, seasonally adjusted............................ 150 152 150 162

r Revised.

Indexes of Business

Index
1945 1946

Jan. Nov. Dec. Jan.

Industrial production*, 1935-39 =  100......... 234 168 164 159p
(.Board of Governors, Federal Reserve 

System)
Electric power output*, 1935-39 =  100 

(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 =  100

206 187 187 187p

212 179 182p
(Federal Reserve Bank of New York)

Sales of all retail stores*, 1935-39 =  100. . . 193 216 211p
(Department of Commerce)

Factory employment
United States, 1939 =  100........................... 163 122 122 122p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 144 117 118 119p
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 =  100........................... 335 213 216 p
(Bureau of Labor Statistics) .
New York State, 1935-39 =  100................ 290 220 224 227p
(New York State Dept, of Labor)

Income payments*, 1935-39 =  100............... 242 236 to CO e

(Department of Commerce)
Wage rates, 1926 =  100.................................... 169 168 168p

(Federal Reserve Bank of New York) 
Consumers’ prices, 1935-39 =  100................. 127 129 130p

(Bureau of Labor Statistics)
Velocity of demand deposits*, 1935-39 =  100 

(Federal Reserve Bank of New York)
New York C ity .............................................. 94 82 99 101
Outside New York C ity .............................. 78 73 84 79

♦ Adjusted for seasonal variation. p Preliminary.
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(1935-39 averages 100 per cent)

1940 1942 1940 1942

Income Payments to Individuals, Based on 
Department of Commerce Estimates. Wages 

and Salaries Include Military Pay. 
Monthly Figures Raised to 

Annual Rates

Indexes of the Cost of Living as Compiled by 
Bureau of Labor Statistics. Last Month 

in Each Calendar Quarter through Sep
tember 1940, Monthly Thereafter 

(1935-39 average=100 per cent)

Member Banks in Leading Cities. Demand 
Deposits (Adjusted) Exclude U. S. Govern
ment and Interbank Deposits and Collection 

Items. Government Securities Include 
Direct and Guaranteed Issues. (Latest 

figures are for February 20)

MONTHLY REVIEW, MARCH 1946

General Business and Financial Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

OUTPUT at factories declined further in January and the early part of February owing to 
work stoppages. Production and employment in most nonmanufacturing lines, however, 

continued to advance and the value of retail trade was maintained considerably above last 
year’s level.

In d u s t r i a l  Pr o d u c t i o n

Wage disputes sharply reduced output in the iron and steel and electrical machinery 
industries during January and the early part of February. These decreases were offset in 
part by increased output in most other manufacturing lines and in mining. The Board’s 
index of total industrial production was at a level of 159 per cent of the 1935-39 average 
in January, as compared with 164 in December.

Steel mill operations, which averaged 83 per cent of capacity in the first three weeks of 
January, dropped to around 6 per cent during the succeeding four weeks. Since settlement 
of die wage dispute in the steel industry, output has recovered sharply and during the last 
week of February operations were scheduled at 59 per cent of capacity.

Activity in machinery industries declined about 5 per cent in January, mainly because 
of work stoppages in plants of leading electrical equipment producers after January 15. 
Output of most other types of machinery continued to increase. Activity in the automobile 
industry rose in January, even though plants of the leading producer remained closed by a 
labor-management dispute. About twice as many automobiles and trucks were assembled 
in January as in December. Passenger car assemblies were at an annual rate of 700,000 
cars which, however, was only about one fifth of the 1941 rate.

Lumber production rose considerably in January and there were substantial increases 
in output of most other building materials from previous low levels. Production gains 
were also recorded in January at textile and paper mills, at printing and publishing establish
ments, and in the furniture, tobacco, chemical, and rubber products industries.

Output of minerals rose 5 per cent in January, reflecting large increases in output of 
anthracite and bituminous coal and a small gain in production of crude petroleum. Coal 
production in January and the first part of February was at a rate about 8 per cent above 
a year ago.

Em p l o y m e n t

Employment at trade establishments in January showed a much smaller decline than 
is usual after the Christmas season and employment in most other industries continued to 
advance. Construction employment in January was double the level in the same month last 
year, and, following large increases since last autumn, employment in the trade, finance, 
service, and miscellaneous industries was substantially larger than a year ago. Employment 
at factories was about one-fifth lower than at the beginning of 1945 as reductions in munitions 
employment were only partly offset by increases in other employment. Unemployment rose 
somewhat further by the middle of January to a level of 2,300,000 persons.

D is t r i b u t i o n

Value of department store sales in January was 15 per cent above last year and in the 
first half of February the increase was larger. Retail sales at stores selling furniture, building 
materials, and other durable goods were from 25 to 40 per cent above a year ago in January 
and the total value of retail trade since the first of the year has been about one-fifth higher 
than during the same period last year.

Railroad freight traffic was reduced from the middle of January to the middle of 
February owing mainly to the work stoppage in the steel industry. Shipments of agricultural 
commodities, coal, and general merchandise, however, remained at high levels.

C o m m o d i t y  Pr ic e s

Federal price policies were modified in the middle of February to permit increases in 
ceilings made necessary by Federally approved wage-rate advances and sellers now may ask 
for immediate price relief rather than waiting six months. Accompanying this action steel 
prices were raised by 8 to 9 per cent. Ceiling prices for a number of other manufactured 
products, including certain foods, cotton goods, paper, and lumber, have also been increased 
in recent weeks.

B a n k  C r e d it

Treasury deposits increased by more than one billion dollars in the five weeks ended 
February 20, reflecting large Treasury tax receipts, reduced expenditures, and sales of savings 
bonds and tax savings notes in excess of securities redeemed. Deposits, other than Govern
ment and interbank, showed little change during this period, in contrast to developments in 
former post-drive periods when funds were shifted rapidly from Treasury balances to accounts 
of businesses and individuals. Bank loans made for purchasing and carrying Government 
securities were further reduced, while commercial, industrial, and agricultural loans continued 
to increase.

Banks continued to increase their holdings of Government securities, purchasing bonds 
in the market and Treasury certificates from the Federal Reserve Banks. Nonreporting banks 
drew upon their balances with city correspondents to increase their loans and investments. 
City banks met this and other drains in part by selling bills to the Reserve Banks.
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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  OF N E W  Y O R K

A P R I L  1 9 4 6 No.  A

MONEY MARKET IN MARCH

The New York money market was rather tight during a 
good part of March, chiefly because of the effects of Treasury 
operations in connection with the retirement of substantial 
amounts of Treasury securities on March 1 and March 15, 
as well as quarterly income tax collections. The debt retire
ments were accompanied by large-scale investment operations 
by the banks and their customers, which involved substantial 
purchases of securities from the Federal Reserve System Open 
Market Account, and consequent losses of reserves to the 
banks. Income tax payments ran substantially higher than 
had been expected, and resulted in unusually heavy accumula
tions of funds in Treasury balances with the Reserve Banks 
toward the end of the month. Large-scale shifts of funds from 
New York to other parts of the country occurred, especially 
in the latter half of the month, partly in connection with 
Treasury security redemptions and partly in connection with 
tax payments. The net effect of all these transactions was to 
necessitate heavy recourse by member banks to Federal Reserve 
credit, largely through sales of Treasury bills to, and borrow
ings from, the Reserve Banks.

The redemption of about 1 billion of an issue of somewhat 
over 4 billion dollars of Treasury certificates maturing on 
March 1 was accomplished with little effect on the banking 
system as a whole. Treasury disbursements in connection with 
the redemption and for other purposes exceeded receipts by 
about 250 million dollars, and helped to compensate for some 
unevenness in the impact on individual banks of the disburse
ments and Treasury withdrawals from War Loan deposit 
accounts. In New York City, however, the money market 
position was rather tight owing largely to substantial pur
chases of Treasury certificates from the Reserve System, partly 
by the New York City banks and partly by out-of-town banks 
and customers who were undertaking to replace their redeemed 
securities through purchases of other securities. As a result, 
the New York City banks found it necessary to sell Treasury 
bills to the Reserve Banks and to increase their borrowings 
moderately in the first week of the month.

In the following week there were heavy purchases of the 
longer term outstanding Treasury certificates by the New York 
City banks and, to some extent, by their customers in anticipa
tion of the redemption of maturing Treasury notes and bonds

on March 15. As the certificates were supplied largely from 
Federal Reserve holdings, payments for them involved a heavy 
drain on the reserves of the New York banks. In order to 
replace the lost reserves, the banks borrowed heavily from 
the Reserve Bank, and sold considerable amounts of short 
term Treasury securities in the market. The securities sold, 
however, were largely absorbed by dealers who had to borrow 
from the banks to carry them, so that the sales did not accom
plish the purpose of supplying the banks (in the aggregate) 
with additional reserves. Borrowings by the New York City 
banks in this week rose above 500 million dollars, the largest 
amount since last June.

Although the redemption of approximately 1,800 million 
dollars of Treasury notes and bonds on and immediately after 
March 15 was financed to a considerable extent by with
drawals of Government deposits from War Loan accounts in 
banks, it was met in part by the use of funds previously 
accumulated in Treasury balances with the Reserve Banks, and 
consequently provided the banks with a sizable amount of 
additional reserves. As a large proportion of the maturing 
securities were held by the New York banks, either for their 
own account or for customers ( including correspondent 
banks) the New York banks had the benefit of net payments 
from the Treasury amounting to approximately 500 million 
dollars. Part of this gain, however, was offset by a heavy 
outflow of funds to other parts of the country where banks 
sustained net losses of reserves through withdrawals of Treas
ury deposits and tax collections. Some New York City banks 
were able to repay a substantial part of their indebtedness at 
the Reserve Bank, while others, as well as banks in other parts 
of the country, found it necessary to sell Treasury bills to the 
Reserve Banks in order to adjust their reserve positions. New 
York banks also sold large amounts of short term certificates 
and notes in the market, but considerable amounts of the cer
tificates were acquired by dealers who carried them on funds 
borrowed from the banks, so that no gain of reserves to the 
New York banks as a group resulted. Some of the securities 
were acquired by the Reserve Banks, and to that extent pro
vided the banks with reserve funds.

In the latter part of the month there was again a heavy drain 
on the banks’ reserves which resulted chiefly from income tax
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collections. These collections ran well above earlier estimates 
and resulted in an increase in the Treasury balances with the 
Reserve Banks to nearly 1,400 million dollars on March 27. 
The resulting loss of funds necessitated further heavy sales by 
member banks of short term Government securities, including 
Treasury bills and short term certificates and notes, some of 
which again were absorbed by dealers, while others were 
absorbed by the Reserve Banks. Holdings of Treasury bills by 
the Reserve System rose to higher levels than ever before, 
while the holdings of commercial banks were correspondingly 
reduced. In the case of the reporting New York City banks, 
Treasury bill holdings on March 27 fell to the lowest level 
since 1939.

In view of the extraordinary accumulation of Treasury 
deposits in the Reserve Banks, however, it became possible 
for the Treasury, in making plans for the redemption of 
approximately 2 billion dollars of Treasury certificates on 
April 1, to reduce the amount of its withdrawal of funds from 
War Loan deposit accounts in the commercial banks to a little 
over 1 billion dollars. It is to be expected, therefore, that the 
Treasury will make net disbursements of more than 1 billion 
dollars on, or shortly after April 1, which should have the 
effect of easing the reserve position of the commercial banks 
considerably.

M em b er  Ba n k  Credit

Loans to brokers and dealers on Government securities by 
New York City banks increased substantially during March 
chiefly as a result of the heavy sales of Treasury certificates of 
early maturities by banks and others, a large part of which were 
absorbed by the dealers. Presumably these loans will be 
largely repaid on, or soon after April 1, when the dealers will 
receive payment from the Treasury for that part of their hold
ings which is redeemed, and will sell the new certificates 
received in exchange for the remainder.

Largely as a result of the two redemption operations in 
March, Government security holdings of the weekly reporting 
member banks in 101 cities declined about 2 billion dollars in 
the three weeks ended March 20. Although the total holdings 
of the weekly reporting banks in New York City are roughly 
half those of the institutions reporting from 100 other centers, 
the net reduction was the same for each group of banks, a 
billion dollars, reflecting the pressure on New York City banks’ 
reserves, largely as a result of the outflow of funds to other 
parts of the country.

The expansion of commercial, industrial, and agricultural 
loans continued in March and lifted the total for all reporting 
member banks to a new peak since this series was first compiled 
in May 1937. In fact, the "commercial” loans of New York 
City banks appear to be at the highest level since the peak was 
reached in 1920 (precisely comparable records are not avail
able). The total for banks in 101 cities on March 20 was 
7,491 million dollars, a gain of 1,723 million or 30 per cent 
over the low point in May of last year and of 1,336 million or 
22 per cent over the corresponding week of 1945. At this

Percentage Increase in Business Loans of Weekly Reporting 
Banks, by Districts (May 30, 1945 to March 13, 1946)
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time last year, business loans were contracting, whereas this 
year there has been a contraseasonal rise since the beginning 
of the year. It appears, furthermore, that the expansion of 
business borrowing has been fairly widespread as all but five 
Federal Reserve Districts have shown gains of more than 30 
per cent since last May, as illustrated in the accompanying 
chart, based on data of weekly reporting member banks. The 
increase was largest relatively in the St. Louis, Dallas, and 
Richmond Districts, where the gains ranged around 48 per 
cent to more than 55 per cent. The next four districts, Phila
delphia, New York, Atlanta, and San Francisco, averaged close 
to 35 per cent. In Minneapolis, the slight gain may be attri
butable to seasonal factors affecting farm loans. In dollar 
amount, the New York District accounted for approximately 
45 per cent of the increase for all the districts.

Although large term loans to business have been an impor
tant factor in the upswing in commercial loans, the extension 
of smaller short term loans on a wider scale appears to be 
assuming greater significance at least in New York City. 
Reports from a dozen large City banks on new loans made in 
the first 15 days of March indicated that an unusually large 
number of short term loans (including renewals) were 
granted, amounting in the aggregate to 216 million dollars, 
the largest amount shown in any quarterly report since the 
beginning of 1939 (when the series was first compiled). The 
number of loans extended was considerably greater than in 
either the first half of December or the first half of March 1945. 
On the other hand, the long term loans (those maturing in 
more than a year) made in the first half of March of this year 
amounted to only 61 million dollars, the smallest total since 
September 1943. The New York banks’ experience may not 
be typical, however, as the latest available information for 
banks in principal cities in other parts of the country (for 
December 1-15, 1945) showed term loans at new high levels, 
while short term credits granted were not as large as in some 
earlier periods.
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NEW CORPORATE FINANCING
New corporate financing in the first quarter of 1946 

amounted to about one billion dollars (partly estimated), 
compared with approximately 860 million in the correspond
ing quarter of 1945. A  decline in new offerings for refunding 
purposes was more than offset by an expansion of 'new money” 
flotations which, at 290 million dollars in the first three months 
of this year, were more than double the 132 million of new 
capital issues placed on the market in the same period of 1945. 
Refunding issues amounted to 608 in the first quarter of 1946, 
against 729 million dollars a year previous.

Both refunding and new capital securities offered in the 
first three months of this year were well below the totals for 
the last quarter of 1945; the decline for refundings was rela
tively much greater than for new capital issues, but was less 
than had been expected in view of the huge volume of re
financing operations crowded into the latter part of last year. 
Approximately three fourths of the securities floated in the 
past three months to raise new capital were issues of indus
trial concerns (all concerns other than railroads, public utili
ties, and financial companies), but that was a somewhat smaller 
proportion than in the previous two years. On the other hand, 
railroad and utility securities accounted for about two thirds 
of refunding issues, as against three fourths in recent years.

For the most part, the new securities issued during the first 
quarter of the year were favorably received by investors, 
although here and there, owing to the fact that an issue may 
have been considered 'over-priced” in relation to outstanding 
securities of comparable grade and maturity, the absorption 
by investors proceeded rather slowly. Much discussion and 
some uncertainty as to the future course of interest rates may 
also have been a factor in the rather slow distribution of a 
few long term issues in recent weeks. A falling off in new

Domestic Corporate Security Issues for Refunding and for 
New Capital, Quarterly Totals*

* First quarter of 1946 partly estimated.
Source: Commercial and Financial Chronicle.

stock flotations in the latter part of the quarter probably re
flected the sizable decline in stock prices in February.

Most of the direct wartime influences on the corporate 
capital market were ended with the completion of the Treas
ury’s war financing program successfully concluded with the 
Victory Loan, the relaxation of production controls after V-J 
Day, and the removal of the excess profits tax effective January 
1, 1946. Some of the changed conditions under which the 
new issue market has been operating since the beginning of 
the year and their effects upon the volume and types of securi
ties likely to be offered are set forth below.

1. Wartime restraints on the flotation of securities for the 
purpose of expanding plant, equipment, and working capital 
have been* removed. Unlike World War I, the Government 
placed no direct restrictions on the issuance of corporate 
securities in World War II, but the Governments policy of 
financing war plant expansion and the working capital re
quirements of war producers with its own funds or through 
the guarantee of bank credits to war contractors, together with 
restrictions on the availability of equipment and shortages of 
raw materials for nonwar industries was equally effective in 
limiting the volume of corporation financing through new 
capital issues. The removal of these indirect restraints has 
cleared the way for an increased volume of new capital 
investments.

2. The completion of the Treasury’s war financing program 
which employed the mechanism of War Loan drives, during 
which corporation security financing was largely suspended, 
signalized the restoration of more even conditions in the cor
porate new issue market, as corporate flotations need no longer 
be concentrated in between-drive months. Consequently, the 
peaks and valleys in the monthly totals of new issues since the 
middle of 1944 may well be replaced by more moderate 
month-to-month fluctuations.

3. The elimination of the excess profits tax has removed 
a powerful incentive for issuing refunding securities, although 
it remains to some extent for those corporations with fiscal 
years other than calendar years, since excess profits taxes are 
still payable on that portion of net income falling within the 
calendar year 1945.

While the heavy concentration of refunding operations in 
1945 and the subsequent weakening of the ’'tax savings” 
factor raised some question as to the prospects for the con
tinuation of such operations on a large scale, the further de
cline in yields on long term securities early this year gave new 
life to refinancing activities. The margin between interest 
on new securities and on the refunded issues had been narrow
ing gradually, thus making it less profitable to refund out
standing securities. This is shown in the accompanying table, 
which gives for each quarter beginning in 1945 the average 
coupon rate on new bond issues of 10 million dollars or more 
and on the securities which were retired out of the proceeds 
of the sale of new issues. (Coupon rates only were used be
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cause of the lack of complete Information on offering prices, 
particularly for privately placed new issues, but it is believed 
that this does not materially affect the comparisons.) The

Interest Savings on Refunding Issues*
(Weighted averages of coupon rates, in per cent per annum)

Quarter
New

issues
Refunded

issues
Interest
savings

1945
3.26 4.44 1.18

Second.......................................................... 2.97 4.03 1.06
T hird ............................................................ 3.05 3.75 0.70
Fourth.......................................................... 2.93 3.65 0.72

1946
2.72 3.72 1.00

* New fixed interest issues of 10 million dollars and over.

renewed decline in market yields on outstanding securities in 
the opening months of 1946, however, tended to extend the 
period in which worth-while savings could be obtained by 
replacing outstanding securities with new ones. In fact, the 
spread on actual refundings widened somewhat in the first 
quarter of this year, but that was largely because one sizable 
issue with a wide margin affected the average.

In a number of cases, recently issued securities have been 
replaced with new securities bearing still lower coupon rates, 
the repeated refinancing operations being made possible by 
the continued decline in long term interest rates. Among the 
most recent examples of this process were four issues of two 
railroads aggregating 207 million dollars, which were placed 
on the market in the first quarter of 1946, approximately six 
months after the securities they were to replace were first 
offered to the public. Thus, it would appear that the volume 
of corporation refunding operations in coming months will de
pend mainly upon the course of interest rates in the market.

CHANGING PATTERN OF DEBT 
IN THE UNITED STATES
The pattern of indebtedness in the United States has been 

vastly altered as a consequence of the war. The Treasury’s 
wartime financial requirements were so large that they lifted 
the Federal Government’s net debt1 to a level far surpassing 
the aggregate net indebtedness of all other groups including 
State and municipal governments as well as private debtors. 
It is estimated that at the end of 1945 the Federal net debt 
comprised more than 65 per cent of the aggregate national 
indebtedness in contrast to 22 per cent at the end of 1940. 
Private indebtedness fell from 68 per cent in 1940 to a little 
over 30 per cent last year, and the net debt of States and local 
governments from 10 to less than 4 per cent.

Total indebtedness in the United States, both public and 
private, exceeded 350 billion dollars in 1945, at least twice 
the prewar peak reached in 1930. This substantial increase 
was accompanied by an equally marked decline in interest 
rates, as a consequence of the abundance of funds resulting

1 Net after deducting such items as interagency debt, Government 
securities held by trust accounts, and Government loans to private 
enterprises and individuals.

from the huge inflow of gold between 1934 and 1941, the great 
expansion of Federal Reserve credit during the war, and the 
vast monetary structure which was built upon these primary 
bases of bank credit. Thus, although the aggregate volume of 
debt more than doubled between 1930 and 1945, average 
interest rates fell by about half, so that, even allowing for old 
debt that has not been refunded at lower rates, the actual 
interest burden apparently has not increased very much in 
actual amount, and has diminished in relation to the gross 
national product. The Federal Governments interest payments 
were between seven and eight times larger in 1945 than in 
1930, but interest payable on private debt had been reduced 
substantially.

Changes in the total net debt and its major components over 
the past 30 years are shown in the accompanying chart along 
with the estimated gross national product. In general, as 
illustrated in the chart, private and public debt have shown 
little tendency to move together, and at times have moved in 
opposite directions. However, debts of the States and muni
cipalities, included in the public debt totals, have varied more 
closely with changes in private debt, so that it has been the 
Federal debt primarily which has fluctuated independently of 
private debt. During both World Wars, of course, the total 
outstanding obligations of the Federal Government rose much 
more rapidly than private debt. But in peacetime, the Federal 
debt first declined gradually during the prosperous business 
conditions of the twenties while the expansion of the private 
debt gained momentum, and then grew during the depression 
of the thirties as a result of Government expenditures in con
nection with unemployment relief and financial assistance to 
business, agriculture, and home owners, while private bor
rowers paid off or defaulted on many of their obligations.

Prior to America’s participation in World War I, the net 
private indebtedness of the nation accounted for 92 per cent

Gross National Product and Net Indebtedness*

* Total debt exclusive of duplicating debt and corporate short term debt 
other than notes and accounts payable; 1945 estimated by the Federal 
Reserve Bank of New York.

Source: U. S. Department of Commerce and Board of Governors of the 
Federal Reserve System.
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of the total net debt. This proportion declined during that 
war and then rose during the twenties to 83 per cent at the 
end of 1930. Thereafter a steady decline ensued until, in
1945, private indebtedness came to only slightly more than 
30 per cent of all debts. In dollar terms, aggregate debt of 
private individuals and business enterprises rose from 69 
billion dollars in 1916 to 146 billion in 1930, and fell to 
around 115 billion (preliminary) last year.

Most of the expansion of private debt during the first 
World War (1916-19) came in the short term category, 
chiefly bank loans to nonbank investors on Government securi
ties and to war contractors for working capital purposes. But 
the major factor in the subsequent expansion during the period 
of high level industrial activity and construction and of rising 
property values in the twenties was the increase in long term 
debt, which rose 88 per cent between 1919 and 1930, com
pared with a 40 per cent growth in short term debt. (The 
peak for the latter came in 1929 when it was 50 per cent higher 
than the 1919 figure.) Reflecting the boom in construction, 
as well as rising real estate values and building costs, urban 
mortgage debts (o f noncorporate borrowers) increased over 
215 per cent between 1919 and 1930. Long term debt of 
business corporations rose more slowly (by about two thirds), 
as corporate business tended to resort increasingly to equity 
financing in this period.

Long term borrowings of farmers traced a somewhat differ
ent pattern. The bulk of the expansion of farm real estate 
debt occurred in 1919 and 1920 when agricultural prices were 
at their highest. A slower rise continued through 1922 when 
total farm real estate debt reached 10.8 billion dollars, a gain 
of 3.7 billion dollars over the 1918 level, and then gradually 
receded each year with but few exceptions through 1945.

Increased financing through the capital markets by corpora
tions, ploughing back undistributed profits into business opera
tions, and increased efficiency in transportation and inventory 
control limited the expansion of short term business indebted
ness between 1919 and 1930. Substantial growth of indebted
ness of security brokers and dealers and their customers and of 
consumers were the principal factors in the rise in short term 
debt in this period.

Both short and long term private debt fell sharply between 
1930 and 1933. The liquidation of the former was completed 
in 1933, after which there was an irregular rise through 1941, 
chiefly as a result of expanding consumer debt; the decrease 
in long term debt, however, continued more slowly through 
1936. In the six year period, 1931-36, corporate and farm 
mortgage debt fell 18 per cent and urban mortgage debt 22 
per cent. A minor increase in corporate long term debt in the 
next few years was in part attributable to the growth of term 
loans to business by banks.

In the first three years of World War II, urban mortgage and 
short term debt rose markedly, while corporate long term debt 
and farm mortgage loans continued to decline. After 1941 all 
major forms of private debt fell as production controls and the

other restrictions imposed by the Government with the Ameri
can entry into the war and the Treasury’s direct financing of 
war plants effectively curtailed private plant expansion and 
nonessential residential buildings, and as high corporate and 
agricultural incomes enabled substantial repayment of funded 
debt. Short term loans fell as nonessential businesses cur
tailed operations and consumer borrowing was reduced for 
lack of durable goods and because of restrictions on consumer 
credit. In 1944 and 1945, however, a combination of increased 
loans for purchasing Government securities and an upturn 
in consumer debt (principally in charge sales) and in short 
term business borrowing brought some expansion in short 
term indebtedness.

In contrast to the fluctuations in net private debt, the net 
Federal debt expanded from the almost nominal amount of 1.2 
billion dollars at the end of 1916 to 25.5 billion in 1919, 
declined to 14.8 billion in 1930, grew to 36.9 billion in 1940, 
and then rose rapidly to about 250 billion dollars at the end 
of 1945. In most years since 1930 a larger portion of the 
nations money savings has been absorbed by the Federal 
Government for public expenditure than by business enter
prise or private individuals for capital expenditures or con
sumption purposes.

State and local government indebtedness, which amounted to
4.6 billion dollars in 1916, rose slowly during the first war and 
then more rapidly thereafter to a peak of 16.8 billion in 1933. 
This growth came in response to sizable public works pro
grams, necessitated first by some deferment of needed projects 
during the first war, and then by such interrelated factors as 
the growth of population, the more widespread use of the 
automobile, the development of new suburban areas, and the 
housing boom, involving extensive road building, street pav
ing, sanitation, hospital, and educational projects. In the early 
depression years, 1931-33, State and municipal debts continued 
to rise as a consequence of heavy disbursements for relief. In 
subsequent peacetime years, however, State and local indebted
ness declined irregularly as the Federal Government took over 
most of the relief burden, and then more rapidly during the 
second war as public work projects were deferred because of 
the all-out war production effort. The increased revenues of 
regional and local governmental units enabled them to reduce 
their outstanding debt by 3 billion dollars between 1941 and 
1945 to a total of around 13 billion last year.

As shown in the accompanying chart, the gross national 
product (the total value of goods and services produced) and 
the total debt of the nation have tended to fluctuate in the 
same direction. During the war, however, the growth of the 
gross national product fell considerably short of the increase in 
the debt, owing to the growth in idle savings which accom
panied the war financing. In the twenties also, when the 
growth of private debt was the major factor in the increase 
in the total, the gross national product rose less rapidly than 
the debt, but the discrepancy was much narrower. It then 
reflected largely an increase in certain types of indebtedness
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such as bank loans for purchasing and carrying securities and 
stock brokers’ loans to their customers trading on margin, 
which made at best an indirect contribution toward increasing 
the gross national product. Some portion of the increase in 
debt in that period probably represented mainly a revaluation 
of capital assets on the basis of a higher general price level 
than before the war. A substantial growth of equity financing 
was a limiting factor in the growth of private debt in this 
period. On the whole, however, it would seem reasonable to 
expect a relatively rapid growth in private debt and a decline 
in public debt in years of rising prosperity ( except, of course, 
in wartime), and the reverse movements in depression years. 
This tendency is already apparent in the current postwar 
period, although the reduction in public debt thus far repre
sents only the use of some of the surplus funds raised in the 
Victory Loan.

SURVEY OF OWNERSHIP OF BUSINESS AND 
PERSONAL DEMAND DEPOSITS, JANUARY 1946
The January survey of the ownership of business and per

sonal demand deposits in all commercial banks in the Second 
Federal Reserve District presents an opportunity to evaluate 
the shifts which have occurred in various ownership categories 
since the termination of the war. The outstanding develop
ment between July 1945 and January 1946 was a decline of 
nearly a billion dollars in balances of manufacturing and 
mining concerns, following continuous increases since early 
in 1944. In contrast, there were further increases of about 
400 million dollars in retail and wholesale trade accounts and 
350 million dollars in personal deposits, both of which were 
much greater than in the previous six month period. Larger 
increases than during the previous period were also recorded 
in aggregate accounts of other nonfinancial businesses except 
public utilities, and of financial businesses such as investment, 
loan, insurance agency, and real estate concerns, as well as 
nonprofit organizations and foreign accounts. Declines during 
the past six months in place of gains during the period Jan- 
uary-July 1945, were recorded for accounts of public utilities, 
insurance companies, and trust funds of banks. Figures in the 
accompanying table show that total demand deposits of indi
viduals, partnerships, and corporations in all commercial banks 
in the Second Federal Reserve District are estimated at 19,816 
million dollars as of January 1946, only 72 million, or 0.4 per 
cent, higher than in July 1945.

The current survey, which is the seventh of a series, includes 
reports from 126 member banks which have about three 
fourths of the total business and personal demand deposits of 
all commercial banks in the District. The reporting banks 
classified in ownership groups about 68 per cent of their 
business and personal demand deposits; the accounts classified 
were the larger ones with the minimum size classified varying 
according to the size of the bank.

The 13 per cent decline in balances of manufacturing and 
mining concerns during the half year ended January 1946

carried the deposits of that group to a point lower than any 
heretofore shown in these surveys which go back to the spring 
of 1943, although the current level undoubtedly remains much 
higher than that prevailing before the war. The shrinkage in 
these deposits may have been due to expenditures for recon
version of plants to peacetime production, together with pay
ments for labor, materials, and other expenses incident to 
accumulations of goods in process of manufacture. The large 
rise in balances of retail and wholesale trade concerns partly 
reflects seasonal trends such as the peak sales of the holiday 
period and consequent year-end depletion of inventories, par
ticularly for retailers. The continued large increase in personal 
accounts during the past six months, despite a decline in factory 
payrolls, suggests that aggregate individual incomes have been 
relatively well maintained and that many individuals were 
still showing a preference for cash over investments in Gov
ernment or other securities.

During the year ended January 1946, the over-all rise in 
business and personal demand deposits in this District is 
estimated at 1,190 million dollars, or 6.4 per cent, compared 
with 1,856 million, or 10.7 per cent, between February 1944 
and January 1945. The rate of accumulation in personal 
accounts slowed down only slightly during the past year, 
amounting to 14.4 per cent compared with 15.0 per cent in 
the previous period. Total financial accounts, accounts of non
profit organizations, and accounts of miscellaneous nonfinancial 
businesses also showed only slightly slower rates of increase. 
The growth in wholesale and retail trade deposits, however, 
slowed considerably between the two periods, to 19.6 per cent 
during the last year in contrast to 31.4 per cent during the 
preceding eleven months.

The estimated changes in business and personal demand 
deposits of all commercial banks in the District since July

Estimated Ownership of Demand Deposits of Individuals,
Partnerships, and Corporations in All Commercial Banks 

in the Second Federal Reserve District

Type of owner

Millions of dollars Percentage change

Dollar 
balance 

Jan. 1946

Dollar 
change 

July 1945 to
Jan. 1946

July 1945 to
Jan. 1946

Jan. 1945 
to

Jan. 1946
Manufacturing and mining........... 6,346

1,454

3,017

1,142

— 966 

—  16 

+397

+106

— 13.2 

—  1.1 

+15.2

+10.2

—  7.2 

+  6.5 

+19.6

+11.4

Public utilities, transportation,
and communications...................

Retail and wholesale trade and
dealers in commodities...............

All other nonfinancial business, 
including construction and 
services..........................................

Total nonfinancial............... 11,959 — 479 —  3.9 +  1.8
Insurance companies...................... 749

586
1,360

—  64
—  22 
+156

—  7.9
—  3.6 
+13.0

—  5.2 
+19.8 
+25.3

Trust funds of banks......................
All other financial business*.........

Total financial............... .. 2,695 +  70 +  2.7 +14.0
Nonprofit organizations................. 516

3,879
767

+  80 
+355 
+  46

+18.3 
+10.1 
+  6.4

+24.6 
+14.4 
+  8.9

Personal (including farmers).........
Foreign accounts..............................

Total demand deposits of
individuals, partnerships, and 
corporations.................................. 19,816 +  72 +  0.4 +  6.4

* Including investment, loan, insurance agency, and real estate businesses, etc.
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Ownership of Business and Other Demand Deposits 
Estimated for All Commercial Banks in the 

Second Federal Reserve District*
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* On semiannual survey dates since July 1943.

1943 are shown for various ownership groups in the accom
panying chart. The total increase in such deposits during 
the entire two and one-half year period amounts to nearly 
2,400 million dollars, or 14 per cent. The bulk of the 
increase was in retail and wholesale accounts which rose more 
than one billion dollars, or 52 per cent, and personal accounts 
which increased about 900 million, or 30 per cent. Large 
percentage gains also were recorded for nonprofit organiza
tions, trust funds of banks, and the "all other” group of 
financial businesses which includes investment, loan, insur
ance agency, and real estate businesses. Manufacturing and 
mining company balances showed a net decline of 5 per cent 
between July 1943 and January 1946, reflecting the sharp 
reduction during the past six months, and net declines also 
were recorded in insurance company and foreign accounts.

DEPARTM ENT STORE TRADE

Pre-Easter buying began unusually early this year because of 
the exceptionally warm weather during March. This factor, 
together with the continued demand for homefurnishings and 
men’s wear, resulted in another sharp gain in the seasonally 
adjusted sales index. Since the close of 1945 this indicator of 
trade activity for the Second District has established a new 
record each month. The indicated rise of 15 per cent in this 
index between February and March extended the gain for the 
first three months of the year to 30 per cent, the largest increase 
on record for any such short period. The March index is 25

per cent above that of March 1945 which was the peak month 
of last year.1

The New York District is approaching its prewar position 
in the total United States department store sales. During the 
war period this District experienced the smallest increase in 
dollar sales volume recorded for any of the twelve districts, 
and its share of the United States total dropped from 16 per 
cent to 13 per cent. With the shift to a peacetime economy, 
however, it is currently reporting one of the largest year-to- 
year gains, although the upward trend in department store 
sales has been accelerated throughout the country since the end 
of the war.

The dollar volume of department store sales in New York 
City accounts for about one half of the District’s total, while 
Newark, the second largest city, represents a little under 10 
per cent. The small increases in these cities accounted for the 
lag in total Second District sales during the early years of the 
war period.2 Although sales in New York City moved upward

1 The adjusted index makes allowance for the shifting date of 
Easter as well as for variations in the number of shopping days. This 
year Easter comes three weeks later than in 1945, and the calendar 
month of March has one less shopping day. The actual total sales for 
March were about 15 per cent higher than in the corresponding 
month of last year.

2 Seasonally adjusted indexes of department store sales in six cities 
of this District have recently been completed. Tabulations of the data 
from 1925 to date for the six cities shown in the chart are available 
upon request.

Department and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from the Preceding Year

Net sales

Locality Stocks on
Jan.through hand

Feb. 1946 F e b .1946 F eb .28,1946

Department stores, Second District. . . +27 +27 +  9
New York C ity...................................... +27 +26 +  9
Northern New Jersey........................... +29 + 28 +10

+27 +27 +11
Westchester and Fairfield Counties.. +28 +21 +  15

Bridgeport........................................... +  19 +14 +  16
Lower Hudson River Valley.............. +26 +29 +  10

Poughkeepsie...................................... +26 + 28 +  4
Upper Hudson River Valley.............. +36 + 35 +10

+65 + 63 +  14
Schenectady....................................... +11 +  10 +  6

Central New York State..................... +26 +28 —  1
Mohawk River Valley..................... +22 +20 +  1

+18 + 15 —  3
Syracuse.............................................. +27 + 32 —  2

Northern New York State................. +28 +37 —

Southern New York State.................. +24 + 23 +  6
Binghamton........................................ +26 + 26 +  4

+11 + 13 +10
Western New York State................... +24 + 25 +  8

+26 +29 +10
Niagara Falls..................................... +  9 +  8 +  4
Rochester............................................ +23 + 22 +12

Apparel stores (chiefly New York City). +24 + 24 +  6

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 averages 100 per cent)

Item
1945 1946

Feb. Dec. Jan. Feb.

Sales (average daily), unadjusted................. 137 307 155 174
Sales (average daily), seasonally adjusted.. 165r 179r 194r 210

Stocks, unadjusted........................................... 144 136 144 156
Stocks, seasonally adjusted............................ 153 150 162 166

r Revised
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Indexes of Department Store Sales in Selected Cities in the Second Federal Reserve District, 1940-46 
(Adjusted for seasonal variation, 1935-39 average=100 per cent)
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Source: Federal Reserve Bank of New York.

throughout the period, but rather gradually until 1944, it will 
be noted that sales in Newark leveled off in the spring of 1942 
and did not turn upward again until early 1944. Currently, 
however, the large gains in these cities are the principal factor 
in the better-than-average increases reported for this District.

In contrast, Bridgeport, Buffalo, and Syracuse department 
store sales moved sharply upward until the spring of 1942, at 
rates exceeding slightly that for the United States as a whole, 
but, as the charts indicate, their records subsequently have been 
less favorable. In Bridgeport sales declined irregularly in both
1943 and 1944, and although they increased moderately in
1945, this city currently is showing relatively small increases. 
Sales in Buffalo continued upward after 1942, but the rate of 
gain began to taper off in 1944 and the increases since then 
have been below average. In Syracuse year-to-year gains have 
continued fairly constant, and this city now shows the largest 
increase over the prewar level of any city in the District. Sales 
in Rochester have also moved upward at a fairly constant rate, 
although the total gain over the period has been considerably 
less than that for Syracuse. The last plotting shown on the 
chart is for February; indexes for all the cities were at record 
levels for that month, and preliminary reports indicate that 
new highs were reached in March.

In spite of the exceptionally high level of sates since the 
beginning of the year department stores in this District have 
been able to build up their inventories moderately. The season
ally adjusted index of stocks at the end of February was 10 per 
cent higher than at the close of last year, but remained 5 per 
cent below the peak reached last summer. Compared with 
February last year stocks were 9 per cent higher, a considerably 
smaller increase than in sales, however.

During February, department stores continued to place

exceptionally large orders for merchandise, and outstanding 
orders at the close of the month were at a new high, 10 per 
cent above January and 20 per cent above the year earlier 
level. The dollar volume of orders plus stocks on hand are the 
equivalent of sales for the next six months at the level ( season
ally adjusted) of the first quarter of this year. This ratio of 
orders plus stocks to sales is about 50 per cent above the 
prewar (1940) ratio.

Indexes o f Business

Index
1945 1946

Feb. Dec. Jan. Feb.

Industrial production*, 1935-39 =  100........
(Board of Governors, Federal Reserve 

System)

236 164 160 154p

Electric power output*, 1935-39 =  1 0 0 . . . .  
(Federal Reserve Bank of New York)

206 187 187 184p

Ton-miles of railway freight*, 1935-39 =  100 
(Federal Reserve Bank of New York)

231 181 183p

Sales of all retail stores*, 1935-39 = 100. . . 
(Department of Commerce)

193 211 228p

Factory employment
United States, 1939 =  100.......................... 162 122 123 118p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100............... 144 118 119 112p
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 = 100.......................... 334 215 217 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100............... 290 224 227 206p
(New York State Dept, of Labor)

Income payments*, 1935-39 = 100............... 245 234 232p
(Department of Commerce)

Wage rates, 1926 =  100.................................. 169 168 170p
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 =  100................ 127 130 130p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York C ity ............................................. 85 99 101 91
Outside New York C ity . ............................ 74 84 79 79

* Adjusted for seasonal variation. p Preliminary.
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1940 1942 1944 1946 1940 1942 1944 1946

Indexes of Physical Volume of Industrial 
Production, 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 

(1935-39 average =  100 per cent)

Indexes of Wholesale Prices Compiled by Bureau 
of Labor Statistics (1926 averages 100 per 

cent; latest figures are for week 
ended March 16)

Member Bank Reserves and Related Items 
(Latest figures are for March 20)

General Business and Financial Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

P RODUCTION and employment at factories declined in February but advanced in the first 
three weeks of March, reflecting mainly the influence of the steel strike. The value of 
retail trade reached new record levels. Wholesale prices of a number of commodities 

increased.
In d u s t r ia l  Pr o d u c t i o n

Output of durable goods declined considerably further in February, while production 
of nondurable goods and minerals continued to increase. Production of steel, automobiles, 
and machinery has advanced sharply since the settlement of wage disputes in these industries, 
and the Board’s index of industrial production, which declined from 160 in January to 154 
per cent of the 1935-39 average in February, will show a considerable rise in March.

Steel mill operations in February were at an average rate of 19 per cent of capacity 
as compared with 50 per cent in January. Output at steel mills has increased rapidly 
since the middle of February, and during the week ending March 23 is scheduled at 89 per 
cent of capacity— the highest rate since V-J day. In February production of nonferrous 
metals, machinery, and transportation equipment also declined, reflecting chiefly the direct 
or indirect effects of work stoppages. Lumber production, after advancing in January, 
showed little change in February. Plate glass production increased sharply to the highest 
level since November 1941.

Production of most nondurable goods continued to advance in February, partly reflecting 
increases in working forces. Output at textile mills rose further and was at a rate slightly 
above the level of a year ago. Activity in the meat packing industry increased sharply 
in February following settlement of the wage dispute at major plants and was 20 per cent 
higher than a year ago. Flour production likewise showed a substantial gain for the month. 
In March a Federal program was instituted to reduce domestic consumption of wheat in order 
to increase exports for relief purposes. Output of automobile tires in February rose to the 
highest rate on record.

Output of coal was maintained at exceptionally high levels in February and early March. 
Crude petroleum production showed a gain in February, but declined in March.

Em p l o y m e n t

Employment continued to advance from the middle of January to the middle of February 
in most lines of activity except at manufacturing plants closed by industrial disputes. After 
February 15, with the settlement of the steel strike, there were large increases in employment 
in the durable goods industries and by the middle of March employment in private non
agricultural establishments is estimated to be about lYz million larger than last September, 
after allowing for seasonal changes. Unemployment increased from January to February 
by about 400,000 to a level of 2,700,000 persons.

D i s t r i b u t i o n

Department store sales in February, after allowance for seasonal changes, were the 
largest on record by a considerable margin, and in the first half of March sales continued 
to show marked increases over a year ago. Total retail trade in February was probably close 
to one-fourth higher than in the same month last year.

Shipments of most classes of railroad freight increased from the middle of February to 
the middle of March and almost the same number of cars were being loaded in the first two 
weeks of March as during the same period last year, when shipments of war products were 
at peak levels.

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

The general level of wholesale commodity prices advanced one per cent from the middle 
of February to the middle of March, reflecting increases in most groups of agricultural and 
industrial products. Since last September wholesale prices have advanced 3.3 per cent, 
according to the Bureau of Labor Statistics’ index. Price control regulations permit manu
facturers and distributors to pass on to consumers only part of the recent advances granted 
in maximum wholesale prices.

B a n k  C r e d it

Retirement of 2.8 billion dollars of United States Government obligations during 
March was reflected in a decline of about the same amount in Treasury balances during the 
four weeks ended March 20. Holdings of Government securities by both Federal Reserve 
Banks and member banks declined, accompanying reductions in Treasury deposits at these 
banks. Deposits, other than those of the Treasury, at member banks showed little change. 
Member banks’ required and excess reserves also changed little during the period. 
Member banks increased their borrowings at the Reserve Banks to over 700 million dollars 
on March 13, but reduced them somewhat in the following week.

Commercial and industrial loans at member banks in leading cities continued to increase 
between the middle of February and the middle of March. Loans on Government securities 
to brokers and dealers fluctuated considerably in connection with the Treasury retirement and 
refunding operations, while those to others continued to show a slow decline.
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MONEY MARKET IN APRIL

On April 24 this bank announced the elimination, effective 
the following day, of the preferential discount rate of V2 per 
cent on advances to member banks secured by Government 
obligations maturing or callable in one year or less. This 
rate had been adopted in October 1942 as one means of assist
ing member banks in doing their part in the financing of the 
tremendous war expenditures of the Government. With the 
conclusion of the immediate tasks of war financing this special 
means of access to Federal Reserve funds, and the special en
couragement to expansion of bank credit which it implied, 
was no longer deemed necessary or desirable. A state
ment issued by the Board of Governors of the Federal Reserve 
System, which was released on April 25, accompanying an 
announcement of the Board’s approval of the action taken by 
the boards of directors of the Federal Reserve Banks of 
Philadelphia and San Francisco as well as this bank, appears
011 a subsequent page of this Review. Removal of the prefer
ential rate makes the currently effective discount rate 1 per 
cent for advances to member banks secured by all maturities 
cf Government obligations or by eligible commercial and 
agricultural paper, as well as for rediscounts of eligible paper.

Announcement of the elimination of the preferential dis
count rate apparently had the effect of "clearing the air” to 
some extent, in the Government security market and in related 
markets, although there were still factors in the situation which 
contributed to uncertainty.

In the early part of April, there was a strong rise in prices 
of long-term bonds which was apparently induced by news 
reports which were interpreted to mean that no action was 
likely which would interfere with further declines in interest 
rates, especially for long-term obligations. The Victory Loan 
2Vis of December 1967-72 rose in very light trading from 
about 105 toward the close of March to a peak of 106 Vi on 
April 6, and the yield declined from 2.20 to 2.12 per cent. 
The rapid rise was attributable more largely to withdrawal of

sellers from the market than to active buying at the rising prices. 
Subsequently the discussion shifted to factors which would 
be likely to affect the market for long-term securities adversely, 
including especially the possibility of substantial sales of 
Victory Loan bonds by the more speculative holders after 
May 15, or six months after the date of purchase, when profits 
derived from the sale of the securities will become taxable at 
the rates applicable to long-term capital gains instead of the 
rates on current income. In that connection some emphasis was 
placed on the prospect that the banks may, as recommended in 
a report released by the American Bankers Association, review 
their loans on Government securities with a view to eliminat
ing those which appeared to be serving speculative purposes. 
Other possible influences on the market which were discussed 
were the slower rate of accumulation of investable funds in 
savings banks and other investing institutions, and the prospect 
of greater outlets for the funds of such institutions through 
mortgage loans and new security issues by corporations and 
by the International Bank. Prices of long-term Treasury 
bonds receded rapidly, and by April 25, the day the change in 
rate at this bank became effective, the Victory Loan 21/2,s 
had fallen to 104, or 2Vi points below the April 6 peak, and 
their yield had risen to 2.27 per cent. Prices of "bank- 
eligible” Treasury bonds also receded and on April 24 were 
in most cases at the lowest levels since the latter part of 1945. 
These latter bonds turned upward on April 25, and were 
followed the next day by the long-term "restricted” Treasury 
bonds. During the closing days of the month the market was 
irregular, and the "restricted” bonds declined further in light 
trading.

Short-term interest rates in the money market became slightly 
firmer, following the elimination of the preferential discount 
rate by this and other Reserve Banks. The rate at which banks 
will lend "Federal funds” to other banks moved from Ys per 
cent to 7/16 by April 29. A few banks announced an advance
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in their rate on loans to Government security dealers from 
Ys to %  per cent effective May 1, but most banks postponed 
action until the situation in the money market became clearer. 
Yields on Treasury certificates advanced a little closer to the 
%  per cent coupon rate on these securities.

On the whole, the elimination of the preferential discount 
rate by several Federal Reserve Banks appears to have had 
a salutary effect on the general situation in the money 
market. Loans and discounts of the Federal Reserve Bank of 
New York, as well as other Reserve Banks, were at relatively 
low levels when the rate action became effective, of course, and 
few of the borrowing banks found it necessary immediately to 
readjust their position, since the V2 per cent rate on outstand
ing advances secured by short-term Government obligations 
continues in effect until these advances mature.

M e m b e r  B a n k  R e s e r v e  P o s i t i o n s

Reserve positions of all member banks were noticeably 
easier early in April when Treasury disbursements were 
especially heavy because of the cash redemption of 2 billion 
dollars of a 4.8 billion issue of certificates of indebtedness 
maturing on the first of the month. In the course of these 
expenditures, Treasury deposits with the Federal Reserve 
Banks, which had been built up to 1.4 billion on March 27. 
largely through income tax collections, were reduced to 530 
million on April 3. About one half of this net disbursement, 
however, was absorbed by the retirement of maturing securi
ties held by the Federal Reserve Banks. The remainder went 
chiefly to augment excess reserves of member banks or to 
enable them to reduce their use of Federal Reserve credit.

Member banks repurchased more than 500 million dollars 
of Treasury bills from Federal Reserve Banks in the week 
ended April 3. New York City banks bought 200 million 
dollars of Treasury bills for the investment of funds that 
became available to them in that week, but a substantial part 
of the repurchases were made by Chicago banks for resale to 
depositors seeking to reduce their liabilities under the Cook 
County, Illinois tax on personal property owned on April 1. 
Total member bank borrowings showed little change during 
this week as repayments by banks which benefited by Treasury 
disbursements were about balanced by additional borrowings 
by Chicago banks. The Chicago banks borrowed to adjust 
their reserve positions in connection with their Treasury bill 
operations and temporary losses of funds to other areas over 
the April 1 tax date. Borrowings declined in other Reserve 
districts, particularly among New York City banks whose 
reserve position was particularly easy since they and their 
customers held large amounts of the redeemed certificates 
and consequently received a large part of the net Treasury 
disbursements.

The New York money market remained easy in the fol
lowing three weeks. Transfers of substantial amounts of

business funds from other regions exceeded by a wide margin 
net withdrawals of funds by the Treasury. The New York 
City banks were therefore able to retire a substantial part of 
their indebtedness to the Reserve Bank, purchase additional 
Treasury bills, and augment their Treasury bond holdings 
which reached a new peak on April 24. Some banks, however, 
were short of reserves and made open market sales of short
term Treasury notes, part of which were absorbed by the 
Federal Reserve Banks.

Gains and losses of reserves among banks in other parts of 
the country were uneven so that some institutions were able 
to retire Federal Reserve credit while others were expanding 
their use of it. On balance, total Federal Reserve credit out
side New York City increased in this period and excess 
reserves of member banks declined moderately. Treasury de
posits in the Reserve Banks, which had been reduced to rela
tively small amounts early in the month, were built up some
what in the latter half, chiefly through withdrawals of deposits 
from War Loan accounts in depositary banks.

Toward the end of April, the Treasury issued a call for 
payment of an aggregate of about 1.5 billion dollars from War 
Loan deposits on April 30 and May 1 and 2 to provide funds 
for the redemption of the entire issue of Treasury certificates 
(amounting to 1.6 billion dollars) which falls due May 1. 
This unusually heavy withdrawal of Government funds from 
the banks will probably give rise to a need for Federal Reserve 
credit on the part of many banks subject to the withdrawal, 
as a sizable amount of the certificates to be redeemed is held 
by the Reserve Banks.

G o v e r n m e n t  a n d  P r i v a t e  D e p o s i t s

As the accompanying chart indicates, the usual inverse 
relationship between War Loan deposit accounts and private

Private and Government Demand Deposits in W eekly 
Reporting Member Banks in 101 Cities*

B IL L fO NS

* Wednesday dates.
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deposits, which prevailed during the war, has not continued in 
recent months. As the proceeds of War Loan deposit with
drawals have been used largely to redeem debt held by the 
commercial and Federal Reserve Banks, War Loan deposits 
have been extinguished without giving rise to corresponding 
increases in private deposits. Thus, between the high point of 
War Loan deposits on December 12 of last year, following 
the Victory Loan, and April 3, 1946, Government demand 
deposits in the weekly reporting member banks were reduced 
by about 2,750 million dollars while "demand deposits ad
justed” showed a net reduction at the same time of more than 
800 million (partly because of the temporary reduction in the 
deposits of Chicago banks over April 1).

Both private and Government deposits remained relatively 
stable until late February, as Treasury expenditures receded 
to a level where they could be approximately covered by tax 
receipts, and as War Loan credits resulting from the payment 
of deferred subscriptions to Victory Loan issues and from 
current sales of Savings bonds were approximately equal 
to withdrawals. Beginning in March substantial War Loan 
calls were issued, largely to retire called or maturing issues, but 
since nonbank investors held only small amounts of the 
redeemed securities private deposits were not materially 
affected and remained close to the levels reached during the 
Victory Loan. In the two weeks ended April 17, private 
demand deposits in weekly reporting member banks rose about
1,200 million dollars, reflecting the combined effect of a 
restoration of deposit accounts in Chicago banks, Government 
expenditure of funds withdrawn from War Loan accounts, and 
a growth in the investments of the banks, largely in Treasury 
securities.

ELIM INATION OF PREFERENTIAL 
DISCOUNT RATE
The Board of Governors of the Federal Reserve System, in 

announcing its approval of the action taken by the Federal 
Reserve Banks of New York, Philadelphia, and San Francisco 
to eliminate the preferential discount rate of Vi per cent, 
effective April 25, issued the following statement:

"The boards of directors of the Federal Reserve Banks of 
Philadelphia, New York, and San Francisco have voted to 
discontinue the special wartime preferential discount rate 
of Vi of 1 per cent per annum on advances to member 
banks secured by Government obligations due or callable 
in not more than one year. Changes in rates, to become 
effective at the Reserve Banks, must be approved by the 
Board of Governors.

"The Board has approved discontinuance of the preferen
tial rate because it has served the purpose of facilitating 
the war-financing program for which it was adopted in 1942. 
The Board does not favor a higher level of interest rates on

U. S. securities than the Government is now paying. Dis
continuance of the special rate will not involve any increase 
in the cost to the Government of carrying the public debt.

"The preferential rate encourages member banks to bor
row at Federal Reserve Banks in order to hold or to 
purchase additional Government securities, or to lend to 
others at low rates for the purpose of holding or purchasing 
Government securities. While such encouragement was 
justified early in the war to induce -the banks to utilize their 
reserves more fully in financing huge war expenditures, it 
has subsequently made for speculation in Government 
securities and has resulted in unnecessary expansion of the 
money supply through monetization of the public debt. The 
Governments program no longer calls for expansion of 
bank credit to help finance huge war expenditures. Instead, 
it calls for action that will stop additions to and bring 
about reductions in the country’s monetary supply in order 
to reduce inflationary pressures. Discontinuance of the 
preferential rate, therefore, signifies an appropriate adjust
ment from wartime to postwar conditions in accordance 
with the Government’s program of economic stabilization.”

Subsequently, during April, similar action was taken by the 
boards of directors of the Boston, Chicago, Kansas City, Min
neapolis, and St. Louis Reserve Banks and approved by the 
Board of Governors.

CURRENCY REFORM  IN EASTERN EUROPE 
After the first World War, it was the countries of central 

and eastern Europe which suffered the most from monetary 
chaos and inflation. The currencies of Germany and Poland 
lost all value, while those of most eastern European countries 
fell in value to a very small fraction of the prewar parities. 
Again, after the second World War, currency disorder is great
est in central and eastern Europe. The existence of this state 
of affairs in eastern Euorpe is due partly to the fact that Nazi 
Germany exploited her eastern and southeastern neighbors 
more ruthlessly than she did the countries of western Europe, 
and partly to the fact that the borders of most eastern Euro
pean states were substantially altered under German rule, some 
nations in that area being entirely dismembered. Numerous 
new currencies were introduced in the territories annexed by 
Germany and her satellites and in the German-sponsored pup
pet states. Postwar currency reform in eastern Europe had, 
therefore, to address itself to more manifold and complex 
issues than the monetary measures taken in France, Belgium, 
and the Netherlands, which were described in the October
1945 and January 1946 issues of this Review. Information 
on present monetary conditions in eastern Europe is scanty 
and not always reliable, but this article will attempt to 
outline the known facts and the steps which have been taken 
to reform the currency and stop inflation. Nothing can be
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said at the moment concerning the situation in Germany, 
except that the prewar monetary and banking systems have 
been thoroughly disrupted and very little has so far been done 
to rebuild them.

Illustrative of the currency confusion prevailing in some 
parts of eastern Europe during the war period were the mone
tary conditions with which the governments of Poland and 
Yugoslavia were confronted upon the liberation of their coun
tries. In the occupied Polish territories the zloty currency 
issued by the Bank Polski in Warsaw had been entirely with
drawn during the war and converted into a number of new 
currencies, mostly German reichsmarks, Soviet rubles, and 
zlotys put into circulation by the German-sponsored Issue Bank 
in Poland at Cracow. Occupation currency issued by the 
German Reichskreditkasse and carbovanetz notes of the 
Ukraine Central Bank established by Germany had also circu
lated during the war in certain formerly Polish areas.

The first step toward the reconstitution of a Polish national 
currency was taken when the Polish Committee for National 
Liberation in Russian-occupied Lublin adopted a decree on 
August 24, 1944, authorizing its Treasury to issue zloty notes 
bearing the inscription "Polish National Bank.” This bank 
was, however, not set up until January 15, 1945. The with
drawal of reichsmarks, Cracow zlotys, and Soviet currencies 
and their conversion into the new zlotys put into circulation 
by the newly established Polish National Bank was regulated 
by a series of decrees adopted by the Polish Provisional Gov
ernment in January and February 1945. While it appears 
from press reports that ruble currency was converted in full 
and at par into the new zlotys, Cracow (German-issued) 
zlotys, as well as the reichsmarks circulating in the Polish areas 
annexed by Germany, were exchanged under conditions which 
reduced the currency circulation drastically. Individuals were 
permitted to convert no more than 500 Cracow zlotys into the 
new zlotys. The exchange of somewhat higher amounts was 
authorized for business firms, except in the western part of 
the Government General. The upper limit for the exchange of 
German currency was set at 500 reichsmarks* and the parity 
between the reichsmark and the zloty was fixed at 2:1, com
pared with the 1:2 rate which the Nazi occupation forces had 
used. Only Polish citizens and Allied nationals over 18 years 
of age were entitled to exchange reichsmarks. Cracow zlotys 
and reichsmarks held in excess of the amount permissible 
for exchange had to be deposited and were blocked. No in
formation is yet available as to the unblocking of these de
posits or as to the manner in which zlotys were introduced 
into the formerly German territories now under Polish admin
istration. In April 1946, the Polish Government fixed the 
exchange rate of the zloty for United States currency at 1 cent.

In Yugoslavia, monetary conditions at the time of liberation

* According to one report, the upper limit was 500 zlotys.

were complicated by the large number of currencies circulating 
in the various parts of the country. Following the dismember
ment of Yugoslavia in 1941, the German-dominated adminis
trations of the puppet states of Serbia and Croatia issued 
separate currencies, called the dinar and kuna, respectively 
In the areas incorporated into Germany, Italy, Hungary, Bul
garia, and Albania, the currencies of the annexing nations 
were put into circulation. Soon after liberation, under a 
decree issued in April 1945, a new currency called the dinar 
of Federative and Democratic Yugoslavia was issued to the 
holders of currencies which had been put into circulation 
under the occupation, up to an amount of 5,000 new dinars 
per person; the conversion rates fixed for the new dinar were 
20 Serbian dinars, 40 Croatian kunas, 1 Hungarian pengo, 10 
Bulgarian leva, 0.4 Albanian francs, and 3.33 Italian lire. 
Holdings in excess of 5,000 new dinars were blocked until 
June 15, 1945 and, except those of cooperatives and certain 
public organizations, became subject to a capital levy with 
different rate schedules for various classes of owners; for enter
prises engaged in production and for farmers, the rates fixed 
were relatively low. The new dinar notes were issued by the 
Ministry of Finance rather than by the country’s central bank, 
which under a decree of January 15, 1946, was renamed the 
"National Bank of the Federative People’s Republic Yugo
slavia”. Early this year, the bank fixed the rate for the dollar 
at 50 dinars.

The monetary reform decrees issued in Czechoslovakia and 
Austria in October and November 1945, though exhibiting 
some distinctive features, resembled the currency reform meas
ures adopted in several countries of western Europe and 
Scandinavia; they provided for the withdrawal of practically 
all outstanding currency, the limited issue of a new currency, 
and the freezing of a large part of the bank deposits existing 
immediately prior to the promulgation of the currency decrees. 
The objectives of the Austrian and Czechoslovak programs 
were to unify the currencies circulating in each country, to 
force the public to seek employment by making it dependent 
on earnings instead of savings, and to suppress the black 
market by depriving people of ready cash with which to pay 
exorbitant prices.

Under Czechoslovakia’s monetary reform decree of October 
19, 1945, a new Czechoslovak crown currency was established, 
and all currency in the country at the time, except one-crown 
certificates of 1944 and coins, lost its legal tender function on 
October 31 and was withdrawn. All bank deposits not made 
in new legal tender were blocked, effective November 1, 1945, 
from which date on no further interest accrued to such de
posits. Each person was permitted to obtain up to 500 crowns 
in new legal tender (worth 10 dollars at the exchange rate of
2 cents to the crown established in November 1945) through 
conversion of invalidated currency or through withdrawals 
from blocked accounts. Businessmen, corporations, and insti
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tutions were authorized to withdraw from their blocked bank 
deposits up to the amount of their payrolls for one month, and 
could obtain certain additional amounts upon definite assurance 
that the funds were needed for normal business operations. 
Withdrawals from blocked deposits for investment purposes 
and for the discharge of financial obligations were prohibited, 
but transfers from one blocked account to another were per
mitted up to December 31, 1945 for the settlement of several 
types of obligations that had fallen due or been contracted 
before November 1, 1945.

Despite these stringent restrictions on cash withdrawals, 
increases in currency circulation following the completion of 
the conversion program were of very large proportions. On 
August 31, 1945 the statement of the reconstituted National 
Bank of Czechoslovakia had shown notes outstanding in the 
amount of 40.4 billion crowns. Subsequently, a very substantial 
amount of currency had returned to the bank and on October 
15, immediately prior to the announcement of the decree, 
currency in circulation had fallen to 29.5 billion crowns. The 
currency conversion reduced circulation to a low of 19.6 billion 
crowns on November 23, but by December 31 circulation had 
increased to 26.4 billion crowns and on March 7, 1946 the 
note issue stood at 31 billion.

Monetary reform in Austria was confronted with two major 
problems: (1 ) sterilization of the huge amount of bank de
posits accumulated during the period when Austria was part 
of Germany, and (2 ) elimination of German reichsmark and 
Allied military schilling currency from the Austrian monetary 
structure.

The first step toward the reconstitution of an independent 
monetary system was taken when the National Bank of Austria 
was reestablished, by a decree issued on July 3, 1945, by the 
Provisional Austrian Government. On the same day, the gov
ernment adopted the Law for the Resumption of Payments by 
Credit Institutions (the so-called Schaltergesetz) authorizing 
banks to resume payments on July 5 but, at the same time, 
blocking a large part of the money supply held in the form 
of bank deposits. This decree appears, however, to have been 
enforced only in those areas of Austria which at that time were 
occupied by the Russian army. It provided that bank balances 
deposited prior to July 5 might be withdrawn in cash up to 
the amount of 150 reichsmarks per month, but only by persons 
who could prove that they did not possess any other funds for 
their support and who were physically unable to work. In 
addition, cash withdrawals up to 40 per cent of the July 5 
balance were permitted for the purpose of making certain 
specified types of payments. Employers, for instance, were 
authorized to draw up to 40 per cent of their July 5 balance 
for the payment of wages, but only up to 200 reichsmarks per 
month for each wage and salary recipient. Transfers to other 
accounts through the giro (bank transfer) system were freely 
permitted up to 40 per cent of the July 5 balance.

A comprehensive currency reform law for the whole of 
Austria was not adopted until November 30, 1945. This law, 
known as the "schilling law,” provided for the withdrawal by 
December 22, 1945 of all currency in denominations of over 
5 reichsmarks or 5 military schillings circulating in Austria, 
and for the issue of new schilling notes by the Austrian 
National Bank at the rate of 1 new schilling =  1 Allied mili
tary schilling =  1 reichsmark, which compares with the rate 
of 1 reichsmark =  1.50 schilling fixed following Germany’s 
invasion of Austria in 1938. (The preinvasion rate had been
1 reichsmark — 2.15 schillings.) No individual was permitted 
to convert more than the equivalent of 150 schillings into new 
notes. Corporations and other legal entities received no notes 
whatsoever, but merely credits on the books of the depositories. 
Withdrawals from the resulting deposits were subject to the 
same severe restrictions as had been applied in some parts of 
the country to deposits made before July 5.

The schilling law also called for the partial blocking of 
existing bank balances, but its blocking and unblocking pro
cedures did not apply uniformly throughout the country. In 
the areas of Austria where, in accordance with the intent of 
the Schaltergesetz (which was declared null and void by the 
schilling law), separate accounts were maintained for pre- and 
postiiberation deposits, approximately the same cash with
drawal provisions continued to apply to funds banked before 
liberation. But cash withdrawals from funds deposited since 
liberation and prior to the announcement of the schilling law,
i.e., December 1, 1945, were permitted freely up to 40 per 
cent of the November 30 balance of the account and, in speci
fied cases, in excess of 40 per cent.

On the other hand, in the areas of Austria where such a 
separation of pre- and postiiberation deposits had not been 
introduced, all bank accounts (with the exception of accounts 
of credit institutions and public agencies) were divided into 
two parts, 30 per cent of the credit balance existing on Novem
ber 30 being transferred to a new account which became sub
ject to the same relatively liberal withdrawal privileges as 
were applied in the other areas of Austria to funds deposited 
after liberation but before December 1. The remaining 70 
per cent was treated like preliberation deposits elsewhere in 
Austria.

In order to take care of hardship cases, a decree of December 
23 relaxed a number of provisions of the "schilling law”. On 
February 20, 1946, German banknotes in denominations of 
5, 2, and 1 reichsmarks, which had remained in circulation, 
ceased to be legal tender.

Monetary measures of unusual interest were enacted in 
Hungary and Finland during the closing weeks of 1945. In 
Hungary, where inflation had reached a very advanced phase, 
the government in December 1945 put into effect a currency 
contraction scheme probably unprecedented in monetary his
tory. Under a decree signed on December 18 and issued on the
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following day, notes in large (1,000, 10,000, and 100,000 
pengo) denominations had to have official stamps affixed to 
retain their legal tender quality at face value. Unstamped notes 
remained legal tender until December 31 at one fourth of their 
original value. Stamps were sold by the government through 
banks and post offices at three times the face value of the notes 
to be stamped. Thus, the price of a stamp for a 10,000 pengo 
note was 30,000 pengos in unstamped notes, but only 7,500 
pengos if paid in stamped notes or in small legal tender notes 
not subject to stamping.

The measure, despite its severity, had no more than a tem
porary effect on the progress of inflation in Hungary. Prices 
had been increased in anticipation of the decree, and while a 
moderate reduction occurred following the contraction of the 
currency stock to 25 per cent of its December 18 value, prices 
turned up again before the end of December, and early in 
January inflation was again in full swing. Even by December 
31 the note circulation had reached approximately the same 
level as on the day before the decree became effective. Since 
the beginning of this year, inflation has been greatly accelerated 
and has reached a rate reminiscent of the hyperinflation in 
Germany following the first World War. During the first 
three months of the year, prices in Hungary increased to 
approximately thirty-four times the level that prevailed at the 
end of 1945.

The latest in the series of monetary reform measures adopted 
in eastern Europe is a decree which became effective on Jan
uary 1, 1946 in Finland. The Finnish plan, which aimed at 
the contraction of the country’s overexpanded currency supply 
and the detection of concealed capital wealth kept in the form 
of cash and securities, deprived 50 per cent of the large denom
ination currency (5,000, 1,000, and 500 finmark denomina
tions) of its legal tender quality. Under the decree, all notes 
in these denominations had to be cut in two. From January 1,
1946 on, only the left half of these notes remained legal tender, 
at one-half the value of the original note. New banknotes were 
later issued for these left-hand pieces, which ceased to be legal 
tender on February 16, and for the small denomination notes. 
The right-hand parts of the large notes had to be surrendered 
between January 10 and February 16, 1946 for conversion 
into 2 per cent government bonds which were to be redeemed 
by 1949.

To a considerable extent the Finnish currency conversion 
scheme achieved its major objective prior to the date on 
which it was actually put in force. In anticipation of the con
version, the public returned a substantial amount of its note 
hoards to the banking system during the closing months of 
1945, and on December 31, 1945 the note circulation stood 
at 13.6 billion finmarks, compared with 18.9 billion in August
1945. By the end of February 1946, however, the new notes 
in circulation totaled 14.8 billion finmarks.

The most unrestrained inflation suffered by any European

country during the war took place in Greece. Note circulation 
had risen from about 9-5 billion drachmas at the end of 1939 
to about 2,500,000,000 billion on November 11, 1944. Prices 
had also risen by leaps and bounds, during some periods 
doubling from day to day. On November 11, 1944, the finan
cial authorities ordered the conversion of the currency into a 
new one at the rate of 50 billion old drachmas for 1 new 
diachma, thereby bringing the circulation down to 50 million 
drachmas, but there was an immediate resumption of the up
ward trend, which continued until the money volume reached 
135 billion drachmas (including a relatively small amount of 
British Military Authority notes) at the end of January 1946. 
To limit further advances, and in accordance with the Finan
cial and Economic Agreement between Greece and Great 
Britain of January 24, 1946, a Currency Committee was set up 
consisting of three Greek members, an American citizen, and a 
British citizen, each member having the power to veto new 
currency issues. The work of this Committee will be impeded, 
however, so long as tax receipts are inadequate and government 
borrowing from the public out of the question. The currency 
conversion measure obviously raised problems as to the proper 
basis for the valuation of bank deposits, commercial debts, 
foreign exchange claims, and other monetary assets, which have 
been resolved on an interim basis by various decrees issued 
after November 1944, usually including a distinction between 
prewar and subsequent accounts, but these problems have not 
yet been finally resolved in all details. The Greek authorities 
in November 1944 also withdrew the legal tender privilege 
from the Bulgarian leva, which had circulated during the war 
in areas of Thrace and Macedonia occupied by Bulgaria.

A  further step undertaken by the Greek authorities in N o
vember 1944 was the public sale of gold sovereigns, a favorite 
hoarding medium of the population, in order to stem infla
tionary price advances. The price of gold sovereigns was first 
fixed at 2,400 drachmas, but with inflation still out of control 
their price rose to a peak of 190,000 drachmas in December
1945, to subside thereafter to 110,000 drachmas in early spring 
of this year. Greece has been forced to devalue the drachma 
three times since liberation in October 1944. The rate of the 
new drachma was fixed at 150 to a dollar in November 1944, 
then at 500 to a dollar in June 1945, and finally at 5,000 to a 
dollar at the end of January 1946; in August 1939, the prewar 
drachma was valued at about 117 to a dollar.

Except in Greece and Hungary, the monetary reform laws 
reviewed above have contributed to economic and financial 
reconstruction in that they have unified the currency system 
wherever several currencies circulated side by side, and in that 
they have sterilized a large part, if not most, of the huge liquid 
funds accumulated during the war period. Inflationary price 
movements, to the extent that they were being generated by 
the spending of these funds, were held in check, and black 
markets were dealt a heavy blow. The currency reform decrees
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have also facilitated the detection of tax evasion. But the 
ineffectiveness of the decrees adopted in Hungary and Greece 
and the reappearance in recent months of currency disturbances 
in some of the other countries under review suggest that com
plete monetary rehabilitation cannot be attained without the 
improvement of basic supply conditions and the adoption of 
fiscal and economic (as well as monetary) policies which tend 
to strengthen public confidence in the currency.

RETAIL CREDIT SURVEY FOR 1945
The Retail Credit Survey, which was recently conducted by 

this bank for the fourth consecutive year, as part of a Federal 
Reserve System project, is based on reports from 555 Second 
District retail credit-granting stores. Its coverage exceeds that 
of the last survey by about 100 stores.1

Total volume of retail sales rose considerably during the year
1945 to establish a new all-time record for this District. All 
classes of businesses included in the study reported increases 
over 1944 sales, whereas in 1944 sales volume had declined 
in some groups. In particular, "hard goods' lines recorded 
gains, thus reversing wartime sales trends. On the whole large 
stores gained more than middle sized and small stores. One 
of the greatest percentage rises (21 per cent) for the year was 
experienced in the womens apparel group. In this group of 
stores dollar sales nearly doubled between 1941 and 1945. 
Department and mens clothing stores reported substantial 
sales increases for the year, continuing the rising trends of the 
last few years which in a large measure reflect higher prices 
and greater demand for better grade merchandise. Annual sales 
in the latter group were comparatively high despite shortages 
of mens wear which were particularly acute toward the end 
of the year. Following a minor decline in 1944, jewelry store 
sales in 1945 apparently were not deterred by excise taxes to 
the extent they were in the previous year and expanded con
siderably. Sales at hardware stores continued to rise in 1945, 
while household appliance stores reported a 23 per cent 
increase, following a decline in 1944. More household goods 
were available owing to reconversion and some stores added 
new lines of merchandise to those usually carried. Increased 
current demand, especially from the returning veterans, caused 
furniture store sales to recover to some extent, thus reversing 
the declines of the three previous years. While automotive 
store sales were higher in 1945 than in the preceding year, 
volume was still only one-half as large as in 1941.

In all reporting trade groups the percentage increase over
1944 of cash sales exceeded that of credit sales, but in the groups 
with the largest sales volume open credit sales increased at a 
rate only slightly less than cash sales. For the District as a 
whole and for the individual groups the distribution of sales

1 A report tabulating the material in greater detail and containing 
data by localities is available upon request.

Percentage Changes, 1944 to 1945, in Cash and Credit Sales 
by Type of Store, Second Federal Reserve District*

■ ■ C A S H  ^ 3  ACCOUNT INSTALMENT
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DEP ARTMEN T

F U R N I T U R E

JEWELRY

A U TO M OT IVE

m e n ’ s  CLOTH IN G

HARDWARE

P E R  C E N T  0  +40  +  2 0  + 3 0

mm

+ 1 0  + 2 0  + 3 0

* Type of store arranged in order o f increase in total sales o f stores report
ing sales by type of transaction.

# No change.
Source: Compiled by Federal Reserve Bank o f New York from figures 

supplied by stores reporting in the Retail Credit Survey.

between cash and the two types of credit transactions showed 
no material change from 1944. As is shown in the accompany
ing chart, furniture, household appliance, and women’s apparel 
stores reported exceptionally large gains in cash and charge 
account business compared with 1944 volume. Both cash and 
charge account sales of household appliance stores increased 
in 1945, while a year earlier these stores had the largest decline 
in credit sales and were the only group to register a decline 
in cash sales. Hardware stores had an above average increase 
in cash business, but practically no change was reported in the 
amount of credit transactions. Credit sales of mens clothing 
stores declined further during the year, continuing the down
ward movement of the two previous years; the decline was 
especially pronounced in sales on the instalment basis. Other 
decreases in instalment sales occurred in automotive and jew
elry lines, where cash and charge account sales were higher. 
Although expansion in furniture trade was particularly evident 
in cash and open account sales, it was also noticeable in instal
ment sales, which percentagewise increased more than in any 
other group. Increases of 2 or 3 per cent in instalment volume 
were reported by three other types of stores.

Accounts receivable held by all retail stores covered by this 
survey were about eight per cent higher at the end of 1945 
than at the close of the previous year. Most of the gain was 
in charge account receivables, but instalment accounts outstand
ing also increased slightly. As indicated by Table I, charge 
account receivables were only slightly below the 1941 level, 
but instalment receivables were still nearly 50 per cent below 
the amount outstanding at the end of 1941. However, both

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

May 1946



44 MONTHLY REVIEW, MAY 1946

T A B L E  I
Percentage Change, 1941 to 1945, in Sales and Accounts Receivable by 

Type of Retail Store, Second Federal Reserve District*
(Sales figures are based on annual totals; 
accounts receivable, on end-of-year data.)

Type of store
Sales Accounts receivable

Total Cash Charge
account

Instal
ment Total Charge

account
Instal
ment

T ota l............................ +43 +  78 +16 — 24 — 24 —  2 — 47
W omen’s apparel.. +91 +172 +511 +23 +38 +39 +  1
Jewelry.................... +52 +  87 +61 — 37 — 27 +  8 — 63
Department........... +45 +  74 +  9 — 21 — 18 — 10 — 33
Men’s clothing....... +36 +  91 — 14 — 70 — 44 — 37 — 91
Hardware................ +33 +  59 +15 — 37 — 47 — 41 — 84
Furniture.................
Household

—  6 +  78 +16 — 20 — 56 — 15 — 57

appliance............. — 31 —  3 +21 — 67 — 76 — 18 — 84
Automotive f .......... — 51 —  66 — 22 — 90 — 37 — 22 — 83

* Based on the year-to-year percentage changes compiled from the Retail 
Credit Surveys for 1942 through 1945. The sample was increased from 268 
stores in 1941 to 520 in 1945.

f  Includes automobile dealers and automobile tire and accessory stores.

kinds of receivables are lower in relation to their 1941 levels 
than are charge account and instalment sales. This smaller 
proportion of receivables to credit sales can be attributed in 
large measure to the shorter collection periods and larger down 
payments enforced by Regulation W.

Accounts receivable of the different kinds of business fol
lowed on the whole the same pattern of change over 1944 as 
credit sales, with household appliance stores showing the great
est increase and men’s clothing stores practically no change. In
1944 receivables in all kinds of business, with the exception of 
two, had shown declines against a year earlier. Stores in nearly 
all reporting cities showed an increase in both credit sales and 
receivables but the rates of increase varied considerably be
tween cities.

Total current assets of retail stores in this District continued 
in 1945 the steady growth that characterized the war period. 
Stores covered by the survey showed a 10 per cent growth in

current assets, with all retail lines surveyed sharing in the in
crease. Cash and bank deposits and United States Government 
securities both increased about 14 per cent over 1944, but 
the rate of increase was much greater in 1945 for cash and 
deposits, and much smaller than in 1944 for Government 
securities. A large part of Government securities held by 
retail stores are tax notes. It is probable that retailers held 
more cash at the end of 1945 than a year earlier anticipating 
that they would be able to increase stocks substantially during 
the first quarter of 1946. In spite of a record increase in sales, 
the dollar volume of inventories of the entire group of stores 
was 4 per cent higher at the end of 1945 than a year earlier.

A rise in total current liabilities of 23 per cent over 1944 
resulted in a decline of the current ratio (current assets 
divided by current liabilities) from 3.4 to 3.0. Notes payable 
to banks were 43 per cent higher than in 1944, after a decline 
of 63 per cent from 1943 to 1944; they are, however, the 
smallest component of total current liabilities. Trade payables 
increased at a faster rate than in 1944. Other current 
liabilities rose 22 per cent, which is somewhat less than the
1944 gain. Net working capital increased 5 per cent during 
the year. All lines of business surveyed shared in the increase 
in total current assets and in net working capital, but the 
changes in assets and liabilities varied considerably among 
groups. Automobile dealers and tire and accessory stores 
showed the largest percentage increase in holdings of cash. 
A large part of this increase probably resulted from customers’ 
deposits on cars not yet delivered. Cash held by men’s clothing 
stores also increased substantially, as a result of a high inven
tory turnover and the very short supplies of men’s clothing at 
the end of 1945. Only men’s clothing stores and automotive 
stores had a decline in inventories over the previous year. 
Department and women’s apparel stores were the only other

TABLE II
Sales, Current Assets, and Current Liabilities by Size and Type of Retail Store 

Second Federal Reserve District 
(Sales figures are based on annual totals; balance sheet items, on end-of-year data.)

Classification
Number

of
stores*

1944 to 1945 
Percentage change

1945
Percentage distribution 

of sales
Inventory
turnover

Percentage
ass

Receivables

■ of current 
ets

Inventories

Current
ratio

Total
sales

Accounts
receivable

Inven
tories

Current
assets

Current
liabilities

Working
capital Cash Charge

account
Instal
ment 1944 1945 1944 1945 1944 1945 1944 1945

Second District total....................... 555 +14 +  8 +  4 +10 +23 +  5 65 27 8 4.8 5.2 25 25 31 30 3.4 3.0
Size classifications!

Large stores................................. 93 +15 +10 +  5 +10 +23 +  3 69 26 5 4.9 5.4 23 23 31 30 3.0 2.7
Medium stores............................. 143 +11 +10 +  1 +12 +13 +11 61 33 6 5.0 5.5 30 29 32 30 4.0 4.0
Small stores.................................. 193 +  7 +10 -  4 +14 +43 +  9 59 26 15 3.4 3.8 16 16 38 33 6.8 5.4

Business classifications
Women’s apparel stores............... 70 +21 +18 +  2 +12 +11 +13 51 48 1 4.3 5.1 30 32 39 37 2.9 3.0
Jewelry stores............................... 50 +13 +12 +12 +13 +  8 +15 52 40 8 1.7 1.7 18 18 45 45 3.8 4.0
Department stores....................... 97 +13 +  8 +  4 +10 +27 +  2 72 23 5 5.4 5.8 22 22 30 28 3.2 2.8
Men’s clothing stores................... 52 +10 0 —30 +10 +  7 +11 65 34 1 4.0 6.3 17 15 33 20 3.5 3.6
Hardware stores........................... 21 +  9 +12 +  8 +  9 +17 +  8 48 50 2 3.2 3.2 16 16 50 50 7.0 6.6
Furniture stores........................... 110 +13 +  2 +11 +  5 +15 +  3 26 4 70 2.8 2.9 48 47 24 25 5.9 5.3
Household appliance stores......... 36 +23 +19 +50 +19 +98 +  2 40 35 25 4.2 3.4 19 19 19 28 5.8 3.5
Automotive storest...................... 119 +  5 +12 — 1 +17 +51 +  9 40 53 7 5.6 6.0 14 13 32 27 4.9 3.8

* Number of stores for which reports have been tabulated._ Some stores did not report all items requested. Therefore, the composite averages are based on 
the largest sample reporting each item. The smallest District coverage was 411 stores reporting current assets and current liabilities.

f  Dollar limits which determine size classifications vary for different types of business. Figures for 126 stores not classified by size are included in Second 
District totals.

}  Includes automobile dealers and automobile tire and accessory stores.
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TABLE III
Percentage Change and Distribution of Current Assets and Current 

Liabilities, December 31, 1942-45, Retail Stores,
Second Federal Reserve District *

Percentage change 
from the 

preceding year

Per cent of total 
current assets or 

liabilities

1943 1944 1945 1942 1943 1944 1945

Current assets
Cash and bank deposits. . . +42 +  1 + 14 16 23 22 22
U.S. Government securities +42 +45 +15 11 17 23 23
Receivables........................... —  6 +  5 +  8 31 25 25 25
Inventories............................ —  4 —  6 +  4 42 35 30 30

T ota l.............................. + 1 0 +  7 + 10 100 100 100 100

Current liabilities
Notes payable....................... — 22 — 63 +43 11 8 3 5
Trade payables..................... 1 4 - 1 4 . +  9 +19 | 89 31 30 29
Other current liabilities.. . . +27 +22 61 67 66

T ota l.............................. +  9 +14 +23 100 100 100 100

* Percentage changes based on the stores reporting current assets and current 
liabilities in the Retail Credit Surveys for 1943 through 1945. The sample has 
increased from 189 stores in 1942 to 411 in 1945.

groups where the ratio of inventories to current assets declined. 
Furniture stores had the highest proportion of current assets 
in receivables, and automotive stores the smallest.

Inventory turnover of all reporting stores increased from 4.8 
to 5.2, with men’s clothing stores and automotive stores lead
ing department stores in the rate of turnover by a slight mar
gin. Next to men’s clothing stores, women’s apparel stores 
had the largest increase in turnover rate. Because household 
appliance stores experienced a rapid increase in inventories 
toward the end of the year, they were the only group of stores 
to show a decline in inventory turnover.

As was true in 1944, the largest stores had the greatest 
increase in sales, but contrary to the 1944 experience, they 
also had the largest increase in inventories. The smallest stores 
were the only size group to report a decline in inventories.

PRICES SINCE THE END OF THE WAR
The end of this war has not brought about even the tem

porary reversal of wartime price trends which followed the first 
World War. In fact, the rise in prices has been more rapid 
during the period since the end of the war than during the 
preceding two years. The conditions which made for wartime 
price rises— the shortage of raw materials and finished goods, 
on the one hand, and the excess purchasing power created by 
war financing on the other— are still present, and with the 
cessation of hostilities additional upward pressures on prices 
have developed. The disappearance of forced and voluntary 
restraints on personal consumption has resulted in a record 
level of consumer expenditures at a time when civilian goods 
are not yet reaching the market in anywhere near adequate 
amounts to meet the demand. Equally important has been the 
rapid rise in wage rates. As a consequence of these wage 
increases since the end of the war, average hourly earnings of 
industrial workers are practically back to the war-end figure 
despite the elimination of most overtime premium pay. In

many individual industries average labor costs per hour of 
employment are higher now than last August. At the same 
time the virtual ending of the production of war goods, on 
which satisfactory profits were assured, has forced many manu
facturers to pay close attention to cost-price relationships in 
the production of peacetime goods.

Inflationary tendencies in the price structure can be exam
ined best in the light of changes in wholesale prices, since 
recent increases have not yet made themselves fully felt at the 
retail level. During the period from August 1945 to March
1946 the Bureau of Labor Statistics wholesale price index rose
3 per cent. Superficially, a change of this sort might give 
little cause for concern. What is disquieting, however, is that 
price increases on the whole have been greater and more gen
eral since the end of the war than during the corresponding 
period one or two years ago. Seven of the ten major com
modity groups which make up the B.L.S. wholesale commodity 
price index show larger advances for the seven months follow
ing V-J Day than for the same period a year ago. The index 
for every group was higher in March 1946 than seven months 
earlier. The recent acceleration of the upward price movement 
is illustrated by a comparison of price changes from March
1945 to March 1946 with those for the two previous years. 
The rise for commodities other than farm and food amounted 
to 3.0 per cent from March 1945 to March 1946 as against
1.1 per cent one year earlier and 1.7 per cent two years earlier. 
Farm prices have increased more during the past year than in 
the previous two years together. Food prices, which were 
nearly stabilized (except for seasonal variations) from the 
spring of 1943 through 1944, have developed a strong upward 
trend during the last twelve months.

The nearly 900 prices that enter into the Bureau of Labor 
Statistics index represent the largest and most inclusive avail
able collection of actual price quotations. For the most part, 
they cover highly standardized basic commodities, which can 
be priced from month to month without much difficulty. All 
articles which require continued variation in design in order 
to appeal to the consumer, highly finished commodities, and 
semiluxury or luxury goods are omitted. To mention two 
striking examples, in February 1946 clothing was represented 
by handkerchiefs and men’s and boys’ wear; women’s and in
fants’ apparel was not included at all. The style element is so 
important in such items as women’s and girls’ dresses or mil
linery that measurement of sufficiently comparable commodities 
over a period of time is virtually impossible. Furniture was 
represented by office chairs and office desks. Prices of home 
furniture were estimated or carried forward, since comparable 
quotations were no longer available after November 1943. It 
must be understood then that the index of wholesale commodity 
prices is chiefly a measure of wholesale prices of the most 
standardized grade of a large number of basic commodities. In 
ordinary times price movements of highly standardized basic

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

May 1946



46 MONTHLY REVIEW, MAY 1946

Percentage of Commodity Quotations (Included in the 
Bureau of Labor Statistics Wholesale Price Index) 

Up, Unchanged, or Down from Year to Year 
February 1939— February 1946*

PER CENT
1 0 0 -------------------------------------------------------------------------------- --------- ----------

UP UNCHANGED DOWN
90----------------------------- V7A M l  ----------------------------

1 9 3 9 - 4 0  1 9 4 0 - 4 1  1 9 4 1 - 4 2  1 9 4 2 - 4 3  194  3 - 4 4  1 9 4  4 - 4 5  1 94  5 - 4 6

* Only commodities for which comparable quotations are available from 
one year to the next are included.

Source: Compiled by Federal Reserve Bank of New York from Bureau of 
Labor Statistics data.

commodities correspond closely to those of the more stylized or 
more finished varieties; but this latter group comprises pre
cisely the items which the O. P. A. has been least successful 
in stabilizing during the past three years. For a period of 
fairly rigid price regulation an index based on staple goods 
and similar items may, therefore, understate the magnitude of 
the price advance of all goods currently purchased by con
sumers.

Another rigidity in the wholesale price index arises from 
the fact that price quotations are no longer available for about 
one fifth of the commodities included, with about 15 per cent 
of the aggregate weight. Prices for such items are carried 
forward or estimated.

The effect of price control on the sensitivity of the whole
sale price index is illustrated in the accompanying chart.1 It 
appears clearly that most of the commodities included have 
been controlled rather effectively by the O. P. A. This was 
reflected until the year ended February 1945 in the rising 
percentage of items for which no change was quoted from 
one year to the next. Included in this group are the com
modities which are pegged by subsidy payments. The num
ber of items which showed a decline has, of course, been very 
small since 1941.

During the past year the trend of the previous three years 
was partly reversed. There was a small drop in the group of 
unchanged items from 62 to 56 per cent of the total. The 
proportion of items which recorded price decreases showed a

1 February is the latest month for which detailed 1946 data are now 
available. The February to February comparison is used to eliminate 
the influence of purely seasonal fluctuations.

further decline; but items for which prices were higher than 
in the previous year comprised 36 per cent of the total as 
against 25 per cent in the preceding year. An analysis of 
changes by size of increase or decrease indicates that price 
advances were not only more numerous, but also somewhat 
larger in size.

It is quite evident that at present supply-demand relation
ships still exert an upward pressure on prices. Price declines are 
the exception. Food prices weakened temporarily in August 
when the Government released large stocks of food. Gasoline 
and mercury are among the few commodities whose price 
has dropped in response to competition among producers for 
a larger share of the market. W ool prices declined as a result 
of the Commodity Credit Corporation’s policy of bringing 
domestic wool into a more favorable position compared with 
foreign grades. Practically all prices not subject to O. P. A. 
ceilings, however, have advanced at an accelerated pace since 
the end of the war. For example, prices of cotton and rye, the 
two most important uncontrolled farm products, advanced 16 
and 48 per cent, respectively, during the six months ended in 
February, compared with a 3 per cent rise for all farm prod
ucts. In view of rising costs— particularly labor costs— the
O. P. A. has granted numerous and rather substantial upward 
revisions in ceiling prices. And in the meanwhile, additional 
increases are being announced every week. Impending adjust
ments in miners’ wages and freight rates are expected to 
necessitate further price relief.

As civilian production gains in volume and as the pent-up 
demand is satisfied a whole set of new pricing problems must 
necessarily arise. Price advances during the war were uneven; 
they were largest for foods, textiles, and furniture, and were 
relatively small for metal products. These changes reflect in 
part the narrowing of wage differentials between higher and 
lower-paying industries. It remains to be seen how new price 
relationships will affect the pattern of consumer purchases, 
and how competition among producers will affect the various 
elements of the price structure.

DEPARTM ENT STORE TRADE
Consumers purchased an unprecedented dollar volume of 

merchandise in the Second District department stores during 
the Easter season. Sales in April were slightly higher than 
those in March and are estimated at approximately 100 million 
dollars.1 The accompanying chart shows that this unusually 
high dollar volume has been exceeded only five times, in each 
case during the Christmas shopping season of recent years.

1 April sales were about 60 per cent higher than in the correspond
ing month last year. Allowance must be made for the fact that Easter
was three weeks later this year and the calendar month had one more
shopping day. The seasonally adjusted index for April declined about
5 per cent from the March all-time high but was approximately 45 
per cent higher than in the corresponding month last year. In 1945, 
however, the index reached its low point in April, sales being adversely 
affected by closings following President Roosevelt’s death.
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Department and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from the 

Preceding Year

Locality

Department stores, Second District. . .
New York C ity....................................
Northern New Jersey.........................

Newark..............................................
Westchester and Fairfield Counties.

Bridgeport.........................................
Lower Hudson River Valley.............

\ Poughkeepsie....................................
Upper Hudson River Valley.............

A lbany...............................................
Schenectady......................................

Central New York State...................
Mohawk River Valley....................

Utica...............................................
Syracuse.............................................

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

Binghamton......................................
Elmira.................................................

Western New York State..................
Buffalo...............................................

1 Niagara Falls....................................
Rochester..........................................

Apparel stores (chiefly New York City)

Net sales

March 1946

+13
+16 
+15 
+13 
+12 
+12 
+ 6 + 8 + 8 
+25 
-  8 
+ 5 -  1
-  3 
+  9 
+  3 
+  4 
+  7

—  2 
+  4 
+  3 
-1 0  
+  7

+ 14

Jan. through 
March 1946

+21 
+22  
+23  
+21 
+17  
+13  
+ 18  
+19 
+22  
+44  
+ 2 
+17 
+  9 
+  7 
+21 
+19 
+14 
+17 
+ 6 
+16 
+17 
-  1 
+15

+19

+12 
+11  
+15 
+15 
+25 
+23 
+22  
+16 
+18 
+20  
+17 + 6 
+10 
+  4 
+ _4

+  16 
+21 
+14  
+11  
+11  
+13 
+10
+  13

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 averages 100 per cent)

Item
1945 1946

Mar. Jan. Feb. Mar.

Sales (average daily), unadjusted................. 176 155 174 206
Sales (average daily), seasonally adjusted. . 187r 194 210 232
Stocks, unadjusted........................................... 153 144 156 171
Stocks, seasonally adjusted............................ 151 162 166 170

r Revised.

For the year through April sales are 30 per cent above the 
corresponding 1945 period and more than double those in the 
first four months of 1940.

Department store stocks at the close of March were 12 per 
cent higher than on the corresponding date last year and 
approximately equal to the dollar volume of March 1942. 
Comparison with March 1940 shows that stocks were 65 per 
cent higher. In relation to sales, however, stocks are low, 
while outstanding orders for merchandise are very high, as 
shown by the following ratios.

Month of March
Stocks 
to sales

Outstanding orders 
to sales

Stocks plus orders 
to sales

1940 2 .8 0 .8 3.6
1941 2 .9 1.1 4 .0
1942 3.9 2.1 6 .0
1943 2 .9 2 .0 4.9
1944 2 .7 2.1 4 .8
1945 2 .2 2.7 4.9
1946 2 .2 3 .0 5.2

Outstanding orders of department stores in this District 
amounted to approximately 300 million dollars at the end of

Estimated Dollar Volume of Sales, Stocks, and Outstanding 
Orders of Second District Department Stores, 1940-46

Stocks on 
hand 

Mar. 31, 1946

Source: Estimated on basis of reports received by Federal Reserve Bank 
of New York. Data for stocks and orders are for end of month.

March, or 50 per cent more than the dollar amount of stocks 
on hand. These orders have increased almost 800 per cent 
since 1940; at that time they were equivalent to only one 
quarter of the merchandise in the stores. Since 1944 orders 
have increased at a faster rate than sales, and the ratio of 
orders plus stocks to sales has been close to five months’ supply, 
compared with 3.6 months’ supply in March 1940.

Indexes of Business

Index
1945 1946

Mar. Jan. Feb. Mar.

Industrial production*, 1935-39 =  100..........
(jBoard of Governors, Federal Reserve 

System)

235 160 153 169p

Electric power output*, 1935-39 =  100.........
(Federal Reserve Bank of New York)

205 187 185 191p

Ton-miles of railway freight*, 1935-39=100 
(Federal Reserve Bank of New York)

238 180 187p

Sales of all retail stores*, 1935-39 =  100. . . .
(Department of Commerce)

Factory employment

194 228 234p

127pUnited States, 1939 =  100f..........................
(.Bureau of Labor Statistics)

166r 130r 122

New York State, 1935-39 =  100.................
(New York State Dept, of Labor)

Factory payrolls

143 119 112 117p

United States, 1939=100f..........................
(Bureau of Labor Statistics)

342r 229 211p

New York State, 1935-39=100.................
(New York State Dept, of Labor)

294 227 206 229p

Income payments*, 1935-39=100.................
(Department of Commerce)

244 234 232p

Wage rates, 1926 =  100....................................
(Federal Reserve Bank of New York)

169 170 171p

Consumers’ prices, 1935-39 =  100.................
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39=100 
(Federal Reserve Bank of New York)

127 130 129 130p

New York C ity............................................. 76 101 91 91
Outside New York C ity.............................. 75 79 79 81

* Adjusted for seasonal variation. p Preliminary,
f  Series revised beginning January 1944.

r Revised.
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Indexes o f P hysical V olum e o f Industrial P roduc
tion, A d justed  for Seasonal Variation, 1935-39 
A v e r a g e s  100 Per Cent (Groups shown are ex

pressed in term s o f points in the total index)

Value o f  C onstruction A ctiv ity . F igures Beginning 
in 1944 are Joint Estim ates o f the Departm ents 

o f Com m erce and L abor; Earlier Figures E sti
m ated by  Departm ent o f Comm erce. Data 

E xcludes Repair and Maintenance W ork . 
M onth ly A verages o f Quarterly Data 

Prior to  July 1944; M onth ly Data, 
Thereafter

Indexes o f Value of Departm ent Store Sales and 
Stocks, A djusted  for Seasonal Variation 

(1935-39  average — 100 per cent)

M em ber Banks in Leading Cities. Demand D e
posits (A d ju sted ) Exclude U. S. G overn

m ent and Interbank D eposits and Col
lection Items. Governm ent Securi

ties Include D irect and Guar
anteed Issues (L atest fig 

ures are for A pril 10)

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

TNDUSTRIAL production advanced considerably in March and appears to have declined onh 
moderately in the early part of April notwithstanding a complete shutdown in the bituminou: 

coal industry and some reduction in output at steel mills. The value of retail trade has continuec 
to set new records during this period and wholesale commodity prices have risen further.

In d u s t r i a l  Pr o d u c t i o n

Production at factories and mines, according to the Board’s seasonally adjusted index, ros< 
from a level of 153 per cent of the 1935-39 average in February to 169 in March. This i: 
slightly above the level reached last November before production was reduced by strikes in th< 
automobile, electrical equipment, and steel industries. In April the index will probably show i 
decline of 3 or 4 points as decreases in coal and steel are only partly offset by continued increase: 
in other industries.

The large increase shown by the total index in March was due for the most part to i 
sharp recovery in steel ingot production following settlement of the labor dispute. There wer< 
production gains also in industries manufacturing automobiles, machinery, stone, clay, and glas: 
products, furniture, textiles, paper, and rubber products. These gains in steel and other industrie: 
were offset only in small part by declines in the nonferrous metal industries, some food industries 
and crude petroleum.

Steel ingot production for the month of March averaged 84 per cent of capacity as comparec 
with 20 per cent in February and at the end of March was close to 90 per cent. Subsequently 
owing to reduced coal supplies, steel output declined and by the fourth week of April was dowr 
to a rate of 74 per cent of capacity. In the automobile and machinery industries productior 
increased substantially during the latter part of March and the early part of April, reflecting 
improvement in steel supplies and settlement of important wage disputes.

Output of stone, clay, and glass products continued to advance in March and production it 
the first quarter of this year exceeded the previous peak levels reached at the beginning of 1943

Output of nondurable goods rose further in March to a level of 168 per cent of the 1935-3$ 
average, the highest level since last June. Production of nondurable goods for civilian use i; 
now in larger volume than at any previous time. Activity at woolen mills has shown an excep 
tionally large advance since the end of last year and, with marked increases in cotton consumptioi 
and rayon shipments, the Board’s index of textile production in March was at a level of 162 pe; 
cent of the 1935-39 average. This equals the previous peak rate at the beginning of 1943.

Mineral production declined in March as a further advance in coal production was mor< 
than offset by a decline in crude petroleum output and by work stoppages at important meta 
mines. Activity at bituminous coal mines was suspended beginning April 1 owing to a labor 
management dispute over a new wage contract.

Em p l o y m e n t

Employment in nonagricultural establishments rose by about 600,000 in March after allow 
ance for seasonal changes. This rise reflected increased employment in manufacturing— largeb 
in the iron and steel group— and continued gains in trade and construction. There were further 
substantial releases from the armed forces. The total number of persons unemployed remainec 
at a level of about 2,700,000 in March.

D i s t r ib u t io n

Department store sales rose sharply in March and continued at a high level in the first hal: 
of April. Total sales during the Easter season are estimated to have been about one-fourti 
higher than last year.

Freight carloadings during March were close to the record rate for that month reached las 
year. In the first three weeks of April loadings declined, reflecting the stoppage of bituminou: 
coal production. Shipments of most other classes of revenue freight continued to increase.

C o m m o d i t y  Pr ic e s

Wholesale prices of agricultural and industrial commodities continued to advance from th( 
middle of March to the third week of April. The general level of wholesale prices is now highei 
than last September by something over four per cent. In recent weeks ceiling prices for i 
number of products have been raised considerably and where ceilings have been removed price: 
have generally risen. A bonus of 30 cents a bushel has been granted on wheat delivered b] 
May 25 under the certificate plan to help meet the critical food situation abroad, and a like paymen 
has been offered for 50,000,000 bushels of corn. Subsidy payments for some commodities hav< 
been increased to prevent further price advances.

B a n k  C r e d it

Member bank reserve positions tightened in the last half of March as Treasury deposits a 
the Reserve Banks were increased by large income tax collections. Banks sold short-tenr 
Government securities largely to the Reserve Banks, and drew down their reserve balances tc 
meet this loss of funds. Reserve positions were eased on April 1 in connection with the casl 
redemption of 2.0 billion dollars of Treasury certificates on that date, and in the following weeki 
banks bought Government securities and reduced borrowings at Reserve Banks.

Commercial and industrial loans at member banks in leading cities increased further. Loan: 
to brokers and dealers rose at the end of March in connection with Treasury security retiremen 
operations and declined sharply in the week ended April 3. Deposits, other than those of the 
Treasury, fluctuated considerably, reflecting large income tax payments and the April 1 ta? 
assessment date in Illinois.

MONTHLY REVIEW, MAY 1946

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

May 1946



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  OF N E W  Y O R K

V ol. 28 J U N E 1 9 4 6 No. 6

MONEY MARKET IN MAY
During the past month further adjustments were made by 

member banks to meet the new conditions arising from the 
elimination by all Reserve Banks between April 24 and May
11 of the preferential discount rate. As outstanding borrow
ings came to maturity, the member banks had the option of 
renewing their loans at the regular discount rate of 1 per cent, 
or adjusting their reserve positions in other ways. Many banks 
chose to repay their borrowings in preference to paying the 
higher rate— frequently by selling short term Government 
securities from their portfolios. Other banks, however, con
tinued to borrow from the Reserve Banks to maintain their 
reserves at the required levels, even though they had to pay the 
higher rate applicable after the preferential Vz per cent rate 
was eliminated. Discounts and advances of all Federal Reserve 
Banks were reduced 179 million dollars in the three weeks 
following April 24 to 145 million dollars on May 15, the 
smallest amount since July 18, 1945.

In addition to raising the funds required to repay a large 
part of their indebtedness, member banks also found it neces
sary to meet other needs for reserve funds during the past 
month. These needs arose out of Treasury withdrawals from 
War Loan deposit accounts in amounts which with tax collec
tions exceeded Government disbursements, a moderate increase 
in the amount of money in circulation, and higher reserve 
requirements arising out of a growth in privately owned 
deposits. The reserve position of member banks, therefore, 
was under moderate pressure, especially in the early part of the 
month, and the banks sold substantial amounts of short term 
Government securities directly or indirectly to the Reserve 
Banks. In addition, excess reserves of all member banks were 
drawn down by about 175 million dollars net during the four 
weeks ended May 22, and on that date were approximately 700 
million dollars, the smallest amount since April 1944.

The redemption at the beginning of May of an entire issue 
of somewhat over 1 Vz billion dollars of Treasury certificates 
of indebtedness had the net effect, like the preceding redemp
tions of March and April, of exerting some pressure on the 
reserve position of member banks in the aggregate. Treasury 
disbursements at that time somewhat exceeded receipts, but a 
substantial element in the disbursements was the redemption 
of certificates held by the Federal Reserve Banks, so that the

funds did not reach the commercial banks. In fact, Treasury 
withdrawals from War Loan deposits exceeded the amount of 
Treasury disbursements which were received by or deposited 
in the commercial banks for the redemption of the matured 
securities.

Subsequently the Treasury built up its balances in the 
Reserve Banks moderately (presumably in anticipation of 
further redemptions of securities in June) through with
drawals from War Loan deposit accounts in excess of the 
amounts needed to meet current Government expenditures. At 
the same time the Government expenditures in excess of tax 
collections resulted in a growth in privately owned deposits 
and a consequent increase in member bank reserve require
ments.

The New York City banks were subject not only to a steady 
drain of funds through Treasury operations during May, but 
also, in the early part of the month, to a substantial outflow of 
funds to other parts of the country, which in part probably 
reflected withdrawals of the proceeds of redeemed Treasury 
certificates which had been held in New York for the account 
of out-of-town banks and others. The New York banks found 
it necessary to sell substantial amounts of Treasury bills to the 
Reserve Banks, and they also sold other securities in the 
market. The New York money market position, therefore, 
was somewhat tight in the early part of May. Subsequently, 
however, there was an inflow of funds from other parts of the 
country and the money market was somewhat easier.

R e t i r e m e n t  o f  P u b l i c  D e b t

In continuation of its program of using surplus working 
balances for the retirement of outstanding debt, the Treasury 
announced in May that it would retire approximately 2 billion 
of a 4.8 billion dollar issue of certificates of indebtedness due 
on June 1, and would redeem without replacement the entire 
amount of two bond issues totaling 1,855 million dollars, 
which had been called for redemption on June 15. A  new 
issue of certificates was offered in exchange for the remainder 
of the June 1 certificates, and will be allotted on the basis of 
66 per cent of the amount of maturing certificates offered in 
exchange for the new issue, except that subscriptions not in 
excess of 25 thousand dollars will be allotted in full. The June
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redemptions will bring the total retirement of Treasury market
able securities since the end of February to 10.2 billion dollars.

The effects of the public debt retirement operations on 
major classes of owners, as far as they are determinable from 
current data, are shown in the accompanying chart. Govern
ment securities held by the weekly reporting member banks 
declined 3.5 billion dollars between February 27 and May 1, 
an amount considerably in excess of their probable holdings of 
redeemed securities. The difference is accounted for by sales 
of other securities by these banks chiefly for the purpose of 
adjusting their reserve positions. The Federal Reserve Banks, 
on the other hand, had a net decline of less than 400 million 
dollars in their Government security portfolios during this 
period, although they held 1.2 billion dollars of redeemed 
securities. Thus the Reserve Banks made net purchases of 
more than 800 million dollars of Treasury obligations, either 
directly from member banks or in the open market, to provide 
reserves needed by member banks. The fact that securities 
from Reserve Bank portfolios redeemed by the Treasury had 
to be so largely replaced by purchases of other securities is a 
clear indication of the pressure on member bank reserve posi
tions that is exerted by the debt redemption operations.

"All others,” including nonreporting member and non
member banks, as well as other investors, reduced their hold
ings of Government securities by about 2.1 billion dollars 
during the same period, an amount which is probably some
what less than their holdings of redeemed securities. It appears 
that these banks and other investors replaced in part their 
redeemed securities by buying other securities in the market.

It is apparent from the chart that changes in the Govern
ment security holdings of the different groups of investors 
were not closely synchronized with the debt retirement opera
tions of the Treasury. On some occasions, notably in connec
tion with the March 1 and April 1 redemptions, the weekly 
reporting member banks made at least partial replacements of 
the redeemed securities on or before the date of redemption. 
On these occasions the Treasury had built up large balances in 
the Reserve Banks in advance of the redemptions and drew 
down its balances in retiring the securities, so that the com
mercial banks gained funds and were able to purchase other 
securities, some of which were supplied by the Reserve Banks. 
On the other hand, in the weeks that included the March 15 
and May 1 redemptions, the reductions in the reporting mem
ber banks’ holdings of Government securities were substantially 
in excess of the amount of their securities that were redeemed. 
In those weeks (and also the weeks ended March 27 and May 
8) the reporting member banks sold securities to meet their 
reserve requirements, and the Reserve Banks bought securities 
to maintain the stability of the market and to supply needed 
reserves to member banks. In general, other investors, includ
ing nonreporting commercial banks, bought securities in 
March to replace redeemed securities, but sold securities in 
April while the reporting member banks were buying.

The retirement of 2 billion of Treasury certificates on June

Changes in the Ownership of the Ptiblic Debt* 
(Cumulative weekly from February 27, 1946)

BI L L IO N S
OF DOLLARS

* Total interest-bearing debt exclusive o f special issues and Savings notes.

1 will probably involve only minor strain on bank reserves. 
Redemptions of these securities held by the Reserve Banks 
will probably be largely offset by a reduction in the Treasury’s 
balance with the Reserve Banks, so that little net withdrawal 
of funds from commercial banks will occur. The June 1 certifi
cate was issued during the Seventh War Loan drive and is 
widely held, the latest Treasury figures showing that more than 
60 per cent of the total was owned by nonbank investors at 
the end of February. Some of these investors, including non
bank corporations, may use the proceeds of the redeemed 
securities to pay quarterly instalments on their income taxes 
due June 15 or for other business purposes, but an unexpect
edly large proportion of the holdings of such investors were 
offered in exchange for the new issue of certificates. Never
theless, the proportion of redeemed June 1 certificates that will 
come out of commercial bank portfolios is likely to be smaller 
than in the case of previous redemptions of Treasury cer
tificates.

NEW CORPORATE FINANCING 
The volume of new corporate security issues offered has 

been well sustained in recent months despite the irregularity 
in bond prices. Successive new monthly peaks for the year, 
of 660 and 850 million dollars, were reached in April and 
May, respectively. Flotations of new bond issues were at new 
high levels for the year, but the totals might well have been 
still larger were it not for unsettlement in the bond market. 
Stock financing also was in large volume. Securities issued for 
the purpose of expanding working capital and plant and 
equipment accounted for approximately 45 per cent of all 
corporate offerings in April and 21 per cent in May, and were 
well above the levels of the corresponding months of 1945. 
"New money” issues in April were highest since August 1941. 
The total of refunding issues in April and May 1946, taken 
together, was about the same as in the corresponding months 
of 1945.
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Unsettlement in bond prices started early in April among 
Government securities and then spread to municipal and cor
porate obligations. The recession in prices adversely affected 
the distribution of new corporate bond offerings. In a number 
of instances, new issues sold in the open market at a discount 
of a point or more from offering prices. Weakness was 
especially evident among new railroad issues where distribution 
to the public was interrupted, not only by the decline in quota
tions on outstanding securities, but also by other factors 
affecting the railroads, including the coal strike and the 
threatened railroad stoppage, as well as prospects of higher 
wages, and of a delay in obtaining higher freight rates.

The weakness in prices led to the postponement of some 
new issues and also to lower bids on securities offered to 
underwriters on a competitive basis and to lower prices (or 
higher yields) on reofferings to the public. Terms of a 
number of new securities were modified so as to make them 
more attractive to investors, and in one case, the coupon rate 
was advanced above that originally contemplated.

Substantial changes occurred in the new issue market with 
respect to types and purposes of new issues in the first five 
months of 1946, as compared with the same period in the 
preceding year. Although the total volume of new issues in 
the 1946 period (IVi billion dollars) was only 22 per cent 
larger than in the corresponding five months of 1945, the 
amount of new securities offered for expansion purposes rose 
more than 90 per cent while refunding issues increased 5 per 
cent. Total new stock issues exceeded 900 million dollars, or 
2 1/2  times the preceding years figure, while bond financing 
fell off about 6 per cent. Securities floated by industrial cor
porations were twice as large in the aggregate this year (to 
the end of May) as last year, while financing by railroads and 
public utility companies dropped about 25 and 10 per cent, 
respectively. Changes in the percentages of total new issues 
accounted for by new capital financing, by industrial securities, 
and by stock issues between the first five months of 1945 and
1946 are summarized in the following table.

1945 1946
New capital.......................  20 31
Industrial ...........................  30 51
Stock .................................. 17 36

New capital financing, which had increased steadily during 
the second half of 1945, totaled over three fourths of a billion 
dollars in the first five months of 1946, the largest volume for 
any similar period since 1931. Nevertheless, while the demand 
for capital has grown substantially since the end of the war, 
the volume of new capital issues remains small in relation to 
gross national product or any other measure of business activity. 
To a large extent, however, capital needs have probably been 
met out of corporations’ own cash or other liquid resources.

Most of the expansion over last year in new money issues 
was in securities of industrial corporations, especially those 
engaged in certain categories of manufacturing where recon

version problems are more pressing than among other types 
of issuers. Industrial issues also accounted for more than half 
the total, including refunding, reflecting not only the expansion 
in industrial securities but also a reduction in public utility and 
railroad refundings.

Investment bankers sold more than 900 million dollars of 
common and preferred stocks in the first five months of 1946, 
the largest sum for any comparable period since 1930. While 
a sizable proportion of the new stock issues were for refunding 
purposes, chiefly preferred stocks with lower dividend rates, 
a larger part consisted of "new money” offerings. In fact, close 
to 70 per cent of the new capital issues took the form of stocks.

A major factor in the expansion of stock financing has been 
the rising trend in equity security prices, which up to 
February of this year had been in progress for more than three 
years and has greatly stimulated investor interest in new stock 
issues. New offerings have been so well received that the 
shares have quickly sold at substantial premiums above issue 
prices, and profits in the so-called "free rides” have been large. 
The extent of the profits that could have been obtained 
through "free rides” in new stock issues is indicated in the 
accompanying table. For 65 common and preferred stock 
issues placed in the first four months of 1946, investors pur
chasing at the issue price could have liquidated their securities 
on or near the date of offering with an average profit of more 
than 5 per cent. Proportionate gains were much larger on 
common stock issues than on the preferred issues which were 
usually higher priced, indicating a greater demand for the 
more speculative securities in the low price range. In general, 
lower priced issues, common or preferred, advanced more 
rapidly than the higher priced ones.

However, for the 39 new common and preferred issues for 
which market quotations were available, prices reached by the 
close of the date of offering were higher, on the average, than

New Corporate Issues of Stocks and Bonds 
(Three-month moving averages placed at third month)

M I L L I O N S  
O F  D O L L A R S

Source: Commercial and Financial Chronicle; April and May 1946 esti
mated by Federal Reserve Bank o f New York.
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Ratio of Market to Issue Price of New Stock 
Flotations on Date of Offering*

(In  per cen t)

Type and price of shares Ratio

Common.................................................................................................... 109.6
Under $25........................................................................................ 111.8
Over $25........................................................................................... 103.8

Preferred................................................................................................... 103.3
Under $100...................................................................................... 107.0
Over $100......................................................................................... 102.5

Common and preferred......................................................................... 105.3

, Data cover 65 new issues (23 common and 42 preferred) of 1 million dollars 
,  ̂ or more offered from January through April 1946, for which market quo- 

J jfilLtations were available. Weighted averages computed by the Federal Reserve 
_ ^ B a n k  of New York.

two weeks or a month later. The average market price was
106.5 per cent of offering price on the date of offering, 
104.1 per cent two weeks later, and 103.9 per cent a month 
later. Owing to the irregularity of stock prices in this period 
(January-April 1946), however, it is not certain whether 
those who bought the new issues in the market on the offering 
date and held them for a month after acquisition fared any 
better or worse, on the whole, than those who acquired out
standing securities. It appears that market prices of new stocks 
issued in the early part of the period increased more in the 
month after issuance than did the general level of outstanding 
stocks (or fell less in a period of falling prices). In the latter 
part, particularly for new flotations toward the end of February 
and in March, the reverse held true, with new issues showing 
lesser gains or greater declines than the general market level. 
In most of the cases tabulated by this bank, however, pur
chasers who acquired new stock issues at the offering prices 
had "paper profits” one month after issue date, and in a smaller 
majority of cases, the premiums exceeded the rise in prices of 
outstanding issues.

SAVINGS AND LOAN ASSOCIATIONS IN 
NEW YO R K  STATE

Although the first savings and loan association1 in this 
country was founded in Philadelphia in 1831, it was not until 
1848 that a similar institution was organized in New York. 
After that date, however, the number here increased rapidly 
and in 1851 the State legislature passed the first law recog
nizing this development and authorizing the incorporation of 
"Building, Mutual Loan and Accumulating Fund Associa
tions.” These early societies were patterned after the English 
building and loan associations which were small mutual in
stitutions organized for the specific purpose of assisting their 
members to finance the purchase or building of homes. They 
were founded with the idea that they would be terminated as 
soon as each member had acquired a home or after a certain 
number of years.

As these associations grew and developed considerable 
change occurred in their character and operating principles. 
The advantages of a permanent organization and greater flex
ibility in their membership were very soon recognized, and

while home financing has remained one of their primary 
functions, their role as savings institutions has been increas
ingly emphasized and today their position in our economy is 
somewhat analogous to that of the mutual savings banks. A 
member still technically buys shares in an association which 
he may resell to the association when he wishes to withdraw 
his savings. But for all practical purposes the purchase of 
shares amounts to a time deposit. Most of these associations, 
like the savings banks, ordinarily waive their right to a period 
of notice before withdrawal.

This development made necessary a greater degree of liquid
ity in their investment position or some means of rediscount
ing their mortgage loans in case of sudden and heavy with
drawals. In 1914 the New York State Legislature took a 
pioneering step in establishing the Land Bank of the State 
of New York2 which was designed to provide rediscount fa
cilities for savings and loan associations in the State. Mem
bership in the Land Bank was and is voluntary. Its own cap
ital was raised through the sale of shares to member institu
tions and of its obligations to the public. The idea did not 
meet with immediate or widespread favor, however, and for 
a number of years only a small proportion of the States sav
ings and loan associations joined.

The economic crisis of the 1930’s and the plight of many 
home owners unable to meet their mortgage payments and of 
savers unable to withdraw their funds led to the passage of 
the Federal Home Loan Bank of 1932 and the Home Owners’ 
Loan Act of 1933. The latter provided for the Federal 
chartering of new savings and loan associations and the con
version of State associations to Federal charter. The Federal 
associations were required to become members of the Federal 
Home Loan Bank System. In 1935 the Federal Savings and 
Loan Insurance Corporation was organized to insure savings 
and loan association shares up to $5,000 per account. Insur
ance was made compulsory for the Federal associations and 
voluntary for State institutions. At the end of last December 
65 of the 240 savings and loan associations in New York State 
held Federal charters. Seventy-seven State associations were 
members of the Federal Home Loan Bank System of which 50 
were insured. Close to 75 per cent of the State associations 
were also members of the Savings and Loan Bank of the State 
of New York.

The assets and the private share capital of the savings and 
loan associations increased very rapidly during the war period 
along with those of all other types of banking institutions. 
At the end of 1945 savings and loan associations in New 
York had about 775 thousand members or shareholders, and 
assets of 729 million dollars compared with 422 million in

1 These associations are also sometimes called building and loan 
associations or cooperative banks, but the term savings and loan asso
ciation which is becoming more widespread throughout the country 
today is used in this article.

2 In 1932 its title was changed to Savings and Loan Bank of the 
State of New York.
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P rivate Repurchasable Share Capital o f Savings and Loan A ssociations, 
Deposits o f M utual Saving's Banks, and Tim e D eposits o f Mem ber 

Banks in New Y ork State, 1939-45 
(In  m illions o f dollars)

December 31 Share capital of 
savings and loan 

associations
Deposits of 

savings banks

Time deposits 
of all 

member banks*

1939..................................... 323 5,599 1,606
1940..................................... 354 5,688 1,684
1941...................................... 378 5,555 1,731
1942..................................... 394 5,574 1,706
1943..................................... 442 6,174 1,987
1944...................................... 521 7,122 2,417
1945..................................... 628e 8,292 3,003

* Individuals, partnerships, and corporations. 
e Estimated by the Federal Reserve Bank of New York.
Source: New York State Banking Department, Federal Home Loan Bank 

Administration, Savings Bank Trust Company , and Board of Gover
nors of the Federal Reserve System.

December 1939. The Federally chartered associations ex
panded much more rapidly in this period than State institu
tions and now hold nearly 50 per cent of the total assets of 
all savings and loan associations in the State.

The total assets of savings and loan associations as a group 
are still small in comparison with deposits of mutual savings 
banks or the time deposits of individuals, partnerships, and 
corporations in the commercial banks, as the accompanying 
table indicates, but showed a much larger proportionate growth 
over the war years than did the State’s mutual savings banks. 
This development may in part be attributed to the fact that 
the savings and loan associations are fairly well distributed 
throughout the State, with large associations in the Upstate 
war production centers of Niagara Falls and Rochester, while 
the savings banks are more largely concentrated in New York 
City where deposit growth lagged during the war. Also, in 
contrast to savings banks and commercial banks which lost 
deposits in 1941 and 1942, savings and loan associations did 
not experience any net decrease in share capital ( although the 
rate of increase did slacken) when many people drew down 
their accounts at savings banks to purchase consumers’ durable 
goods or Savings bonds. The repurchase ratio or the ratio of 
withdrawals to new deposits for Federal associations in New 
York, for example, was 85 per cent in 1942 and 52 per cent in
1944 compared with 105 and 63 per cent, respectively, for sav
ings banks. The bonus paid by many associations on so-called 
instalment shares, that is, regular deposits against which no 
withdrawals are made over a long period of time (a practice 
not followed by either the savings or commercial banks), may 
at least partly account for this development.

The major portion of the assets of savings and loan associa
tions have been traditionally invested in mortgages; at the end 
of the 1920’s close to 90 per cent of their assets were in mort
gage loans. But in succeeding years, as the result of the depres
sion, the number of mortgages available declined and by 
the end of 1939 the proportion of their assets invested in first 
mortgages was down to 75 per cent. Wartime restrictions on 
building and remodeling reduced this ratio to an estimated 60 
per cent by the end of 1945. But these restrictions have not 
had as great an effect on the mortgage portfolios of the savings 
and loan associations, which concentrate on home loans, as they

have had on those of the savings banks. The outstanding 
mortgage investments of the latter institutions have declined 
every year since 1940. First mortgage loans of the savings and 
loan associations, however, while they showed virtually no net 
change in 1942 and declined slightly in the following year, 
showed substantial increases in 1944 and particularly 1945 as 
the result of the accelerated activity in real estate markets and 
the rising trend of urban real estate prices. The higher prices 
are reflected in the fact that in 1939 the average size loan 
made by State associations was around $2,600; in 1943 it was 
$3,000; and by 1945 it had risen to $3,600.

The wartime improvement in general business conditions 
and incomes and the acute housing shortage made it possible 
for the savings and loan associations to reduce greatly the ratio 
of their mortgage loans in default and to dispose of most of the 
real estate they had acquired through foreclosure proceedings. 
The proportion of mortgages in default to total mortgages held 
by State associations declined from 15 per cent in 1939 to 1.5 
per cent by 1945, while the amount of real estate owned by 
both Federal and State associations declined from about 9 per 
cent of total assets to a negligible figure.

Because of the rapid increase in their available funds and 
the limited mortgage volume, the savings and loan associations, 
like other banking institutions, invested an increasing propor
tion of their assets in Government obligations. As the accom
panying table shows, their holdings of these securities rose 
from an estimated 9 million to an estimated 218 million 
dollars during the six war years. During the Victory Loan 
drive the associations borrowed heavily to purchase drive 
issues in anticipation of a further rise in their investable funds. 
These purchases are reflected in the very large increase in their 
holdings of Government obligations during 1945.

In the mortgage field the savings and loan associations face 
keen competition from other lenders. The volume of home 
mortgages has been rising, however, since the housing shortage 
is forcing many people, who would not otherwise do so, to 
purchase homes. The anticipated increase in home building 
will increase the demand for mortgage funds. The volume of 
loans made by these associations in the first quarter of 1946 is 
estimated to have exceeded all previous records.

In the past, savings and loan associations with relatively low 
operating expenses and good profit records have usually been

A ssets o f Savings and Loan A ssociations in N ew Y ork  State, 1939-45 
(E nd o f year figu res; in m illions o f  dollars)

Assets 1939 1941 1943 1944 1945e

First mortgage loans...................... 325 379 374 396 446
4 3 2 1 1

Real estate sold under contract. . 8 10 8 6 4
Real estate owned........................... 37 27 14 8 5
U. S. Government securities......... 9* 13* 73 143 218
Other investments........................... 11* 11* 11 10 12
Cash on hand................................... 22 26 37 34 37

6 7 6 6 6

Total 422 476 525 604 729

e Breakdown of total estimated by Federal Reserve Bank of New York.
* Breakdown between U. S. Government securities and other investment 

estimated.
Source: New York State Banking Department and Federal Home Loan 

Bank Administration.
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able to pay dividends to their members at a rate well above the 
interest paid elsewhere on savings deposits. But during the war 
the competition for the available supply of mortgages, changes 
in the composition of assets, and the decline in the general 
level of interest rates reduced their rates of earnings consider
ably. The growing proportions of Government obligations in 
their investment portfolios have meant a reduction in the 
average return on earning assets, and the average rate of in
terest in effect on the mortgage loans of State associations 
declined from 5.68 per cent in the fall of 1939 to 5.07 per cent 
in 1945 and the average rate charged on new loans in the latter 
year to 4.98 per cent. Operating expenses have increased 
roughly in proportion to the rise in total assets. The average 
rate of dividends paid by the associations, therefore, has had to 
be reduced, the ratio for State associations declining from 
about 3.3 per cent in 1939 to 2.45 per cent in 1945 and for 
Federal associations last year to 1.74 per cent.

The ratio of undivided profits to total assets rose from 2.4 
per cent at the end of 1939 to 3.4 per cent in 1943, but subse
quently declined slightly. Reserves and surplus have just about 
kept pace with the growth in assets and at the end of 1945 
were equal to about 4 per cent of total assets.

INTERNATIONAL LENDING SINCE THE 
END OF HOSTILITIES
Since the middle of 1945, the principal creditor nations 

have made advances to foreign countries, or completed negotia
tions for such advances, totaling more than 10 billion dollars. 
Of this aggregate, over 6 billion represents credits actually 
extended; the remainder consists of contracts negotiated but 
not yet formally signed or ratified. These amounts do not 
include the loans by individual countries which are still in 
course of negotiation. Of the 6 billion dollars of postwar loans 
actually consummated to date, the United States alone accounts 
for over 4 billion dollars, including credits granted to the 
United Kingdom, France, and other countries for the settle
ment of lend-lease and other war accounts and for the pur
chase of United States surplus property abroad.

This network of foreign lending is predominantly intergov
ernmental in character. It includes outright loans, granted as a 
rule directly by the Treasury or other government agency of 
the lending country to the government of the borrowing coun
try, as well as the amounts which certain central banks hold of 
each other’s currency under the monetary agreements nego
tiated by their respective governments, the central banks acting 
merely as agents.

As to the specific foreign loans that have been extended 
since the end of the war, the greater part of the American loans 
have been made by the Export-Import Bank, the lending power 
of which was increased in July 1945 from 700 million dollars 
to 3,500 million. To May 31, 1946, the bank had authorized 
loans totaling over 2,100 million dollars, of which 1,870 
million is for Europe,1 195 million for Asia,2 and 76 million 
for South America. Of the total amount already authorized,

only 169 million had actually been disbursed by the end of 
March 1946.

Sizable credits have also been granted by the United States 
Government for financing goods contracted for under the 
lend-lease procedures but which had not been delivered prior 
to the termination of lend-lease. Credit arrangements have 
also been negotiated for financing the sale abroad of United 
States surplus property. The United Kingdom has obtained 
650 million dollars and France 720 million dollars in con
nection with the settlement of their lend-lease and other 
accounts and the purchases of surplus property.

Loans extended by Canada total the equivalent of 1,645 
million U. S. dollars, of which 1,125 million are to the United 
Kingdom, 450 million to Western Europe,3 54 million to 
China, 13 million to the Netherlands East Indies, and 3 million 
to the Soviet Union.

Great Britain occupies third place among post-armistice 
lenders, but this is due only to the existence of a large unsettled 
balance in her favor under the Franco-British financial agree
ment of March 27, 1945, which expired on February 28, 1946. 
France’s sterling debt under that agreement is stated to amount 
to the equivalent of 440 million dollars. The only outright 
British credits have been one of 10 million pounds sterling to 
Greece and credits to Czechoslovakia totaling 6 million pounds 
sterling. The mutual overdraft facilities provided for in the 
monetary agreements made by Great Britain with Belgium, the 
Netherlands, and Czechoslovakia, are expected to result in the 
temporary accumulation by the United Kingdom of moderate 
amounts of the currencies of these three countries.

Reconstruction and commercial credits extended by Sweden 
total the equivalent of 242 million dollars.4 Sweden, in addi
tion, is to accumulate sterling balances under her monetary 
agreement of March 6, 1945 with the United Kingdom. No 
formal limit to the latter has been fixed, but the balances 
accumulated so far are believed much larger than Sweden 
originally envisaged. Altogether, according to an authoritative 
Swedish source, Sweden during the twelve months ending 
June 1946 will have loaned to foreign countries approximately 
one seventh of her national income.

Switzerland has granted monetary and other credits totaling 
the equivalent of 150 million dollars.5 Spain, Portugal, Argen

1 Of the 1,870 million dollars for Europe, France has received com
mitments of 1,200 million, the Netherlands 300 million, Belgium 
100 million, Norway 50 million, Finland and Poland 40 million each, 
Greece 25 million, and Denmark 20 million. The remainder con
sists of a 95 million dollar cotton credit line to European countries 
to finance the purchase of United States cotton.

2 Of which 67 million for China and 100 million for the Nether
lands East Indies.

3 Of which 218 million to France, 112 million to the Netherlands, 
91 million to Belgium, 17 million to Czechoslovakia, and 12 million 
to Norway.

4 Of which 70 million dollars to Norway, 57 million to Finland, 
29 million to Denmark, 24 million each to Belgium and Poland, 18 
million to the Netherlands, and 20 million to other countries.

5 Of which 60 million to the United Kingdom under the monetary 
agreement of March 12, 1946, 58 million to France, 18 million to 
the Netherlands, 12 million to Belgium, and 1 million each to Czecho
slovakia and Norway.
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tina, and other South American countries have likewise ex
tended sizable commercial and monetary credits to Western 
Europe.

So far there have been only a few cases of commercial bank 
participation in postwar foreign lending. In the United States, 
commercial bank credits of 100 million and 16 million, respec
tively, were extended to the Netherlands and Norway last year, 
and arrangements have been made to allow commercial banks 
to participate in the new 200 million dollar Export-Import 
Bank loan to the Netherlands of March 1946. In Switzerland a 
group of large commercial banks has reportedly participated to 
a somewhat greater extent in loans to foreign governments. 
Under the very first postwar arrangement of this kind, a British 
bank extended a one million pound revolving credit to a group 
of nationalized Czechoslovakian commercial banks under the 
guarantee of the National Bank of Czechoslovakia. Such in
stances, however, remain relatively rare.

In terms of the recipient countries, the distribution of post
armistice foreign borrowing may be summarized as follows: 
Of the 6 billion dollars that has already been loaned, about 5 
billion has gone to Western Europe, including more than
1.8 billion to the United Kingdom. The remainder is dis
tributed between Eastern and Mediterranean Europe (about 
370 million), Russia (400 million), Asia (about 300 mil
lion), and Latin America (76 million).

The following table shows the sources from which the prin
cipal European borrowers have obtained their postwar financial 
assistance. The creditor countries are listed under the name of 
each borrowing country in the order of size of the amounts 
received from them. Where the amounts are known, they are 
given in millions of dollars.

Known P ost-A rm istice  Foreign B orrow ing o f Certain European Countries* 
(In  m illions o f  dollars)

France United Kingdom Netherlands U.S.S.R. Belgium

U .S ............ 1,920
U. K ...........  440
Canada.......  218
Switzerland. 58 
Argentina... 36

Canada___1,125
U.S........... 650
Switzerland 60 
Sweden___ f

U .S .............400
Canada........112
Switzerland.. 18
Sweden........  18
U. K ............  f

U .S ....... 400
Canada.. 3

U .S .............100
Canada........ 91
Sweden........  24
Switzerland.. 12 
U. K ............  f

Total 2,700 Total 1,850 Total........... 550 Total... .403 Total........... 230

* Because of the nature of the^data, the aggregates shown are approximate and subject 
to revision, 

t  Not available.

Of the aggregate of 2.7 billion of credits received by France,
1.9 billion has been granted by the United States. In addition 
to the 550 million Export-Import Bank loan arranged in 
September 1945, France was granted, under an agreement 
concluded on May 28, a further credit of 650 million fiom 
the Export-Import Bank, as well as the 720 million credit for 
settlement of lend-lease, reciprocal aid, surplus war property, 
and other claims referred to above.

The major item in the total credits of 1,850 million dollars 
received by the United Kingdom to date is the 1,125 million

Canadian credit. Second in size is the 650 million United 
States credit for settlement of lend-lease and other claims. 
The remainder represents a rough estimate of the sterling 
holdings that Sweden and Switzerland agreed to accumu
late under their monetary agreements with the United King
dom. Although no formal limitation to this sterling debt 
was stipulated in the Anglo-Swedish monetary agreement, the 
Anglo-Swiss agreement of March 12, 1946 limited the Swiss 
obligation to accept sterling to 5 million pounds sterling, "plus 
such additional sum as may be determined by the contracting 
governments in the light of the estimated balance of payments 
between the sterling area and Switzerland.” The Bank of 
England has stated that the upper limit of such "additional 
sums” is estimated at 5 million pounds sterling for the first 
year, and a further 5 million for the second, making with the 5 
million of basic credit an aggregate of 15 million pounds.

In addition, the United Kingdom is to receive, under the 
financial agreement now pending before Congress, a United 
States Government credit of 3,750 million dollars for the 
financing of necessary imports during the transition period.

Borrowing by the U.S.S.R. has consisted almost entirely of 
the American " 3 (c ) ” lend-lease loan of 400 million dollars, 
plus a small Canadian loan. A Russian application for a one 
billion dollar loan is reported to be on file with the United 
States Government, and preliminary negotiations concerning 
such a loan are reported to have taken place.

As a rule, the post-armistice credits have been "tied” loans, 
utilizable only for exports from the creditor to the borrowing 
country; bilateralism is thus a conspicuous commercial policy 
feature of the post-armistice network of international lending. 
In the case of the British monetary agreements with Western 
Europe, however, the sterling which the British agree to make 
available is utilizable throughout the sterling area. In contrast 
to the above types of lending, the proposed American credit to 
the United Kingdom is fully multilateral in conception and 
implementation; its proceeds may be spent for British pur
chases of goods and services not only in the United States but 
in other countries as well. Together with the underlying Pro
posals for Expansion of World Trade and Employment, the 
Anglo-American financial agreement is an attempt to restore 
international lending and world trade to a multilateral basis 
and thus preserve the economic unity of the world. Because of 
its size, terms, and implications, therefore, the proposed Amer
ican credit to Britain is the keystone of the post-armistice net
work of international lending. The restoration of a multi
lateral, nondiscriminatory trading system which it envisages is 
a prerequisite to the successful implementation of all of the 
international financial and monetary agreements achieved so 
far.
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DEPARTM ENT STORE TRADE
Department store sales in May in the Second Federal 

Reserve District are estimated at 102 million dollars, a slight 
increase over April, and about 50 per cent greater than sales 
in May 1945. The seasonally adjusted index declined in 
April from the record high established in March, but it is 
expected that the adjusted index for May will equal or exceed 
that of March. Sales in the Second District for the first four 
months of 1946 have shown a greater gain over the same 
period in 1945 than has the United States total. Thus this 
District is gradually regaining its position in the country’s 
total department store sales after a marked decline of its per
centage share during the early war years. The Second District 
seasonally adjusted index of department store sales for April, 
however, was still more than 10 per cent below the comparable 
index for the country as a whole.

Indexes of Department Store Sales, United States and Second 
Federal Reserve District* (1935-39 daily averages 100 

per cent; adjusted for seasonal variation)

1 93 9  1 9 4 0  1 941  1 9 4 2  1 9 4 3  1 9 4 4  1 9 4 5  1 9 4 6

* Plotted on ratio scale to show proportionate changes. Index for United 
States preliminary for April 1946.

Department store stocks in this District have not paralleled 
the rise in sales but were 12 per cent higher at the end of 
April 1946 than on the same date last year, and only slightly 
below the estimated dollar volume of stocks at the end of 
April 1942 when they were approaching an all-time peak. 
The ratio of stocks to sales for April remained at 2.2 months’ 
supply at the April rate of sales, unchanged from March.

A seasonal decline in outstanding orders in April reduced 
the estimated total to about 260 million dollars, which, how
ever, is more than a fifth higher than the amount of orders 
outstanding a year ago. The ratio of stocks plus orders to sales 
declined from 5.2 in March 1946 to 4.7 in April.

Departm ent and Apparel Store Sales and Stocks, Second Federal 
R eserve D istrict, Percentage Change from  the Preceding Year

Locality

Net 

April 1946

sales

Jan. through 
April 1946

Stocks on 
hand 

April 30, 194C

Department stores, Second District___ +59 + 30 +12
New York C ity ...................................... +61 +31 h llNorthern New Jersey........................... +63 +32 (-15

+62 +31 -16
Westchester and Fairfield Counties. . +69 + 30 b23

Bridgeport.......................................... +63 + 25 [-26
Lower Hudson River Valley............... +66 + 30 bl6
Poughkeepsie.......................................... +65 +30 + 20
Upper Hudson River Valley............... +58 +32 +23

A lbany................................................. +65 +50 +26
Schenectady........................................ +49 +13 +22

Central New York State..................... +56 +27 +  6
Mohawk River Valley..................... +53 +20 +16

+50 +17 +  9
Syracuse ............................................. +57 +30 0

Northern New York State.................. +54 +30 —
Southern New York State................... +51 +23 +15

Binghamton........................................ +57 +27 +  19
Elmira.................................................. +42 +15 +  13

Western New York State.................... +51 +24 +13
Buffalo................................................. +53 +26 +  16
Niagara Falls...................................... +35 +  8 +13
Rochester............................................ +51 +24 +  7

Apparel stores (chiefly New York C ity ). +55 +28 +13

Indexes o f Departm ent Store Sales and Stocks 
Second Federal R eserve D istrict 
(1935-39 average =  100 per cen t)

Item
1945 1946

April Feb. March April

Sales (average daily), unadjusted................. 143 174 206 219
Sales (average daily), seasonally adjusted.. 150 210 232 219

Stocks, unadjusted............................................ 162r 156 171 182
Stocks, seasonally adjusted............................ 160 166 170 180

r Revised.

Indexes o f Business

Index
1945 1946

April Feb. March April

Industrial production*, 1935-39 =  100.........
(Board of Governors, Federal Reserve 

System)

230r 152r 168 164p

Electric power output*, 1935-39 = 100........
(Federal Reserve Bank of New York)

207 185 190 19 lp

Ton-miles of railway freight*, 1935-39 = 100 
(Federal Reserve Bank of New York)

248 188 203p

Sales of all retail stores*, 1935-39 =  100........
(Department of Commerce)

Factory employment

175 235 232p

135pUnited States, 1939 =  100f.........................
(Bureau of Labor Statistics)

163 122 130

New York State, 1935-39 =  100................
(New York State Dept, of Labor)

Factory payrolls

141 112 117 124p

United States, 1939 =  lOOf........................
(Bureau of Labor Statistics)

333 210 233p

New York State, 1935-39 = 100................
(New York State Dept, of Labor)

284 206 229 245p

Income payments*, 1935-39 =  100...............
(Department of Commerce)

242 232 232p

Wage rates, 1926 =  100....................................
(Federal Reserve Bank of New York)

170 171 174 p

Consumers’ prices, 1935-39 =  100.................
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(.Federal Reserve Bank of New York)

127 130r 130 131p

New York C ity.............................................. 76 91 91 100
Outside New York C ity .............................. 73 79 81 80

* Adjusted for seasonal variation. p Preliminary. r Revised,
f  Series revised beginning January 1944.
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Indexes of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation, 1935-39 
Average —100 Per Cent (Groups shown are ex

pressed in terms of points in the total index)

Employment in Nonagricultural Establishments. 
Bureau of Labor Statistics’ Estimates, Adjusted 

for Seasonal Variation by Board of Governors. 
“Other” Includes Transportation, Public 

Utilities, Finance, Service, and Miscella
neous. Proprietors and Domestic 

Workers Excluded

Indexes of Wholesale Prices Compiled by Bureau 
of Labor Statistics (1926 averages 100 per cent; 

latest figures are for week ended May 18)

Government Security Holdings of Banks in Lead
ing Cities. Excludes Guaranteed Securities. 

Data not Available Prior to February 8, 1939; 
Certificates First Reported on 

April 15, 1942

MONTHLY REVIEW, JUNE 1946

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

INDUSTRIAL output declined somewhat in April and the early part of May owing to the 
coal strike. Employment in the economy as a whole, however, continued to expand in 

April. The value of retail trade was maintained at record levels and commodity prices 
rose further.

In 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 declined 2 per cent in 
April and was at 164 per cent of the 1935-39 average. The drop in coal output after April 1 
and the resultant curtailment in operations in some industries were offset in part by substantial 
increases in activity in the automobile and electrical machinery industries following settlement 
of wage disputes in the latter part of March.

Production of durable manufactures as a group rose 3 per cent in April. Iron and 
steel production declined about 6 per cent; decreased output of pig iron and open hearth and 
bessemer steel was partly offset by a sharp rise in electric steel production. In May activity 
at steel mills continued to decline as a result of coal shortages and during the past two weeks 
has averaged only about 50 per cent of capacity.

The number of passenger cars and trucks assembled in April was 80 per cent greater 
than in March, and there also were substantial increases in activity in the railroad equipment 
industry and in output of many types of electrical equipment. Production of lumber and 
stone, clay, and glass products was maintained at the March level, which was above the same 
period last year.

Output of most nondurable goods was maintained in April at about the March level. 
Activity at cotton mills declined slightly, owing to reduced coal supplies, but output at other 
textile mills advanced further. The number of animals slaughtered under Federal inspection 
continued to decline sharply in April. Output of flour and bakery products decreased some
what in April and is expected to decline substantially in May as a result of the stringent 
wheat supply situation.

Minerals production declined by a fourth from March to April, reflecting primarily the 
drop in bituminous coal output. There was also a further reduction in output of metals, 
while crude petroleum production increased in April and early May. On May 13 bituminous 
coal production was resumed under a temporary work agreement, and during the week 
ended May 18 output was 70 per cent of the pre-strike weekly rate.

Value of construction contracts awarded rose sharply in April, according to reports of 
the F. W. Dodge Corporation. The increase reflected a very large expansion in awards for 
private residential construction to a record level; awards for most other types of private 
construction were maintained at recent high levels.

Em p l o y m e n t

Nonagricultural employment continued to gain in April notwithstanding the bituminous 
coal strike, and unemployment decreased by about 350,000. Manufacturing employment 
rose by about 400,000 largely because of settlement of major labor disputes, and construction 
employment showed a further large gain.

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

Price ceilings on grains were increased substantially on May 13 and ceilings for a 
number of nonagricultural products have also been raised during the past month. Recent 
price increases for industrial products have usually been between 10 and 20 per cent. 
Recent advances announced for automobiles were smaller than these amounts but they were 
in addition to price increases made earlier this year.

Retail prices of most groups of commodities continued to show small advances in April 
and the consumers’ price index increased one-half per cent to a point 3 per cent higher than 
in April 1945.

D is t r i b u t i o n

Retail sales continued at a high rate in April and the first half of May. During the 
past four weeks department store sales have been one-third larger in value than in the 
corresponding period of 1945.

Freight carloadings declined sharply in April, reflecting chiefly the drop in coal ship
ments. Shipments of most manufactured products continued to increase until the week 
ended May 18. In that week interruptions in freight service resulted in large decreases in 
loadings of manufactured products but bituminous coal shipments were resumed, and total 
loadings increased slightly.

B a n k  C r e d it

Treasury deposits declined, reflecting disbursements in excess of receipts, and deposits 
subject to reserve requirements increased during April and the first three weeks of May. 
Reserve balances increased less than required reserves, and excess reserves declined to about 
700 million dollars on May 22. Federal Reserve holdings of Government securities, which 
declined substantially in the early months of the year, have increased somewhat since the 
middle of April.

Member bank holdings of Treasury bills, certificates, and notes declined in April and 
the first half of May, while holdings of Treasury bonds increased further. Loans at member 
banks in leading cities declined, reflecting largely reductions in loans for purchasing and 
carrying Government securities.

In the latter part of April the Reserve Banks, with the approval of the Board of 
Governors, eliminated the wartime preferential discount rate of about one half of one per 
cent on advances to member banks secured by Government obligations due or callable in not 
more than one year. The regular discount rate on advances secured by Government obliga
tions or eligible paper remains at one per cent.

Yields of Government securities, which declined in the early weeks of the year, rose 
sharply in the latter part of April and early in May.
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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  OF  N E W  Y O R K

V o l . 28 J U L Y  1 9 4 6 No. 7

MONEY MARKET IN JUNE

During the course of the past month, all bank loans made 
to facilitate the purchase of securities in the Victory Loan drive 
and still outstanding became six months old or older. On 
June 19, the volume of loans on Government securities to 
others than brokers and dealers still totaled 1.6 billion dollars 
among weekly reporting member banks, or nearly twice the 
amount at the low point preceding the drive. Liquidation of 
such loans since the Victory Loan has lagged considerably com
pared with the rate of repayments following preceding War 
Loans. As shown in the accompanying chart, liquidation has 
been particularly slow in the weekly reporting banks in 100 
cities outside New York, where only half the increase during 
the drive had been paid off by June 19, in contrast to 74 per 
cent for the reporting banks in New York City. On that 
date, the outstanding loans of reporting banks in the 100 
cities other than New York were still nearly 500 million 
dollars greater than before the Victory Loan and only about 
100 million dollars below the peak reached during the 
Seventh War Loan; they exceeded the highest points reached 
in all earlier War Loans. The loans of New York City banks 
remained about 250 million greater than early last November, 
but were well below earlier peaks.

Loans on Government Securities to Others than 
Brokers and Dealers

Weekly Reporting Member Banks in New York City and 100 Other Cities

Although not all the outstanding bank loans on Government 
securities were arranged during the Victory Loan, a very sub
stantial proportion were made at that time, including a large 
volume of loans to aid in the purchase of long term bonds. 
While loans enabling bona fide investors to acquire bonds in 
anticipation of investable income during the next few months 
accounted for part of the credits arranged during the Victory 
drive, the substantial volume still outstanding indicates con
siderable use of bank credit for the speculative carrying of 
securities.

In order to curtail such use of bank credit in the Government 
securities market, the Federal Reserve Banks have addressed 
a circular letter to all the banks in their respective districts 
requesting their cooperation in reducing the volume of bank 
credit for the purpose of purchasing and carrying Government 
securities. The letter sent to banks in this District reads in 
part as follows:

During the Victory Loan Drive, a large amount of long-term 
bonds was purchased with the aid of bank loans. It has been 
reported that many such loans have not been repaid out of current 
income and that bank credit has been used for speculative carrying 
of Government securities. Reports have been received also of the 
activities of money brokers and others seeking to arrange bank 
loans on Government securities for customers without provision 
for amortization and with margins and rates of interest which 
emphasize high returns on small amounts of the borrower’s own 
funds required for relatively large transactions. The same general 
considerations which led to efforts to discourage speculative sub
scriptions to Government securities during the war loan drives 
clearly apply to this sort of loan.

SAVINGS BOND DRIVE

The Treasury in this period is inviting the public to make 
an investment in high living standards by augmenting its 
purchases of Savings bonds. Citizens are urged to hold to 
maturity the bonds they already own, as well as to continue 
and, if possible, to add to their payroll deduction purchases. 
Every dollar invested in Savings bonds at this time will mean 
one dollar less competing for the consumers’ goods that are 
not yet available and so will constitute the best kind of 
safeguard for the value of the savings of the public.
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Borrowing from banks creates an addition to the country s money 
supply to the same extent as direct purchases of securities by banks. 
The existing unprecedented supply of deposits and currency, in 
the face of an inadequate supply of goods and services, is a danger
ous inflationary potential. Therefore, every effort should be made 
to reverse the wartime trend of increased borrowing for the purpose 
of purchasing and carrying Government securities and to reduce as 
much as possible the use of bank credit for that purpose.

It seems timely to ask your cooperation to this end, particularly 
as loans made to facilitate purchases of Government securities in 
the Victory Loan Drive, which are still unpaid, have now run for 
more than six months. You will realize, of course, that nothing 
will be accomplished if one bank makes a loan on Government 
securities to enable a customer to comply with the request of 
another bank to pay off a loan originally made to purchase 
Government securities.

M em ber  Ba n k  R eserve Positio n s

Treasury transactions related to public debt retirement, 
interest payments on outstanding Treasury securities, and 
quarterly income taxes dominated the money market during 
the past month and generated substantial shifts of funds not 
only between individual banks but also between New York 
and other parts of the country. Demand for Federal Reserve 
Bank credit fluctuated widely, increasing as the Treasury 
accumulated funds with the Federal Reserve Banks prior to 
the public debt redemptions of the first and middle of the 
month and decreasing with the disbursement of the funds by 
the Treasury. The net effect of the Treasury’s operations, 
however, was a considerable demand for Federal Reserve 
credit for the month as a whole, as the redemption of securities 
held by the Federal Reserve System resulted in a loss of member 
bank reserves, and there was an increase in member bank 
reserve requirements owing to a shift from War Loan accounts 
to privately owned deposits.

At one time during the month, on June 19, excess reserves 
of all member banks dropped temporarily to 550 million 
dollars, lowest since August 9, 1933, but that was of little 
significance as it resulted mainly from a one-day deficiency 
in the reserves of New York City banks which were adjusting 
their positions following a large excess of reserves earlier in 
the week. The distribution of reserves was uneven, and some 
banks gaining funds were able to repurchase substantial 
amounts of Treasury bills from Federal Reserve option accounts 
and acquire short term Government obligations in the market, 
while others in need of reserves sold such securities directly 
and indirectly to the Federal Reserve System.

Redemption of 2 billion of a 4.8 billion dollar issue of 
maturing certificates on June 1 was effected with but minor 
disturbance to the money market since the securities were 
redeemed partly with funds previously accumulated with the 
Federal Reserve Banks. Some of the strain on member bank 
reserves associated with the retirement operation therefore had 
already occurred, and the banks had to some extent adjusted 
their reserve positions in the week ended May 29. Treasury

disbursements in the week ended June 5, which included 
payment of the redeemed securities, exceeded receipts by a 
substantial margin and, as retirement of the certificates held by 
the Federal Reserve Banks absorbed only a portion of these 
expenditures, the commercial banks as a group had some net 
gain of reserves. The June 1 certificate, however, was widely 
held and its partial redemption, largely out of the proceeds of 
War Loan withdrawals which exceeded 2.2 billion dollars, 
effected a shift of funds into private deposit accounts and a 
substantial rise in member bank reserve requirements.

The subsequent two weeks were practically a repetition of 
the events of the previous two. As in the week ended May 29, 
member bank reserve positions were under some pressure in 
the week ended June 12 when Treasury receipts from taxes 
(largely income taxes withheld currently at the source) and 
limited War Loan withdrawals exceeded expenditures. Treas
ury deposits with the Reserve Banks were increased more 
than 450 million dollars in partial preparation for the redemp
tion beginning on the 15 th of the month of the entire amount 
of two bond issues totaling 1,855 million dollars and for 
interest payments on the public debt of approximately 750 
million.

Treasury receipts in the week ended June 19 were very 
heavy as they included 1.1 billion dollars of quarterly instal
ments on income taxes and 1.6 billion in War Loan with
drawals, but were substantially exceeded by disbursements, 
including the redemption of called bonds and interest pay
ments, as well as other expenditures. The entire amount of 
the net expenditures did not reach the commercial banks, 
however, since about 150 million dollars were absorbed in the 
redemption of the called bonds held by the Federal Reserve 
Banks. Furthermore, Treasury disbursements in excess of tax 
receipts resulted in an expansion of about one quarter of a 
billion dollars in reserve requirements, as reserve-free War 
Loan deposits were converted into private deposits.

Treasury debt operations and quarterly income tax payments 
also caused substantial shifts of funds between banks in New 
York City and in other parts of the country. Since the New 
York City institutions and their customers held a substantial 
portion of the redeemed securities, the banks here received a 
large share of the funds paid out by the Treasury in connection 
with the debt retirement; their net receipts from this source and 
interest payments amounted to 400 million and 1,100 million 
dollars, respectively, in the weeks ended June 5 and 19. How
ever, as banks in other parts of the country lost reserves 
through Treasury operations, they financed their losses and 
other needs for funds in large part by withdrawing the pro
ceeds of redemptions of and interest payments on Government 
securities held with their New York correspondents, and 
through sales of short term securities in the New York market. 
They also obtained funds from transfers out of New York by 
commercial and financial concerns, apparently in part for the 
payment of taxes in other parts of the country. For the four
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weeks ended June 19, the aggregate withdrawal of funds from 
New York by out-of-town banks and their customers came to
1,200 million dollars.

As the net result of Treasury operations and the outflow of 
business and banking funds, reserve positions of the New 
York banks experienced alternate periods of pressure and ease. 
Consequently, these institutions alternately expanded or con
tracted their use of Federal Reserve credit by considerable 
amounts, chiefly through purchases of Treasury bills from or 
sales to the New York Reserve Bank.

In the latter part of the month, heavy income tax collections, 
supplemented by small withdrawals of War Loan deposits, 
resulted in a renewed increase in Treasury balances with the 
Reserve Banks, which rose about 470 million dollars in the 
week ended June 26 to 890 million. The resultant drain on 
reserves necessitated large sales of short term Government 
securities by the member banks, including Treasury bills and 
certificates, many of which were absorbed by the Reserve 
Banks. The heavy accumulation of Treasury deposits in the 
Reserve Banks, however, enabled the Treasury to limit its 
War Loan calls in connection with the retirement of 2 billion 
(out of a 4.9 billion dollar issue) of 0.90 per cent Treasury 
notes on July 1 and to make substantial net disbursements at 
that time, which again will help to offset redemptions of the 
notes in Reserve Bank portfolios and to facilitate adjustments 
in the reserve positions of member banks.

PROGRESS OF THE CHECK ROUTING 
SYMBOL PROGRAM

The complex mechanism for the clearing and collection of 
checks has reached its present state of efficiency only after a 
long period of development through trial and error. Experi
ence gained in the everyday operation of the system of ex
changing checks revealed its deficiencies and indicated the 
nature of the reforms or revision needed. As part of the 
constant endeavor to perfect the clearing and collection process, 
a new plan involving a routing symbol to be imprinted on 
checks of all par clearance banks was introduced by the 
American Bankers Association a year ago this past month. 
The new device was developed by the Bank Management 
Commission of the ABA and the Committee on Collections of 
the Federal Reserve System 'after several years of study.

The aim of the new routing plan is to increase the efficiency 
and speed of the collection of out-of-town checks by readily 
identifying through a series of numbers the Reserve Bank or 
branch at which checks on given banks are receivable for 
collection ( that is, the Reserve Bank head or branch office in 
the territory of which the commercial bank is located). For 
this purpose, all par clearance banks have been assigned routing 
symbols by the Federal Reserve Banks. Inasmuch as the 
effectiveness of the new plan depends on its widest possible 
adoption, all par banks have been urged to include the routing 
symbols on their checks and to make every effort to obtain the

cooperation of those of their customers who have their own 
checks printed likewise to include the routing symbols. The 
benefits of the new procedure in reduced float, fewer sorting 
or routing errors, and quicker return of unpaid items will 
accrue to the general check writing public and to the banking 
system as a whole, including the small country banks with 
comparatively few items, as well as the larger banks with 
thousands and hundreds of thousands of items deposited by 
their customers and correspondent banks, and the Federal 
Reserve Banks.

In the absence of the routing symbol, the proper Reserve 
Bank or branch to which a check should be routed is not 
always readily ascertainable from the face of the check, which 
shows only the city and State of the drawee bank,1 because 
many States lie in more than one Federal Reserve District 
and most Reserve Banks have one or more branches. In sort
ing items, transit clerks consequently have to rely on their 
memories to a large extent. In doubtful cases where memory 
is hazy, they have to resort to the time-consuming procedure 
of looking up the proper Reserve Bank or branch in the 
Federal Reserve Par List. With the substantial increase in the 
volume of checks written during and after the war, the pressure 
to 'get the checks out” has grown and there have been many 
more "doubtful cases,” just when there has been a loss of 
trained personnel and more rapid turnover of staffs. Missort- 
ing and misrouting of items have consequently increased during 
and since the war despite efforts to minimize them. But the 
problem is essentially a peacetime one which has merely been 
aggravated by wartime conditions.

In general, the following three types of check sorting and 
routing errors are more frequently made than others largely 
because of the lack of ready identification on the checks face 
of the appropriate Reserve Bank or branch at which the item 
is collectible in the shortest possible time, and for other 
reasons:

1. Routing a check to a Federal Reserve office in a district 
other than the one in which the item is collectible. This kind 
of error occurs when the drawee bank is located in a State 
which lies in two Federal Reserve Districts. In such a case, the 
Federal Reserve Bank or branch receiving the check will 
forward it to the proper Reserve office for collection, but the 
time required to collect the item is lengthened unnecessarily.

2. Routing a check to the correct Federal Reserve District 
but to a Federal Reserve office in a territory other than the 
one in which the check is collectible in the shortest possible 
time. Such an error can occur in States which lie wholly 
within one Federal Reserve District, such as Texas. Thus, a 
check on a commercial bank in Austin, Texas, may have been 
routed to the branch office of the Dallas Reserve Bank in 
El Paso even though Austin is situated in the San Antonio 
branch territory and it should have been sent to that office.

xThe city and State of the drawee bank are indicated both by name 
and by code in the form of the ABA transit number which appears on 
all checks.
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The El Paso branch would presumably forward the check to 
San Antonio for collection. Check "travel-time” would there
fore have been considerably longer than necessary.

3. Routing a check on a nonpar bank to a Federal Reserve 
Bank or branch for collection. Since such items are not 
collectible through the facilities of the Federal Reserve System, 
they are returned to the banks presenting them. Widespread 
use of the routing symbol will automatically eliminate this 
type of error since only par banks have been given symbols.

The routing symbol eliminates all guesswork and leaves little 
or nothing to memory, and thus tends substantially to quicken 
the pace of sorting and to reduce the frequency of sorting 
errors. The sorting clerk merely matches the routing symbol 
on a check with one appearing over a cubicle in the sorting 
rack. This also means that less training of new clerks is 
necessary.

The routing symbol itself is a three or four figure number, 
the first digit or the first two digits indicating the number of 
each Federal Reserve District from 1 to 12. The second digit 
(or the third in case of a four digit symbol) designates the 
head office of the Reserve Bank which is given the number 1 
or the Reserve branches which are numbered 2, 3, 4, or 5 
according to alphabetical order. Numbers 6-9 are reserved 
for special collection arrangements. The last digit, when a 
cipher (0 ) , indicates that the check is acceptable for immediate 
credit if received in time to be cleared on the current day. 
When the number is 1-9, it indicates that the item is receivable 
for deferred credit in accordance with the time schedule of the 
Reserve Bank or branch where deposited, and also serves to 
identify the States within a Reserve district which are numbered 
consecutively in alphabetical order, thereby facilitating the 
sorting and collection of items within a district.

Thus, the routing symbol of a bank in Bridgeport, Con
necticut is 211, the first digit indicating the Second or New 
York Federal Reserve District, the second digit indicating 
that the item is receivable for collection at the head office in 
New York City, and the third figure showing that the item is 
acceptable for deferred credit and that the drawee bank is 
located in Connecticut. The routing symbol for checks drawn 
on the Treasurer of the United States or by any of the Federal

Survey of Second District Banks Having Some Checks in Circulation 
Carrying the Fractional Symbol*

Date
survey

completed

Second District New York Northern New Jersey 
and Fairfield County, 

Connecticut

Number 
of banks

Per cent 
of all banks

Number 
of banks

Per cent 
of all banks

Number 
of banks

Per cent 
of all banks

1945
December 13............... 317 32.6 186 26.6 131 47.8

1946
January 16.................. 429 44.3 271 38.9 158 57.9
February 26................ 604 63.2 407 59.7 197 71.9
April 10...................... 700 73.2 483 70.8 217 79.2
June 14....................... 798 82.9 557 80.7 241 88.3

Reserve Banks is 000. Such items are acceptable for immediate 
credit at any Federal Reserve Bank or branch. The routing 
symbols that have been assigned to banks in the Second Federal 
Reserve District are shown in the accompanying list.

R o u t i n g  Sy m b o l s  U se d  i n  t h e  
Se c o n d  Fe d e r a l  R e s e r v e  D i s t r ic t

Head or Branch Office of 
the Federal Reserve Bank 

of New York*
Head office— New York City 

Immediate credit

Deferred credit

Buffalo Branch— Buffalo, 
New York 

Immediate credit 
Deferred credit

For checks collectible 
through or drawn 

Symbol on banks in

210 New York Clearing House 
260 Manhattan, Bronx and

Brooklyn Collection 
Arrangement #

260 City Collection Department, 
New York Clearing 
House #

270 Northern New Jersey 
Clearing House #

211 Connecticut ( Fairfield
County)

212 New Jersey (12 northern
most counties)

213 New York (entire State
except for 10 westernmost 
counties)

* Only checks having the ABA transit numbers and routing symbols in the upper right corner 
are included. Data cover all par commercial banks and industrial banks with checking 
accounts and 7 agencies of foreign banks. All banks in the District pay their checks at par.

220 City of Buffalo 
223 New York (10 westernmost 

counties)
* At which checks on Second District commercial banks are receivable for 

collection.
# Special collection arrangements.

The routing symbol appears on checks as the denominator 
or lower number of a fraction. The numerator or upper half 
of the fraction is the ABA transit number first adopted as an 
aid in collecting checks in 1911 before the establishment of 
the Federal Reserve System. This number which also appears 
on all checks is necessary to identify individual banks in con
nection with local check clearings and intradistrict collections. 
In order to promote uniformity and further facilitate sorting, 
it has been recommended that transit numbers and routing 
symbols in fractional form be placed in the upper right 
corner of newly printed checks.

Since the introduction of the routing symbol about a year 
ago, considerable progress has been made in securing its 
adoption by the banks. A survey taken in February of this 
year indicated that about half the par clearance banks in the 
country had some checks in circulation carrying the routing 
symbol. The progress in the New York Federal Reserve Dis
trict where all commercial banks pay their checks at par has 
been rapid. In December 1945, about one third of the banks 
showed some checks in use with the routing symbol in the 
approved location (upper right corner), and by April of this 
year the proportion had grown to nearly three quarters. By 
mid-June some 798 banks (or 83 per cent of the total) were 
making some use of the symbol, as shown in the accompanying 
table (the data include a few industrial banks and agencies 
of foreign banks).

In actual volume, however, the proportion of checks carrying
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the symbol was much smaller. Stocks of old checks are still 
large owing to the heavy accumulation of inventories during 
the war for fear of a paper shortage. Thus, many banks are 
allowing their stocks of old checks to run off. Many others 
have in circulation both new checks with the symbol and old 
ones without it. In many cases, however, banking institutions 
have had their routing symbols overprinted or stamped on the 
old checks. This is likewise true, but to a lesser extent, of 
bank customers who have their own checks printed privately. 
According to a survey made by this bank, over 200 nationally 
known corporations now have the routing symbols on their 
checks. The difficulties in the way of widespread use of the 
routing symbol have been gradually reduced as stocks of old 
checks have run out and the end of the war has improved the 
paper and printing situation, so that progress in the future 
should be much more rapid than in the past.

Full-scale adoption of the new symbol by both banks and 
their customers using custom-made checks is necessary to realize 
the full economy of time and money possible under the new 
plan. Reduction in sorting time, in sorting errors and mis- 
routing, and in check "travel-time”, with consequent reduction 
in operating costs and improvement of service to bank de
positors, should be the eventual outcome of the complete use 
of the new symbol. But before such results can be achieved 
it will also be necessary for banks, depositors, and check manu
facturers to cooperate further to promote uniformity in checks 
including greater standardization of size as well as printing of 
the transit number and routing symbol in fractional form in the 
approved position on the checks.

FRENCH-AMERICAN ECONOMIC AND 
FINANCIAL AGREEMENTS

On May 28 France received credits from the United States 
totaling 1.4 billion dollars. Together with the 550 million 
dollar Export-Import Bank loan granted last September, France 
thus has obtained almost 2 billion dollars from the United 
States since the end of hostilities. This figure represents about 
one half of the aggregate postwar foreign lending of the 
United States (excluding the 3,750 million dollar loan to the 
United Kingdom still pending before the United States Con
gress). The Export-Import Bank portion of the advances—  
550 million dollars in September 1945 and 650 million dollars 
on May 28— amounts to one third of the bank’s lending power. 
This large-scale United States aid was granted in order to help 
France implement a program of reconstruction and moderniza
tion that "will facilitate the integration of Europe in the world 
economy and enable France to resume her place as a great pro
ducing and trading nation.”1

1 All quotations in this article are from the statements jointly re
leased on May 28 by the Government of the United States and the 
Provisional Government of the French Republic.

Since the liberation France has made substantial progress 
toward recovery. With the aid of her Allies, her communica
tions have been restored, and alone among the European 
countries she has succeeded in raising her coal production over 
the prewar level. Nevertheless, France’s industry today is 
producing at only about 60 per cent of the 1938 rate. This 
is insufficient to sustain even a moderate level of consumption 
and still leave an adequate margin for capital requirements. 
Frances production must therefore be increased enough to 
make possible the recouping of war losses of capital and the 
replacing of obsolete equipment. As a first step, the French 
plan to increase production to the 1938 level by the end of
1946 by utilizing their existing plant capacity; as a second step, 
they propose so to expand their economic potential as to 
support a production level as much as 25 per cent in excess 
of the all-time 1929 peak. With these objectives in mind, the 
French Government drew up an over-all plan for the modern
ization and re-equipment of the French economy, which it 
disclosed to the United States Government during the credit 
negotiations.

The French program cannot be implemented without a large 
and comprehensive import program. Because of these import 
requirements, and because of the small volume of exports anti
cipated during the initial reconstruction period, France’s 
balance of payments will show a heavy deficit over the next 
few years. To cover this deficit, the French contemplate using, 
first of all, their own resources, official and private. How fast 
the official gold holdings have recently been drawn upon is 
shown by the successive transfers from the Bank of France 
to the French Stabilization Fund, as a result of which the 
French gold holdings have been reduced from 1,777 million 
dollars in September 1945 to 797 million dollars on May 2,
1946. The French also contemplate liquidating almost all their 
disposable private assets abroad. The remaining deficit is to 
be covered mainly by the foreign credits.

The United States financial aid which France received on 
May 28 "pending the time when the International Bank for 
Reconstruction and Development will be in full operation” 
includes: (a) the direct loan of 650 million dollars from the 
Export-Import Bank; (b ) a line of credit totaling 720 million 
dollars for the payment of goods supplied to France by the 
United States Government since the end of the war and for 
the purchase of United States surplus property now in France 
and in French overseas territories; and (c )  an additional credit 
for the purchase of approximately 750,000 tons of merchant 
shipping owned by the United States Government. In addition 
to extending these credits, the United States Government states 
that it "will continue to assist France in securing an adequate 
supply of coal from Germany.”

The Export-Import Bank line of credit reportedly carries 
interest at 3 per cent and has a term of 25 years; however, no 
repayments of principal are to be effected during the first five 
years, the entire amortization of capital being made in the
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remaining twenty. The 720 million dollar loan carries interest 
at the rate of 2 per cent per annum, beginning July 1, 1946; 
beginning on July 1, 1951 interest and principal are to be paid 
in thirty equal annual instalments. Should the payment of any 
instalment not be "in the joint interest of both governments 
. . . because of extraordinary and adverse economic conditions 
arising during the course of payment,” it may be postponed for 
a period agreed upon by the two governments.

By extending credits to France, and by assisting her in secur
ing an adequate and much needed supply of coal from 
Germany, the United States proposes to assist in the recon
struction and modernization of her economy so as to "make 
possible full participation by France in cooperative achieve
ment of an expanding world economy.” Before the war 
France with her overseas territories, had a share in world pro
duction and trade varying between 5V2 and 6 per cent, a 
proportion not widely divergent from her share in world 
population (5.2 per cent), and she was the fourth largest 
exporting and importing nation, being surpassed only by the 
United States, the United Kingdom, and Germany. The new 
credits are expected to assist France in recovering her prewar 
position.

As a result of the negotiations, the two governments in 
addition have found themselves in "full agreement on the 
general principles which they desire to see established to 
achieve the liberation and expansion of international trade.” 
On the whole, the joint declaration on commercial policy 
reiterates the general principles formulated in the Proposals 
for Expansion of World Trade and Employment issued by 
the United States Department of State at the close of the 
Anglo-American loan negotiations. Likewise, the stipulation 
providing for the conclusion of agreements "for the substantial 
reduction of tariffs and other barriers to trade and for the 
removal of discriminatory arrangements” prior to the World 
Trade Conference restates similar proposals in the Anglo- 
American joint statements.

However, while the Anglo-American loan agreement aimed, 
in its commercial policy aspects, primarily at eliminating 
exchange restrictions and ensuring convertibility of sterling 
balances in general, the specific provisions of the French- 
American agreement concern essentially the elaboration of a 
new French tariff as a step precedent to the negotiation of 
reciprocal tariff reductions, and in addition the elimination of 
the French practices of quantitative trade restrictions and 
export subsidies. The two governments have also reached 
agreement on the return to private channels of trade between 
France and the United States. On the other hand, various 
measures were discussed during the negotiations with a view to 
promoting French exports to the United States, inasmuch as 
"the two governments have agreed that important benefits 
would accrue to both countries from a substantial expansion of 
French exports to the United States.”

The French reconstruction program, if it is successfully

implemented, should enable France to balance both her domestic 
economy and her international accounts. With the impetus 
provided by the addition of imported resources, the develop
ment of production in France should proceed at a rate fast 
enough to enable her to participate in common efforts to 
liberate and expand world trade. The French-American 
agreement is therefore to be regarded as an integral part of a 
broad program, inaugurated by the Anglo-American agreement, 
for reviving international trade between the three largest 
exporting and importing nations in the world.

CONSTRUCTION IN THE SECOND DISTRICT

Building construction in the Second Federal Reserve Dis
trict fell sharply during the war years and at a much faster 
rate than in the country as a whole. In 1939 building con
tracts awarded in the District represented 20 per cent of the 
total for 37 Eastern States; by 1943 the proportion had fallen 
to 8 per cent. There was a small gain in the next two years, 
and the annual rate of awards in the first four months of 1946 
showed a marked upturn to 15 per cent. Contract awards 
for nonresidential building in the Second District from 
January to April 1946, the last month for which District data 
are available, were four times as large as in the corresponding 
period of 1945, and 17 per cent above the 1942 wartime peak. 
Residential building, which dropped to 9 per cent of the 
District’s total contract awards in 1944, has gained steadily and 
estimates for 1946 indicate that it has resumed its prewar 
importance with 44 per cent of the aggregate dollar value of 
building contracts in this District.

The present tight housing situation in the Second District 
is a direct result of the extremely low level of building activity 
during the 1930’s, followed by the construction of a very 
limited number of new dwelling units during the war years. 
In Bridgeport, Connecticut, Nassau County, Long Island, and 
the Buffalo-Niagara Metropolitan area, the condition has been 
aggravated by an influx of population which more than offset 
out-migration and losses of civilian residents to the Armed 
Forces. Other cities which experienced net losses in popula
tion during the war, in particular New York City, are also 
feeling the pressure of inadequate housing facilities as return
ing servicemen again swell their civilian population. The 
higher average level of income has intensified demand for 
better living quarters and many families who have been 
"doubling up” are now seeking separate living quarters. At 
the same time, the rapid reconversion of war plants to civilian 
production has encouraged some migrant war workers not to 
return to their original homes. For the Second District as a 
whole daily average residential building contract awards, as 
reported by the F. W. Dodge Corporation, have experienced 
an almost uninterrupted rise since August 1945, the only 
decline occurring between December and January. In April, 
District contract awards achieved the highest rate since the 
building boom in the 1920’s.

The accompanying table indicates that the residential con
struction volume in all major metropolitan areas in the 
Second District except New York City followed closely similar
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Residential Building Contracts Awarded in Second District Cities 
(In millions of dollars)

Locality 1939 1941 1944 1946*

New Y ork ........................................................... 217.6 156.2 3.8 285.8
Newark-Jersey City .................................... 46.0 57.4 6 .6 55.0
Bridgeport........................................................... 12.2 20.9 1.0 11.4
Buffalo................................................................. 10.7 27.4# .7 13.3
Rochester............................................................ 4 .0 6.3 t 13.4
Albany................................................................. 3 .5 5.0# .3 2.1
Syracuse.............................................................. 3 .2 4.3# .6 2.2
U tica.................................................................... 1.1 6.4# .8 3.3

* Estimated annual rate, based on first four months, seasonally adjusted.
# Data are for 1942, peak wartime year.
t  Less than $100,000.
Source: F. W . Dodge Corporation; 1946 estimated by Federal Reserve Bank of
New York.

patterns over the war period. The small volume of building 
in the prewar decade was followed in a number of commun
ities by a rise from 1939 to 1941 or 1942 to provide homes 
for war workers, and to replace substandard housing areas. 
In New York City, however, residential building reached a 
relatively high point in 1939 and fell steadily for the next five 
years to a wartime low of 4 million dollars in 1944. In other 
urban areas expansion of residential building reached top 
volume in 1941 or 1942. Completion of emergency war 
housing and the wartime restrictions which directed supplies 
and labor into other fields resulted in sharp declines in the 
volume of contracts awarded through 1944. Residential 
building in the District turned sharply upward in 1945 in 
all metropolitan areas except Utica, and data for the first 
four months of 1946 indicate that this trend is continuing 
at an increasing rate under the impetus of the emergency 
housing program.

The demand for more housing is pressing in practically 
all urban centers of the District. The critical need for housing 
in New York City is reflected in the City’s abnormally low 
vacancy ratio, estimated by the Department of Housing and 
Buildings at less than 2 per cent in 1945, against 6 per cent 
in 1940. This decline in vacancies has been accompanied by 
a rise in the number of dwelling units available as fewer units 
were demolished in each successive wartime year, and the 
number of boarded-up units declined by 25 per cent over the 
five-year period. In addition to the substandard dwellings 
brought into use by the war emergency, some 3,500 publicly 
financed permanent dwellings were made available in New 
York City during the war, more than twice the number added 
in the entire Upstate area. Public and private housing projects 
which had to be shelved temporarily at the peak of the war 
effort have now been resumed, and plans for State-aided 
projects call for a total of close to 19,000 additional dwelling 
units in 18 separate projects in the New York Metropolitan 
area. Land has been acquired for five projects contemplated 
in Westchester County. State loans for three of the New 
York City projects have been recently approved; demolition 
has started on three others in Manhattan. Foundations are 
being laid at one Brooklyn project, and bids are being taken 
on another. No completion date has been announced for any 
of these developments. Among the major privately financed 
housing projects the three being built by the Metropolitan

Life Insurance Company are furthest advanced. Demolition 
and construction are being carried on simultaneously, and upon 
completion, the three projects will contain over 12,000 apart
ments. They are expected to be ready for the first occupants 
in the fall of 1947.

A survey by the Niagara Frontier Planning Association 
reveals that between 1930 and 1945 only 7,442 houses were 
built in the Niagara-Buffalo area compared with estimated 
minimum requirements of 45,000. There are at present over
60,000 improved lots available in Niagara and Erie Counties, 
and Buffalo banks are prepared to make mortgage loans in 
1946-47 aggregating upwards of 40 million dollars. Materials 
present a bottleneck, however, with the local lumber supply 
amounting to only 15 per cent of the 1941 average. In the 
Niagara Frontier area local builders expect to construct only 
1,632 houses this year; their maximum capacity with a normal 
flow of supplies would be about 11,000 units. The influx of 
war workers heightened the seriousness of the housing short
age in this area, and as a result slum clearance has been delayed. 
The work will be undertaken as soon as homes can be found 
for the present occupants who will be displaced when demoli
tion is begun.

Local housing authorities have been established in most 
cities in New York State, primarily for the purpose of replac
ing slum areas with new low-rent housing projects. The 
New Rochelle Municipal Housing Authority, for example, 
plans to demolish 51 houses as soon as tenants can be relocated. 
On the site of this slum area the Authority will erect the 
Winy ah Gardens houses. This development, together with a 
second State-aided project, Huguenot Gardens, will provide 
living quarters for 565 low-income families in New Rochelle. 
In Mount Vernon a project to be jointly financed by the State 
and City of Mount Vernon will provide 650 dwelling units; 
the Elmira Housing Authority plans a low-rent project of 125 
dwelling units. Projects of State and local housing authorities 
in New York State will be supplemented to a considerable 
extent by the privately financed housing projects contem
plated by the larger insurance companies and savings banks.

The State housing program centers around removal of slum 
areas and provision of housing facilities at rents which low- 
income groups can pay. In addition, the State has recently 
been obliged to provide temporary emergency housing for 
veterans without diverting undue amounts of material or 
labor from permanent building construction. These public 
efforts in the field of housing are designed not to compete with 
private enterprise, but rather to supplement it in lines where 
private building cannot economically meet the need. The 
Coast Guard Base in Brooklyn, and the Fox Hills Terminal in 
Staten Island have both been opened up to veterans and 
together will ultimately provide 1,600 apartments. Other 
military installations to be used for temporary housing are 
Fort Niagara, Syracuse Air Base, Fort Tilden (Queens 
County), Miller Field and the Staten Island Terminal (both 
on Staten Island), Fort Schuyler (Bronx), and Fort Slocum 
(New Rochelle). Camp Shanks (Orangeburg) and the 
Sampson Naval Training Base (Geneva) are also being 
considered.
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DEPARTM ENT STORE TRADE

Department store sales in the Second Federal Reserve Dis
trict during June again reached an estimated total of about 
100 million dollars for the month. This represents an increase 
of 40 per cent over sales in June 1945.

Stocks of Second District department stores at the end of 
May are estimated at 234 million dollars, an increase of 16 
per cent over the value of stocks a year ago. Since the first of 
the year stocks of yard goods, women’s underwear and shoes, 
and mens wear have been fairly consistently lower than during 
the corresponding period in 1945, but increases in stocks of 
linens and bedding, other women’s wear, and especially home
furnishings, have more than compensated for shortages in 
other departments, so that the seasonally adjusted index of 
stocks has risen steadily since the end of December. As shown 
by the accompanying chart, department store stocks in the 
Second Federal Reserve District have not been maintained 
since 1942 at as high a level as in the United States as a whole. 
The increase in sales was even smaller relatively (a similar 
chart for sales was published in the June issue of the Monthly 
Review) so that the ratio of stocks to sales was higher than 
in the other Federal Reserve Districts combined. Revised 
indexes of department store stocks from 1919 to date, which 
were published by this bank in November 1945 for the Second 
District, have recently been completed for the United States; 
indexes for each Federal Reserve District, and for the United 
States, together with a description of the revision were pub
lished in the Federal Reserve Bulletin for June 1946.

Outstanding orders of department stores in this District 
were about 4 per cent higher at the end of May than at the

Indexes of Department Store Stocks, United States and 
Second Federal Reserve District*

(1935-39 monthly average=100 per cent; adjusted for 
seasonal variation)

1 9 3 9  1 9 4 0  1941  1 9 4 2  1 9 4 3  1 9 4 4  1 945  1 9 4 6

* Plotted on ratio scale to show proportionate changes. Indexes for United 
States revised from 1919 to date, published in the June 1946 Federal R eserve 
Bulletin ;  May 1946 preliminary.

end of April, and more than a third higher than on the corre
sponding date of last year.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality
Net sales

Stocks on 
hand 

May 31, 1946May 1946
Jan. through 

M ay 1946

Department stores, Second District___ +44 +33 + 16
New York C ity ...................................... +47 +35 + 15
Northern New Jersey........................... +44 + 35 + 20

+41 +33 + 20
Westchester and Fairfield Counties.. +43 +32 + 24

Bridgeport........................................... +38 +28 + 27
Lower Hudson River Valley............... +49 +34 + 26

Poughkeepsie...................................... +51 +35 + 23
Upper Hudson River Valley............... +47 +35 + 22

+ 65 + 54 + 29
Schenectady........................................ +26 +16 + 17

Central New York State..................... +43 +31 +  8
Mohawk River Valley..................... + 45 + 25 +11

+ 34 +21 +  5
+ 43 + 33 +  7

Northern New York State.................. +49 + 34
Southern New York State................... +34 +26 + 12

Binghamton........................................ +41 +30 +15
+17 + 15 +  8

Western New York State.................... +36 +27 +12
+36 + 28 +16

Niagara Falls...................................... +15 +10 +14
Rochester............................................ +37 + 26 +  7

Apparel stores (chiefly New York C ity ). +39 + 30 + 18

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average —100 per cent)

Item
1945 1946

May March April May

Sales (average daily), unadjusted................. 149r 206 219 214
Sales (average daily), seasonally adjusted.. 156 232 219 226

Stocks, unadjusted............................................ 166 171 182 192
Stocks, seasonally adjusted............................ 164 170 180 190

r Revised.

Indexes of Business

Index
1945 1946

May March April May

Industrial production*, 1935-39 =  100.........
(Board of Governors, Federal Reserve 

System)

225 168 165 lQOp

Electric power output*, 1935-39 =  100........
(Federal Reserve Bank of New York)

208 190 191 189 p

Ton-miles of railway freight*, 1935-39 =  100 
(Federal Reserve Bank of New York)

230r 203 155p

Sales of all retail stores*, 1935-39 =  100........
(Department of Commerce)

178r 233 227p

Factory employment
United States, 1939 =  100........................... 160 130 136 137 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................
(New York State Dept, of Labor)

138 117 124 124 p

Factory payrolls
United States, 1939 =  100.......................... 319 233 249p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 268 229 245 245p
(New York State Dept, o f Labor)

Income payments*, 1935-39 =  100............... 242 235 234p
(Department of Commerce)

Wage rates, 1926 =  100................................... 170 174 176p
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 =  100................. 128 130 131 132 p
(Bureau of Labor Statistics)

Velocity of demand deposits*!, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York C ity ............................................. 81 92 100 92
Outside New York C ity .............................. 73 81 80 79

* Adjusted for seasonal variation. p  Preliminary. r Revised,
t  Series revised beginning 1941; available upon request.
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Index of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation 

(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 There

after (1935-39 average=100  
per cent)

1939 1940 »94l 1942 1943 1944 1945 1946

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. Govern

ment and Interbank Deposits and Collec
tion Items. Government Securities 

Include Direct and Guaranteed Issues 
(Latest figures are for June 19)

National Summary of Business Conditions 
(Summarized by the Board of Governors of the Federal Reserve System)

INDUSTRIAL output declined somewhat further in May but advanced considerably in the early 
part of June, reflecting chiefly the settlement of the coal strike. Department store trade was 

maintained in record volume for this season of the year. Prices in both wholesale and retail 
markets continued to advance.

In d u s t r ia l  P r o d u c t io n

The Board’s seasonally adjusted index of industrial production was 160 per cent of the 
1935-39 average in May as compared with 165 in April and 168 in March. Since the resumption 
of bituminous coal mining and the settlement of various other wage disputes in the latter part 
of May, industrial production has expanded considerably and indications are that the Board’s 
index in June will surpass the March level.

Output of iron and steel was especially affected by the coal shutdown and in May steel 
ingot production averaged only 52 per cent of capacity as compared with 78 per cent in the 
previous month. Steel production, however, rose rapidly in June, reaching a scheduled rate of 
87 per cent of capacity during the current week. Activity in other durable goods industries was 
generally maintained in May at about the April level.

Output of nondurable goods continued to show a slight decline in May, after allowance for 
seasonal changes, largely due to further reductions in output of flour and cereal products and of 
meats. Despite these declines production in recent months of most nondurable goods, including 
many manufactured foods, cigarettes, textiles, shoes, gasoline, chemicals, and rubber and paper 
products, has been considerably larger than the volume produced for civilian use a year ago and 
also than the 1939-40 level of output.

Output of minerals rose 12 per cent in May, reflecting largely the resumption of bituminous 
coal production around the middle of the month. In the first two weeks of June bituminous 
coal output increased sharply to a level close to the pre-strike rate. Anthracite production was 
maintained at an exceptionally high level during most of May, and after a work stoppage during 
the first week of June, was resumed in large volume. Output of crude petroleum continued to 
advance in May and the early part of June. Metals production showed much less than the 
usual seasonal rise in May, reflecting chiefly wage disputes in iron ore mines which were largely 
settled by the end of the month.

Value of construction contracts awarded, as reported by the F. W . Dodge Corporation, 
continued to rise sharply in May, reflecting increases in awards for most types of construction. 
Residential building awards were at a new record level, one-fourth higher than in April. Awards 
for nonresidential construction advanced in May, after a drop in April. Awards for manufactur
ing plant and public works permitted by Federal authorities showed sharp increases.

Em p l o y m e n t

Nonagricultural employment showed a further substantial gain in May, reflecting increases 
at factories and mines due to termination of work stoppages and a continued large advance in 
construction employment. The number of persons unemployed remained unchanged at the 
April level of 2.3 million.

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

The general level of wholesale commodity prices continued to advance from the middle of 
May to the third week of June. There were important increases in prices of milk, bread, coal, 
cotton, leather, copper, and of a number of miscellaneous products.

From the middle of April to the middle of May the consumer price index advanced another 
one-half per cent and since that time additional increases have occurred in retail prices.

D is t r i b u t i o n

Department store sales in May and the first half of June were maintained at the high level 
reached earlier in the spring. Value of sales was about 35 per cent larger than in the correspond
ing period last year, reflecting largely a considerable expansion in the volume of goods sold. 
Department store stocks continued to rise sharply in May and, after allowing for seasonal 
changes, the value of stocks held on May 30 was one-fourth larger than at the beginning of the 
year, although still comparatively low relative to the value of sales.

Freight carloadings during May were slightly below the April rate as increased shipments 
of coal and grain were more than offset by declines in loadings of most other classes of revenue 
freight due chiefly to the railroad strike. During the first three weeks of June carloadings 
increased sharply and in the week ended June 22 were as high as in the same period a year ago.

B a n k  C r e d it

Deposits subject to reserve requirements increased further in May and the first three weeks of 
June, reflecting primarily a shift of about 3.5 billion dollars from Treasury War Loan accounts 
to accounts held by businesses and individuals, and average required reserves increased about 
500 million dollars. Reserve balances increased considerably less than required reserves and 
excess reserves declined.

At member banks loans for purchasing and carrying Government securities were further 
reduced in May and the first half of June. Real estate and commercial and industrial loans 
continued to increase at banks outside New York City. Bank holdings of Treasury certificates 
and bonds declined largely as a result of Treasury debt retirement operations.
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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  OF N E W  Y O R K

V o l . 28 A U G U S T  1 9 4 6 No. 8

MONEY MARKET IN JULY
During the past month, there was a general tendency toward 

higher rates on security loans, and on short term "open market 
paper” other than Government securities. Several large New 
York City banks announced increases in rates on loans to 
brokers and dealers for purchasing or carrying Government 
obligations, and to brokers on reloans to customers on Govern
ment and other securities, effective July 22 and 31, respectively. 
Although there were some variations in the rate schedules 
posted by individual banks, in general the charges on loans 
secured by Treasury certificates of indebtedness and other 
Treasury securities maturing within one year were raised from 
%  to 7/s  per cent, and those secured by longer term Treasury 
issues from %  to 1 per cent, while the rate on brokers’ borrow
ings for customers’ accounts was advanced from 1 to \Vi 
per cent.

In view of this tendency toward higher short term rates, 
bankers acceptances became practically unsalable in the market 
at rates corresponding to Vi per cent for 90 day bills, which 
was the minimum buying rate of this bank, and on July 12 
an increase of Vs to Va per cent was announced in the rates 
at which this bank would buy bankers acceptances of less than 
four months’ maturity. This action was followed almost 
immediately by an advance in the buying and selling rates of 
acceptance dealers. Finally, toward the close of the month, 
commercial paper dealers raised their rates slightly to Ya-Vs 
per cent for four to six months’ notes of well known borrowers. 
Thus, the firming of short term interest rates during the 
month, while moderate, was more general than at any time in 
several years.

The upward revision of security loan rates was followed by 
some recession in bond prices and a slight rise in their yields. 
The higher rates on security loans to dealers and brokers and 
their customers tended to reduce the income derived from 
carrying Government securities on bank credit by narrowing 
the margin between coupon and borrowing rates, and some 
selling of the more speculative holdings was reported during 
the latter half of the month. On Treasury certificates the 
margin was eliminated altogether, and a substantial liquida
tion of borrowings by Government security dealers was re
flected in the weekly reports of New York City banks in ad
vance of the effective date of the rate increase.

The advance in bankers acceptance and commercial paper 
rates reflected principally an adjustment to the firmer short 
term rate structure rather than any increased demand for 
accommodation on the part of business organizations seeking 
funds through these forms of credit. The increase in the 
Reserve Bank buying rates for acceptances raised them slightly 
above the open market quotations and checked the selling of 
bills to the Reserve Banks, which had been increasing in 
volume. Thus, the action represented an adjustment of this 
bank’s rates to conform with the current market pattern and 
promoted acceptance financing with private funds, rather than 
with Federal Reserve credit.

M ember Ba n k  Reserve Positions

Member bank reserve positions were subject to moderate 
pressure during July— in the first part of the month as a result 
of heavy preholiday demands for currency and as a result of 
Treasury transactions related to the retirement of maturing 
securities which brought about large shifts of funds between 
individual banks and communities; and in the latter part of 
the month, as a result of Treasury receipts substantially in 
excess of disbursements which more than offset the effects on 
reserves of a return of currency to the banks and a decline in 
reserve requirements. Although member bank reserves were 
affected unevenly by these transactions, in the aggregate the 
banks were in substantial need of reserve funds and sold short 
term Government securities in the open market, large amounts 
of which were absorbed by the Federal Reserve System.

On the first of July, the Treasury paid off 2 billion dollars 
of a 4.9 billion dollar issue of maturing 0.90 per cent notes 
and exchanged a new issue of certificates of indebtedness for 
the remainder. Even though a large withdrawal of funds 
from War Loan deposits in the banks was made, Treasury 
disbursements were substantially in excess of receipts during 
the first statement week of the month (ended July 3), but a 
large part of the net expenditure was absorbed by the retire
ment of Federal Reserve System holdings of the matured notes 
and by the Treasury’s payment of its initial subscription to 
the World Bank into the latter’s account with the New York 
Reserve Bank. Thus, only a small portion of the net disburse
ments reached member banks and this was insufficient to
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meet the strain on reserves caused by a heavy seasonal demand 
for currency prior to the Independence Day holiday and by 
the increase in reserve requirements associated with Treasury 
redemptions of notes held by nonbank investors.

In the following three weeks, Treasury receipts exceeded 
disbursements by a wide margin. Expenditures in this period, 
furthermore, included a deposit of 300 million dollars to 
British account with the Federal Reserve Bank, the initial 
instalment of the 354 billion dollar credit recently granted to 
the United Kingdom by Congress. Thus, a considerable part 
of the Treasury’s disbursements in this period did not immedi
ately reach the commercial banks. The net effect of these 
Treasury transactions more than offset the effects of the large 
post-holiday return of currency from circulation and a sizable 
reduction in reserve requirements. As a result, member banks 
were compelled to sell short term securities directly and indi
rectly to the Federal Reserve System to adjust their reserve 
positions. New York City banks were subject to particularly 
wide fluctuations in their reserve positions, which were attrib
utable not only to the large-scale Treasury transactions, but 
also to heavy movements of funds between New York and 
other parts of the country. To a considerable extent New 
York City banks adjusted their positions by buying and selling 
Treasury bills, although their transactions in other Govern
ment securities were also on a substantial scale.

M ember Ba n k  Credit

Reflecting the July 1 redemption of maturing 0.90 per cent 
Treasury notes and intermittent pressure on member bank 
reserves, total Government security holdings of the weekly 
reporting member banks declined by 1.2 billion dollars in the 
four weeks ended July 24, at which date they were approxi
mately 6.4 billion dollars less than at the beginning of the 
year. Of the decline in the four-week period, New York City 
banks accounted for 345 million dollars. They not only lost a 
sizable amount of Treasury notes through the redemption, but 
also had a small net decline in their certificate holdings in spite 
of receipts of certificates in exchange for that portion of the 
Treasury notes not redeemed. Holdings of Treasury bills 
fluctuated sharply, and at one time, bill holdings of the weekly 
reporting banks in New York City dropped to 47 million 
dollars, lowest since February 8, 1939 when holdings of Gov
ernment obligations were first reported by types of issue. 
Nevertheless, in the four weeks under review, holdings rose 
about 80 million net. Net purchases of bonds amounted to 
about 170 million dollars.

Government securities of the weekly reporting banks in 
100 other cities fell 825 million dollars in the four weeks 
ended July 24, again owing partly to the retirement of 
Treasury notes. These banks made small net sales of bills and 
substantial sales of certificates, and purchased a small amount 
of bonds.

Total loans of the weekly reporting banks dropped 115 
million dollars in the four weeks ended July 24, reflecting 
chiefly a decline in Government security loans which was

heaviest among New York City institutions. Brokers and 
dealers liquidated 454 million dollars of their borrowings on 
Government obligations from New York City banks in the 
two weeks ended July 24, presumably in advance of the 
effective date (July 22) of the higher rates on loans secured 
by short term Government issues, and there were smaller 
repayments in other cities. Loans on Government securities 
to other borrowers also were reduced gradually throughout the 
period, both in New York and elsewhere. This liquidation 
of security loans more than offset the gains in other kinds of 
loans extended in this period. The tendency for security 
loan repayments to exceed the extension of credits for other 
purposes has been apparent among the New York City insti
tutions since the beginning of the year and also prevailed in 
the banks in 100 other cities until recent weeks.

In the four weeks ended July 24, however, the growth of 
business and other kinds of loans outside New York was 
greatly accelerated, and surpassed the liquidation of security 
loans. The expansion of other than security loans has been 
more vigorous during the current year at out-of-town weekly 
reporting member banks than at New York City reporting 
institutions. Commercial, industrial, and agricultural loans of 
the reporting banks in 100 cities increased 525 million dollars 
(or 12 per cent) between January 2 and July 24, 1946, and 
more than half the gain took place in the last four weeks of 
this period. Business loans of the New York City banks 
fluctuated irregularly during 1946, but on July 24 showed a 
net gain of about 200 million dollars or 7 per cent over the 
amount outstanding at the beginning of the year. The increase 
between June 26 and July 24 came to about 160 million.

But the difference in the rate of growth of loans between 
the two groups of banks is even more striking for real estate 
and "other” loans (largely personal or consumer loans and 
loans to financial institutions other than banks and sales finance

Real Estate and “Other” Loans of Weekly Reporting Member 
Banks in New York City and 100 Other Cities*

Ml L L I O N S

*“ Other”  loans include consumer loans and loans to financial institutions 
except banks and sales finance companies, and exclude commercial, industrial, 
agricultural, and real estate loans, and loans for purchasing or carrying 
securities. (Latest figures are for July 17.)
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companies, and to foreign governments), as illustrated in the 
accompanying chart. In contrast to increases of approximately 
200 million dollars each in real estate and 'other” loans among 
the weekly reporting banks in 100 other cities during 1946, 
the New York City banks reported no net gain in either 
category. Outside New York City, the expansion of both 
classes of loans appears to have been widespread among weekly 
reporting banks in most Federal Reserve Districts and in the 
remainder of the Second District.

As shown in the chart, the rise in "other” loans appears to 
have got under way in April 1945. The total increase since 
that month came to 160 million dollars for the New York 
City institutions and to 450 million dollars for weekly report
ing member banks in 100 other cities. While a considerable 
part of this gain may be explained by the expansion of con
sumer borrowing at commercial banks ( according to estimates 
of the Board of Governors of the Federal Reserve System total 
consumer instalment credits by the commercial banks increased 
by about 450 million dollars between April 1945 and May 
1946), a sizable expansion of borrowings for miscellaneous 
purposes has apparently taken place, including borrowings by 
foreign countries. In fact, the relatively sharp decline of 
"other” loans at New York banks during the week ended May 
29, 1946 reflects chiefly the liquidation of a large loan to a 
foreign government.

The expansion of real estate loans in the weekly reporting 
member banks appears to be of more recent origin, having 
begun toward the close of 1945. Undoubtedly, the increased 
activity of the banks in the mortgage field is closely related 
to the acute housing shortage which has compelled many 
borrowers to purchase homes in order to find shelter. While 
a large part of the new mortgage loans made by the banks 
represent the exchange of ownership of existing structures, 
construction loans probably comprise an increasing proportion 
in view of the sharp rise in residential building.

FINANCIAL OPERATIONS OF FEDERAL 
TRUST FUNDS1
Federal Government trust funds have become of increasing 

importance in recent years because of the effect of their opera
tions upon Treasury financing. The principal Federal trust 
funds arose out of social insurance programs. These programs 
were set up for the most part on a reserve basis rather than 
on a pay-as-you-go basis, i.e., contributions to the funds were 
fixed at a rate which would exceed expenditures in the early 
years when benefit payments are low. These reserves, except 
for a small amount of cash set aside to meet current expendi
tures, are usually required by law to be invested in U. S. 
Government securities. If at any time expenditures of a fund 
exceed current receipts, as was the case with the Unemploy
ment Trust Fund early in 1946, these reserves are drawn upon 
by redeeming securities or selling them in the market.

1 Copies of a more extensive analysis made by this bank, upon which 
this study is based, may be obtained upon request.

T A B L E  I
H oldings o f U. S. Governm ent Securities by  

Federal Governm ent T rust Funds*
(A s  o f June 30 each year; in m illions o f dollars)

Fund 1935 1940 1945 1946

Federal Old-Age and Survivors Insurance 
Trust Fund..................................................... 1,738 6,546 7,549

Unemployment Trust Fund........................... — 1,710 7,307 7,409
National Service Life Insurance Fund.......... — — 3,187 5,240
Civil Service Retirement and Disability

270 550 1,848 2,155
U. S. Government Life Insurance Fund........ 61 828 1,141 1,188
Railroad Retirement Account ..................... — 79 501 657
Adjusted Service Certificate Fund............... 156 11 15 13
Miscellaneous small funds.............................. 8 18 34 35**

495 4,936 20,578 24,246

* U. S. securities include also U. S. guaranteed securities.
** Estimated.

t  Figures are rounded and do not necessarily add to totals.
Source: Annual Reports of the Secretary of the Treasury for fiscal years 1935, 

1940, and 1945. Figures for June 30, 1946 from Daily Statement of the United 
States Treasury.

Prior to inauguration of the Social Security program in 
1936, Federal trust funds had accumulated only a small invest
ment in Government securities, amounting to less than 500 
million dollars on June 30, 1935. Only three trust funds 
existing at that time were of any importance in Treasury 
financing. The Civil Service Retirement and Disability Fund 
established in 1920 accounted for 270 million dollars of the 
total as a result of accumulated employee and Government 
contributions in excess of benefits paid. The Adjusted Service 
Certificate Fund, established in 1924 to receive annual appro
priations to cover eventual payment of the veterans’ bonus, 
held 156 million dollars of Government securities. Most of 
the receipts to this fund from annual appropriations were 
used to make loans to veterans during the depression against 
their adjusted service certificates, so that the reserve available 
for investment in Government securities was relatively small 
in 1935. Similarly, the U. S. Government Life Insurance 
Fund, established in 1920 to handle financing of converted life 
insurance policies of World War I veterans, had employed 
much of its reserve in loans to veterans, so that investments 
on June 30, 1935 included only 61 million dollars of Govern
ment securities.

With the start of the Social Security program in 1936, three 
new trust funds came into being— the Unemployment Trust 
Fund, the Federal Old-Age and Survivors Trust Fund, which 
soon became the largest holders of Government securities 
among the Federal trust funds, and the Railroad Retirement 
Trust Fund. By the start of the defense program in July 1940, 
reserves accumulated through excess of payroll tax receipts 
over benefit payments were invested in Government securities 
in the amount of more than 1,700 million dollars each for the 
Unemployment and Old-Age Funds.

Among the older funds, the Civil Service Retirement and 
Disability Fund invested 280 million dollars in Government 
securities in the five-year period ended June 30, 1940, pri
marily as a result of increased Government contributions. The 
Government Life Insurance Fund increased its Government 
security investments by nearly 770 million dollars, but most 
of this represented the issuance of 500 million dollars of
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special adjusted service bonds to the fund in cancellation of a 
like amount of loans outstanding to veterans against their 
adjusted service certificates at the time the bonus became 
immediately payable in 1936. The Adjusted Service Certifi
cate Fund virtually completed its operations in 1936, as a 
result of this early payment of the bonus. Loans to veterans 
by this fund were canceled against their rights to the bonus, 
and Government security holdings of the fund were liquidated 
except for a negligible reserve to cover bonus payments not 
yet claimed.

During the defense and war period covering fiscal years 
1941-45, reserves of the Federal trust funds were built up at 
a much faster rate because of the expansion in payrolls, re
duction in unemployment benefit payments, and establishment 
of the National Service Life Insurance program for members 
of the Armed Forces. Government security holdings of the 
funds rose by more than 15.6 billion dollars to a total of nearly
20.6 billion on June 30, 1945. The annual rate of addition 
to total holdings increased sharply from 1.3 billion dollars in 
the fiscal year 1941 to 5.2 billion in fiscal 1945. The Unem
ployment and Old-Age Funds continued to predominate, 
adding 5.6 billion dollars and 4.8 billion, respectively, of 
Government securities during the five-year period. Both funds 
reached a peak annual increase in fiscal 1944 when the 
Unemployment Fund invested 1.5 billion dollars and the 
Old-Age Fund nearly 1.2 billion. Benefit payments of the 
Unemployment Fund had declined to a negligible amount by 
that year, reflecting the small number of unemployed workers. 
Reserves accumulated in fiscal 1945 were slightly less for the 
Unemployment Fund because a further decline in percentage 
contribution rates, resulting from use of merit ratings by the 
States, was not offset as in prior years by substantial increases 
in payrolls subject to taxation. The Old-Age Fund also accu
mulated a slightly smaller amount for investment in fiscal
1945 than in the previous year because payroll tax receipts 
leveled off while benefit payments continued to rise.

A new large fund was added with the establishment of the 
National Service Life Insurance Fund in the latter part of 
1940. By June 30, 1945, this fund had invested nearly
3.2 billion dollars in Government securities. The bulk of 
these investments were made in the fiscal years 1944-45, 
amounting to nearly 0.9 billion dollars in fiscal 1944 and
2.0 billion in fiscal 1945. Premium receipts alone exceeded 
benefit payments by 1.9 billion dollars up to June 30, 1945. 
In addition the Federal Government contributed over 1.2 bil
lion dollars, virtually all in the fiscal year 1945. The Govern
ment contributes lump sum amounts sufficient to cover the 
present value of all future payments arising from war risk 
deaths. Premium receipts were based on the normal American 
experience table of mortality. The large invested reserve of 
this fund is to cover the continued benefit payments in future 
years. Under present legislation payments to beneficiaries 
are made only in instalments over several years rather than in 
lump sum amounts.

The Unemployment, Old-Age, and National Service Life 
Insurance Funds accounted for 87 per cent of the 15.6 billion 
dollar increase in all trust fund investments during the five- 
year period ended June 30, 1945. As in the previous period 
the Civil Service, Railroad Retirement, and Government Life 
Insurance Funds accounted for virtually all of the remainder.

Under present legislation, there will be a substantial drop 
from the 5.2 billion dollars invested by trust funds in the fiscal 
year 1945. In the fiscal year 1946, investments of the trust 
funds increased 3.7 billion dollars, and a further decline is 
likely in future annual increments. This drop reflected pri
marily the changed position of the Unemployment Trust Fund. 
The invested reserve of this fund increased only 0.1 billion 
dollars in fiscal 1946 as compared with more than 1.4 billion 
in fiscal 1945. The primary reason for this change was the 
sharp rise in unemployment benefit payments following V-J 
Day. It is unlikely that the reserve of this fund will be allowed 
to increase more than a moderate amount beyond the present
7.4 billion dollars. If unemployment should stabilize at a low 
level, it is likely that contribution rates would be lowered still 
further or that benefits would be liberalized. Chairman 
Altmeyer of the Social Security Board recently stated that the 
reserve was adequate to meet expected levels of unemploy
ment, and suggested a reduction in the standard contribution 
rate.

The rate of increase in the Old-Age Fund tapered off only 
slightly in fiscal 1946, amounting to 1.0 billion dollars, com
pared with 1.1 billion in the previous year. Receipts of this 
fund are likely to stabilize at about the present level, unless 
Congress allows the payroll tax rate to increase or extends the 
program to workers not now covered, as benefit payments are 
rising gradually as more covered workers become eligible for 
pensions.

The National Service Life Insurance Fund invested nearly
2.1 billion dollars in fiscal 1946, largely as a result of Govern
ment contributions amounting to 1.4 billion, but future 
Government contributions will be relatively small since the 
bulk of war risk death claims have now been settled. Further
more, premium receipts have declined as some veterans 
dropped or reduced their insurance coverage, while benefit 
payments have increased sharply as claims were settled. In
vestments of the Civil Service Retirement and Disability Fund 
reached their largest annual increase of 400 million dollars 
in fiscal 1945, and dropped to 300 million in fiscal 1946. 
Some further decline in the annual accumulations is likely 
because of the shrinkage in Federal payrolls. The Railroad 
Retirement Account provided less than 200 million dollars of 
investment funds even in fiscal 1945 and is likely to stabilize 
at this annual rate or slightly more if pending legislation 
increasing the contribution rates and eventual benefits is 
passed. Reserves of the Government Life Insurance Fund 
increase only about 50 million dollars annually.

The types of securities acquired by the trust funds are 
determined largely by requirements set forth in the Acts
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T A B L E  II
T ypes o f Governm ent Securities Held by Federal Governm ent 

T rust Funds June 30, 1948
(In  millions o f dollars)

Fund
Special
certifi
cates

Special
notes

Treasury
bonds Total

Federal Old-Age and Survivors Insurance 
Trust Fund..................................................... 3,401

6,699

682

13

2,509

5,240

2,155
2

657
22

1,638
710

504

12**

7,549
7,409
5,240

2,155 
1,188 

657 
48 f

Unemployment Trust Fund...........................
National Service Life Insurance Fund..........
Civil Service Retirement and Disability 

Fund................................................................
U. S. Government Life Insurance Fund........
Railroad Retirement Account .....................
All other funds...................................................

Total X............................................................. 10,795 10,586 2,864 24,246

** Estimated.
f  Includes one million dollars in Savings bonds.
j  Figures are rounded and do not necessarily add to totals.

Source: D aily Statement of the United States Treasury.

creating the various funds. A breakdown by type of security 
is shown in Table II. For the most part, these funds hold 
special issues obtained directly from the Treasury. The special 
certificates are of one year maturity but are redeemable on 
demand, while the special notes have a five year maturity but 
are redeemable after one year from date of issue. The only 
special bonds were the adjusted service bonds issued to the 
Government Life Insurance Fund in cancellation of loans to 
veterans against their adjusted service certificates. These bonds 
were redeemed in June 1946 and replaced by special 
certificates.

Only three of the principal trust funds hold marketable 
Treasury bonds. The other three cannot obtain yields on 
marketable issues equal to the interest basis on which the 
funds were set up, which is 3 per cent for the National Service 
Life Insurance and Railroad Retirement Funds, and 4 per cent 
for the Civil Service Fund (except for a negligible amount of 
additional voluntary contributions on a 3 per cent basis). The 
Treasury issues to these funds special securities carrying the 
required coupon rates. The Government Life Insurance Fund 
is on a 3x/2 per cent basis, but acquired various marketable 
issues in earlier years when interest rates were higher. Further
more, the adjusted service bonds held by this fund until June
1946 carried a AVi per cent rate which offset the lower rates 
on marketable holdings. Special issues to this fund have 
generally carried a 3J/2 per cent rate.

In the original Social Security Act, all obligations acquired 
by the Old-Age Fund had to yield at least 3 per cent, but the 
1939 amendment dropped this requirement and provided that 
special issues should carry a rate to the nearest one-eighth per 
cent below the computed average rate on the entire public 
debt. As a result of this provision, the rate on special issues 
to the fund has been reduced to 1% per cent on new issues 
since June 15, 1943. Special obligations are issued to this 
fund only if the managing trustee (Secretary of the Treasury) 
determines that the purchase of other interest-bearing obliga
tions on original issue or at the market price is not in the 
public interest. The fund had acquired 1.6 billion dollars of

marketable Treasury bonds up to June 30, 1946, while special 
issues amounted to 5.9 billion dollars.

Stipulations as to the issue of special obligations to the 
Unemployment Trust Fund are similar to those of the Old-Age 
Fund, without the provision, however, that such investment 
be made only if it is not in the public interest to acquire 
regular issues. On the other hand, marketable securities may 
be bought by the Unemployment Fund only on such terms as 
to provide an investment yield not less than that which would 
be required at the time on special issues. At present, therefore, 
the fund would be unable to acquire short term public issues. 
In view of the nature of this fund, it would not be desirable 
to invest a substantial amount in long term Treasury bonds 
which might have to be liquidated at an inopportune time. 
Investment holdings as of June 30, 1946 consisted of
6.7 billion dollars of special certificates and 0.7 billion of 
Treasury bonds.

POSTW AR FINANCING OF THE UNITED STATES 
MERCHANDISE E XPO RT SURPLUS
The foreign trade of the United States has, in the relatively 

short period since the end of hostilities, undergone a number 
of fundamental changes which had a far-reaching effect on 
the character of the United States balance of international pay
ments. During the war years, the huge merchandise export 
surplus of the United States reflected largely heavy lend-lease 
shipments which did not require concurrent payment of dollars 
by the recipient countries. At the same time our wartime pur
chases of foreign products either for import or stockpiling 
abroad were for the most part paid for in cash. Consequently, 
foreign countries as a whole were able to accumulate consid
erable amounts of dollar exchange and gold as a result of their 
wartime trade with this country.

This situation was reversed after V-J Day when "com
mercial” and other cash exports began to exceed our imports 
in increasing amounts. While total merchandise exports still 
remain materially below wartime levels despite increases in 
late 1945 and early 1946, the relative share of "commercial” 
exports has risen sharply. Simultaneously, the nature of "lend- 
lease” exports has changed fundamentally, as most of such 
shipments since V-J Day have required either full cash pay
ment or a substantial cash down payment with the balance due 
over a number of years under credit arrangements. Inasmuch 
as these shipments provide the United States with immediate 
or deferred receipt of dollars from abroad, both commercial 
exports and most post-armistice lend-lease shipments may be 
combined under the common classification of "cash and credit” 
exports. The steady increase in these cash and credit exports 
was in direct contrast to the sharp reduction— in comparison 
with the war period— in those post-armistice exports which 
did not require payment of dollars by foreign importers. At 
present this category consists of shipments under the UNRRA 
program, private relief shipments, United States Government 
exports, and a small amount of special lend-lease shipments.
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Meanwhile, United States imports have remained close to 
wartime levels. The large excess of United States cash and 
credit exports over imports can be seen from the following 
table, based on data published by the Bureau of the Census.

Dollar Value of United States Foreign Trade 
(In millions of dollars)

Exports from United States Excess of 
“ cash and 

credit”  ex
ports over 

imports
Period

Total
“ Non-cash”

(a)

“ Cash and 
credit”  

(b)

General 
imports 
to U. S.

Prewar
Monthly average

1936-38..................... 247 — 247 207 40

Postwar
1945 October........... 455 72 383 344 39

N ovem ber.. .  . 639 106 533 322 211
December. . . . 736 134 602 297 305

1946 January........... 800 161 639 394 245
February........ 671 126 545 319 226
M arch............. 815 133 682 384 298
April................ 758 106 652 406 246

(а) Exports not resulting in receipt of dollars from foreign sources. Primarily 
U N RRA exports, but also includes private relief shipments, U. S. Government 
exports to its agencies abroad, some exports to Belgium in settlement of that 
country’s net claim against the U. S. on lend-lease account, and certain special 
lend-lease shipments to Italy.

(б) Exports resulting in immediate or deferred receipt of dollars from foreign 
sources.

The data above indicate that the foreign trade of the United 
States resulted in a total excess of cash and credit exports over 
imports of more than 1 Vi billion dollars during the first seven 
full calendar months following the official date of termination 
of hostilities with Japan. To this amount should be added 
some part of such indirect exports as the sale of United States 
surplus property abroad, from which a total of 345 million 
dollars had been obtained in cash by the end of March, or will 
be obtained eventually under special dollar credit arrange
ments. -  !

With respect to the financing of this large excess of cash 
and credit exports over imports, it is significant to note that 
although there has been a decline in combined foreign hold
ings of gold and dollar assets since V-J Day, this decline has 
been far from commensurate with the excess of such exports. 
From the end of September 1945 through April 1946 there 
was a net foreign loss of gold to the United States of about 
272 million dollars. This loss was supplemented by a reduction 
in foreign-owned dollar assets during the same period.

An important source of funds required in settlement of the 
remainder of our post-armistice surplus of cash and credit 
exports has been the various types of dollar credits extended 
under the United States Government’s coordinated foreign 
lending program. This program, in fact, now has assumed a 
position similar in some respects to the one occupied through
out the war years by the lend-lease program, and it can be 
credited with having contributed to the substantial increase 
in United States merchandise exports from the low point 
reached after the cessation of straight lend-lease shipments in 
September and October 1945. Dollar credits made available 
by the United States Government to foreign countries since 
the end of hostilities have reached a total of about 8 billion 
dollars, including the recently approved 3,750 million dollar

credit to the United Kingdom; only a relatively small fraction 
of this total has been utilized to date, however.

Since the over-all purpose of many recent United States 
Government loans is to aid in the reconstruction of war- 
devastated countries, it was necessary to restrict their use to 
a well coordinated flow of capital goods and selected raw mate
rials and foodstuffs to those countries. In this manner the 
foreign lending program has had a strong bearing not only 
on the financing but also on the composition of our cash and 
credit exports. With the exception of the 3,750 million dollar 
British credit, most foreign loans were tied to prescribed trans
actions. For example, the Export-Import Bank has restricted 
the use of most of its loans to the purchase of definitely desig
nated types of products, while loans by other Government 
agencies have usually consisted of credit arrangements for the 
deferred payment of obligations for lend-lease supplies and 
for purchases of United States surpluses and installations 
abroad.

Of similar importance has been the bearing of the United 
States Government lending program on the geographical 
distribution of our foreign trade. Many of the countries which 
needed reconstruction materials most urgently, such as France 
and the Netherlands, have suffered severe losses of gold and 
foreign exchange reserves since 1939, or had been short of 
such reserves even before the war. A large flow of foreign 
loans has been directed to them in order to increase their 
ability to make emergency purchases in this country.

Similar to the influence of United States Government for
eign loans on cash and credit exports has been the effect of 
United States relief contributions on the magnitude and direc
tion of our so-called "non-cash” exports. For example, exports 
by UNRRA, which comprise the largest part of non-cash 
exports, accounted for about 14 per cent of the total value of 
United States merchandise exports during the first quarter 
of 1946.

Substantial export surpluses in this country’s foreign trade 
may be expected to continue— at least during the transition 
period— if the United States is to undertake to meet the huge 
pent-up foreign demand for American capital and consumers’ 
goods at a time when exports to this country will be hampered 
by low productive capacity in the war-devastated countries. 
As a reserve to cover net imports from this country during 
the coming years, foreigners now have, or may be expected 
to have, at their disposal (aside from the wartime accumula
tion of dollar exchange and gold by a number of countries) 
the large unutilized portion of the United States Government’s 
loans, together with any subsequent loans from this source; 
the unutilized portion of the United States’ contribution to 
UNRRA; loans from the newly organized International Bank 
for Reconstruction and Development; and funds derived from 
a possible revival of private United States lending abroad.

However, all these means of financing our trade surplus 
during the coming years of transition can be considered only 
as temporary expedients. The long-range problem is a dis
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tinctly different one, as it will become necessary eventually 
for the borrowing countries not only to meet the costs of their 
current imports of goods and services but also to meet the 
service charges on debts incurred during the early postwar 
years. The National Advisory Council on International Mone
tary and Financial Problems estimates that the annual require
ments for the servicing of United States Government foreign 
loans, including loans which may be floated in the United 
States by the International Bank, will amount to "less than
1 billion dollars”. This will constitute a substantial strain on 
the balance of international payments of debtor nations, unless 
they find means of obtaining additional dollar exchange 
through sources other than United States capital exports.

In the long run, therefore, sustained large United States 
exports will have to be financed through increased United 
States imports of goods and services and, in a more general 
way, through the maintenance of a large volume of multi
lateral trade. A program of increased imports would, of course, 
involve a partial reorientation of our foreign trade policies, 
which would be in line with a possible depletion of some of 
this country’s natural resources and the increased productive 
capacity of foreign countries owing, in part at least, to United 
States exports of capital goods. In recognition of the over-all 
necessity for a large volume of multilateral trade, the United 
States has been actively engaged in the sponsorship of an 
International Trade Conference for the purpose of laying the 
basis for international economic cooperation.

EMPLOYMENT SINCE THE END OF THE W AR

Following the long decline in factory employment from 
the wartime peak, reflecting at first cutbacks in war produc
tion, and then the layoffs incidental to reconversion, followed 
by a succession of widespread strikes, the number of employed 
workers once again is on the increase. During the first week 
in June, total civilian employment was estimated by the Bureau 
of the Census at 56.7 million persons, the highest level in this 
nation’s history, and an increase of a million and a half over 
May. When the 3 million members of the Armed Forces are 
included, it can be seen that we are already rapidly approach
ing the much publicized peacetime goal of "60 million jobs”. 
Unemployment has declined from its postwar peak of 2.7 
million persons, despite the summer influx of students and 
seasonal workers into the labor market. By June nearly 12 
million veterans of World War II had returned to civilian 
life, and less than a million of them were unemployed. Except 
for about a million and a half who were in school or not yet 
looking for employment, the rest had returned to old jobs or 
found new positions.

Industry, however, has not yet approached full capacity 
peacetime production, and manufacturing employment is still 
far below the record wartime level. Consequently, as hiring 
in manufacturing, construction, and trade continues, it is now 
expected that the country may be faced by fall with a labor 
shortage instead of the widespread unemployment that was 
anticipated at one time. Scattered shortages of skilled workers 
and a gradual tightening of the labor market are already in 
evidence, and the United States Employment Service estimates 
that eventually the demand for workers may be great enough

to absorb those currently unemployed plus the returning vet
erans and necessitate the recall of more than half of the 4 
million workers (mostly women) who left the labor force 
after V-J Day.

The number of construction workers in June was the great
est since the end of 1942, and employment in the finance and 
service industries reached an all-time high. The number of 
civilian government employees had declined about three 
quarters of a million from the wartime peak. Manufacturing 
employment, however, dropped from a wartime peak of 17.2 
million in November 1943 to a low of 11.4 million in Feb
ruary 1946, and successive gains during the following four 
months recovered less than one quarter of the loss.

During the first five months of 1946, 82 million man-days 
were lost in industrial disputes, more than double the number 
for the entire year 1945 and five times the 1935-39 annual 
average. At present, prospects for a period of comparatively 
peaceful labor-management relations appear more favorable 
than at any time since V-J Day. Strike notices filed in the 
first part of July showed a sizable decline, despite the ending 
of price control.

In New York State, as in the rest of the country, manufac
turing employment in June had not recovered to the level 
prevailing at the end of the war, and was still 23 per cent 
below the wartime peak. During the war the number of 
manufacturing employees in New York State rose about 58 
per cent above the 1939 average, compared with an increase 
of more than 80 per cent in the country as a whole. War 
production leveled off earlier in this State and by V-J Day 
employment had declined 21 per cent from the wartime peak. 
After the end of the war, reconversion and then strikes cut 
the number of employed workers 13 per cent further, com
pared with 18 per cent in the entire country, but in recent 
months the trend has been upward.

Indexes o f  Business

Index

Industrial production*, 1935-39 =  100..
(Board of Governors, Federal Reserve 
System)

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*f, 1935-39 = 100___
(Department of Commerce)

Factory employment
United States, 1939 =  100.................... .
(Bureau of Labor Statistics)
New York State, 1935-39 = 100...........
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 =  100......................
(Bureau of Labor Statistics)
New York State, 1935-39 =  100...........
(New York State Dept, of Labor)

Income payments*, 1935-39 = 100...........
(Department of Commerce)

Wage rates, 1926 = 100...............................
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 = 100.............
(Bureau of Labor Statistics)

Velocity of demand deposits*}:, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York C ity.........................................
Outside New York C ity ....................... ..

1945

June

1946

April

220 165 159

205 191 189

235 145 140p

190 236 235p

157 137r 138

134 124 124

315 249 246p

264r 245 245

245 236 240p

170 177 179 p

129 131 13 2p

99 100 92
90 80 79

May June

170p 

18 8p

139p

125p

249p

75

Adjusted for sessonal variation. p  Preliminary.
Series revised beginning January 1945.

: Series revised beginning 1941; available upon request.
r Revised.

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

August 1946



72 MONTHLY REVIEW, AUGUST 1946

RETAIL TRADE
After adjustment for seasonal variation, department store 

sales in the Second Federal Reserve District were higher dur
ing June than in any previous period. Sales during July are 
estimated to be at approximately the same level when season
ally adjusted, but actual dollar sales, of course, are considerably 
lower, as department store sales touch their seasonal low in this 
month. At the end of June the seasonally adjusted index of 
department store stocks had reached a new high of 204 for the 
year, only a few points below the all-time high of 214 for July 
1942 at the then prevailing lower price level. In spite of this 
high level of stocks, outstanding orders continued to increase 
during June; a part of this increase is undoubtedly seasonal.

With the recently inaugurated publication of the Monthly 
Retail Trade Report series by the Bureau of the Census, Depart
ment of Commerce, new and more inclusive data on the dollar 
volume of retail sales are available for several areas within 
the Second Federal Reserve District. For New York State, 
releases are available beginning January on retail trade in New 
York City and Westchester County combined, Orange and 
Rockland Counties combined, Monroe and Wayne Counties 
combined, and Erie County. For Northern New Jersey releases 
are available for the predominantly agricultural Counties of 
Hunterdon and Warren and the industrial Essex and Hudson 
Counties. While for Hunterdon and Warren Counties only 
total retail trade is shown, more detailed data are available for 
the more populous areas. For the New York area, thirty-six 
kinds of business are shown separately. The Bureau of the 
Census is gradually expanding its reporting sample in each 
locality, and as more firms are added, the Census will publish 
local data in greater detail. The latest District data available, 
through May of this year, are summarized in the accompany
ing table. The Census data cover independent retailers only 
and show percentage changes in sales from a year ago and from 
the previous month, and sales for the year to date compared 
with the same period a year earlier. The number of stores 
reporting for each kind of business and their aggregate dollar 
sales for the month are also indicated in the Census releases. 
These figures provide the retailer with a basis for comparing 
changes in his volume of business with average changes for 
his locality. Each locality release carries on the facing page a 
similar report for the United States as a whole.

As the Monthly Retail Trade Report covers independent 
retailers only, changes shown for the kinds of business in which 
chain stores are a major factor cannot be taken as representative 
of total sales in those lines. However, the Department of 
Commerce publishes monthly chain store figures for the United 
States by kind of business.

Figures released by this bank on furniture store trade by 
major localities differ somewhat from those published by the 
Census because this bank’s report includes firms having four 
or more stores (the Census definition of a chain).

Departm ent and Apparel Store Sales and Stocks, Second Federal R eserve 
D istrict, Percentage Change from  the Preceding Year

Locality

Net sales
Stocks on 

hand 
June 30, 1946June 1946

Jan. through 
June 1946

Department stores, Second District........ +37 +34 +  16
New York C ity...................................... +39 +35 +  15
Northern New Jersey........................... +41 +36 +23

+39 +34 +22
Westchester and Fairfield Counties. . +39 +34 +32

Bridgeport.......................................... +38 +29 + 34
Lower Hudson River Valley............... +36 +34 + 30

Poughkeepsie...................................... +34 -35 +25
Upper Hudson lliver Valley............... + 35 -35 + 16

+42 -51 +21
Schenectady........................................ +31 f-18 +  11

Central New York State..................... +32 +31 +  8
Mohawk River Valley..................... + 25 +25 +14

+19 + 20 +13
+ 35 + 33 +  5

Northern New York State.................. +30 + 33
So ithern New York State................... +28 +26 +  9

Binghamton........................................ +30 +30 +  14
+22 +  17 +13

Western New York State.................... +28 +27 +  15
+28 +28 +18

Niagara Falls...................................... +  7 +  10 +20
Rochester............................................ +30 +27 +  9

Apparel stores (chiefly New York C ity ). +31 +30 +22

Indexes o f Departm ent Store Sales and Stocks 
Second Federal R eserve D istrict 
(1935-39 a v e ra g e s  100 per cen t)

Item

1945 1946

June April May June

Sales (average daily), unadjuste 1................. 155r 219 214 221
Sales (average daily), seasonally adjusted.. 169 219 226 240
Stocks, unadjusted............................................ 166 182 192 192
Stocks, seasonally adjusted............................ 176 180 190 204

r Revised.

N et Sales o f Independent Retail Stores by  Kind o f Business, 
United States and Second D istrict Localities

Percentage change, January-May 1946 compared with 
January-May 1945

Kind of business
United
States

New York 
City and 

West
chester 
County

Erie
County

Monroe
and

Wayne
Counties

Orange
and

Rockland
Counties

Essex and 
Hudson 
Counties

Total stores...................... +24 +29r +27 +28 +36 +28

Department stores.......... +22 +34r +25 +24 +26* +32
+25 +25r +29 +32 — +25

Food stores...................... +16 +13 +  7 +11 +15 +19
Eating and drinking

+  6 +11 +  7 +15 +13 +  5
+15 +13 +11 +10

Florists............................. +11 +14 — —

Filling stations................ +35 +69 +10 — — +29
Fuel and ice dealers........ +  7 +  17 +21 +26 +16 +11
Farm and garden supply 

stores............................ +19 +24
Drug stores...................... +17 +17 +14 +34 — +17
Dry goods and general 

merchandise stores. . . . +11 +  16 +15 * +15
Apparel stores................. +20 +28 +27 +16 +16 +23
Sporting goods stores___ -j- 50 +37 — —

Jewelry stores.................. +30 +31 +37 — — +33
Automotive stores.......... +71 +57 +101 +73 +74 +91
Furniture, household, 

radio stores.................. +47 + 4  8r +66 +60 _ +60
Lumber, building, hard

ware stores................... +35 +25 +28 +29 +53 +22

r Revised.
* Dry goods and general merchandise stores included with department stores. 

Source: Monthly Retail Trade Report, Department of Commerce.
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Indexes of Physical Volume of Industrial Production, 
Adjusted for Seasonal Variation. 1935-39 Average 

=  100 Per Cent (Groups shown are expressed 
in terms of points in the total index)

ILLIONS OF PERSONS

Employment in Nonagricultural Establishments. 
Bureau of Labor Statistics’ Estimates, Adjusted 
for Seasonal Variation by Board of Governors. 
“Other” Includes Transportation, Public Util

ities, Finance, Service, and Miscellaneous. 
Proprietors and Domestic Workers 

Excluded

Indexes of Wholesale Prices Compiled by Bureau of 
Labor Statistics (1926 average=100 per cent; 

latest figures are for July 20)
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National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

W ITH settlement of major industrial disputes, output at factories and mines increased 
sharply in June. Retail trade was in exceptionally large volume in June and the early 

part of July. Prices of agricultural commodities rose sharply in the first half of July following 
the lapse of Federal controls, and prices of industrial commodities showed some further rise.

In d u s t r ia l  P r o d u c t i o n

The Board’s seasonally adjusted index of industrial production rose from 159 per cent 
of the 1935-39 average in May to 170 in June. This compares with earlier post-war highs 
of 168 in November and in March. Most of the increase from May to June reflected sharp 
advances in output of coal and of iron and steel after settlement of the coal strike.

Output of durable manufactures increased about 10 per cent in June, reflecting chiefly 
the recovery of iron and steel output from the sharply reduced May rate. Steel mill activity 
advanced from 44 per cent of capacity at the end of May to 87 per cent of capacity at the end 
of June and in July rose somewhat further to a rate of 89 per cent during the current week. 
Output of nonferrous metals and of machinery showed moderate gains in June, largely 
reflecting settlement of wage disputes in these industries, and production of stone, clay, 
and glass products recovered from the low May level. Lumber production showed about 
the usual seasonal increase.

Output of nondurable goods as a group showed little change from May to June, with a 
further decline in manufactured food output offset in the total by moderate gains in most 
other lines. Meat production under Federal inspection dropped further in June to a rate 
about 80 per cent of the 1935-39 average, but rose sharply after the lapse of price controls 
on June 30. Output at textile mills continued to advance slightly in June and was at a level 
10 per cent above a year ago. There were slight gains in activity in the paper, chemical, 
petroleum, and rubber products industries.

Minerals output rose 23 per cent as coal and metals production showed sharp gains with 
the settlement of wage disputes, and crude petroleum production advanced further to a new 
record rate under the pressure of exceptionally large demand for petroleum products.

C o n s t r u c t i o n

Value of construction contract awards, according to the F. W. Dodge Corporation, declined 
in June, following a sharp rise during the past year. Residential awards were reduced by 
one fourth from the record level reached in May, while those for nonresidential construction 
showed only slight declines.

Em p l o y m e n t

Employment in nonagricultural establishments continued to advance in June, after 
allowance for seasonal changes, reflecting large increases in mining and construction and a 
slight gain in manufacturing. The number of persons unemployed, other than students 
looking for summer jobs, showed little change from May to June.

D i s t r i b u t i o n

Department store sales in June, after allowance for seasonal changes, were the largest on 
record, and in the first half of July sales showed about the usual seasonal decline.

Loadings of railroad revenue freight increased sharply in June, following interruptions to 
shipments in April and May as a result of industrial disputes. All classes of freight shared 
in the rise. After a temporary decline in the week of July 4, there was a further rise and in 
the middle of the month coal, livestock, forest products, and less than carload lot shipments 
exceeded those during the same period last year.

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

Prices of farm products and foods advanced sharply during the first half of July after the 
lapse of Federal price controls. Subsequently prices of grains and some foods declined some
what while prices of livestock advanced further. Prices of hides, cotton goods, newsprint, 
lumber, lead, and zinc also increased in July.

B a n k  C r e d it

Treasury operations in connection with retirement of maturing obligations and quarterly 
income tax collections dominated bank developments in June and the first half of July. 
Member bank reserve positions fluctuated somewhat as Treasury balances at the Reserve Banks 
were built up and drawn down around the security redemption dates of June 1, June 15, 
and July 1. Reserve positions tightened generally during the period as a whole, however, 
reflecting both the shift of deposits from Treasury balances to private accounts accompanying 
security retirement and cash redemption of about 800 million dollars of Government 
securities held by the Reserve Banks. Drains on bank reserves were met by purchases 
of about 1 billion dollars of Government securities by the Reserve System.

Holdings of Government securities at reporting banks declined further by 3 billion dollars 
in June and the first half of July, reflecting the sale of these securities to the Reserve Banks 
as well as cash redemption by the Treasury. Loans for purchasing and carrying Government 
securities showed further declines. Commercial and industrial loans expanded considerably 
at banks outside New York City and real estate and other loans continued to increase.
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MONEY MARKET IN AUGUST

The movement of funds through the money market in 
August maintained the general pattern established with the 
beginning of the Treasury’s public debt retirement operations 
on the first of March. As in the past, the Treasury’s cash 
redemption of part of an issue of certificates of indebtedness 
maturing on August 1 tended to place some strain on member 
bank reserves because of the use of funds withdrawn from the 
banks to retire securities held by the Reserve Banks. The 
pressure on reserves was heightened by a further expansion in 
the volume of money in circulation, but this factor was more 
than offset by a substantial decline in foreign balances with the 
Federal Reserve Banks. Member banks had to counteract the 
effects of the Treasury’s redemption operation by recourse to 
Federal Reserve credit in order to maintain their reserves at 
required levels. On the whole, however, comparatively little 
net change in Reserve Bank credit other than "float” occurred 
during the month.

Open market rates on bankers acceptances were raised 
another Vs of 1 per cent on August 22 (following the increase 
on July 12), presumably in an effort to broaden the market for 
acceptances. Thus the tendency toward greater firmness in 
short term interest rates other than on Government securities 
continued. The latest rise in acceptance quotations brought 
the open market rates virtually to the levels of this bank’s 
buying rates, and a minimum buying rate of 1 per cent was 
announced by this bank, effective August 24. Few acceptances 
have been offered to the Reserve Bank in recent weeks, and 
total Federal Reserve holdings have been reduced by maturities 
from 42 million dollars on July 17 to 14 million on August 28.

During the past month as a whole, Treasury expenditures 
were approximately in balance with tax receipts including 
heavy collections of taxes withheld at the source. Consequently 
Treasury withdrawals from War Loan deposit accounts were 
small, except in the first week of the month when substantial 
amounts were called for use in retiring IVa billion dollars of a
2 Vi billion dollar issue of certificates of indebtedness maturing 
on August 1. The withdrawals in that week, amounting to 
1 billion dollars on August 1 and 100 million dollars each on 
August 2 and 5, together with tax receipts, fell more than 
150 million dollars short of the amounts required to pay off

the certificates and meet the ordinary expenses of the Gov
ernment, the balance being met by drawing down the Treasury 
deposits with the Reserve Banks. However, a substantial part 
of the Treasury’s disbursements was utilized to retire the Federal 
Reserve Banks’ share of the redeemed securities, and more 
funds were taken from the money market than were returned 
to it. The resultant strain on member bank reserves was 
augmented by a further rise of 81 million dollars in outstanding 
currency, which is now showing the usual seasonal increase 
that begins in midsummer. Nonbank investor purchases of 
securities from the banking system offset this strain to a minor 
extent, as the accompanying reduction in private demand 
deposits reduced reserve requirements. In addition, member 
banks had to sell short term Treasury securities directly and 
indirectly to the Federal Reserve System to adjust their reserve 
positions. A sharp expansion in excess reserves in that week 
reflected entirely the elimination of a previous reserve deEciency 
of the New York City banks.

In the following three weeks, Treasury receipts from taxes, 
including substantial amounts of revenue from taxes withheld 
at the source, together with relatively small War Loan deposit 
withdrawals, exceeded disbursements by a substantial margin. 
The effect of these transactions and a further small increase in 
currency in circulation was offset to a large extent by sizable 
disbursements from foreign deposit accounts with the Federal 
Reserve Banks, and since the banks’ need for funds was met in 
good part by allowing their excess reserves to fall, only mod
erate amounts of Federal Reserve credit were sought by mem
ber banks in the adjustment of their reserve positions.

New York City banks had the benefit of a moderate gain of 
reserve funds through Treasury redemptions and other trans
actions in the two weeks ended August 7, but this was more 
than offset by transfers of approximately 570 million dollars 
of commercial and financial funds to other parts of the country. 
In the following two weeks, the movements of funds in the 
New York money market were reversed, and the City banks 
lost reserves on Treasury account and gained through an inflow 
of business funds from other parts of the country and through 
payments out of foreign deposit accounts with the Reserve 
Bank. Thus, the reserves of the New York City institutions
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fluctuated widely during the month, and demand for Federal 
Reserve credit also varied widely.

Toward the close of August, the Treasury again issued a 
heavy call on its depositary banks, payable on September 3,
4, and 5, in connection with the forthcoming cash redemption 
of 2 billion of a 4.3 billion dollar issue of certificates of indebt
edness maturing on September 1. As the Federal Reserve Banks 
and Government agencies and trust funds held one third of the 
issue at the end of May, the redemption operation will probably 
cause a considerable drain on member bank reserves and a 
consequent demand for Federal Reserve credit.

Ba n k  H oldings of U nrestricted T reasury Bonds

By early September, 15.4 billion dollars of Government 
securities will have been paid off in cash since the beginning of 
the Treasury’s redemption program on March 1 of this year. 
While the retired securities have been mainly certificates of 
indebtedness and Treasury notes, they also include 2.3 billion 
dollars of unrestricted Treasury bonds (bonds eligible for bank 
ownership), billion of which were retired on March 15 and
1.8 billion on June 15. Despite these redemptions, Treasury 
bond holdings of the banks are estimated to have declined less 
than 300 million dollars between the end of February and 
June 30, compared with holdings of 1.2 billion dollars of called 
bonds just prior to their redemption. As illustrated in the 
chart, banks responding monthly to a Treasury survey of the 
ownership of Government securities (currently numbering 
more than 7,300) more than replaced the bonds lost through 
the March 15 redemption, and judging from the data for the 
weekly reporting member banks, the banks apparently have al
most offset the reduction resulting from the June 15 retirement 
operation as well. It is estimated that by mid-August, un
restricted bonds held by all banks reporting to the Treasury 
were 100 or 200 million dollars below the May 31 peak, but 
300 to 400 million above the level at the end of February 
before the debt retirement program began.

During the war and for several months afterward, the banks 
sharply expanded their holdings of unrestricted Treasury bonds, 
by direct subscription when they were permitted, and by pur
chases in the market, otherwise. In the process, the volume of 
bank deposits was expanded and, through the reinvestment of 
the funds by the sellers, bank purchases tended indirectly to 
add to the upward pressure on prices of high grade bonds 
generally and hence to the downward tendency in yields. It 
is evident, however, that the redemption program and other 
factors, including the tendency toward firmer short term interest 
rates and a sharp expansion in demand for business and other 
loans, have slowed up bank acquisitions of bonds in recent 
months, at the same time greatly reducing the expansion of 
deposits from this source. The increase in bank holdings of 
unrestricted bonds fell from 8.8 billion dollars in 1945 to an 
estimated annual rate of increase of 1.2 billion in the first half

Treasury Bonds Outstanding— Total, Actual and Projected 
Unrestricted Bonds, and Commercial Bank Holdings 

of Unrestricted Issues*

* Unrestricted bonds are those eligible for bank ownership. Projections 
(August 1946-54) based on assumption that Treasury will not issue unre
stricted bonds for presently outstanding issues that become callable or mature. 
Latest data for total bonds outstanding are for July 31, 1946; commercial 
bank holdings estimated for May 31 and June 30, 1946.

Source: Actual data, U. S. Treasury Department; projections, Federal 
Reserve Bank of New York.

of 1946, partly, however, because of redemptions, market 
purchases being at a yearly rate of about 3}/2 billion dollars.

Although the rate of increase in Government bond holdings 
of banks has declined, the banks continue to own a larger and 
larger proportion of the total supply of unrestricted issues. As 
shown in the accompanying table, bank holdings rose from 
45 per cent of the total early in 1943, to 54 per cent at the 
end of 1944, 65 per cent a year later, and 68 per cent at the 
end of May 1946. Principal expansion has occurred among 
issues callable or maturing in five to ten years at the time of 
purchase, although with the passage of time many of them are 
now of shorter maturity. At the end of May, "Treasury survey” 
banks held two thirds of the total outstanding in 5-10 year 
maturities as against 54 per cent early in 1943. Bank holdings 
of bonds callable or maturing in more than 1 year but under 5 
rose even more— from 43 per cent of the total volume out
standing on January 31, 1943 to 72 per cent on May 31 of 
this year. The increase in dollar volume has been far the 
largest in this group, but that has been due largely to the 
shifting into this maturity range of bonds originally of longer 
term to maturity. The expansion in the proportion of bonds 
callable or maturing in over 10 years held by banks reflects 
substantial purchases which have sustained bank holdings of 
these long term bonds, despite the reduction in the volume 
outstanding as some issues moved into the 5-10 year range.

Making allowances for shifts of securities from one maturity 
range to the next lower, "survey” banks in 1945 purchased 
155 million dollars of unrestricted bonds callable or maturing 
within one year, IVi billion of the 1 to 5 year bonds, 5.4 
billion of the 5 to 10 year maturities, and 1.5 billion of issues
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Percent of U nrestricted Treasury Bonds Held by 
Commercial Banks by  M aturity*

Maturity 
(In years)

Jan. 31, 
1943

Dec. 31, 
1943

Dec. 31, 
1944

Dec. 31, 
1945

May 31, 
1946

Within 1 year................................... 36 41 43 51 52
1— 5................................................ 43 59 67 72 72
5— 10.............................................. 54 54 52 63 67

Over 10.............................................. 29 35 38 58 63

Total 45 51 54 65 68

* Maturities measured to first call date.

with more than 10 years to run. In the first five months of 
this year, medium term bonds (5-10 years) continued to be the 
major category purchased by the banks, although the rate of 
purchase was much slower.

If the holdings of 'nonsurvey” banks, estimated roughly at 
2Vi to 3 billion dollars, are included, total bank holdings of 
unrestricted bonds may be estimated roughly at about 48 Vi 
to 49 billion dollars, or almost three quarters of the amount 
outstanding at the end of August. But since total unrestricted 
bonds outstanding amounted to 65.9 billion dollars at that time 
there is still a large potential supply in the hands of nonbank 
investors— perhaps as much as 17 billion dollars. As shown 
in the chart, no appreciable decline in total unrestricted bonds 
outstanding will occur until 1948 (even assuming that the 
Treasury issues no more such bonds in exchange for those that 
mature or become callable). By December 1950, the remaining 
volume of presently outstanding unrestricted bonds will fall 
to 44 billion dollars (less than current bank holdings), and 
by December 1952, to 29 billion. The amount will rise again 
two years later, however, as restricted issues becoming eligible 
for bank ownership will then exceed redemptions of issues 
that become callable. Meanwhile, the large volume of these 
bonds that will become callable or mature will create problems 
of suitable replacement, both for the Treasury and for the banks.

M ONETARY AND FINANCIAL REFORM 
IN GERM ANY
One of the principles laid down in the Potsdam declaration 

provides that, with a view to establishing uniform economic 
conditions in Germany, common policies should be adopted by 
the four occupying powers in regard to currency, banking, 
and taxation. Except in the field of taxation, very little has 
been done to implement this provision, despite the existence 
throughout Germany of inflationary pressures which call for 
corrective action by the Allied Control Council. No central 
German administrative department has been established in the 
field of finance, despite a provision to this effect in the Potsdam 
declaration. Meanwhile, currency and banking policies in the 
separate occupation zones have developed along radically dif
ferent lines, and the task of rebuilding and unifying the 
monetary and financial structure of Germany has become 
increasingly complex. In recent months, this problem has been 
receiving a great deal of attention in various quarters. It has 
been widely discussed in the German press, and comprehensive

reform plans providing for a reduction of the money supply 
and the public debt have been worked out by German econ
omists and have been submitted to some of the zonal govern
ments. Technical experts from the United States last spring 
made a close study of the financial position of Germany and, 
according to the March 1946 report of the Military Governor 
of the American occupation zone, their conclusions will serve 
as a basis for recommendations of a remedial nature to be 
submitted by the United States for quadripartite consideration. 
In view of the great interest and importance which attaches to 
the issue of financial stability in Germany, the major problems 
in this field are briefly surveyed below against the background 
of monetary and banking developments in occupied Germany.

In creating a new and uniform monetary and financial struc
ture throughout Germany, the principal task of the Allies is to 
reduce the mass of money and monetary claims in the new 
Reich to a level which takes account of the impaired material 
wealth and relatively low national income of present-day 
Germany. In this connection, one of the most important 
problems to be solved is the disposition of the debt of the Nazi 
government, the bulk of which is held by Germany’s financial 
institutions. A program for financial stability also involves a 
decision on whether compensation should be paid for domestic 
war damage and related claims against the government. If all 
or part of such claims are to be recognized, ways and means 
must be found to raise the necessary funds.

More pressing, perhaps, than the determination of the future 
status of the Nazi debt and the settlement of war damage claims, 
is a solution of the inflation problem. Little information is 
available on the size of the money supply of occupied Germany. 
As far as currency holdings are concerned, the last published 
statement of the Reichsbank (February 28, 1945) showed 
notes in circulation at 55.5 billion reichsmarks, which com
pares with 10.9 billion at the beginning of the war in September 
1939. At the time of the surrender of the Nazi Reich, in early 
May of 1945, the total currency issue in Germany, according 
to informed opinion, had increased to approximately 70 billion 
reichsmarks. However, a substantial part of this amount was 
held in Nazi-annexed and other territories which were not 
included in the area falling under the administration of the 
Allied Control Council. For instance, it was found at the time 
of the currency conversion in Austria last December that more 
than 7 billion reichsmarks had been circulating in that country, 
not including small denomination notes. The aggregate reichs
mark amount left in Poland and Czechoslovakia was probably 
very substantial, but some part of this money has been brought 
back into occupied Germany by the Germans evacuated from 
these two countries.

The note circulation of Germany has been swelled during the 
occupation by the issue of Allied military marks. As of 
December 31, 1945 there were 3.7 billion of such marks out
standing in the three western zones. Almost one half of this 
amount was issued by the British. The American share was
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1,230 million marks, while the French issue was 657 million. 
Nothing is known regarding the amount of Allied military 
marks issued by the Soviet Military Government. There is a 
tendency among Germans to hoard Allied military marks, 
largely because of the belief of some Germans that such marks 
will receive preferential treatment in the event that the reichs
mark is devalued. The general preference for Allied military 
marks is indicated by the fact that premiums in reichsmarks 
are being paid for Allied marks.

Any estimate of the present note circulation in Germany 
should take into account the fact that since the occupation the 
amounts deposited in bank accounts appear to have exceeded 
withdrawals by a large margin. No information has been 
released, however, on the aggregate amount of the money 
supply held in the form of commercial bank deposits. In the 
Russian occupation zone, the amount of bank money available 
for withdrawal or transfer has been drastically reduced by the 
blocking of all pre-occupation bank deposits, except limited 
amounts of savings deposits. The Reichsbank and all other 
banks operating in that zone at the time of occupation have 
been closed and replaced by state, provincial, district, or 
municipal institutions. In the three western occupation zones, 
on the other hand, the pre-occupation banks, including the 
branch offices of the Berlin banks,1 continue to operate, and 
deposits, whether banked before or after occupation, are freely 
available— except for some minor withdrawal restrictions. 
Consequently, the unusual situation prevails in Germany today 
that some Germans are still in full possession of all their bank 
deposits while others have, for all practical purposes, lost their 
pre-occupation deposit claims. But Germans in the Russian 
occupation zone who withdrew their bank balances prior to 
the surrender and redeposited them subsequently remain in 
full control of such funds and have been promised that no 
change will be made in this respect. This zonal divergence 
of monetary conditions is one of the factors which greatly com
plicate the elaboration of a monetary reform program.

Despite the overabundance of money in relation to national 
income, runaway inflation, of the kind recently experienced in 
Hungary, and in 1944 and 1945 in Greece, has not occurred in 
Germany. On the contrary, price and rationing controls have 
been more successful there, under occupation as well as under 
the Nazi regime, than in other Continental countries, and even 
in the United States and Great Britain. Legal prices and 
wages in Germany have changed little since 1939 and are 
completely isolated from those of the outside world.

A substantial measure of interzonal price control has been 
achieved on the basis of a quadripartite agreement concluded 
last February, which provided for the continuation of price 
controls, establishment of prices for basic commodities by the 
Allied Control Authority, and uniformity of price increases.

1 The branch offices of the Reichsbank no longer issue currency 
but operate as separate banks with special functions.

Selected Indexes for Germany and Other Countries 
End of 1945 

(First half of 1939 =  100)

Country Cost of living Wholesale
prices

Wage rates

114— 117 118— 120 115

United States.............................................. 131 140 137
United Kingdom........................................ 132 174 157

143 175 (a)
151 202 (a)
157 170 (a)

Denmark...................................................... 159 186 (a)
Czechoslovakia........................................... 174 169 (a)

196 228 (a)
399 214 (a)
(a) 353 (a)

(a) Not available.
Source: Monthly Report of the Military Governor, U. S. Zone, June 20, 1946, 

Trade and Commerce.

Marshall Zhukov, then the Russian representative in the Allied 
Control Council, subsequently ordered the application of these 
principles to the Soviet zone. In May, each of the four occupa
tion authorities formally relinquished independent control over 
the prices of thirteen major commodities which then became 
subject to inter-Allied control.

While food and other rationed essentials continue to be 
available at the controlled prices, there is some diversion of 
foodstuffs and other consumer goods into black market chan
nels. However, black markets do not appear to have reached 
a highly developed stage. But the German price level has yet 
to absorb cost increases arising from the Allied-imposed con
traction in the level of industry, the reduced size of the labor 
force, and war damage. There is little doubt that present legal 
prices do not reflect the actual worth of the German mark and 
that direct price controls alone cannot indefinitely assure that 
the inflationary pressures will be contained.

Diffidence among the Germans concerning the future value 
of their currency finds expression in various ways. Cigarettes 
are preferred to money. Goods are bartered rather than sold 
against cash. There is a widespread reluctance to work for 
wages. Manufacturers tend to hold back production because 
they do not want to exchange their remaining stocks of raw 
materials for money which is likely to depreciate. The existence 
of large currency hoards and uncertainty as to the timing of the 
long expected monetary reform program act as a drag on the 
recovery of the German economy.

While an inter-Allied program for the removal or steriliza
tion of a considerable part of the huge cash balances in the 
hands of the German population remains still to be adopted, 
common action has been taken in the taxation field with a 
view to reducing disposable income. Under a series of laws 
approved last February by the Allied Control Council, tax rates 
on salaries, wages, and professional incomes have been increased 
in all four occupation zones by 25 per cent, and those on the 
income of landlords, farmers, and businessmen have been 
raised by 35 per cent. Tax rates on dividends and interest are 
now 60 per cent higher than in the spring of 1945. Corpora
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tion taxes, which under the Nazi regime ranged from 30 to 55 
per cent of annual net income, are now from 35 to 65 per cent. 
Of special importance during the current period of generally 
low incomes is the fact that the property tax has been raised 
from one half of 1 per cent to between 1 and IVz per cent. 
Inheritance, alcohol, beer, and tobacco taxes have also been 
substantially increased. Thus far, however, the Allied Control 
Council has not seen its way open to enact a capital levy or 
increment taxes such as various other European countries have 
adopted during the last twelve months.

Despite the increase in tax rates, most German Laender 
(states) and provincial administrations show substantial 
deficits for the fiscal year ended March 31, 1946. For the 
Laender of the American occupation zone, the deficit amounted 
to almost 600 million reichsmarks. A new governmental debt 
is thus being superimposed on the debt of the Nazi Reich, 
which (including the debt held by public institutions such as 
the Reichsbank and its subsidiaries) amounts to about 390 
billion reichsmarks and involves annual interest payments 
(now suspended) of approximately 11 billion reichsmarks.1 
To this amount must be added such diverse items as the pre
occupation debt of provincial and local governments, overdue 
bills of Germany’s extinct armed services, compensation claims 
for war damage, and reparations removals and requisitions by 
the occupation authorities; together these items total probably 
more than the pre-occupation debt of the central government. 
Whether the debt of the Nazi Reich should be repudiated 
entirely or in part, and whether and to what extent compensa
tion claims should be recognized, constitute some of the most 
crucial policy decisions still to be made by the Allied Control 
Council.

Any decision on the future status of the German government 
debt and of other monetary claims must take into account the 
fact that cash, government bonds, and mortgages make up the 
bulk of the assets of Germany’s financial institutions. A reform 
program under which monetary assets are scaled down would 
seem to call for the imposition of equalizing burdens on those 
who hold real estate and other assets which have risen or 
remained stable in value. Recognition of war damage and 
related claims would necessitate the introduction of measures 
by which substantial amounts of wealth and purchasing power 
could be shifted from those who have gained much or lost little 
or nothing during the war to those who have suffered severe 
losses. These problems are mentioned to illustrate the difficul
ties in devising an equitable monetary and financial reform 
program in Germany. Many of these problems are unique in 
that they are without precedent. Their solution will tax the 
ingenuity and skill of the technical experts of the occupying 
powers.

1 Before the war the reichsmark was nominally valued at about 40 
cents. While no new official exchange rate has been fixed, con
versions are made for military occupation purposes at 10 reichsmarks 
to the dollar.

EARNINGS AND EXPENSES OF THE SECOND 
DISTRICT MEMBER BANKS
Net profits of the 37 central reserve New York City banks, 

after all charges but before dividends, receded 1.8 per cent 
in the first six months of 1946 compared with the correspond
ing period of 1945. The decline in net profits, as can be seen 
in the accompanying table, was occasioned entirely by smaller 
profits on securities sold. Net current operating earnings were
3.6 per cent higher than a year ago and the amounts set aside 
for taxes on net income were 2.7 per cent less.

Gross operating income of these banks rose 9.2 per cent, 
with increased income from loans, trust department operations, 
and miscellaneous income providing the bulk of the gain. 
The growth in loan income, which rose 24.8 per cent, accom
panied a rise of approximately similar proportions in the 
average volume of outstanding loans, while the increased in
come from trust departments probably reflects chiefly opera
tions in connection with the greater activity in the new 
securities market. Miscellaneous income, which includes gross 
income from foreign departments and rentals from banking 
house, other real estate, and safe deposit boxes, was generally 
higher for most banks, and exceptionally large gains in sev
eral banks swelled the increase to 37.3 per cent.

Interest and dividends received on securities, predominantly 
Government securities, rose only 0.8 per cent, whereas the 
average security holdings increased 3.3 per cent between the 
two periods. The indicated reduction in the rate of return on 
securities occurred despite an increase of about 1,450 million 
in the aggregate holdings of Treasury bonds by these banks, 
which was offset only in part by a reduction of about 900 
million in lower yielding Treasury bills, certificates of indebt
edness, and notes. The explanation apparently lies in the 
large amounts of Treasury bonds which were sold in 1945 for 
profit-taking purposes and subsequently replaced with other

Earnings and Expenses of the Central Reserve 
New York City Member Banks 
(Dollar amounts in thousands)

Item
First 6 

1945

months

1946
Dollar
change

Per cent 
change

Interest and dividends on securities...............
Interest and discount on loans........................
Service charges, fees, etc.................................
Trust department income...............................
Other current income......................................

Total current operating earnings.........

Salaries and wages—officers and employees___
Interest on time and savings deposits.............
Taxes other than on net income.....................
All other expenses...........................................

Total current operating expenses.........

Net current operating income..............

Profits on securities sold.................................
Recoveries.......................................................

120,979
46,710
10,652
19,433
11,624

121,944
58,289
9,939

22,598
15,956

+  965 
+11,579 
— 713 
- f  3,165 
+  4,332

+  0.8 
+24.8 
— 6.7 
+16.3 
+37.3

209,398 228,726 +19,328 +  9.2

55,419
2,651
5,955

40,412

66,550
3,293
5,052

45,071

+11,131 
+  642 
— 903 
+  4,659

+20.1
+24.2
—15.2
+11.5

104,437 119,966 +15,529 +14.9

104,961 108,760 +  3,799 +  3.6

36,352
11*539
16,471

136,381
45,339
91,042
34,576

26,665
14,063
15,975

133,513
44,114
89,399
35,382

— 9,687 
+  2,524
— 496

— 2,868
— 1,225
— 1,643 
+  806

—26.6
+21.9
— 3.0

— 2.1
— 2.7
— 1.8 
+  2.3

Losses and charge-offs.....................................

Net profits before income taxes......................
Taxes on net income....................................

Net profits.......................................................
Dividends paid............................................
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Government bonds at higher prices and lower yields. Further
more, the greatest increase in Treasury bond holdings of these 
banks between the first six months of 1945 and 1946 was in 
relatively short maturities. Total service charges and fees de
clined 6.7 per cent entirely as a result of lower service charges 
and fees on loans which receded to less than half the 1945 
total, owing to a continued falling off in fees on loan com
mitments since the termination of the war.

Total operating expenses increased 14.9 per cent, absorbing 
four fifths of the rise in gross operating income and leaving 
a net gain of 3.6 per cent in net current operating earnings. 
Total salaries and wages, which normally constitute the largest 
single item of operating expenses, followed the upward trend 
in other industries and increased 20.1 per cent. This increase 
was occasioned partly by a rise in the number of officers and 
employees and partly by higher average wage and salary rates. 
With respect to the other expense items, interest paid on 
time and savings deposits was substantially higher, reflecting 
the growth of such deposits, and "all other expenses” increased
11.5 per cent, because of the general rise in costs of operation 
such as heat, office supplies, the purchase of furniture and 
fixtures, and because of other miscellaneous items such as 
pension fund payments, and Federal Deposit Insurance assess
ments.

Total profits on securities sold, while substantial, were 26.6 
per cent less than in the first half of 1945. Recoveries on 
previously charged off securities were much smaller, but re
coveries on previously charged off loans were more than double 
the 1945 level, and all other recoveries, because of a few large 
sales of real estate, were about four times those of 1945.

Total charge-offs were slightly less than in 1945, owing 
entirely to a drop in "all other” charge-offs as substantial trans
fers to general reserves and purchases of service annuities in
1945 were not duplicated in 1946. Charge-offs on securities 
and on loans were 32 and 21 per cent, respectively, heavier 
than in 1945.

O t h e r  Seco n d  D istrict  M em ber  Ba n k s

In order to get an indication of the first-half results in the 
remainder of the Second District, samplings were taken of 
large and small Second District banks outside New York City. 
In contrast to results in New York City, both of these groups 
showed gains in net profits compared with the corresponding 
period of 1945, which in the case of the larger banks were 
substantial (nearly 15 per cent, compared with 4 per cent for 
the smaller banks). The principal factor in the gain in profits 
of the larger banks was a further sharp increase in the amount 
of profits taken on securities sold. In the smaller sized banks 
a rise in net current operating income accounted for much of 
the better showing in the first half of 1946, although these 
banks also had larger profits on securities sold than in the cor
responding period of 1945.

In both cases, it appears that gross operating income in
creased more sharply than in the large New York City banks,

the smallest banks showing the largest gains. These gains 
reflected an increase in income from securities at least com
mensurate with the rise in average holdings and a greater 
increase in loan income than in the amount of loans outstand
ing, indicating increases in higher yielding loans such as real 
estate, and personal and instalment loans. Total operating 
expenses of both groups of banks showed increases approxi
mating those in the New York City banks, and the individual 
expense items showed only minor differences. Net profits 
of both the larger and smaller banks outside New York City 
would have shown considerably larger gains, had they not 
been subject to income tax to a greater extent than in 1945. 
For both groups, provision for taxes on income was about 80 
per cent greater this year than last.

POSTW AR DEMAND FOR CAPITAL

Substantial demand for funds by business has developed in 
the period of transition from industrial operations for war to 
peacetime business activities. Although the financial position 
of many business enterprises was greatly strengthened during 
the war, resort to external sources of financing has been fre
quent since the closing phases of the conflict. It has exceeded 
by a wide margin plans for financing through outside sources 
the anticipated postwar capital outlays as revealed in an initial 
survey of manufacturing, railroad, and utility enterprises made 
by the Department of Commerce before the middle of last 
year.1 To some extent, outside financing has been heavier 
than originally planned as a result of a tendency of manage
ment to maintain a strong cash position owing to unbalanced 
inventories and labor disputes, while at the same time the 
postwar expansion plans of many business concerns grew more 
ambitious and the increased values placed on goods and services 
in the market necessitated a larger amount of funds to transact 
the same physical volume of business.

In the twelve months ended June 30, 1946, commercial and 
industrial loans of all insured commercial banks increased 2.8 
billion dollars to the highest level on record. Although some 
part of the increase in loans was to retire securities and for 
purposes other than for working capital and plant reconversion 
and expansion, most of the enlarged loan volume was entered 
into to facilitate an expanding volume of production and 
trade. Corporate security flotations for strictly "new money” 
purposes also reached the greatest volume since the late 
twenties or early thirties and totaled 1.4 billion dollars in the 
twelve months ended June 30, 1946. While no definitive 
information is available concerning the nature of the business 
demand for bank credit, the character of the demand for 
capital is indicated by the results of an analysis of new securi
ties issued during the past year, which has been made by the 
Research Department of this bank. The accompanying tables 
show the industry and size of companies that have raised new 
capital through security flotations, and thereby offer some

1 See, Survey of Current Business, July 1945, pp. 15-23.
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New Capital Issues o f D om estic Corporations by  Industry* 
(D ollar amounts in m illions)

Per cent of total

Industry 1945 1946 1945 1946

First
half

Second
half

First
half

First
half

Second
half

First
half

Total................................................ 292 622 781 100 100 100

Finance, insurance, and real estate.. 1 37 36 # 6 5
Nonfinancial..................................... 291 585 745 99 94 95

Manufacturing................................. 205 342 561 70 55 72

“ War" industries.............................. 127 134 897 43 22 SI
Iron, steel, nonferrous metals and 

products.................................... 19 20 22 7 3 3
Machinery, including electrical. .. 42 28 99 14 5 13
Transportation equipment includ

ing automobiles......................... 19 40 117 7 6 15
Chemicals and allied products.... 30 29 56 10 5 7
Petroleum products...................... 7 17 55 2 3 7
llubber products........................... 10 # 48 3 # 6

“ Nonwar” industries........................ 78 m 164 27 S3 21
Food, beverages, tobacco............. 48 123 59 16 20 8
Textile mill products, apparel, 

leather and leather products. . . . 5 28 41 2 5 5
Paper and allied products, printing 

and publishing.......................... 1 27 35 # 4 4
Stone, clay, and glass products, 

and lumber and products......... 18 24 25 6 4 3
Miscellaneous............................... 6 7 4 2 1 1

N onmanufacturing........................... 86 243 185 29 39 24

Mining.......................................... 2 1 2 1 # #
Construction................................. a 2 2 # # #
Railroads...................................... 37 75 19 13 12 2
Electric and gas utilities.............. 3 22 15 1 4 2
Air transportation........................ 6 87 112 2 14 14
Communication, other transpor

tation, and public utilities....... 13 17 4 5 3 1
Wholesale and retail trade and 

services .................................... 25 39 31 9 6 4

* Items do not necessarily add to totals because of rounding,
# Less than one-half million dollars or ^  of 1 per cent,

indirect clue as to the importance of reconversion expenses 
and postponed plant and equipment expenditures in swelling 
the total of new capital financing.

The gathering momentum of "new money” security flota
tions during the postwar period is shown in the first table. 
Such security offerings just about doubled between the first 
and second halves of 1945 and increased another 30 per cent 
in the first six months of 1946. Initially in the postwar period, 
those corporations most closely engaged in production for the 
war effort (designated in the table as "war” industries— metal 
producers and fabricators and firms in the chemical, rubber, 
and petroleum product industries), and presumably with 
urgent reconversion problems and immediate financial needs, 
did not enter the capital markets for any greater amounts of 
funds than in the first half of 1945. Since reconversion 
expenditures during the second half of that year were sub
stantial, concerns in these industries in the aggregate must 
have drawn heavily on their large cash resources, a presump
tion supported by the substantial decline in deposit accounts 
of manufacturing and mining enterprises between July 1945 
and January 1946. Such companies were also able to avail 
themselves of funds received from the Government in pay
ment of claims on terminated war contracts and through tax 
refunds and credits which were usually taken mainly in the 
form of a reduction in current tax payments, as well as other 
external sources of funds including bank credit.

On the other hand, manufacturing companies in other 
industries, with presumably only minor, if any, reconversion 
problems and no prolonged interruption in the flow of busi
ness receipts, came increasingly into the capital markets soon 
after the war for funds needed to make good postponed 
replacements and to finance expansion. New security offer
ings of such companies in the second half of 1945 were more 
than 2 Vi times the volume of the first half and exceeded 200 
million dollars. But this amount was small in comparison 
with the capital expenditures in all "nonwar” manufacturing 
industries, so that in the aggregate enterprises in these fields 
also apparently drew largely upon funds retained from earn
ings during the war and from current operations, or set aside 
for depreciation of plant and equipment.

Sharp gains were also recorded in "new money” issues of 
nonmanufacturing industries, including railroads, electric and 
gas utilities, air lines, other transportation and communica
tion, and utility companies. Security flotations of air transport 
companies were particularly heavy, as public demands for their 
services have been great and their capital requirements corre
spondingly large. Their growth was retarded during the war, 
but has been greatly accelerated subsequently.

It was not until the first six months of the current year that 
the security flotations of those industries which were largely 
engaged in producing munitions and other "war” supplies 
reached very substantial volume. Issues of automobile and 
automobile parts and accessories manufacturing concerns 
reached particularly large proportions, reflecting in part the 
entry of a new concern into the passenger car field. Little change 
in the volume of new securities of iron, steel, and nonferrous 
metal producers and fabricators and of transportation equip
ment concerns took place, since the metal producers such as 
iron and steel rolling mills and foundries had less need for 
reconversion and expansion of plants, and since the war con
tracts of the transportation equipment companies had been 
cut back some time prior to the end of hostilities and the 
reconversion process had advanced considerably toward com
pletion by the war’s end.

Among the other groups of corporations, offerings of 
"nonwar” manufacturers fell off in the first six months of
1946 from the total for the preceding six months, almost 
solely because of a drop in new issues of food, beverage, and 
tobacco companies. New securities of the railroads also 
declined sharply, but to some extent this may merely have 
been the result of a shifting of the channels of financing, as 
some railroads purchased rolling stock through the banks on 
the security of conditional sales contracts to an increasing 
extent, instead of through the sale of equipment trust obliga
tions in the capital market. Despite the pressing demand for 
housing and other building, financing of the capital needs of 
the construction, lumber and furniture, and the stone, clay, 
and glass product companies has not shown any appreciable 
increase. New security offerings of the air transport lines con
tinued to increase in this period.
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New financing of about 35 companies organized in 1945 
and 1946 (excluding those firms created to acquire long 
established enterprises) came to nearly 85 million dollars, or 
more than 5 per cent of the total volume of new money 
offerings in the twelve months ended June 30, 1946. Among 
these were the securities of four chemical and four "service” 
companies, amounting to 1 and 11 million dollars, respec
tively, ten air transport companies, amounting to 7 million 
dollars, and one automobile manufacturing enterprise for 
more than 50 million.

Although the capital market is traditionally the vehicle for 
financing large enterprises, an increasing number of busi
nesses with total assets of less than one million dollars have 
had access to it since the end of the war. No offerings of 
securities by such small firms were recorded in the first half 
of 1945, but seven were made in the second half, and 72 in 
the first six months of 1946, almost a fourth of the total 
number of "new money” issues in that period. The dollar 
amount was small, however, and as shown in the second 
table comprised only a fraction of the total of "new money”

New Capital Issues o f Dom estic Corporations by  Size o f 
Company, Tw elve M onths Ended June 30, 1946*

Size of companyt

Number of 
companies

Amount 
(In millions)

Per cent

Number of 
companies

of total 

Amount

Under $ 1 million......... 79 $ 33 17 2
$ 1— $ 10 million.......... 203 191 43 14
$ 10— $ 25 million.......... 78 238 17 17
$ 25— $ 50 million.......... 43 275 10 20
$ 50— $100 million.......... 27 221 6 16
$100— $500 million.......... 28 340 6 24

Over $500....................... 11 106 2 8

Total 469 $1,403 100 100

*  Because o f ro u n d in g , ite m s  do  n o t necessarily  a d d  to  to ta ls , 
t As measured by total assets, on or near December 31, 1945.

issues. Most of these companies were engaged in manu
facturing (chiefly metal fabricating and chemical indus
tries), with a sprinkling of newly organized air transport 
lines carrying cargo or passengers on unscheduled flights. In 
many cases, the new securities offered by these companies 
contained an element of speculation, consisting principally of 
common stock issues, the flotation of which was stimulated 
not only by a receptive securities market and a favorable 
business outlook but also by a regulation of the Securities 
and Exchange Commission exempting new issues of 300 
thousand dollars or less from registration with that agency, 
thus eliminating one item of expense which may be of some 
importance in small issues.

The general tendency that emerges is the broadening of 
the postwar new issue market to include a wider range of 
business enterprises, both as to industry (particularly as to 
subgroups in the manufacturing field) and as to size of busi
ness. Nevertheless, in the predominance of issues of manu
facturing companies, the postwar capital market more closely 
resembles wartime than peacetime conditions. The return of

more normal conditions may be accompanied by a decline 
in the proportion of manufacturing issues and an increase in 
that of the other industrial groups, the utilities and the rail
roads in particular.

For the twelve months ended June 1946 as a whole, the 
major purposes for which "new capital” financing was under
taken may be given the following rough weights: reconversion 
and additions in "war” industries, one third; postponed addi
tions to and replacements of productive facilities in other 
manufacturing industries, one fourth; capital needs of rapidly 
growing industries, chiefly the air lines, 15 per cent; newly 
organized companies 5 per cent; and expansion of all other 
industries, the remaining 22 per cent.

CREDIT UNIONS IN NEW  YO RK  STATE
The first law providing for the chartering of credit unions in 

this country was passed in Massachusetts in 1909, largely 
through the efforts of Edward Filene, a wealthy Boston mer
chant who had become interested in the success of the mutual 
credit societies of farmers and workers in Germany in meeting 
the credit needs of the middle and lower income groups. The 
idea spread rapidly and the first credit union in New York was 
chartered early in 1914. A credit union is a cooperative 
society with the twofold purpose of providing its members 
with readily available credit at a reasonable cost, and of 
encouraging systematic savings yielding a fair rate of return. 
Its capital is derived from the sale of shares to members, each 
of whom has one vote in its affairs regardless of the number of 
shares he holds. Members elect from their own number a 
board of directors, a credit committee, and a supervisory com
mittee. The treasurer, selected by the board of directors, is 
the managing head of the organization and usually the only 
officer, if any, to receive compensation for his services. In 
most States a credit union may be chartered under either State 
or Federal law.

Membership in a credit union is generally restricted to a 
group of individuals having some common bond such as the 
same employer, or membership in the same labor union, lodge, 
fraternal order, or church. Members must own at least one 
share of stock, the par value of which is generally $5 although 
in some unions in New York it runs as high as $25. Shares 
can be purchased on the instalment plan. Federal legislation 
places no limit on the investment of an individual member, 
but New York State legislation restricts the amount to a 
maximum of $5,000.*

Loans are made only to members2 for "constructive or provi
dent purposes”. The maximum allowable rate is 1 per cent 
per month on the unpaid balance, or, in the case of New York 
State credit unions, 6 per cent discount in advance. Although 
State and Federal regulations differ somewhat, in general, terms

1 At the end of 1945 average shareholdings in New York were 
approximately $124.

2 Or in some instances to other credit unions.
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are limited to 18 months or 2 years,1 and the amount of an 
unsecured loan to between $100 and $400. On secured loans 
State unions may lend up to 3 per cent of their unimpaired 
capital or a maximum of $2,000 to any one borrower, Federal 
unions up to 10 per cent of their capital.

The credit union movement in both New York and the 
country as a whole grew rapidly in the years immediately fol
lowing World War I, but toward the end of the 1920s, it lost 
its momentum and after the crash in 1929, membership, and 
assets in particular, declined sharply. The passage of the 
Federal Credit Union Act in 1934, however, acted as a new 
stimulant and in the eight years between the end of 1933 and
1941 the number of operating credit unions in New York 
increased from 130 to 805, their membership from 50 thousand 
to close to 309 thousand, and their assets from 7 million dollars 
to over 31 million.

The average credit union has between 300 and 400 mem
bers and assets amounting to only a few thousand dollars, 
although there are a number in the State with resources of 
over 100 thousand dollars, and the Municipal Credit Union in 
New York City has resources of over 6.5 million dollars. The 
large unions are concentrated in the Greater New York area, 
although there are some large unions in Rochester and other 
up-State cities. At the end of 1944, 74 per cent of the total 
assets of all State chartered credit unions were located in the 
five New York City boroughs.

During the war, as the accompanying table shows, the total 
share capital of credit unions in this State continued to show 
small net gains each year, despite the fact that a number of 
them were voluntarily liquidated. The wartime restrictions on 
the production of consumers’ durable goods, however, cut 
sharply into their loan volume. This factor combined with 
the increase on their investable funds forced the credit unions, 
and other financial institutions, to seek new outlets for their 
funds, principally United States Government securities, and 
consequently reduced their earning power. The proportion of 
loans to total assets of all reporting credit unions in the State 
declined from 67 per cent at the end of 1941 to 34 per cent 
at the end of last December, and their annual loan volume 
from about 37 million dollars in 1941 to less than 24 million

Assets and Liabilities of Credit Unions in New York State, 1939-45 
(End-of-year figures; dollar amounts in thousands)

Item 1939 1941 1943 1944 1945

Number of revorting unions............ 584 805 787 780 721

Assets
Loans to members...................... 14,180 21,016 14,056 12,901 12,609
Investments............................... 2,175 5,052 14,211 17,706 18,147
Cash and other.......................... 3,967 5,365 6,304 5,969 5,945

Total*............................. 20,322 31,432 34,572 36,576 36,701

Liabilities
Share capital.............................. 16,913 26,948 30,060 31,847 32,052
Reserves and other liabilities___ 2,603 3,257 3,385 3,764 3,614
Undivided profits....................... 807 1,229 1,127 964 1,035

* Because of rounding the individual asset and liability items do not necessarily add to the total. 
Source; New York State Banking Department and Federal Deposit Insurance Corporation.

1 Amendment to Regulation W  issued by the Board of Governors of 
Federal Reserve System August 14 limits the maturity of consumer 
loans to a maximum of 15 months.

in 1944. Reports from the State chartered unions indicate 
that the proportion of their members borrowing at any one 
time decreased from a prewar average of around 55 to 60 per 
cent to about a third by the end of 1945.

Currently these trends are being reversed. The volume of 
loans extended by State credit unions rose from 2.7 million 
dollars in the first quarter of 1945 to 3.0 million during the 
first quarter of 1946, and the number of new credit unions 
chartered is increasing.

The decline in loan volume, however, was accompanied by a 
decline in interest rates and some increase in the average size 
of loans, particularly in the last twelve to eighteen months. 
While many unions are still charging rates close to the maxi
mum of 1 per cent per month on the unpaid balance of a loan, 
some are operating successfully at rates well below this, and 
the trend, perhaps under competition from other agencies, is 
downward. Between 1943 and 1945 the average loan made 
by the Federal unions increased from $120 to $140. The 
average loan granted by the State chartered unions at the end 
of 1945 and in the first quarter of 1946, however, was approxi
mately $250. Over half of the loans of the State institutions 
are made for a term of 50 weeks, about an eighth for 25 weeks, 
and the others range from 1 week up to 36 months for repair 
and modernization loans. The ratio of loss on loans made by 
credit unions has generally been low. In the ten years from 
1934 to the end of 1944, less than 0.1 per cent of the total 
volume of loans made by Federal credit unions in this State 
was charged off.

The earnings of credit unions have shown wide variations, 
as they depend to a large extent upon the efficiency of their 
managers and on the volume of loans maintained. The cost 
of their operations is generally a negligible factor, as salary 
expenses are limited and office space is often provided by the 
employer or lodge. For the year 1945, 19 per cent of the 
State credit unions paid no dividends at all, 29 per cent paid 
under 2 per cent, 29 per cent paid 2 per cent, and the remain
ing 23 per cent paid from 2*4 to 6 per cent. Very few, mostly 
small credit unions which for some special reason have been 
able to maintain an exceptionally large loan portfolio, are 
currently paying 4, 5, or 6 per cent. Credit unions pay divi
dends only once a year and then only on fully paid shares 
outstanding at the end of December.

In the thirty-two years since the establishment of the first 
credit union in New York State, the movement has come of 
age. The mortality rate has been high, but through experience 
the advantages and disadvantages of this kind of mutual credit 
society have become apparent. Forty-one per cent, or 159 of 
the 389 credit unions chartered by New York State from the 
time the enabling legislation was passed in 1913 to the end 
of 1944, have been liquidated, most of them voluntarily and 
several before they even got into operation. Members’ capital 
losses in general, however, have been small. The credit union’s 
two great handicaps have proved to be first, the lack of qualified
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managing officers, as few individuals in the groups which it is 
designed to serve have had any experience in the field of 
finance; and second, the tendency to expand beyond a homoge
neous group with the result that the credit committee is no 
longer able to judge the credit risk of the loan applicant. The 
failure of a number of the so-called "open” credit unions led 
to a revision of the New York State Banking Code in 1929 and 
again in 1931 to limit the granting of credit union charters to 
groups with a definite community of interest. Credit union 
associations also have been active in attempting to overcome 
these difficulties.

Compared with the total volume of savings deposits or con
sumer loans extended in this State, the operations of the credit 
unions are on a very small scale. By their very nature the 
proportion of the population which they can serve is strictly 
limited. But they are one of the factors in the stiff competition 
which is developing in the consumer credit field.

DEPARTM ENT STORE TRADE
August sales of Second Federal Reserve District department 

stores are estimated at about 90 million dollars, an increase 
of about 55 per cent over August 1945. The seasonally 
adjusted index of sales is expected to rise above the previous 
all-time high level reached in June. Trade sources indicate 
that much of the increase in sales is caused by purchases of 
higher unit-price merchandise such as household appliances 
and other home furnishings.

The index of department store stocks for July, seasonally 
adjusted, continued its steady climb which has been under 
way since December, and rose almost to the peak established 
in July 1942. As a result of the large dollar volume of sales, 
however, the ratio of stocks to sales remained low; the ratio 
for July 1946 was 3.3, compared with 3.7 for July 1945, and
6.4 for July 1942. Outstanding orders at the end of July 
were also higher than at any previous period, but the ratio of 
orders plus stocks to the months sales was lower than for any 
July since 1941.

Indexes of Department Store Sales and Stocks, Second Federal 
Reserve District, Adjusted for Seasonal Variation* 

(1935-39 average=100 per cent)
PER CENT

* August 1946 sales estimated.

Department and Apparel Store Sales and Stocks, Second Federal 
Reserve D istrict, Percentage Change from  the P receding Year

Locality
Net sales

Stocks on 
hand 

July 31, 1946July 1946
Jan. through 

July 1946

Department stores, Second D istrict.. . . +39 +34 +22

New York C ity ...................................... +40 +36 +19
Northern New Jersey........................... +45 +37 +33

Newark................................................ +43 + 35 +34
Westchester and Fairfield Counties. . +39 +34 +30

Bridgeport........................................... +36 +30 +22
Lower Hudson River Valley............... +42 +35 +24

Poughkeepsie...................................... +43 +36 +18
Upper Hudson River Valley............... +41 +36 +27

+48 +51 +31
Schenectady........................................ +32 +20 +22

Central New York State..................... +37 +32 +21
Mohawk River Valley...................... +28 +26 +20

+23 +21 +22
+41 +34 +21

Northern New York State.................. +55 +36
Southern New York State................... +37 +27 + 19

Binghamton........................................ +43 +31 + 26
+31 +18 + 15

Western New York State.................... +30 +27 +24
+30 +29 +25

Niagara Falls...................................... +19 +  11 +22
Rochester............................................. +32 +28 +24

Apparel stores (chiefly New York C ity ). +26 +30 +34

Indexes o f  Departm ent Store Sales and Stocks 
Second Federal R eserve D istrict 

(1935-39 average =  100 per cen t)

Item
1945 1946

July May June July

Sales (average daily), unadjusted................. 118 214 221 158
Sales (average daily), seasonally adjusted.. 177r 226 240 236

Stocks, unadjusted............................................ 161 192 192 196
Stocks, seasonally adjusted............................ 175 190 204 213

r Revised.

Indexes o f Business

Index
1945 1946

July May June July

Industrial production*, 1935-39 =  100......... 210 160r 171 174p
(Board of Governors, Federal Reserve 

System)
Electric power output*, 1935-39 = 100........ 202 189 188 195 p

(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 =  100 233 141 196p

(Federal Reserve Bank of New York)
Sales of all retail stores*t, 1935-39 =  100___ 198 237 238p

(Department of Commerce)
Factory employment

United States, 1939 = 100.......................... 152 137r 139 141 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 128 124 125 123 p
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 =  100.......................... 299 248 257p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 249 245 249 244p
(New York State Dept, of Labor)

Income payments*, 1935-39 =  100............... 243 240 239p
(Department of Commerce)

Wage rates, 1926 =  100.................................... 170 180 182 p
(Federal Reserve Bank of New York) 

Consumers’ prices, 1935-39 = 100................. 129 132 133 141 p
(.Bureau of Labor Statistics)

Velocity of demand deposits* %, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York C ity.............................................. 93 92 86 96
Outside New York C ity .............................. 76 79 75 81

* Adjusted for seasonal variation. p Preliminary. r Revised,
t Series revised beginning January 1945.
t  Series revised beginning January 1941; available upon request.
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Indexes 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 

(1935-39 average =  100 per cent)

Bureau of Labor Statistics. Last Month in 
Each Calendar Quarter through September 

1940, Monthly Thereafter (1935-39 
average =  100 per cent)

Member Banks in Leading Cities. Demand Deposits 
(Adjusted) Exclude U. S. Government and 
Interbank Deposits and Collection Items. 
Government Securities Include Direct and 

Guaranteed Issues (Latest figures 
are for August 14)

National Summary o f  Business Conditions 
(Summarized by the Board of Governors of the Federal Reserve System)

INDUSTRIAL production increased somewhat further in July, after a sharp advance in June. 
Prices of commodities rose rapidly in July and continued to advance, although at a more 

moderate rate, in the first three weeks of August.

In d u s t r ia l  P r o d u c t i o n

Industrial production advanced from 171 per cent of the 1935-39 average in June to 174 
in July, according to the Board’s seasonally adjusted index. Output of durable goods and of 
minerals generally increased while output of nondurable manufactures as a group showed little 
change, with increases in some lines offset by declines in others.

Production at steel mills in July rose about one sixth and in August has increased somewhat 
further, with output of ingots increasing to about 90 per cent of capacity. Activity in the 
machinery and transportation equipment industries continued to advance in July. Production 
in the nonferrous metal industries rose again but was still about 7 per cent below the January 
level. Output of stone, clay, and glass products continued to increase and the July index, at 
197, was well above the previous high in March, with an increase in production of glass containers 
accounting for most of the July advance. Lumber production showed a decline, owing in large 
part to vacations for lumber workers on the Pacific Coast in the early part of July. Activity 
in the furniture industry remained at about the June rate.

In the nondurable industries, production at textile mills declined, owing to worker vacations 
during the first week in July, while output of manufactured food products increased considerably. 
Meatpacking rose sharply to the highest level since February and there were increases also in the 
output of flour, bakery goods, and dairy products. Sugar meltings declined. Output of paper
board and paper boxes declined from recent high levels while newsprint consumption showed 
a further advance. Activity in the chemical and rubber industries showed little change.

Mineral production rose to a new high 46 per cent above the 1935-39 average. Increases 
in the output of anthracite, copper ore, and iron ore accounted for most of the July rise in 
production of minerals.

C o n s t r u c t i o n

Value of construction contracts awarded, as reported by the F. W. Dodge Corporation, 
declined further in July, but was still more than twice the prewar average. The drop reflected 
a continued decline in residential awards to a level about two-fifths below the May peak. Non- 
residential building awards increased slightly in July, after a small decline in June.

Em p l o y m e n t

Nonagricultural employment continued to rise in July, with major gains in the construction 
and manufacturing industries and some decrease in government employment. Total unemploy
ment decreased to about 2.3 million in July, the lowest of the year.

D is t r i b u t i o n

Value of department store sales declined less than seasonally from June to July and the 
Board’s adjusted index rose to 278 per cent of the 1935-39 average as compared with an average 
of 254 for the first six months of the year. In the first three weeks of August sales continued 
at a high level. As a result of large receipts of merchandise, value of department store stocks 
continued to increase in July but relative to sales was still lower than before the war. Unfilled 
orders were at an exceptionally high level.

Loadings of railroad freight increased further in July as shipments of livestock and grains 
and of ore and coke rose sharply and shipments of other classes of freight showed little change.

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

Commodity prices, which had advanced sharply in July, rose somewhat further in the first 
three weeks of August. There were increases in prices of textiles, housefurnishings, and fuels 
as well as in some farm products and foods. Grains, however, declined and corn future contracts 
were still substantially below cash quotations, reflecting the continued prospect of a large harvest. 
With the renewal of price control at the end of July, ceiling prices were re-established but in 
many cases at higher levels than prevailed on June 30. Announcement was made that ceilings 
would not be re-established at this time on most grains or on dairy products but would be on 
livestock and meats and on cottonseed and soybeans and their products.

B a n k  C r e d it

The Treasury retired for cash 3.3 billion dollars of Government securities during July and 
early August; war loan balances at commercial banks were reduced by approximately the same 
amount. As most of the securities were held by banks, retirement operations had little effect on 
deposits of businesses and individuals. Drains on bank reserves resulting from redemption of 
securities held by the Reserve Banks were met by System purchases of Government securities 
and by reductions in Treasury deposits. Need for reserve funds resulted also from an increase 
in nonmember balances at the Reserve Banks, reflecting the deposit of the first instalment of the 
British loan, and from some outflow of currency into circulation. Changes in required and 
excess reserves, on the average, were negligible.

As a result of the Treasury debt retirement operations as well as security sales to the Reserve 
Banks in connection with reserve adjustment Government security holdings at banks in 101 
leading cities were reduced by an additional two billion dollars during the seven weeks ended 
August 14. Total loans for purchasing or carrying Government securities declined further to a 
level comparable to that which prevailed prior to the Victory Loan Drive. Commercial loans, 
both in New York City and outside, increased substantially over the period.

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

September 1946



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  OF N E W  Y O R K

V ol. 28 O C T O B E R  1 9 4 6  No. 10

MONEY MARKET IN SEPTEMBER

Major developments in the money market during the past 
month included moderate declines in Government bond prices, 
apparently in sympathy with the sharp decline in stock prices 
and the more limited recessions in corporate bond prices, 
and considerable pressure on member bank reserve positions 
which resulted chiefly from Treasury debt transactions and 
income tax receipts, and to a lesser extent from a seasonal 
increase in currency in circulation and increased reserve 
requirements. Member bank demands on Federal Reserve 
credit were consequently substantial during most of September.

There were further signs of stiffening short term interest 
rates in the money market in September in the form of some
what higher quotations on commercial paper, and long term 
interest rates also rose slightly as bond prices reacted in 
sympathy with the sharp setback in the stock market. Govern
ment bond prices declined about Vz to of 1 point in the 
first three weeks of the month and then showed some recovery 
in the last week. The recession in "Governments”, however, 
goes back to March and early April when the various issues 
reached peak levels, as shown for selected Treasury bonds in 
the accompanying chart. Prices of the Victory Loan IVis of 
1967-72, plotted in the chart, have fluctuated more widely 
during the year than most other issues (exemplified by the 
2s of December 1952-54, eligible for bank investment, and 
the 2 i4 ’s of 1956-59, ineligible until September 15, 1946), 
having risen from 101 Vz in January to 106 Vz in early April 
and then fallen below 102 during September. The wider 
range is attributable in part to the longer maturity of the 
Victory bonds and in part to the large speculative interest in 
the issue dating back to heavy subscriptions in the Victory Loan 
drive financed by bank loans, a portion of which were made 
for speculative purposes.

Price advances of Government bonds in the early part of 
the year, as throughout the war, had their source in (1 ) low 
interest rates maintained to facilitate the Governments financ
ing during the conflict and in the early postwar period, (2 ) 
heavy commercial bank purchases, from nonbank investors, 
of unrestricted Treasury bonds, frequently with funds obtained

from the sale of short term Treasury issues directly and indi
rectly to the Federal Reserve System, and (3 ) substantial 
purchases of restricted issues by nonbank investors with the 
proceeds of the sale of unrestricted issues to the banks or 
other available funds. In the case of the Victory 2Vis, demand 
was enhanced by the strong position of the Treasury’s finances 
which indicated that the Government would not have to 
undertake new financing for some time. The dearth of new 
supplies of investments suitable for insurance companies and 
other institutional investors lent scarcity value to the 2 V i s  

and other restricted issues in view of the continuing accumu
lation of funds by such institutions.

With the initiation in March of the Treasury’s program 
of retiring part or all of its maturing or called securities, con
siderable pressure on bank reserves ensued, since sizable blocks 
of redeemed securities were held by the Reserve Banks and 
the Treasury withdrew funds from commercial banks for their 
redemption. As a result, bank purchases of unrestricted bonds 
diminished, and there was a consequent reduction in the 
reinvestment demand for restricted bonds on the part of non-

Prices of Selected Treasury Bonds*
PRICE

1946

* Averages of closing bid and asked prices, Wednesday dates.
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bank investors. At the same time, some banks with inade
quate holdings of short term issues found it necessary to sell 
Treasury bonds in the open market in order to meet the 
Treasury’s calls on War Loan deposits, chiefly in connection 
with the debt retirement operations. A hardening of short 
term interest rates replaced the earlier tendency toward lower 
levels, and was accentuated after the elimination of the Federal 
Reserve preferential rate on advances secured by short term 
Treasury issues toward the close of April.

Thus, the forces contributing to higher Treasury bond prices 
were reversed and a sizable fall in Government bond prices 
and rise in yields set in. Pricewise, the decline in the Victory 
Loan 2 V2 S was greater than in most other Treasury bonds, not 
only because of their longer maturity, but also because pur
chasers of these securities on credit for the purpose of resale 
at a profit liquidated considerable amounts of their sizable 
holdings, gradually but persistently.

The Treasury 2Vas of 1956-59, which became eligible for 
bank investment on September 15, were firm around the 
middle of the month when other issues were falling along with 
stock prices. The strength in this issue apparently reflected 
buying principally by out-of-town banks; purchases were made 
largely with the proceeds of sales of other Treasury securities, 
including the Treasury 2’s of December 1952-54 which showed 
larger declines than many other Treasury issues in mid- 
September. Sellers of the 2lA*s were provided with additional 
funds which they are reported to have invested in long term 
restricted bonds.

M em b er  Ba n k  R eserve Po sitio n s

During the past month, the money market continued to 
reflect the influence of Treasury transactions, which were 
heavier than usual because of quarterly income tax receipts 
and interest payments, in addition to the first-of-the-month 
cash redemption of part of the maturing issue of certificates 
of indebtedness. The net effect of these transactions was to 
place considerable strain on the reserve positions of member 
banks and particularly of those banks in certain parts of the 
country which had net losses of reserves as a result of Treasury 
withdrawals and tax collections. A seasonal increase in cur
rency in circulation early in the month was the source of an 
additional drain on reserves. Reserve requirements rose sub
stantially in the first half of the month, as a portion of the 
funds withdrawn by the Treasury from its reserve-free War 
Loan deposits in the beginning of September reached private 
deposit accounts against which reserves must be maintained, 
and as an expansion in bank credit, chiefly in the form of 
loans, caused an increase in private deposits and an accom
panying rise in required reserves. Bank demand for Federal 
Reserve credit to ease these pressures was substantial, and as 
a result Federal Reserve Bank purchases of short term Govern

ment securities were substantial and loans to member banks 
increased.

With collections of quarterly instalments of income taxes 
continuing close to the heavy wartime totals while the expenses 
of the Government were substantially lower than during the 
war, Treasury receipts were considerably in excess of current 
disbursements in the month as a whole despite the usual large 
quarterly payments of interest on the public debt in the middle 
of September. As a result, the Treasury made no further with
drawals from War Loan deposits after that totaling 2.0 billion 
dollars, payable on September 3, 4, and 5, which was made 
in connection with the redemption of a like amount of a 4.3 
billion dollar issue of certificates of indebtedness maturing on 
September 1.

In the two weeks ended September 25, the full flow of 
quarterly income tax payments reached the Treasury, resulting 
in a large excess of receipts, and Treasury deposits with the 
Federal Reserve Banks reached the substantial total of 928 
million dollars on September 25, thus enabling the Treasury 
to reduce its War Loan calls in connection with the October 1 
cash redemption of an additional 2 billion dollars of certificates 
of indebtedness. In the first of these two weeks, tax receipts 
were offset to a large extent by the payment of approximately 
425 million dollars in interest on the public debt, most of 
which was made on September 16. Nevertheless, the net 
effect of Treasury operations during the week was to exert 
some pressure on member bank reserves. A further increase 
in reserve requirements, only partly offset by a reduction in 
currency outstanding connected in part with payment of taxes 
in cash, added to this pressure. Demand for Federal Reserve 
credit from the banks was sizable, the increase of 115 million 
dollars in excess reserves merely reflecting the elimination by 
New York City banks of a deficiency in reserves of the pre
ceding week.

In the final week of this period, tax receipts reached their 
peak and pressure on bank reserve positions was further 
increased, even though the payment of taxes into the Treasury 
by individuals and businesses brought a substantial reduction 
of demand deposits and a decline of about 150 million dollars 
in reserve requirements. As a result, the Federal Reserve 
Banks were called upon to make additional loans to the mem
ber banks and to purchase almost 450 million dollars of 
Treasury bills and certificates. Excess reserves fell 160 million 
dollars in the week to 770 million dollars.

Reserve positions of the New York City member banks 
also were under pressure during most of the month. Transfers 
of funds to other parts of the country totaled 880 million 
dollars in the four weeks ended September 25, reflecting both 
withdrawals of the proceeds of the redemption of certificates 
held in New York and transfers by corporations of balances 
held in the City for payment of income taxes in other localities.
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Reserve requirements rose during most of this period, and 
moderate currency withdrawals were made in each of the four 
weeks. The only sizable offset to the drain on reserves was 
net payments out of foreign balances in the Reserve Banks. 
Treasury disbursements in New York exceeded receipts here 
in the early part of the month when expenditures for debt 
redemption were large, and again in the middle of the month 
because of heavy interest payments on the public debt. Over 
the entire four-week period under review, however, the 
Treasury took more funds out of the New York money market 
than it returned to it, largely because of heavy tax collections 
in the latter part of the month. The net effect of all these 
transactions was to create a substantial need for reserves, and 
the New York banks sold large amounts of Treasury bills and 
certificates of indebtedness in the course of the month, most 
of which were absorbed by the Federal Reserve System.

THE SECURITY MARKETS DURING THE 
TRANSITION

The sharp downturn in stock prices during the past month 
carried the average level, measured by the Standard and Poor’s 
Corporation index of 402 stocks, down by about 12 per cent, 
and, added to the gradual recession of the three preceding 
months, made the total fall from the peak at the end of May 
about 21 per cent. Many individual stocks and groups of 
stocks, of course, had much greater drops from their peak 
levels. A "correction” of some magnitude at some time before 
the end of this year had been rather generally expected, in 
view of the almost uninterrupted rise in the general level of 
stock prices for four years, but the extent of the fall was 
apparently greater than had been anticipated.

An irregular and limited recovery occurred in the final week 
of September. The extent of the recession and the recent levels 
of prices of the three major groups— industrials, railroads, 
and public utilities— can be seen in perspective in the accom
panying chart, which shows price movements of these groups 
over most of the period since the beginning of the war. The 
major swings in stock prices during and since the war are 
summarized in the table. The indexes shown in the chart

Percentage Changes in S tock Prices during the W ar and Transition*

Group

Prewar 
to war 
period 
low#

War 
period 
low to 

war’s end

War’s end 
to post

war highj

Postwar 
high to 

Sept. 25, 
1946

Prewar
to

Sept. 25, 
1946

402 stocks............................... —  32 b 93 +  35 —  21 +  41
20 railroad stocks............. —  6 [-115 +  27 —  30 +  78
28 public utility stocks. . . —  46 -102 +  23 —  18 +  10
354 industrial stocks........ —  30 - 90 +  38 —  21 +  45

69 peace stocks........... —  39 b-117 +  43 —  19 - f  53
35 war stocks.............. —  32 +  52 +  41 —  21 +  16

* Based on weekly stock prices. High and low points based on the composite 
index of 402 stocks.

# August 30,1939 (September 6,1939 for war and peace stocks) to April 29,1942. 
t  M ay 29, 1946.
Source: Standard and Poor’s Corporation.

Standard and Poor’s Weekly Indexes of Industrial, Railroad, 
and Public Utility Stock Prices*

(1935-39 weekly average =  100 per cent)
PER CENT

* Indexes of 354 industrial, 20 railroad, and 28 utility stock prices; data 
are for the last Wednesday of each month.

are based on average weekly prices for the years 1935-39, 
whereas most of the data in the table are based on comparisons 
with prices at the end of August 1939, which were below the 
1935-39 average levels by varying amounts for different groups 
of stocks.

The factors involved in the wide fluctuations in stock prices 
during the war— the decline in value of about one third 
between the early stages of the war and the low point of the 
war period in April 1942, when the low ebb of Allied fortunes 
in the war was reached, and the subsequent long advance in 
prices as Allied prospects brightened until victory became a 
certainty and as the volume of business grew to new heights 
and corporate financial positions strengthened substantially—  
were surveyed in the May 1945 issue of this Review. From the
1942 low point to the end of the war in mid-August 1945, 
stocks just fell short of doubling in price on the average. Rail
road shares, which showed the smallest decline of the three 
major industrial groups in the first years of the war, subse
quently made the greatest gain. The increase in utility stock 
prices was also marked, with the industrials lagging somewhat 
behind. Among the industrial issues, however, prices of 
"peace” stocks more than doubled, while the "war” issues 
(which include those of aircraft, shipbuilding, railway equip
ment, and steel corporations) advanced only 50 per cent from 
the April 1942 low point. Compared with price levels imme
diately before the war, stock values were approximately one- 
third higher at the end of the war, a somewhat smaller increase 
than in wholesale commodity prices, and a considerably smaller 
increase than occurred in national income, and especially in 
business profits.
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In the first nine months of the transition period, common 
stock prices continued the advance of the previous 40 months, 
but the rate of gain, which might have been expected to slow 
down, actually accelerated. Between mid-August 1945 and 
the close of May 1946, stocks made the striking gain of 35 
per cent, a monthly rate of increase about half again as large 
as in the preceding period of rising prices. At the peak in May
1946, the combined index of 402 stocks stood 78 per cent 
higher than just before the war, but was only 13 per cent 
above the 1937 high point, although gross national product 
and corporate profits were substantially higher.

Industrial issues led in the postwar advance. Both ’ peace” 
and "war” stocks made better than average gains, and in fact 
the rise in ‘ war” stock values after the war was greater than 
during the conflict. In part this reflected the fact that the 
steel issues were included in the war stock averages and post
war demands for steel proved to be greater than had been 
generally expected. In addition, investors may have adopted 
a more favorable view of the peacetime prospects of the "war” 
industries after the end of hostilities than they held during 
the war as a result of the announced expansion into other fields 
of many companies in those industries and the expectation of 
wider profit margins on peacetime business.

During this period, the general optimism with which the 
postwar business outlook was regarded carried prices of low 
priced stocks to such a point that Barron’s was compelled to 
abandon the compilation of its index of 30 low priced stocks 
for lack of suitable securities. The rise in prices of railroad and 
utility shares lagged considerably behind that of the industrials 
in this period, however. In fact, the peak in railroad stocks was 
reached early in February. This was also the case for the 
automobile and electrical equipment groups among the indus
trials. The relatively small price gains made in these industries 
reflected the prolonged wage disputes besetting some of the 
major companies in these important fields and their suppliers 
and the other difficulties they have had in their efforts to 
restore their output to prewar levels. Conditions in these 
industries have been paralleled to some extent in other "recon
version” industries.

The general level of stock prices turned down in June 
and declined at an average rate of 4 per cent a month through 
August, with the decreases growing sharper toward the end 
of this period. Many investors were evidently growing restive 
watching their substantial long term profits dwindle, and the 
wave of selling that struck the stock market early in Septem
ber apparently reflected in part the efforts of such investors 
to salvage their remaining gains (or to limit losses). Prices 
dropped at the rate of about 4 per cent a week in the first 
three weeks of September, as sharp a setback as that which 
occurred in 1937. The decline since the end of May canceled 
practically the entire preceding postwar advance and elim
inated 36 per cent of the April 1942— May 1946 upswing.

On September 25 of this year, the price index of 402 stocks 
had receded to a level only 41 per cent above the August 30, 
1939 level. Prices of railroad stocks, which were particularly 
depressed before the war, still showed a net gain of 78 per cent, 
the industrials 45 per cent, and the utilities only 10 per cent.

Railroad shares have been particularly weak recently, reflect
ing the effects on net income of rising costs of operation, 
including the increase in their wage and other costs and the 
relative inflexibility of the charges for their services. Stocks of 
automobile and electrical equipment companies reacted more 
sharply than other industrials, as frequent "wild-cat” strikes and 
shortages of one material or component part after another 
retarded the growth of output in these industries and prevented 
more economical production, thus impairing profit margins. 
The utilities showed the smallest price declines of the three 
major groups, just as they had shown the smallest advance in 
the nine months following the end of the war.

Because transactions on the stock exchanges have been so 
largely on a cash basis, the repercussions of the decline in 
stock prices on business activity can hardly be as great as on 
some occasions in the past when credit was much more exten
sively employed. The reduction of bank loans for the purpose 
of purchasing or carrying stocks has been negligible, in con
trast to past periods of severe stock price declines when whole
sale repayment of security loans brought about a substantially 
larger contraction in demand deposits. Consequently, the 
substantial decline in security prices has not brought about 
any material reduction in the aggregate volume of liquid assets 
at the disposal of the public. Since the turnover of securities 
in a cash market merely results in a shift in the ownership 
of cash assets, the vast reservoir of purchasing power remains 
unchanged. Some individuals, however, may own more and 
others less depending upon whether their trading in stocks 
has resulted in profit or loss. The main questions concerning 
the effects of the fall in stock prices on business are whether 
it will induce a more cautious attitude on the part of business 
and the general public with respect to expenditures and com
mitments, and how long it will prove to be a serious obstacle 
to needed business financing through new security issues.

Cor po r a te  Bo n d  M a r k e t

The recession in stock prices was accompanied by a more 
moderate decline in bond prices, particularly among the lower 
grade railroad and other junior issues. The decline in bond 
prices (and rise in bond yields) had been in progress for 
several months, apparently influenced by the tendency of 
short term interest rates to firm as well as by other factors, 
but the decline was at an accelerated rate during the Septem
ber slump in stock prices.

In the unusually strong corporate bond market that pre
vailed during and for some time after the war, the average 
yield of Aaa bonds computed by Moody’s declined from 2.93
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per cent in August 1939 to an all-time low of 2.45 per cent 
early in April of this year. The average yield of Baa bonds fell 
from 4.85 per cent just before the war to an all-time low of 
2.93 per cent early in March. Subsequently, corporate bond 
yields began to move upward, the Aaa average reaching 2.61 
per cent and the Baa average 3.16 per cent toward the end of 
September. The differential between medium and highest 
grade bonds, which had narrowed so perceptibly during the 
war and early transition period, has again widened somewhat. 
Just as the decline in railroad bond yields during the war 
was much more pronounced than that of the corresponding 
grades of other major groups, so the recent rise in railroad 
bond yields has been greater than that among other groups. 
(Yields of municipal bonds have also risen during the year, 
owing to the decline in Federal income taxes which made 
them less attractive relative to taxable bonds, and to the pros
pects of an increased volume of new municipal issues.)

The major influences contributing to the unusual strength 
of the corporate bond market during the war have been 
supplanted in peacetime by new factors tending to work the 
other way. The tendency of interest rates to decline during 
the latter part of the war period and the early postwar months 
has given way to somewhat firmer "money” rates, despite the 
end of large-scale borrowing by the Government. The heavy 
wartime accumulation of savings has been followed by an 
expansion of consumer spending and a reduction in the 
volume of current savings. The limited volume of corporate 
"new money” issues during the war has been succeeded by a 
substantial volume of such issues in the transition period. And 
the greatly strengthened financial position of the railroads, 
which during the war had been responsible for the pronounced 
advance of railroad bond prices, has begun to show some 
signs of possible future drains.

Co r p o r a t e  Se cu r ity  Issues

The unsettlement in the markets for outstanding securities 
had little effect upon the volume of new security offerings 
until August when a sharp drop occurred in the flotation of 
refunding issues, particularly bond issues, which up to that 
month had continued at about the same high volume as in
1944 and 1945. Some pickup occurred in September, but 
the volume was still substantially below the monthly average 
for the year to date. Bond financing for new capital purposes, 
in which interest savings are not the primary consideration, 
reached a new peak of 196 million dollars in August, but 
declined sharply in September to an estimated total of 75 
million dollars. Offerings of stocks to raise new money, 
which had been an outstanding feature of the expansion 
of new capital issues that got under way in the last months 
of the war, were also adversely affected by the weakness in 
the securities markets; flotations of common and preferred 
stocks for that purpose fell from 184 million dollars in July to

158 million in August and to only 25 million in September. 
Refunding issues of preferred stocks also dropped precipitately.

Despite the moderate firming of interest rates and the 
declines in prices of outstanding securities, some new issues 
have continued to be floated very successfully. Other issues, 
however, have been less successful and a considerable volume 
of securities offered is reported to have accumulated on dealers’ 
shelves in recent months which are saleable only at prices well 
below the original offering prices. It has become increasingly 
difficult for public utility and railroad corporations to sell 
new securities to underwriters through competitive bids. In 
one instance, in September, the SEC suspended its competitive 
bidding rule to permit a public utility company to negotiate 
directly with investment bankers for the sale of a large, long 
term bond issue.

Recovery in the volume of new security flotations awaits the 
reestablishment of more stable conditions in the market for 
outstanding issues. While there undoubtedly remains a large 
demand for high grade securities from insurance companies, 
savings banks, and other institutions, even such investors 
hesitate to make commitments in declining markets. The 
ability of the capital market to absorb equity securities and 
to meet the financial requirements of companies of lesser 
credit standing, however, may have been impaired, at least 
temporarily, by the sharp decline in stocks and lower grade 
bonds. Here, a rising trend of stock prices may be needed 
to restore investor confidence.

SURVEY OF THE OWNERSHIP OF BUSINESS AND 
PERSONAL DEMAND DEPOSITS, JULY 1946

The July survey of the ownership of business and personal 
demand deposits in all commercial banks in the Second Federal 
Reserve District reveals the changes in the various ownership 
classifications which have occurred during the six months 
ended July 1946 and during the first full year of a peacetime 
economy. Between January and July of this year the estimated 
level of such deposits as shown in the accompanying table rose 
an additional 1,106 million dollars, or 5.6 per cent, while 
during the preceding half year when most of the deposit 
increases were absorbed by sales of Government securities 
during the Victory drive, an over-all rise of only 13 million 
dollars, or 0.1 per cent, was recorded.

All classes of depositors listed in the survey increased their 
aggregate balances between January and July 1946, but two 
thirds of the total rise was in accounts of insurance companies, 
trust funds of banks, all other financial businesses, and public 
utility concerns. Furthermore, when compared with the gains 
shown in the preceding six months, sharply reduced rates of 
accumulations were apparent during the January-July 1946 
period in accounts of retail and wholesale trade, deposits of 
nonprofit institutions, and personal accounts; current gains in
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the first two were only one-seventh as great as in the preceding 
six months and in the last, one-third as large. Manufacturing 
and mining accounts which had receded sharply during the 
preceding six months, reflecting expenses in connection with 
the conversion of plants to peacetime production, showed a 
small gain, probably reflecting the proceeds of new security 
issues and bank loans. Increases in balances of all other non
financial business which includes construction and services 
were at approximately the same rate in the latest six-month 
period as in the preceding period.

With respect to the current half-year gain of 479 million 
dollars in total financial accounts, all financial categories 
recorded substantial increases, with insurance company ac
counts showing the greatest rise. In all probability, the 
cessation of War Loan drives since the turn of the year, which 
removed a primary source of investment for firms of this type, 
resulted in larger cash accumulations than would otherwise 
have occurred. The rise of 251 million dollars in public utility 
balances accounted for approximately one half of the total 
increase in nonfinancial business accounts and in all likelihood 
was occasioned by receipts from new capital issues and bank 
loans, the proceeds of which had not as yet been expended for 
new plant or equipment or temporarily invested. The smaller 
accruals of deposits of trade accounts and personal accounts 
probably reflect in large part the greater availability of goods—  
in the former case to fill up trade channels, and in the latter 
case to fulfil long deferred consumer demand.

The estimated changes in business and personal demand 
deposits of all commercial banks in the District since July 1943 
are shown for the various ownership groups in the accom
panying chart. The total increase in such deposits during the

Estimated Ownership of Demand Deposits of Individuals, 
Partnerships, and Corporations in All Commercial Banks 

in the Second Federal Reserve District

Type of owner

Millions of dollars Percentage change

Dollar 
balance 

July 1946

Dollar 
change 

Jan. 1946 
to

July 1946

Jan. 1946 
to

July 1946

July 1945 
to

July 1946

Manufacturing and mining...........
Public utilities, transportation,

and communications...................
Retail and wholesale trade and

dealers in commodities...............
All other nonfinancial business, 

including construction and

Total nonfinancial...............

Insurance companies.......................
Trust funds of banks.......................
All other financial business*..........

Total financial......................

Nonprofit organizations..................
Personal (including farmers).........
Foreign accounts..............................

6,383

1,705

3,079

1,277

+  37 

+  251 

+  62

+  135

+  0 .6  

+ 1 7 .3  

+  2.1

+ 1 1 .8

— 13.6 

+  15.1 

+ 1 7 .4

+ 2 3 .5

12,444 +  485 +  4.1 —  0 .6

966
686

1,522

+  217 
+  100 
+  162

+ 2 9 .0
+ 17 .1
+ 1 1 .9

+ 17 .9
+ 1 2 .3
+ 2 6 .2

3,174 +  479 + 1 7 .8 + 2 0 .4

529
4,001

774

+  13 
+  122 
+  7

+  2 .5  
+  3.1 
+  0 .9

+ 21 .1  
+  14.8 
+  7 .4

Total demand deposits of
individuals, partnerships, and 
corporations................................... 20,922 +1,106 +  5 .6 +  5.7

* Including investment, loan, insurance agency, and real estate businesses, etc.

Estimated Ownership of Business and Other Demand Deposits 
for All Commercial Banks in the Second Federal 

Reserve District*

B I L L I O N S  B I L L I O N S

Bl L L I O N S  
OF D O L L A R S

* On semiannual survey dates since July 1943.

three-year period amounted to nearly W 2 billion dollars. Of 
this total, 31 per cent, or 1,089 million dollars, lodged in 
accounts of retail and wholesale concerns; 29 per cent, or 
1,011 million, was added to personal accounts (including 
farmers); 25 per cent, or 884 million, was distributed among 
the three classes of financial accounts; and the remaining 15 
per cent, or 498 million, represented the net addition to all 
other ownership classes, of which two, manufacturing and 
mining and foreign, showed net declines.

It must again be emphasized, as it has been in previous 
Reviews, that the data resulting from the current survey, which 
is the eighth in a series, are estimates based upon reports from 
121 member banks which hold about three fourths of the 
business and personal demand deposits of all commercial banks 
in the District. The reporting banks classified about 68 per 
cent of their business and personal demand deposits into owner
ship groups; the accounts classified were the larger ones with 
the minimum size classified varying according to the size of 
the banks.

The following table shows the percentage changes in business 
and personal deposits in all commercial banks in the District 
by size of bank and type of owner during the year ended 
July 1946. There appears to be little tendency for percentage 
changes in ownership classes to vary with the size of the bank. 
It will be noted, however, that increases in total business and
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Percentage Changes in Estimated Business and Personal Demand Deposits 
in A ll Commercial Banks in the Second Federal Reserve D istrict 

by Size o f Bank and T ype o f Owner During the 
Year Ended July 1946

Type of owner

Manufacturing and mining. 
Public utilities, transportation,

and communications................
Retail and wholesale trade and

dealers in commodities............
All other nonfinancial business, 

including construction and ser
vices .............................................

Total nonfinancial.

Insurance companies.................
Trust funds of banks.................
All other financial business*. . .

Total financial.

Nonprofit organizations...............
Persona] (including farmers) 
Foreign accounts...........................

Total demand deposits of 
individuals, partnerships, and 
corporations................................

Banks having total business and personal demand 
______________ deposits (In dollars)________

Under 1 
million

+  3.7  

+  28.5 

+  25.8

+  56.3

+  25.3

—  37.2 

+157 .0

+ 124 .3

+  28.7 
+ 1 3 .6  

t

+  20.4

1-10
million

+ 1 2 .4

+ 2 3 .5

+ 3 1 .8

+10.2
+22.0 
—  7 .3  
+ 24 .7

+ 1 8 .6

+ 19 .9
+ 2 4 .8

t

+ 1 7 .4

10-100
million

—  6 .4  

+ 1 2 .4  

+ 3 0 .8

+ 1 9 .8

+ 8.8

+ 2 7 .6  
+  9 .2  
+ 3 0 .6

+ 2 7 .3

+ 1 6 .8
+ 2 4 .4

t

+ 1 5 .2

100-500 0ver"500 
million million

— 14.6 

+  3.2  

+ 2 6 .4

+ 22 .9

0 .7

+ 33 .6
+ 1 5 .4
+ 38 .5

+ 33 .0

+ 2 7 .0+21. 1
t

+  7 .5

— 14.61

+ 16 .81

+ 11 .4

+22.6

3.0

+ 1 5 .8+12.8
+ 23 .6

+ 18 .3

+21.2 
+  7 .5  
+  7 .4

+  2 .5

* Including investment, loan, insurance agency, and real estate businesses, etc. 
t  Not reported.

personal demand deposits were largest for the smallest size 
banks and receded steadily as the size of the bank increased. 
The explanation lies mostly in the varying proportions of total 
deposits in the different ownership groups. The smaller the 
size of the bank the greater the proportionate holdings of 
deposits of the distributive trades and personal accounts, in 
which increases have been large, and the smaller the propor
tionate share of manufacturing and mining balances, in which 
substantial declines have been recorded.

POSTW AR FOREIGN TRADE OF THE 
UNITED STATES

United States exports to all major areas since V-J Day have 
been running far above prewar levels in dollar volume, and 
the month-to-month trend for most areas has also been pro
nouncedly upward. The picture that the statistics of total 
exports give of these changes and of their effects on the United 
States balances of payments with the various areas, however, is 
seriously distorted by the inclusion of a large volume of "non
commercial” shipments— now primarily UNRRA and private 
relief, although during the war lend-lease shipments dominated 
this type of export. Such shipments are distinguished by the 
fact that they do not call for payment. In the second quarter 
of 1946 they accounted for 16 per cent of total United States 
exports. This percentage is itself considerable, but as a global 
average it conceals great disparities as between particular areas. 
Apart from the fact that they are a relatively passing phenome
non in our trade, such "non-commercial” shipments are also 
confusing to any trade or trade-balance analysis because they 
fall almost as much outside the normal scope of international 
trade as the shipments made during and after the war to the 
United States Armed Forces abroad.

In the accompanying tables, the "non-commercial” shipments 
are segregated by areas and deducted from the export totals in 
order to arrive at the "commercial” exports— "commercial” in 
the sense that they are shipments intended for trade, recon
struction, or development purposes that have to be paid for 
by the importers, whether private or official. This residue of 
"commercial” exports in each case is then thrown against 
imports in order to obtain the "commercial” balance of trade 
with the area, comparisons being made with 1938 as the last 
prewar year. It is this "commercial” balance which measures 
the drain on or accretion to the areas foreign financial assets 
caused by its trade with the United States.

"Non-commercial” exports at present are most important in 
our trade with Continental Europe. During the second quarter 
of 1946 such exports to Europe averaged 102 million dollars 
monthly, out of total United States exports to the area of 
298 million, or 34 per cent of the aggregate. Consequently, 
while the balance of total United States trade with the area 
showed an export surplus averaging approximately 242 million 
dollars monthly, on a "commercial” basis the surplus was only 
140 million. Even this balance, it is true, is far above the 1938 
average of 28 million, but it is inflated by the considerable 
volume of reconstruction exports to Western European coun
tries financed through loans and other credit arrangements. 
The export surplus has been augmented also by the failure 
of imports from the continent to expand comparably with the 
201 per cent rise in "commercial” exports, April-June imports 
into the United States exceeding 1938 by 51 per cent, primarily 
because of an increase in prices rather than in volume.

When Continental Europe is broken down into major 
regions, the need for eliminating "non-commercial” exports 
from the picture becomes even more apparent. Our trade with 
the western liberated countries (France, Belgium, Luxembourg, 
the Netherlands, Denmark, and Norway) is now virtually on 
a "commercial” basis, despite the continuation of a small 
volume of private-relief shipments from the United States. 
The export surplus with this area of about 107 million dollars 
monthly is of course far above the prewar level, but as noted 
above, it is largely the result of reconstruction shipments, 
together with higher prices. Trade with the wartime neutrals 
— Sweden, Switzerland, Spain, and Portugal— also is on a 
"commercial” basis. Switzerland and Sweden have been ac
tively making good their wartime deficits both of United States 
products and of exports to us.

As we look eastward and southward, however, the picture 
alters radically, reflecting the extent of the economic disloca
tions in much of Europe and the impediments to normal trade 
there. "Non-commercial” shipments to Italy (primarily 
UNRRA), for example, currently account for more than two 
thirds of total United States exports to that country. Imports 
from Italy have been negligible until recently, but shipments
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United States Postw ar Foreign Trade W ith  Continental Europe 
(M onth ly averages in millions o f dollars; exports include re-exports, 

im ports com prise general im ports)

United States exports

Area

Total
“ Non-com-
mercial” *

“ Commer
cial” only

United
States

imports

“ Commer
cial” trade 

balance j

Western liberated countries t
1938............................................ 29.6 — 29.6 12.2 +  17.4
1945 October-December........... 91.6 9.2 82.4 6.9 +  75.5
1946 January-March................ 119.8 7.1 112.7 9.7 +103.0
1946 April-June........................ 122.3 1.6e 120.7e 13.3 +107.4e

Sweden and Switzerland
1938........................................... 6.2 — 6.2 5.7 +  0.5
1945 October-December........... 15.1 0.4 14.7 21.7 — 7.0
1946 January-March................ 20.3 a 20.3 13.4 +  6.9
1946 April-June........................ 25.5 a 25.5 11.1 +  14.4

Spain and Portugal
1938........................................... 1.9 — 1.9 1.1 +  0.8
1945 October-December........... 5.5 — 5.5 6.8 — 1.3
1946 January-March................ 7.3 — 7.3 6.8 +  0.5
1946 April-June........................ 10.4 — 10.4 6.4 +  4.0

Italy
1938............................................ 4.9 — 4.9 3.4 +  1.5
1945 October-December........... 20.4 14. lb 6.3 0.8 +  5.5
1946 January-March................ 35.9 24.86 11.1 0.7 +  10.4
1946 April-June........................ 34.7 24.8 b 9.9 8.7 +  1-2

U .S .S .R .#
1938............................................ 6.1 — 6.1 2.2 +  3.9
1945 October-December........... 37.6 11.4 26.2 1.6 +  24.6
1946 January-March................ 38.3 16.6 21.7 10.2 +  11.5
1946 April-June........................ 36.3 17.0 19.3 8.7 +  10.6

Other Eastern Europe§
1938............................................ 16.0 — 16.0 12.6 +  3.4
1945 October-December........... 59.5 58.8 0.7 0.9 — 0.2
1946 January-March................ 72.4 69.9 2.5 2.3 +  0.2
1946 April-June........................ 68.4 60. Oe 8.4e 7.3 +  l . le

* “ Non-commercial” exports comprise UNRRA and private relief shipments, and such lend- 
lease as is not to be paid for.

t Excluding “ non-commercial” exports; (+ ) =  export surplus, (—) =  import surplus.
t France, Belgium, Luxembourg, the Netherlands, Denmark, and Norway.
# Including also Estonia, Latvia, and Lithuania.
§ Soviet-controlled zone, and also Greece and Finland, and all of Germany and Austria.
a Less than $50,000.
6 Italy; “non-commercial,” in addition to private relief and UNNRA, includes nonrepayable 

lend-lease, plus “ commercial” lend-lease exports for the account of the British forces (the 
latter are “ commercial” so far as the U. S.-British trade balance is concerned, but “non
commercial” in regard to U. S. trade with Italy).

e Partly estimated.
Source: Computed by Federal Reserve Bank of New York from reports of U. S. Department 

of Commerce.

of Italian silk have now been resumed. They account for the 
bulk of the second-quarter increase in United States imports 
from Italy and are contributing substantially to the financing 
of our "commercial” exports to that country.

Of our exports to the U.S.S.R., "non-commercial” shipments 
(chiefly UNRRA, but also including considerable private 
relief) comprise nearly half; much of the balance represents 
goods financed by long term credits under the lend-lease settle
ment agreement of October 15, 1945. While Russian needs 
are practically unlimited, their actual satisfaction by the United 
States is of course conditioned by Russia’s ability to finance 
their payment. The increase in shipments from Russia to the 
United States in the first six months of 1946 is an obvious 
effort in this direction.

In the rest of Eastern Europe, "normal” trade is even more 
conspicuous for its absence. Almost seven eighths of United 
States exports to the region consist of relief shipments, either 
UNRRA or private. "Commercial” exports, although reaching 
a new postwar high in June, nevertheless averaged in the

April-June quarter barely one half of the 1938 value— the 
only instance in this study in which the 1938 export figure has 
not been exceeded. The second-quarter rise in imports reflects 
chiefly the gradual resumption of foreign trade by Czecho
slovakia and shipments of tobacco from Greece.

Our export trade with Latin America is of course on a 
"commercial” basis, although it also included a certain amount 
of lend-lease during the war. The postwar increase in United 
States exports to the twenty Latin American republics has been 
especially noteworthy, our sales to them in the second quarter 
of 1946 averaging 315 per cent in value above 1938, compared 
with a rise in "commercial” exports to all other areas of 143 
per cent. The upward trend since V-J Day has continued the 
pronounced expansion in "commercial” shipments to this area 
that the United States had effected during the war in the 
face of shipping difficulties and the diversion of domestic pro
duction to war needs. Thus the Latin American republics have 
taken on increased importance in our foreign trade. In the 
second quarter of 1946 they accounted for 23.9 per cent of all 
our "commercial” exports, against only 15.5 per cent in 1938. 
Imports from Latin America have recorded a similar gain 
over prewar levels, and in April-June supplied 37.4 per cent 
of all our imports, compared with only 23.3 per cent in 1938. 
The net result has been the emergence of a sizable United 
States export surplus with the twenty republics, in contrast to 
the large import excess that characterized most of the prewar 
and war years.

Our trade with Canada, too, has continued far above prewar 
levels. The monthly data are distorted by the seasonal closing 
and reopening of Great Lakes navigation, but postwar imports 
from Canada dropped sharply with the curtailment of United 
States war production. Nevertheless, Canada, like Latin 
America, is now supplying a greater part of our import needs 
than before the war— 17.4 per cent in April-June, against 13.5 
per cent in 1938. The downward tendency of imports has been 
reflected in an increasing movement of the United States bal
ance of trade "against” Canada.

"Commercial” exports to the United Kingdom, which had 
been drastically curtailed during the war years, recovered 
gradually in 1945 from the low 1944 level, and are currently 
running about 50 per cent above 1938 in value. Imports from 
Great Britain have been increasing steadily, as the British have 
sought to revive their export trade, imports in June being the 
largest since the war. Nevertheless, the United Kingdom is 
currently accounting for little more than half of its prewar 
percentages of our total exports and imports. The United 
States export surplus in our British trade continues high, but 
recent months have shown signs of a possible reduction as a 
result of a somewhat lower rate of exports and of the increase 
in imports.
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United States Postw ar Foreign Trade W ith  M ajor Areas 
(M onth ly averages in m illions o f dollars; exports include 

re-exports, im ports com prise general im ports)

United States exports

Area

Total
“ Non-com
mercial”*

“ Commer
cial” only

United
States

imports

“ Commer
cial” trade 

balance f

World
1938........................................... 258 — 258 163 +  95
1945 October-December........... 610 103 507 321 +186
1946 January-March................ 762 138 624 366 +258
1946 April-June e .................... 829 133 696 396 +300

Continental Europe
1938........................................... 65 — 65 37 +  28
1945 October-December........... 230 93 137 39 +  98
1946 January-March................ 294 117 177 43 +134
1946 April-June e...................... 298 102 196 56 +140

20 Latin American republics
1938............................................ 40 — 40 38 +  2
1945 October-December........... 122 — 122 117 +  5
1946 January-March................ 144 a 144 136 +  8
1946 April-June e ...................... 166 a 166 148 +  18

Canada
1938........................................... 39 — 39 22 +  17
1945 October-December........... 94 — 94 76 +  18
1946 January-March................ 89 — 89 63 +  26
1946 April-June e...................... 108 — 108 69 +  39

United Kingdom
1938........................................... 43 — 43 10 +  33
1945 October-December........... 50 a 50 7 +  43
1946 January-March................ 76 a 76 11 +  65
1946 April-June e...................... 65 a 65 14 +  51

Other British
1938........................................... 25 — 25 22 +  3
1945 October-December........... 48 1 47 55 — 8
1946 January-March................ 54 a 54 74 — 20
1946 April-June e...................... 62 a 62 60 +  2

All other %
1938........................................... 45 — 45 35 +  10
1945 October-December........... 66 6 60 28 +  32
1946 January-March................ 105 13 92 38 +  54
1946 April-June e...................... 130 20 110 50 +  60

* “ Non-commercial” exports comprise UNRRA and private relief shipments, and such lend- 
lease as is not to be paid for; as well as in the case of the world total only, so-called United 
States Government shipments (which exclude shipments for the Armed Forces).

t Excluding “non-commercial” exports; (+ ) =  export surplus; (—) =  import surplus.
| Non-British Asia, Oceania, and Africa, and non-British European possessions in Western 

Hemisphere.
a Less than $500,000.
e Partly estimated.
Source; Computed by Federal Reserve Bank of New York from reports of U. S. Depart men 

of Commerce.

Imports from other British countries, although less than 
during the early 1946 "bulge,” are still supplying the United 
States with a larger share of its total imports than before the 
war. Exports, almost entirely "commercial”, have increased 
steadily, and are far above prewar levels, but still account for 
a smaller proportion of our total exports than in 1938.

"Commercial” exports to the rest of the world (principally 
non-British Asia) have risen sharply during the past year, and 
are currently far above the 1938 dollar volume. They account, 
however, for a reduced proportion of our total exports, com
pared with the 1938 distribution. An appreciable part of the 
"commercial” shipments is represented by reconstruction goods. 
United States imports from these regions are steadily rising, 
as the channels of trade for the raw materials in which they 
specialize are restored. Such imports still lag, however, with 
the result that the export surplus in our "commercial” trade 
with these areas is currently running at a high rate.

DEPARTM ENT STORE TRADE

September department store sales in the Second Federal 
Reserve District are estimated to have increased 25 per cent 
over September 1945. The seasonally adjusted index of sales 
for September is expected to show a decline from the all-time 
high established in August of a magnitude exceeding consid
erably the several minor setbacks since V-J Day. This decline 
is at least partly a result of the trucking and delivery strikes 
which have been hampering trade in the Metropolitan area.

Stocks of Second District department stores at the end of 
August are estimated at 266 million dollars, about 18 million 
dollars greater than the previous record high level of inven
tories at the end of September 1942. But the increase from 
July to August this year appears to have been little more than 
seasonal. At the August rate of sales, stocks were equivalent 
to 2.9 months’ supply, comparable figures being 3.6 for August
1945, and 3.1 for August 1941. Outstanding orders continued 
to increase during August, contrary to the seasonal pattern 
in recent years.

Because demand has remained high, it has not been generally 
realized at what rate scarce merchandise has been moving 
into department stores in this District. When the increase 
in department store sales for the half year February through

Departm ent and Apparel Store Sales and Stocks, Second Federal 
Reserve D istrict, Percentage Change from  the Preceding Year

Locality
Net sales

Stocks on 
hand 

Aug. 31, 1946August 1946
Jan. through 
August 1946

Department stores, Second District----- +57 +37 +26

New York C ity ...................................... +57 +38 + 25
Northern New Jersey........................... +65 +40 + 30

+63 +38 +31
Westchester and Fairfield Counties. . +67 +38 +36

Bridgeport........................................... +63 +34 + 35
Lower Hudson River Valley............... +59 +39 +30

Poughkeepsie...................................... +50 +38 +32
Upper Hudson River Valley............... +47 +37 +28

+56 +51 +28
Schenectady........................................ +38 +22 +30

Central New York State..................... +57 +35 +18
Mohawk River Valley...................... +46 +28 +23

+45 +24 +27
Syracuse............................................... +62 + 38 +16

Northern New York State.................. +51 + 38 —

Southern New York State................... +56 +31 +29
Binghamton........................................ +63 + 35 +31

+54 +23 +13
Western New York State.................... +51 +30 +26

Buffalo................................................. +55 +32 +26
Niagara Falls...................................... +29 +13 +17
Rochester............................................. +49 +30 + 30

Apparel stores (chiefly New York C ity ). +45 +31 +33

Indexes o f Departm ent Store Sales and Stocks 
Second Federal R eserve D istrict 

(1935-39 average =  100 per cent)

Item
1945 1946

August June July August

Sales (average daily), unadjusted................. 120 221 158 189
Sales (average daily), seasonally adjusted.. 165 240 236 259

Stocks, unadjusted............................................ 173 192 196 218
Stocks, seasonally adjusted............................. 170 204 213 214
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Departm ent Store Sales and Stocks by Type o f M erchandise 
Second Federal R eserve D istrict

Type of merchandise Sales in 
millions of 

dollars, 
Feb.-July 

1946f

Percentage change in 
sales

Ratio of stocks 
to sales* 

July

Feb.-July
1945 to 

Feb.-July
1946

Feb.-July 
1935-39 

average to 
Feb.-July 

1946

1935-39
average

1945 1946

Total#......................................... 536.7 +  35 +128 3.2 3.7 3.3

Women’s and misses’ wear
Coats, suits................................. 24.5 +  30 +162 3.0 5.4 5.2
Dresses........................................ 32.1 +  27 +145 0.9 1.2 1.3
Juniors’ and girls’ wear.............. 19.0 +  24 +192 2.2 4.4 4.6
Blouses, sportswear.................... 20.1 +  22 +162 1.1 3.1 3.0
Furs............................................ 4.4 +  24 +146 15.9 11.4 11.2
Neckwear, scarfs......................... 5.9 +  19 +143 1.7 4.1 4.0
Millinery..................................... 7.4 +  20 +  50 0.7 1.9 2.3
Handbags.................................... 7.8 +  31 +105 1.9 3.5 3.6
Shoes........................................... 19.3 +  34 +  97 5.8 4.4 3.8
Hosiery........................................ 13.7 +  22 +  83 2.1 1.7 1.2
Lingerie....................................... 20.3 +  18 +138 2.3 2.2 2.4
Corsets, brassieres...................... 8.7 +  26 +139 3.1 2.5 2.7
Infants’ wear.............................. 15.5 +  15 +188 3.1 5.0 5.0
Men's and beys' wear
Men’s clothing............................ 13.6 +  46 +  72 4.3 4.0 2.5
Men’s furnishings....................... 24.6 +  68 +110 2.9 4.9 2.9
Boys’ wear.................................. 7.8 +  23 +105 7.5 10.6 8.4

Homefurnishings
Furniture.................................... 44.5 +  56 +139 4.6 4.6 3.6
Domestic floor coverings............ 15.3 +  71 +160 9.4 4.0 3.4
Draperies, upholstery................. 19.5 +  38 +165 8.0 5.0 4.4
China, glassware......................... 8.1 +  40 +101 12.3 6.5 5.7
Housewares................................. 28.3 +  77 +188 3.7 4.5 4.0
Major appliances........................ 6.2 +838 +104 2.2 1.6 0.4
Musical instruments................... 6.5 +322 +280 3.6 6.4 3.4

All other
Yard goods................................. 14.6 +  18 +114 4.7 3.1 3.4
Linens, towels............................. 12.1 +  44 +162 5.9 3.6 3.8
Sheets, pillowcases...................... 8.6 +  45 +  137 3.1 1.6 1.6
Blankets, spreads........................ 6.8 +  66 +195 7.9 5.7 5.5
Toilet articles, drugs.................. 14.0 +  14 +  45 2.5 3.8 4.1
Jewelry....................................... 7.8 +  20 +215 5.8 5.0 5.8
Silverware................................... 5.0 +106 +239 6.5 4.7 4.3
Stationery................................... 6.1 +  24 +166 4.7 5.8 4.6
Luggage...................................... 3.8 +  84 +163 2.0 1.8 2.2
Sporting goods, cameras............. 5.0 +110 +  68 2.0 3.9 3.4
Groceries, meats......................... 8.0 +  37 +235 2.1 2.4 2.1
Wines, liquors............................. 8.6 — 5 +109 6.1 7.8 8.5

* Stocks as of July 31.
t Estimated by Federal Reserve Bank of New York.
§ Includes types of merchandise not shown separately.

July, compared with the same period of 1945, is analyzed by 
departmental classifications, it is found that the major groups 
having the greatest increases both percentagewise and in dollar 
volume are those where supplies are reported to be particularly 
tight— homefurnishings, mens and boys’ wear, and piece goods, 
including bedding. Consumer durables with a high unit price 
are still moving in relatively small volume, but show the 
greatest percentage increases. The greatest dollar increases 
were in sales of housewares, floor coverings, mens furnishings, 
and furniture. Womens wear and miscellaneous departments 
had smaller-than-average gains for the six months. However, 
relative to the 1935-39 average, sales of women’s wear were 
higher than those of men’s wear and about as high as sales of 
homefurnishings, as sales of women’s wear registered larger 
gains during the war than any other major group.

Unfortunately it is not possible to estimate the influence of 
price increases and of up-trading upon the rise in dollar sales. 
From the 1935-39 base, the influence of increased prices is

undoubtedly substantial, but up-trading was probably more 
important than price changes in the gains compared with last 
year, as most retailers "held the line” during July, the time of 
some large breaks through price ceilings previously in effect.

In spite of the fact that for the past few months stocks of 
durable goods have shown greater-than-average increases over 
last year, nearly all kinds of durable goods are still scarce 
relative to the current rate of sales; at the end of July only 
luggage and jewelry showed higher stock-sales ratios this year 
than last. Supplies of yard goods, and linens and towels 
appeared somewhat less tight than at the end of July last year, 
but the ratios of stocks to sales were considerably below the 
averages for July in the 1935-39 base period. A number of 
women’s wear departments also had higher stock-sales ratios 
this July than last, but comparison with the 1935-39 average 
showed no consistent tendency; in several large departments 
the stock-sales ratios were much higher on the 1935-39 base, 
while in others they were lower. Stocks of men’s wear were 
low, both in relation to the previous year’s supply and to the 
current rate of sales.

Estimated dollar sales of thirty-five departments for February 
through July 1946, together with the percentage changes in 
sales over the same period last year and against the 1935-39 
base, are presented in the three left-hand columns of the 
accompanying table. Stock-sales ratios for July on the 1935-39 
base, in 1945, and in 1946 are shown in the three right-hand 
columns.

Indexes o f  Business

Index
1945 1946

August June July August

Industrial production*, 1935-39 = 100.........
(Board o f Governors, Federal Reserve 

System)

186r 170r 172 176p

Electric power output*, 1935-39 =  100........
(Federal Reserve Bank o f Neiv York)

192 188 195 202p

Ton-miles of railway freight*, 1935-39 =  100 
(Federal Reserve Bank of N ew  York)

198 195 190p

Sales of all retail stores*#, 1935-39 =  100-----
(Department of Commerce)

Factory employment

196 239 247p

145pUnited States, 1939 =  100..........................
(Bureau of Labor Statistics)

149 139 141

New York State, 1935-39 =  100................
(New York State Dept, o f  Labor)

Factory payrolls

128 125 123 127p

United States, 1939 =  100..........................
(Bureau of Labor Statistics)

267 257 261p

New York State, 1935-39 =  100................
(N ew  York State Dept, o f Labor)

232 249 244 259p

Income payments*, 1935-39 =  100...............
(Department o f Commerce)

236 241 251 p

Wage rates, 1926 = 100....................................
(Federal Reserve Bank of N ew  York)

169 183 184 p

Consumers’ prices, 1935-39 =  100.................
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of N ew  York)

129 133 141 144p

New York City. . ......................................... 87 86 96 88
Outside New York C ity .............................. 72 75 81 85

* Adjusted for seasonal variation. p  Preliminary. r Revised.
# Series revised beginning January 1945.
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Index of Physical Volume of Industrial Production, 
Adjusted for Seasonal Variation (1935-39  

average =  100 per cent)

MILLIONS OF DOLLARS

Value of Construction Activity. Figures Beginning 
in 1944 Are Joint Estimates of the Departments 

of Commerce and Labor; Earlier Figures Esti
mated by Department of Commerce. Data 

Exclude Repair and Maintenance Work. 
Monthly Averages from Quarterly 

Totals Prior to July 1944; Monthly 
Data, Thereafter

Indexes of Wholesale Prices Compiled by Bureau 
of Labor Statistics (1926 average =  100' per cent; 

latest figures are for week ended September 14)

Member Bank Reserves and Related Items (Latest 
figures are for September 18)

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

PRODUCTION and employment at factories continued to expand in August. The value of retail 
trade reached new record levels, reflecting partly further advances in prices for goods. In the 

early part of September prices of agricultural commodities were reduced considerably by Federal 
action.

In d u s t r ia l  Pr o d u c t io n
Industrial production rose further in August to a new peacetime peak and, according to the 

Board’s seasonally adjusted index, the level of output was 176 per cent of the 1935-39 average as 
compared with 172 in July.

Production of durable manufactures continued to gain, reflecting further advances in output 
of metals and metal products. Activity at steel mills averaged 88 per cent of capacity in August 
as compared with 85 per cent in July and operations in September have been maintained at about 
the August rate. Output of copper continued to advance in August and exceeded the pre-strike 
rate in January. Activity in the machinery and automobile industries increased in August. Ouput 
of passenger cars rose 10 per cent and trucks, 13 per cent; production of trucks totaled 105,500 
units, which was the highest monthly rate on record.

Production of nondurable goods as a group advanced in August to the same level as in June, 
162 per cent of the 1935-39 average, after a large decline in July due chiefly to vacations in the 
textile, leather, paper, and tobacco products industries. Output of paper board rose in August to 
a level slightly above the previous peak and continued at about this rate during the first three 
weeks of September. Federally inspected meat production in August, after allowance for seasonal 
changes, was 16 per cent below the high July rate, and a sharp further curtailment occurred in 
September. Output of flour and bakery products showed further large gains in August, reflecting 
improved wheat supplies. Production of most other nondurable goods increased slightly from 
July to August.

Minerals production declined two per cent in August, reflecting slight decreases in output of 
coal and crude petroleum. Output of metals showed little change.

Co n s t r u c t io n
Value of construction contracts awarded, as reported by the F. W. Dodge Corporation, 

declined somewhat further in August, reflecting a drop of one fourth in nonresidential building 
awards. Residential building awards increased slightly in August following large decreases in 
June and July. Value of new construction activity continued to rise in August but preliminary 
figures indicate that activity showed little change in September.

Em p l o y m e n t
Nonagricultural employment increased by about 550,000 from July to August to a level more 

than IV2 million above August 1945. Over 300,000 workers were added in manufacturing, and 
employment in most other industries continued to increase. The number of persons unemployed 
declined by 230,000 in August.

D is t r ib u t io n
Department store sales in August reached a new high of 289 per cent of the 1935-39 average 

as compared with 273 in July and an average level of 254 in the first half of the year, according 
to the Board’s seasonally adjusted index. Sales during the first three weeks of September con
tinued at a high level. Value of department store inventories, after allowing for seasonal changes, 
increased from 222 per cent of the 1935-39 average at the end of July to 225 at the end of 
August.

Freight carloadings continued to rise in August and, after allowing for seasonal changes, 
were at the highest level since the early part of 1945. Increased shipments of coal, coke, forest 
products, and miscellaneous freight more than offset declines in other classes.

Co m m o d it y  Prices
Prices of livestock and meats were reduced sharply at the beginning of September by the 

reestablishment of Federal price ceilings over these commodities. Reflecting mainly that action, 
the general index of wholesale prices declined 4 per cent from the middle of August to the latter 
part of September, following an advance of 13 per cent in the preceding 6 weeks after the lapse of 
Federal price control. Prices of dairy products and some other agricultural and industrial com
modities have advanced further in recent weeks.

A g r ic u l t u r e
Crop production this year is expected to be slightly larger than the previous record reached 

in 1942 despite the small cotton crop and reduced output of oil-bearing crops. This is the second 
season of a small cotton crop and stocks have been reduced considerably from the high levels 
existing from 1938 to 1945 but the carryover on August 1 was still substantially larger than the 
average levels prevailing in earlier years. The feed supply situation is expected to be improved 
this season because of the larger feed crops as well as the reduced number of livestock on farms. 
Total output of fruits and vegetables is indicated to be substantially greater than last season and 
larger than in any previous year.

Ba n k  C r e d it
Treasury withdrawals from its deposits at banks to retire public debt, together with an 

increase in currency in circulation, in August and early September resulted in moderate pressure 
on member bank reserves, and banks sold short term Government securities to the Reserve Banks. 
In the first half of September deposits of businesses and individuals increased considerably, and 
required reserves rose by about 200 million dollars. There was some decline in the following 
week, largely the result of income tax payments.

Commercial and industrial loans at member banks in 101 leading cities showed a further 
sharp increase during August and the first three weeks of September, and have risen by about 
1.5 billion dollars since June. Real estate and consumer loans also continued to increase. Loans 
for purchasing and carrying securities declined by over 500 million. Holdings of Treasury cer
tificates declined by about 2 billion, reflecting primarily Treasury debt retirement operations, while 
holdings of Government bonds increased slightly further.

Se c u r it y  Prices
Prices of common stocks declined sharply during the first three weeks of September. Bond 

yields rose somewhat in August and September, while short term interest rates showed little 
change.
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MONEY MARKET IN OCTOBER

Reserve positions of the member banks were easier in 
October as the Treasury returned more funds to the money 
market than it withdrew from it, sizable net payments were 
made out of foreign and other deposit accounts with the 
Reserve Banks, and the monetary gold stock increased. The 
net effect of these transactions was to provide member banks 
with additional reserve funds despite offsetting factors, includ
ing a further expansion of money in circulation and a rise in 
reserve requirements. As a result of the net gain of funds 
from these sources and of extensive Government security 
operations by the banks, a substantial reduction in Federal 
Reserve Bank credit other than “float” took place in the four 
weeks ended October 23. The impact of the gains and losses 
of funds was very uneven, however, so that some banks experi
enced net losses of funds and consequently increased their 
borrowing or sold short term Treasury securities directly and 
indirectly to the Reserve Banks, while others had net gains of 
reserves and reduced their indebtedness or purchased Govern
ment obligations from the Reserve Banks directly and through 
the open market.

A considerable part of the retirement of Federal Reserve 
credit was effected in the last week of the period under review 
when the banks drew upon their reserves to make substantial 
purchases of bills from the Federal Reserve Banks. Excess 
reserves of all member banks fell to 540 million dollars on 
October 23, but this low figure was of no special significance 
since it was largely the result of a temporary reserve deficiency 
of the New York City banks following a surplus of reserves 
earlier in the week. Thus, some part of the decrease in Federal 
Reserve System holdings of Government securities was like
wise temporary and was reversed during the following week 
when the banks made good on their reserve deficiency.

Treasury cash disbursements exceeded receipts over the four- 
week period as a whole. The partial redemption of 2 billion 
of a 3.4 billion dollar issue of certificates maturing on October 1 
was effected with comparatively minor disturbance to the 
money market, since the securities were retired partly with 
funds previously accumulated by the Treasury in the Reserve 
Banks. Disbursements of these funds exceeded Federal

Reserve System holdings of redeemed certificates, providing 
the banks with additional reserves. In addition, funds equal 
in amount to the entire War Loan withdrawal of 1.4 billion 
dollars which was made in connection with the retirement of 
the certificates were returned to the banks and their depositors. 
In the following two weeks Treasury receipts exceeded expen
ditures, but this excess of receipts was more than canceled by 
large net disbursements in the week ended October 23.

Because of the substantial holdings of redeemed certificates 
in New York City, the metropolitan banks experienced con
siderable net gains of reserves through Treasury operations in 
the week ended October 2. The gain from this source, as well 
as from net payments out of foreign and other deposit accounts 
with the Reserve Banks, however, was more than offset by a 
heavy transfer of funds to other parts of the country where the 
banks were in need of reserves to meet War Loan deposit 
withdrawals. The distribution of reserve funds among the 
New York City banks, like that of banks in other parts of the 
country, was uneven, and as a result, some New York institu
tions purchased Treasury bills from the Reserve Banks while 
others sold Treasury certificates and notes, most of which were 
absorbed by the Reserve Banks.

In the following two weeks, Treasury receipts in New York 
exceeded disbursements by about 490 million dollars, in part 
reflecting tax collections and in part substantial purchases of 
new Treasury bills by the New York banks direct from the 
Treasury. They did not obtain enough funds from other 
sources to enable them to hold all the additional bills, how
ever, and found it necessary to sell bills to the Reserve Bank 
in substantial amounts. They also sold Treasury notes and 
bonds, which apparently were absorbed chiefly by nonreport
ing banks and nonbank investors, and made net purchases of 
certificates, in part from the Reserve System, but chiefly from 
out-of-town banks seeking to adjust their reserve positions.

In the week ended October 23, the New York banks again 
lost reserves through Treasury transactions, but the loss was 
more than offset by an inflow of funds from other parts of the 
country and further disbursements from foreign accounts with 
the Reserve Banks. As a result they were able this time to
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retain the bills purchased directly from the Treasury. In addi
tion, they made large repurchases of Treasury bills from the 
Federal Reserve option account and permitted their reserves 
to drop temporarily to a level 230 million dollars below their 
requirements at the end of the week. This deficiency was com
pensated by heavy excess reserves held earlier in the week, and 
developed in the process of averaging reserves to the required 
levels over a week’s period. It was quickly corrected by heavy 
sales of Treasury bills to the Reserve Bank at the beginning 
of the next reserve period.

Business Lo a n s  a n d  In v e n t o r ie s

Commercial, industrial, and agricultural loans of the weekly 
reporting member banks in 101 cities expanded for the 
nineteenth consecutive week in the week ended October 16. 
The total of 9V2 billion dollars on that date showed an increase 
of 600 million dollars for the preceding four weeks, 2.3 billion 
since the beginning of the year, and 3.3 billion dollars over 
the total a year ago. Recent gains in bank loans to business 
have been at an accelerated rate, apparently reflecting the sharp 
upswing in prices since the middle of the year, a substantial 
accumulation of business inventories, and the replenishment of 
working capital by some concerns.

Although the carrying of stocks of materials and partly 
manufactured and finished goods is not the only purpose of 
business borrowing, commercial loans of the banks have tended 
to vary in a general way with the changes in business inven
tories, as illustrated in the accompanying chart. Inventories 
of manufacturing, wholesale, and retail establishments in
creased about two thirds between the low point of 1939 and 
the wartime peak in 1942, as business activity expanded 
rapidly, the general level of prices rose, and business enter
prises built up large stocks of civilian products in anticipation 
of a long period of "drought” in the output of such goods. 
Commercial, industrial, and agricultural loans of the weekly 
reporting banks increased about 80 per cent in this period.

Inventories declined gradually by about 10 per cent from 
the 1942 peak to the end of war in August 1945, despite a 
sharp increase in the volume of industrial activity. Liquida
tion of stocks of peacetime goods more than offset the building 
up of "war” inventories by private enterprise, since a large 
part of the accumulation of stocks of essential raw materials 
and military items was effected by the Government through 
stockpiling and other programs. In order to maintain a well 
balanced output of war materiel and essential civilian goods, it 
was essential to prevent unnecessary accumulation of inven
tories. Cutbacks in military production programs early in
1945 tended to bring about some reduction in war inventories 
toward the close of the conflict. Since prices were fairly well 
stabilized in this period, changes in the dollar value of inven
tories presumably were more or less indicative of changes in 
physical volume.

Banks loans to business also declined gradually and by the

Business Loans and Inventories*
BI LLIONS B IL L I O N S
OF DOL LARS OF D OL L A RS

* Commercial, industrial, and agricultural loans of the weekly reporting 
member banks in 101 cities; monthly averages o f weekly data, latest figure is 
average for first three weeks o f October 1946. Inventories include manufac
turing, wholesale, and retail; end-of-month data, August 1946 preliminary.

Source: Board of Governors of the Federal Reserve System and Depart
ment of Commerce.

end of the war were 20 per cent below the peak in 1942. Not 
only did the liquidation of nonwar loans exceed the extension 
of Government guaranteed and other war production loans, 
but a substantial portion of the working capital needs of war 
producers was met by the Government through advance and 
progress payments on war contracts. The low point for busi
ness loans was reached in the middle of 1943, however, the 
subsequent advance reflecting first a further growth in loans 
to war contractors, and then the growing tendency of larger 
enterprises to borrow through the mechanism of the term loan 
in anticipation of postwar needs.

The postwar period has been one of turning back war 
inventories to the Government as part of the war contract 
settlement process and of filling the peacetime "pipelines.” 
Building up adequate inventories has been retarded by heavy 
public demands for goods. A record-breaking Christmas 
shopping season last year caused a sharp drop in inventories 
during December, particularly at retail levels, but substantial 
progress has been made since the end of 1945. In the first 
full year of peace, total business inventories rose 17 per cent 
to a new peak of 31.2 billion dollars (preliminary) on August 
31, 1946. Part of the growth in inventories reflects the increase 
in prices which has gathered momentum in recent months. To 
some extent, the volume of manufacturers’ inventories is 
higher than it might otherwise be as a result of considerable 
accumulation of semifinished products owing to scarcities of a 
few components. Retail inventories have increased at a rate 
roughly parallel to the growth in sales, but are in an unbalanced 
condition, some types of goods being in ample supply while 
a number of others are still short.

The growth in loans to business by the weekly reporting 
member banks has been proportionately much greater than
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the growth in business inventories since the summer of 1945. 
This is attributable to business borrowing for other purposes, 
including loans to retire outstanding securities (especially in 
the fall of 1945) and loans to finance plant expansion and 
improvements pending the sale of new securities.

THE STOCK MARKET AND THE SMALL INVESTOR

One of the interesting aspects of the trading in stocks on 
the New York Stock Exchange during the war and postwar 
periods has been the substantial accumulation of equity securi
ties by small investors. As illustrated in the accompanying 
chart, based on data of the Securities and Exchange Commis
sion, odd-lot transactions of the public (generally transactions 
of less than a round lot of 100 shares) resulted in net pur
chases of about 20 million shares of stock between the begin
ning of 1943 and October 19, 1946. It is noteworthy that 
these small security holders stepped up their purchases of 
stocks during the sharp decline of prices in September of this 
year, while larger traders accelerated their selling.

The data on odd-lot transactions reveal an increasing public 
participation in security trading and a growing rate of accu
mulation of equity securities by small investors, especially 
toward the end of the war and in the postwar period. Net 
purchases of stocks for the account of odd-lot customers 
amounted to 2 million shares each in 1943 and 1944, 6 million 
in 1945, and close to 10 million in the first 10 months of
1946. A sizable portion of this accumulation took place at 
low levels in the early phases of the bull market, but most 
of the increase in small investors’ holdings has been at the 
higher price levels prevailing in 1945 and 1946, although a 
considerable part occurred when prices were falling.

The net purchase of 20 million shares through odd-lot trans
actions is but a small fraction of the 1% billion shares listed 
on the Exchange on September 30, 1946, and amounts to only
7 per cent of the 279 million share increase between the end 
of 1942 and September 30, 1946 in the total number of stocks 
listed, but it should be borne in mind that only a small portion 
of all listed shares are traded in each year. Consequently it 
appears that such purchases have had a consistent influence 
toward higher prices, or toward limiting recessions, for nearly 
four years.

Demand for equity securities by small investors was met in 
the main through net sales by members of the Exchange on 
orders placed off the trading floor and to some extent through 
net sales by the larger investors and traders. Although the 
selling orders of members persistently exceeded their pur
chases, the excess of sales was not large until the summer of 
1945. Data on round-lot transactions of the public through 
the Stock Exchange, however, indicate frequent changes in the 
position of the larger investors. This group made small net 
purchases in 1942, sold small amounts between early 1943 
and February 1944, again effected moderate net purchases 
through the middle of 1945, and sold stocks in larger amounts 
from July 1945 through October 19, 1946, especially in Feb-

Cumulated Odd-Lot Net Purchases or Sales of Stocks on the 
New York Stock Exchange*

1942 1943 1944 1945 1946

* Cumulated weekly from the end of 1941.
Source: Securities and Exchange Commission.

ruary, March, and September 1946. The result over the entire 
period was some net excess of selling.

Transactions of nationals of foreign countries apparently 
have been a factor of some importance. Foreign owners of 
domestic stocks (including stocks not listed on the New York 
Stock Exchange) made net purchases of 21 million dollars of 
equity securities in 1942, and then sold 43 and 35 million 
dollars in 1943 and 1944, respectively, stepping up their sales 
to 100 million dollars in 1945. No further increase in the rate 
of foreign selling occurred in the first eight months of 1946, 
however.

The middle of 1945 seems to be the point when all groups 
of larger traders began or increased their selling through the 
Exchange at the same time— American and foreign investors, 
as well as members of the Exchange, mostly in off-the-floor 
trading. In addition, specialists (members specializing in one 
or a few stocks) also began to make relatively small net sales 
at an increasing rate. Selling by the larger traders was accel
erated in the early months of 1946, and especially in Septem
ber. Thus, it would appear that the major immediate factor in 
the recent stock price decline was the selling of professional 
and other large traders and that whatever there was in the way 
of "emotional” or "panicky” liquidation of stocks did not come 
from the "general public,” as represented by odd-lot traders.

The source of the securities so persistently sold by members 
of the Exchange in off-the-floor transactions is not so clear, 
since these (net) sales appear to have considerably exceeded 
the normal portfolios of Stock Exchange firms and their part
ners. A substantial part of the securities sold by members 
through the Exchange, therefore, must have been obtained 
from other sources. Presumably they may have included por
tions of large blocks of listed securities acquired over the 
counter by member firms, acting as participants in underwrit
ing or selling syndicates, either from large stockholders
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(secondary offerings), or from corporations raising additional 
capital (new issues).

Substantial shifts in the ownership of American corporations 
seem to have occurred in the war and early postwar periods 
from foreign to American stockholders and from large to small 
investors. Since turnover on the New York Stock Exchange 
represents the bulk of the trading on all organized exchanges 
as well as over the counter, the accumulation of such a large 
volume of securities by the odd-lot customers of New York 
Stock Exchange brokers indicates that for the country as a 
whole a substantial growth in the total number of small stock
holders and of small stock holdings has occurred during and 
after the war. This does not necessarily mean that the share 
of small holders in the total of securities outstanding has in
creased, however, since it is possible that security holders with 
greater financial resources acquired a larger volume of new 
stock issues offered over the counter by underwriters and 
distributors.

TREASURY FINANCE IN THE FISCAL YEAR 1947

For the first time since the latter part of 1937, the Federal 
Government is now spending on an annual rate basis less cash 
than it takes in. In the first quarter (July-September) of the 
current fiscal year, cash income to the Treasury exceeded cash 
outgo by 1.6 billion dollars. While an excess of cash income 
had occurred also in the January-March quarter of the previous 
fiscal year, this was only because of the usual concentration 
of income taxes in that quarter. The cash surplus in the July- 
September quarter was not due either to temporarily high 
receipts or to temporarily low expenditures, although it may 
have been accentuated by temporary factors affecting expendi
tures. Even on an accounting (accrual) basis the budget was 
balanced in the first quarter, but the outlook for maintaining 
this balance for the fiscal year as a whole is less certain because 
of larger noncash expenditures during the remainder of the 
year. These accrued expenditures, such as the issuance of
2.1 billion dollars of veterans’ terminal leave bonds and of 
nearly 1.0 billion dollars in non-interest-bearing demand notes 
to the International Monetary Fund will not involve any cash 
outlays until the securities so issued are redeemed. Inflationary 
or deflationary effects of Government finance upon the economy 
are determined largely by transactions on the cash rather than 
on the accounting basis. However, some individuals may spend 
more of their current incomes if they have claims against the 
Government for payment in cash at some future date.

The marked change from a cash deficit to a surplus has come 
about primarily as a result of the reduction in defense expendi
tures towards a peacetime level. A  year ago, in the July- 
September 1945 quarter, cash outgo exceeded cash income by
10.2 billion dollars. War expenditures, at 19.1 billion dollars 
for the quarter, had already declined somewhat from their 
peak of 23.1 billion dollars in the preceding quarter as a result

of cutbacks in war production following V-E Day. Sharp 
curtailment of war production and discharge of personnel from 
the Armed Forces following V-J Day accelerated the decline 
to a level of only 3.8 billion dollars in the July-September 1946 
quarter. The latter total would probably have been nearer
4.5 billion dollars if certain transfers1 had not taken place 
between regular accounts and trust accounts of the War 
Department (which increased trust account expenditures and 
reduced war expenditures) and if special efforts had not been 
made to include all expenditures prior to June 30 in the totals 
for the preceding fiscal year. Through the use of wired reports, 
the June total was increased by expenditures which would not 
normally have cleared through the Treasury until the first week 
in July.

This sharp reduction in war expenditures has been offset 
slightly by a rise in other accounts, primarily for aid to vet
erans, international finance, public works, and general govern
ment. Expenditures for veterans have risen from a quarterly 
total of 0.3 billion dollars in July-September 1945 to 1.5 billion 
dollars a year later. Unemployment and education benefits to 
World War II veterans, together with the granting of monthly 
pensions to substantial numbers of disabled veterans, have 
caused this large increase. A new item, cash outlays for inter
national finance, other than by Government corporations, 
amounted in July-September 1946 to 0.4 billion dollars (all of 
which represented drafts on the credit to Great Britain). In 
addition the Export-Import Bank made net outlays of 0.2 
billion dollars, as against virtually nothing a year earlier.

Cash interest on the debt, on the other hand, has changed 
little except for the usual fluctuation resulting from the fact 
that greater interest payments are due in June and December 
than in March and September. Refunds of taxes also fluctu
ated during the fiscal year, as most refunds were made in the 
months following the March income tax date. Refunds in 
July-September 1946 were somewhat lower than a year ago, 
probably because of the quicker processing this year, which 
concentrated refunds more in the April-June 1946 quarter.

Other expenditures were somewhat higher than a year ago, 
largely because of the increase in public works and regular 
departmental expenditures. Because of a change in the proce
dure for recording expenditures in the Daily Statement of the 
United States Treasury, however, the effect of changes in the 
individual expenditure classifications discussed above on the 
Treasury cash balance starting in the July-September 1946 
quarter is slightly overstated. Expenditures, except those of 
the War, Navy, and Post Office departments and certain Gov
ernment corporations, are now recorded at the time the checks 
are issued rather than when paid and cleared through the 
Treasurers accounts. Since the Treasury’s cash balance is not 
reduced until the checks are paid and cleared, an offsetting

1 These transfers represent reclassification of expenditures which 
were formerly charged to war expenditures but which were later 
determined to be expenditures for military trust accounts.
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adjustment is made on the Daily Statement for outstanding 
checks. In the July-September 1946 quarter, checks cleared 
through the Treasurer’s accounts were 0.3 billion dollars below 
the amount indicated by the individual classifications of ex
penditures in the Daily Statement.

The reduction in total cash expenditures from,a quarterly 
rate of 22.5 billion dollars in July-September 1945 to 8.8 
billion a year later was accompanied by only a moderate 
decline in cash income. Income and profits taxes amounted 
in July-September 1946 to 6.6 billion dollars— a level 1.0 
billion dollars lower than in the similar quarter of 1945, 
largely because of the reduction in corporation income and

U. S. Treasury Cash Income and Outgo, Fiscal Years 1946-47 
(In billions of dollars)

Fiscal year 1946 Fiscal year 1947

July-
Sept.
1945

Oct-
Dec.
1945

Jan.-
Mar.
1946

Apr,-
June
1946

July-
Sept.
1946

Budget
estimate,

total
year

Cash income
Budgetary

Withheld taxes............................. 2.6 2.4 2.3 2.1 2.3 }l7 .7Other individual income taxes...... 1.6 0.9 4.6 1.7 1.6
Corporation income and profits

taxes.......................................... 3.4 3.2 3.5 2.5 2.6 9.8

Total income and profits taxes.. 7.6 6.5 10.4 6.4 6.6 27.4
Other receipts*............................. 3.6 2.8 3.1 3.8 3.2 13.2

Trust funds*.................................... 1.1 1.1 0.8 1.0 0.7 2.0

Total cash income.................... 12.3 10.4 14.2 11.2 10.4 42.7

Cash outgo
Budgetary 

Other than Government corpora
tions
War and defense....................... 19.1 13.6 8.7 7.2 3.8 16.9
Interest on debt........................ 0.8 1.0 0.9 1.1 0.8 3.8
Refunds of taxes....................... 0.8 0.2 0.4 1.5 0.6 1.9
Veterans.................................... 0.3 0.4 0.8 1.3 1.5 5.8#
International finance................ — * — 0.2 0.4 1.8
Other......................................... 0.6 0.6 0.6 0.9 1.0 4.4#

Wholly-owned Government corp
orations (net)
War and defense.......................
International finance................
Other........................................

Total Government corporations'^ 0.2 — 0.6 — 0.3 0.4 0.2

— 0.5
1.4 
0.6

1.5
Trust funds*.................................... 0.7 1.0 1.7 0.9 0.4 2.6
Redemption of excess profits refund

bonds®.......................................... — — 1.0 0.1 *

Total cash outgo®..................... 22.5 16.1 13.7 13.6 8.8 38.8$

Net cash income.............................. —10.2 — 5.7 0.5 — 2.4 1.6 3.9$
Net cash borrowing

Savings bonds........................... 1.0 1.4 0.4 0.2 0.4
Treasury Savings notes............. — 1.1 — 0.8 — 0.9 — 0.7 — 0.6
Other nonmarketable securities.. 0.2 — 0.2 0.1 0.1 *
Marketable securities (including

Government corporations). .. 1.5 15.2 — 1.7 — 7.3 — 5.4

Total net cash borrowing®......... 1.6 15.6 — 2.2 — 7.7 — 5.7 —14.8

Change in Treasury cash balance. . . . -  8.6 +  9.9 — 1.6 —10.1 — 4.1 —10.9

★ The net appropriation to the Old-Age trust fund is included under “ Other receipts” rather 
than under “Trust funds” as in the Budget table on Payments to and Receipts from the Public.

A Breakdown of Government corporation expenditures is not published by the Treasury on the 
same basis as in the Budget table.

A Includes clearing account for outstanding checks and redemptions of adjusted service bonds.
® Redemptions of excess profits refund bonds are included under net cash borrowing in the 

Budget table.
* Less than 50 million dollars.
# Expenditures for construction of veterans hospitals are carried under public works in the 

Budget estimates, rather than under Veterans’ Administration as in the Treasury figures.
$ Excluding about 1.1 billion dollars cash payment to the International Monetary Fund from 

the Exchange Stabilization Fund. Since the Stabilization Fund balance is not part of the 
Treasury cash balance, this expenditure will not reduce the Treasury balance.

N o te : Because of rounding, items do not necessarily add to totals.
Source: Actual figures based on the Daily Statement of the United States Treasury and the table 
on Treasury cash income and outgo published in the monthly Treasury Bulletin. Budget estimates 
for fiscal 1947 based on August budget revision.

excess profits taxes. Withheld individual income taxes were 
also slightly below a year ago because of a cut in tax rates. 
Other individual income taxes, however, were virtually un
changed in spite of rate reductions. Other budgetary income 
was lower, largely because the drop in receipts from renego
tiation of contracts was only partially offset by higher receipts 
from sales of surplus property in July-September 1946. Elimi
nation of the capital stock and auto use taxes, which were 
formerly paid in the July-September quarter, also contributed 
to the drop in "other receipts.”

It appears that in the fiscal year 1947 as a whole net cash 
income to the Treasury may surpass the 3.9 billion dollars 
estimated in the August revision of the President’s budget. 
As indicated in the accompanying table, total cash expendi
tures, at 8.8 billion dollars for the first quarter, are running 
at a rate below the estimated total of 38.8 billion dollars for 
the fiscal year. Only in the case of interest payments were 
these expenditures low in relation to the quarterly average 
for the fiscal year because of seasonal factors. Certain expendi
ture items, such as international finance and terminal leave 
cash payments may be at a higher average level during the 
remainder of the fiscal year, but will be offset at least in part 
by a reduction in such items as UNRRA payments, pay and 
subsistence of the Armed Forces, and subsidy payments. One 
important reduction in budget estimated expenditures has 
already occurred through elimination o f  meat subsidies at a 
saving of nearly 0.4 billion dollars for the fiscal year. The rate 
of expenditures in the first quarter indicates that cash outlays 
for defense and international finance may also be somewhat 
lower than originally anticipated. Cash expenditures for de
fense should reflect the continued decline in the size of the 
Armed Forces over the remainder of the fiscal year. Terminal 
leave cash payments, estimated at 0.3 billion dollars in the 
budget, will enter the war expenditure total in remaining 
quarters, but will be offset by reduction of UNRRA payments. 
International finance expenditures may be lower than the 
estimated fiscal year total unless the rate of disbursements 
under Export-Import Bank loans is stepped up considerably. 
To meet the budget estimate for the fiscal year, the average 
rate of such disbursements for the remaining three quarters 
of the fiscal year would have to be about double that of the 
first quarter. These possible savings on defense and inter
national finance expenditures may be offset in part, however, 
by an upward revision of estimates for public works expendi
tures and possibly for tax refunds, although the latter can 
not be determined accurately at this time.

Total receipts in the first quarter indicate that the budget 
estimates will be reached or exceeded unless the trend of 
income payments to individuals should be reversed. Income 
payments increased sharply to a seasonally adjusted annual rate 
of about 170 billion dollars in the July-September 1946 quar
ter. Individual income taxes received in the quarter were at 
an annual rate already slightly in excess of the fiscal year
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budget estimate. Corporate taxes, on the other hand, may fall 
somewhat short of budget estimates, since payments in the 
last half of the fiscal year will be largely on calendar year 1946 
tax liabilities, which will have been reduced by the elimination 
of the excess profits tax.

The current excess of cash income over outgo is being used 
along with reduction of the Treasury cash balance to retire 
debt. During the July-September 1946 quarter, the 1.6 billion 
dollars net cash income together with a 4.1 billion reduction 
in the Treasury balance was used to retire a net cash amount 
of 5.6 billion dollars of public debt and a small amount of 
Government corporation debt held by the public. The bulk of 
this debt retirement represented the cash redemption of 2.0 
billion dollars of Treasury notes on July 1, more than 1.2 
billion of certificates on August 1, and 2.0 billion of certificates 
on September 1. Treasury savings notes were again redeemed 
in larger amounts than current sales, resulting in a net cash 
outlay of 0.6 billion dollars for the quarter. Savings bonds, 
however, continued to provide funds as 0.6 billion dollars of 
net cash receipts from sales of Series F and G bonds more 
than offset 0.2 billion dollars of net cash redemptions of 
Series E bonds and the retirement of slightly less than 0.1 
billion dollars of the old Series A-D bonds.

Further cash retirement of debt will be possible during the 
remainder of the year from the indicated excess of cash reve
nues over expenditures and from further reduction of the 10.2 
billion dollar cash balance held by the Treasury on September 
30. A net cash retirement of 14.7 billion dollars of public debt 
and 0.1 billion of Government corporation debt was planned 
in the August budget estimates on the basis of the anticipated 
3.9 billion dollars net cash income to the Treasury and an 
assumed reduction of nearly 10.9 billion dollars in the Treasury 
cash balance. The bulk of this cash debt retirement can prob
ably be made in marketable Treasury issues, since cash receipts 
from sales of Series F and G bonds are nearly sufficient to cover 
net cash redemptions of Savings notes and Series A-E bonds. 
It is likely, therefore, that fiscal policy can continue to act as 
a deterrent to inflationary pressures through withdrawal of 
more cash from the income stream than is paid back (owing 
to the existence of a cash budgetary surplus).

PROGRESS OF THE WORLD FUND AND BANK

In the eight months since the inaugural meeting of the 
Boards of Governors of the International Monetary Fund and 
the Bank for Reconstruction and Development at Savannah, 
gradual progress has been made toward the establishment of the 
two organizations as going concerns. The major developments 
include: calling up of part of the Bank’s capital subscriptions; 
setting into action of the procedure for the establishment of 
initial exchange rates as laid down in the Fund Agreement; 
holding of the first annual meeting of the Boards of Governors 
at which, among other things, four new countries were accepted

for membership and the quotas and subscriptions of two other 
members were revised; and staffing and completion of 
organizational arrangements of the two institutions.

On June 20, the executive directors of the Bank for Recon
struction and Development advised the Bank’s member govern
ments that June 25, 1946 had been fixed as the date upon 
which the Bank would formally begin operations, and that 
the balance1 of the first 2 per cent of the members’ capital 
subscriptions (which percentage, under the Articles of Agree
ment, is payable in gold or United States dollars within 
60 days of the date on which the Bank begins operations) 
would fall due on August 24. The members were also called 
upon for a further payment of 3 per cent of their capital 
subscriptions, to be made in their local currencies on or 
before November 25, 1946. On September 25, the Bank 
made another call for a further 5 per cent of subscriptions, 
also payable in local currencies by November 25, and simul
taneously announced its intention to make two more calls, 
each for an additional 5 per cent of the subscriptions, payable 
in the members’ local currencies by February 25, 1947 and 
May 26, 1947, respectively.

In response to the call for the balance of the first 2 per 
cent of capital subscriptions, the Bank had received up to 
September 27 a sum of 145.8 million dollars, out of a total 
due of 153.4 million. The difference is attributable to the 
total or partial postponement of payments, in accordance with 
provisions in the Articles of Agreement, by a number of ex
enemy-occupied countries. In addition, the Bank had already 
received 98.2 million dollars in local currencies as a result of 
payments made by the United States on the call for 3 per cent 
of its subscriptions, and by Chile and Costa Rica on the calls 
for 3 per cent and 5 per cent of their subscriptions. The total 
amount of subscriptions thus received by September 27 aggre
gated the equivalent of $243,986,500.

Mr. Eugene Meyer, who was appointed President of the 
Bank on June 4, soon thereafter declared the institution ready 
to consider formal applications for loans. According to news
paper reports such applications have already been submitted by 
Chile, Denmark, and France, for amounts of 40 million dollars, 
50 million, and 500 million, respectively. In addition, informal 
requests have been filed by Czechoslovakia and Poland, for 
loans of 350 million dollars and 600 million dollars.

On September 12, Mr. Camille Gutt, who had been elected 
Managing Director of the International Monetary Fund on 
May 6, issued a call to the member governments of the Fund 
to communicate within 30 days the par values of their cur
rencies, based on the rates of exchange prevailing on October 
28, 1945. Under the Articles of Agreement, both the indi
vidual member governments and the Fund are allowed 90 days 
from the date of call in which to register possible objections

1 Payment of 1/100 of 1 per cent of the subscription of each mem
ber had already been made at the time of the member’s acceptance of 
the Articles of Agreement.
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to the communicated par values. (In the case of ex-enemy- 
occupied countries this period of time may be extended.) If 
objections are registered, the Fund and the member shall agree 
upon a suitable par value within a period to be determined 
by the Fund. On September 18 the United States Government 
notified the Fund that the par value of the American dollar 
was 35 dollars per fine ounce of gold, and that no "special 
arrangements for the discussion of the par value of the dollar 
with the Fund” were believed necessary. Moreover, the British 
authorities have advised the Fund of their intention to main
tain the existing sterling-dollar rate. The Fund can begin 
exchange transactions only after the initial par values of the 
currencies of members having 65 per cent of the aggregate 
quotas set at Bretton Woods have been definitively set. On 
September 12, Mr. Gutt indicated that the Monetary Fund 
would begin operations "probably early in 1947.”

On September 27 the first annual meeting of the Boards 
of Governors of the Fund and Bank opened in Washington. 
In the course of the meeting, Italy, Turkey, Syria, and Lebanon 
were admitted to membership in both organizations, and their 
quotas in the Fund and subscriptions in the Bank were fixed 
at 180 million dollars, 43 million, 6.5 million, and 4.5 million, 
respectively. The Fund quota and Bank subscription of France 
were each increased from 450 million dollars to 525 million. 
It was agreed that the Fund quota of Paraguay would be 
increased from 2 million to 3.5 million on the condition that 
it apply for a proportionate increase in its subscription in the 
Bank, but since no information is as yet available concerning 
such application, the increase in Paraguay’s Fund quota cannot 
yet be regarded as definitive. As a result of the admission of 
new members and the upward revision in the case of France, 
the aggregate quotas of the Fund have been increased from
7,397.5 million to 7,706.5 million dollars, while the aggregate 
subscriptions of the Bank have been increased from 7,670 
million to 7,979 million dollars.

At this meeting the executive directors of the Fund and 
Bank submitted to their respective Boards of Governors their 
interpretations of several provisions in the Articles of Agree
ments which had been requested by the United Kingdom and 
the United States. The British Governor of the Fund had re
quested an interpretation as to whether "steps necessary to 
protect a member from unemployment of a chronic or per
sistent character, arising from pressure on its balance of pay
ments, shall be measures necessary to correct a fundamental 
disequilibrium.” The executive directors of the Fund answered 
this question in the affirmative, but with the qualification that 
in each instance in which a member proposes a change in the 
par value of its currency to correct a fundamental disequili
brium the Fund will decide whether the proposed change is 
necessary to correct the fundamental disequilibrium.

In response to requests from the Fund and Bank governors 
of the United States for interpretations defining the character 
of the financial aid that the Fund and Bank could legitimately

extend2, the following interpretations were made: (1 ) the 
executive directors of the Fund held that "authority to use the 
resources of the Fund is limited to use in accordance with its 
purposes to give temporary assistance in financing balance of 
payments deficits on current account for monetary stabilization 
operations;” and (2 ) the executive directors of the Bank ruled 
that the Bank has authority to make or guarantee loans for 
programs of economic reconstruction and the reconstruction 
of monetary systems, including long term stabilization loans.

A resolution by Mexico requesting a study of the monetary 
use of silver was approved by the Governors of the Monetary 
Fund at the annual meeting and a special committee was ap
pointed to collect data preliminary to the calling of a possible 
conference of silver countries.

Mr. Hugh Dalton, Britain’s Chancellor of the Exchequer, was 
elected to the post of Chairman of both Boards of Governors. 
Governors for the United States, France, China, and India were 
designated to hold vice chairmanships. It was decided that 
the next meeting of the Boards of Governors, scheduled for 
September 1947, is to take place in London.

2 Under the American enabling legislation (the Bretton Woods 
Agreements Act of July 31, 1945), the American representatives on 
the Fund and Bank had been specifically directed to request such 
interpretations.

CHANGES IN EARNINGS OF NONAGRICULTURAL 
WORKERS SINCE 1938
In the numerous discussions of wage rates, earnings, and 

purchasing power in recent years, attention has been focused 
primarily on earnings of specific groups, such as manufactur
ing production workers, but no suitable means of measuring 
over-all movements of both weekly and hourly earnings have 
been regularly available. In an attempt to help fill this gap, 
the Federal Reserve Bank of New York has compiled a new 
set of index numbers of earnings of nonagricultural workers 
in the United States. These indexes, which will supplant the 
composite index of wages published by this bank since 1938, 
mark the latest in a series of efforts extending over the past 
twenty years to develop a comprehensive measure of fluctu
ations in wages.

The original data for the new set of indexes were obtained 
from various Government and private sources, but mainly 
from the United States Bureau of Labor Statistics. These data 
have been adjusted for seasonal variation wherever necessary, 
and are shown as index numbers with the average for 1939 
used as a base.

For sixteen industries or groups of industries included in the 
indexes for "wage earners,” both weekly and hourly earnings 
data were available. Component indexes were also computed 
for "manufacturing,” "mining,” "public utilities,” "construc
tion,” and "trade and service.” In clerical and professional 
occupations, however, it was not feasible to construct an index
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Indexes of Hourly and Weekly Earnings in Nonagricultural Industries 
(Adjusted for seasonal variation, 1939 average=100 per cent)

Average hourly earnings
Wage earners................

Manufacturing.........
M ining.......................
Public utilities..........
Construction.............
Trade and service.. .

Average weekly earnings
Wage earners....................

Manufacturing..............
M ining............................
Public utilities..............
Construction.................
Trade and service........

Clerical and professional.

Average weekly earnings, all groups.........

Composite index of wages and salaries*..

Weight

69.1
2 7 .2  
2.8

1 0 .7
3 .8

24.6

69.1
2 7 .2  
2.8

1 0 .7
3 .8

24.6
30.9

100.0
100.0

Annual averages

1938

99
99

97
100

96
93
93
98
96
99 
99

97

1939

100
100
100
100
100
100

100
100
100
100
100
100
100
100
100

1940 1941 1942 1943

103
104 
101 
101 
103 
102

103 
106 
102 
102
104 
101 
101
103

102

110
115
110
103
108
107

114
124
116
106
116
105
105

111

109

124
135
119
113
124
117

133
154
135
119 
139 
114 
112
126

120

136
152
129
118
134
128

151
181
159
130
159
124
125

143

133

1944

146
161
135
127
141
139

163
193
184
142
172
134
133

153

142

1945

150
162
141
131
148
147

164
186
187
147
178
142
138

156

146

Monthly indexes, 1946

Jan.

153
159
145
133
148
156

161
173
187
144
179
149
140

154

149

Feb.

154
158
147
136
150
158

161
170
191
146
183
151
140

155

150

Mar. Apr. M ay June

156
164
149 
134
150 
159

164
176
199
144
180
153
141

157

151

159
167
148
142
153
161

166
181
155
153 
182 
155 
143

159

154

162
169
153
147
153
162

165
178
162
154 
174
155 
144

159

156

165
171
164
152
156
164

171
181
214
160
180
157 
143

162

158

July

166
173
163
153
160
166

173
186
195
165
184
158 
145

164

159

Aug. p

167
176
164
153
160
166

175
189
207
165 
185 
160 
145

166 

160

* Weighted average of index of hourly earnings of wage earners and index of weekly earnings of clerical and professional workers. 
p  Preliminary.

of hourly earnings, since employees in such occupations are 
customarily paid by the week or by the month, rather than by 
the hour; consequently, only a weekly earnings index was com
puted for this group. However, because of the relatively stable 
working hours of clerical workers, the general pattern of 
hourly earnings in this field in normal times would probably 
follow very closely that of weekly earnings. Therefore, in order 
to present the best measurement it is now possible to construct 
of the average return to labor (or cost to the employer) of a 
time-unit of labor, the index of weekly earnings for clerical 
workers was combined with the index of hourly earnings for 
wage earners into a "composite index of wages and salaries.”

As several series of data used in the construction of the 
indexes are available in their present form only since January
1938, it was not feasible to carry the monthly indexes back 
beyond that date. The weights for the new indexes are derived 
from the peacetime (1939) distribution of wage and salary 
payments and therefore do not reflect changes in average 
earnings which resulted from wartime shifts in the distribu
tion of the labor force among the various major industry 
groups. Annual averages of the composite indexes and their 
subgroups are shown in the accompanying table, together with 
monthly data for the first eight months of 1946.1 Current 
indexes will be published each month in this Review.

As shown in the accompanying chart, average weekly earn
ings as a whole rose faster during the war than hourly earnings, 
reflecting an increase in the number of working hours. The 
return to a normal peacetime work week after the end of the 
war caused weekly earnings to drop off sharply and it was not 
until June 1946 that the index of all groups combined passed 
its wartime peak, while the composite index of wages and 
salaries (reflecting principally movements of hourly earn
ings) receded only slightly after V-J Day and by December

1 Tabulations of the monthly indexes, 1938 to date, and information 
on component series, sources, and weights are available on request 
from the Research Department, Federal Reserve Bank of New York.

1945 was at a new record level. From the end of 1939 to the 
end of the war, hourly earnings of wage earners rose steadily 
to a point 50 per cent above the 1939 level, while their weekly 
earnings advanced nearly 70 per cent in the same period. 
Since the end of the war, wage earners’ hourly earnings have 
risen 12 per cent further while weekly earnings in August
1946 were 9 per cent higher than a year earlier, though only
4 per cent above the wartime peak. Average weekly salaries 
of clerical and professional workers rose a little over one third 
during the war, and in August 1946 were about 4 per cent 
above the level prevailing at the end of the war.

During the period of expanding war production, 1940 
through 1943, average weekly earnings in the manufacturing 
group increased at a rate 2 V2 times as great as in the other 
groups combined, and by the early part of 1945 earnings in 
the manufacturing group were nearly double the 1939 level. 
After V-J Day, loss of overtime work at premium rates and 
shifts from jobs at high wages in war plants to work at more 
moderate rates in civilian industry caused the index for this 
group to drop 13 per cent in three months. These factors 
have continued to offset to some extent the increase in wage 
rates, so that in August 1946 the average weekly earnings in 
manufacturing were still 5 per cent below the wartime peak, 
although the other groups in the index, except construction, 
had all reached new record levels. The weekly earnings series 
for mining during this period exhibits sharp drops caused by 
coal strikes and peaks occasioned by overtime work in antici
pation of strikes and in making up lost production after strikes. 
Weekly earnings in most industries in the public utilities 
group were already comparatively high in 1939; their average 
increase during the war was 50 per cent, and following a 
slight recession in the reconversion period, the index is once 
more moving upward. In trade and service industries, wartime 
gains were moderate since overtime payments were not an 
important factor, but after V-J Day weekly earnings rose 
steadily to an August 1946 level 13 per cent higher than a
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Indexes of Hourly and W eekly Earnings in Nonagricultural Industries, 1938-46*
(1939 average =  100 per cent)

PER CENT PER CENT

year earlier, the largest gain for this period of any group except 
mining.

Hourly earnings in manufacturing rose during the war to 
a point 65 per cent above the 1939 level, but had declined 
6 per cent by October 1945, as after V-J Day they were less 
and less affected by premium rates for overtime and high wage 
rates in war industries. Following the series of wage increases 
which took place early in 1946, hourly earnings in this group 
rose to a new record level in August 1946, 6 per cent above 
the wartime peak. Hourly earnings of workers in the public 
utilities, mining, construction, and trade and service groups did 
not rise as rapidly during the war as did those of factory 
workers. However, hourly earnings of these groups were not 
adversely affected by the end of the war, and by August 1946 
hourly earnings had advanced above the level of a year earlier 
by 7 per cent in construction, 14 per cent in trade and service, 
16 per cent in public utilities, and 15 per cent in mining.

Since these indexes measure changes in average earnings, 
they include the effects of overtime payments at premium 
rates, shift differentials, and changes in the composition of the 
working force. For this reason the index of hourly earnings 
cannot be considered as strictly a measure of wage rate changes. 
Wage rate data reflect changes in the unit price of labor during 
the normal work week for specific skills and job classifications, 
whereas hourly earnings measure the over-all average cost of 
labor to the employer. Similarly, the index of average weekly 
earnings cannot be taken as a measure of weekly payrolls and 
income payments, since it does not reflect changes in the 
number employed.

DEPARTM ENT STORE TRADE

During October, department store sales in New York City 
and Newark continued to be hampered by the strike of delivery 
workers. Delivery of merchandise purchased has been prac
tically discontinued since the outbreak of the strike, and many

customers, not wishing to buy goods that could not be 
delivered, have remained away from the stores. As delivery 
entrances have been picketed, deliveries to the stores have been 
sharply curtailed, with the result that shortages have arisen in 
many lines of goods. These shortages have been augmented 
by an embargo beginning September 1, and still in effect on 
October 31, placed by the Association of American Railroads 
on all freight except fuel, food, and medicine coming into 
New York City. Despite these circumstances (which resulted 
in a 4 per cent decline from October 1945 in sales in New York 
City and Newark), October sales in the Second District are 
estimated to have been 1 per cent greater than during October 
1945.

Department store sales in the United States showed a
19 per cent increase for the first four weeks of October over 
the same period last year, in spite of the relatively low sales in 
the New York area, and in Pittsburgh, where sales were cur
tailed as a result of the electric power strike in the latter part of 
September and first part of October. Excluding the Second 
and Fourth Federal Reserve Districts, the comparable increase 
for the remaining ten districts was 24 per cent. September 
sales in the Second District increased 25 per cent over Septem
ber 1945, while for the same period, sales in all twelve districts 
were 31 per cent higher than a year ago.

The dollar volume of outstanding orders placed by the stores 
declined seasonally from the all-time high established in 
August, but at the end of September was more than 60 per 
cent greater than last year. The aggregate dollar volume of 
receipts of merchandise at department stores throughout the 
Second District was about 20 per cent higher during September 
1946 than September 1945. In New York City, however, 
merchandise receipts during September were about 10 per cent 
below last year, while reporting stores outside New York City 
had an average increase in receipts of 45 per cent. Price 
changes have undoubtedly contributed to the increase in dollar 
volume of receipts of merchandise in Newark and up-State
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Department and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from the Preceding Year

Locality

Department stores, Second D istrict...

New York C ity ....................................
Northern New Jersey.........................

Newark..............................................
Westchester and Fairfield Counties.

Bridgeport.........................................
Lower Hudson River Valley.............

Poughkeepsie....................................
Upper Hudson River Valley.............

A lbany...............................................
Schenectady......................................

Central New York State...................
Mohawk River Valley...................

Utica...............................................
Syracuse.............................................

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

Binghamton......................................
Elmira................................................

Western New York State..................
Buffalo................................................
Niagara Falls....................................
Rochester...........................................

Apparel stores (chiefly New York City)

Net sales

Sept. 1946

+ 25

+20 
+30 
+27 
+39 
+36 
+39 
+33 
+36 
+37 
+36 
+44 
+32 
+36 
+49 
+24 
+29 
+31 
+21 
+31 
+29 
+  9 
+ 35

+25

Jan. through 
Sept. 1946

+35

+36
+39
+37
+38
+34
+39
+37
+37
+49
+24
+36
+29
+25
+39
+36
+31
+ 35
+23
+30
+31
+13
+31

+31

+24

+18
+35
+35
+41
+40
+38
+42
+33
+35
+30
+35
+30
+30
+38

+29
+38
+22
+35
+31
+31
+45

+35

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 averages 100 per cent)

Item

Sales (average daily), unadjusted.............
Sales (average daily), seasonally adjusted

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

1945

Sept.

171
161

174
161

1946

July

158
236

196
213

August

189
259

218
214

Sept.

214
202

216
200

Estimated Receipts of Selected Types of Merchandise at 
New York City Department Stores*

(Percentage change from the corresponding periods in 1945)

Stocks on 
hand 

Sept. 30, 1946
Type of merchandise

Total, all merchandise...........................

Men’s clothing.........................................
Men’s furnishings....................................
Domestic floor coverings.......................
Housewares...............................................
Linens, towels..........................................
Furniture...................................................
Draperies, upholstery............................
Yard goods...............................................
Hosiery......................................................
Dresses......................................................
Women’s coats, suits..............................
Women’s and children’s shoes.............
Juniors’ and girls’ wear.........................
Lingerie.....................................................
Boys’ wear................................................
Blouses, sportswear................................
Jewelry......................................................
Infants’ wear............................................
Toilet articles, drugs..............................
Wines, liquors..........................................

February- 
August 1946

September
1946

+ 44 — 10

+85 +22
+82 — 13
+79 — 36
+78 — 30
+76 — 65
+61 +32
+56 — 77
+43 — 51
+43 —  6
+39 +26
+38 +40
+35 —  6
+34 +  3
+ 33 — 26
+ 30 + 15
+29 +18
+ 26 +  9
+  18 — 29
+  16 — 46
— 14 +  4

stores, and conceal to an unknown degree the actual extent of 
the September decline in receipts at New York stores. The 
index of New York City clothing prices compiled by the 
Bureau of Labor Statistics showed an increase of 14 per cent 
for August 1946 over August of last year, and preliminary 
reports suggest further increases during September. The BLS 
index of housefurnishings prices in New York City also in
creased 14 per cent over August of last year.

The accompanying table gives the percentage changes in 
receipts of merchandise at New York City department stores 
by departments for the period February through August com
pared with the same period in 1945, and changes in receipts 
during September compared with September of last year. In 
only two departments— womens coats and suits, and wines 
and liquors— was the percentage comparison in receipts for 
September more favorable than that for the seven-month 
period. Receipts of mens and boys’ suits and coats, of 
women’s suits and coats, dresses, and sportswear, and of furni
ture were substantially above September of last year, while in 
all other departments receipts were smaller, or only slightly 
larger. The rise in receipts of clothing, particularly women’s 
clothing, over September 1945 receipts was due in part to the 
circumstance that clothing could be delivered to the stores by 
mail or messenger from nearby factories. The rise in men’s 
clothing and furniture receipts as against a year previous re
flected the unusually low level of such receipts in September 
1945. The September increase in receipts represented about

* The twenty departments selected include those with the largest dollar volume 
of receipts during the period February-August 1946. The receipts series is de
rived from sales and changes in stocks, and represents approximately the new 
merchandise received during the period measured by dollar value, not quantity.

a fourth and a half, respectively, of the percentage increase in 
receipts of those two departments for February through 
August 1946 over 1945. Furniture shipped by the Railway 
Express Agency continued to be delivered during the first part 
of September, as their embargo on incoming freight was not 
effective until September 11.

The strike of the United Parcel Service workers halted also 
the deliveries to customers of most Newark stores, but picket
ing was light and the trucking strike did not affect Newark 
stores appreciably; consequently, September receipts were 
about 40 per cent higher than in the corresponding month 
of 1945. ____________________________

Indexes of Business

Index
1945 1946

Sept. July August Sept.

Industrial production*, 1935-39 =  100........
(Board of Governors, Federal Reserve 

System)

167r 172 177 177 p

Electric power output*, 1935-39 =  100........
(Federal Reserve Bank of New York)

186r 195 202 204p

Ton-miles of railway freight*, 1935-39 = 100 
(Federal Reserve Bank of New York)

197r 191 192p

Sales of all retail stores*, 1935-39 =  100........
(Department of Commerce)

195 248 261p

Factory employment
United States, 1939 = 100.......................... 129 141 145 146 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 117 123 127 129 p
(New York State Dept, of Labor)

Factory payrolls 
United States, 1939 = 100.......................... 224 261 278p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................
(New York State Dept, of Labor)

215 244 259 265p

Income payments*, 1935-39 =  100............... 229 251 252p
(Department of Commerce)

Wage rates#, 1926 =  100................................. 167 184p
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 =  100................. 129 141 144 146 p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York C ity ............................................. 82 96 88 91
Outside New York C ity .............................. 71 81 85 85

* Adjusted for seasonal variation. p  Preliminary. r Revised.
# This index has been discontinued and will be replaced by a set of new indexes 

of hourly and weekly earnings of nonagricultural employees. See descriptive 
article in this issue.
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Indexes of Physical Volume of Industrial Produc
tion, Adjusted for Seasonal Variation, 1935-39 

Averagerr 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)

Indexes of Wholesale Prices Compiled by Bureau 
of Labor Statistics (1926 average =  100 per 

cent; latest figures are for week ended 
October 19)

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 Guar

anteed Issues (Latest figures are for 
October 16)

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

TNDUSTRIAL production continued with little change in September and the early part of 
October. Department store sales have shown no further rise from the high level reached 

at the end of August, although there is usually a considerable increase at this season. Whole
sale prices of livestock and meats advanced sharply after the removal of price controls in the 
middle of October, while prices of cotton and grains declined.

In 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 was maintained in 
September at the August rate, which was 177 per cent of the 1935-39 average. Following the 
reestablishment of Federal price controls on livestock at the beginning of September, curtail
ment in marketings resulted in a sharp drop in activity at meatpacking plants; this decline 
offset, in the total index, further small gains in output of numerous other manufactured 
products and minerals. After the middle of October, when controls were removed, slaughter 
operations showed a sharp increase.

Output of durable manufactures rose 2 per cent in September, reflecting chiefly further 
gains in activity in the machinery and transportation equipment industries. Output of 
nonferrous metals also continued to rise in September and was at the highest level since the 
end of the war. Iron and steel production was maintained at about the August rate. In the 
first four weeks of October activity at steel mills advanced slightly, averaging for this period 
a scheduled rate of 90.3 per cent of capacity. Production of lumber and other building 
materials continued to increase in September. Except for the sharp drop in meat production, 
there was little change in the output of nondurable goods.

Output of minerals rose slightly in September as increased production of coal and of 
metals more than offset a slight decline in output of crude petroleum.

C o n s t r u c t i o n

Value of construction contracts awarded, as reported by the F. W. Dodge Corporation, 
declined further in September. Nonresidential building awards dropped one fifth to the 
lowest level since the end of the war, reflecting chiefly a sharp decline in contracts for factory 
construction. Residential awards were maintained at the high levels prevailing in July and 
August.

Em p l o y m e n t

Employment in nonagricultural establishments advanced somewhat further in September, 
after allowing for seasonal changes, reflecting continued gains in industries manufacturing 
durable goods and in trade and service lines. The number of persons unemployed remained 
at about 2 million.

D i s t r i b u t i o n

Department store sales, which were in exceptionally large volume in August, increased 
by less than the usual amount in September and the early part of October. The Board’s 
seasonally adjusted index was 269 in September as compared with 290 in August and an 
average level of 257 during the first 7 months of the year. Since the middle of September 
sales have been considerably reduced in two important areas by industrial disputes, but sales 
in most other districts of the country have also shown a smaller rise than is usual during this 
season of the year.

Loadings of most classes of railroad revenue freight were maintained at an exceptionally 
high rate in September and the early part of October. Shortages of freight cars persisted 
during this period, which is the seasonal high point of the year, limiting to some extent the 
distribution of commodities.

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

In the middle of October Federal price ceilings were removed from livestock and meats 
and it was indicated that the controls remaining over most other commodities would be dis
continued. During the subsequent week prices of livestock, meats, and some other agricultural 
commodities showed sharp advances and exceeded the previous peaks reached during the lapse 
of price control in July. Wholesale prices of various other commodities, including cotton, 
grains, butter, and eggs, declined but were still above the levels prevailing at the end of June. 
Wholesale prices of industrial products have generally continued to show relatively moderate 
advances in recent weeks.

B a n k  C r e d it

Member bank reserve balances in September and the first half of October fluctuated 
somewhat, reflecting Treasury debt retirement operations and quarterly income tax collections. 
Required reserves increased somewhat in the first half of September and subsequently showed 
little change. Reserve Bank holdings of Government securities increased late in September 
and subsequently declined.

Commercial and industrial loans at weekly reporting banks in 101 leading cities con
tinued to expand rapidly during September and early October. Real estate and consumer 
loans increased further, while loans for purchasing or carrying securities continued to decline. 
Holdings of Government securities were reduced considerably during the period, reflecting 
largely Treasury cash retirement of certificates on October 1.
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MONEY MARKET IN NOVEMBER
The announcement on November 18 that the Treasury will 

redeem the entire December 15 maturity of Treasury notes, 
amounting to 3,261 million dollars, probably represents the 
conclusion of the Treasury’s program of using surplus funds 
which, in effect, were obtained during the Victory Loan drive 
a year ago, to retire outstanding Government debt. This 
operation, together with the redemption of approximately 500 
million dollars of unexchanged certificates of indebtedness 
which mature on December 1, will reduce the general fund 
balance of the Treasury by the end of December to 2 V2 to 
3 billion. And these December redemptions will increase to 
about 23 billion dollars the total amount of marketable Govern
ment securities retired by the Treasury since the program 
started on March 1.

End-of-month figures for the general fund balance are shown, 
together with monthly data on cash expenditures of the Gov
ernment, in the accompanying chart for each month since the 
beginning of 1940. As these data indicate, the general fund

Treasury Cash Expenditures and General Fund Balance*

1940 1941 1942 1943 1944 1945 1946

* Expenditures are monthly totals; balances are end-of-month figures. 
November and December 1946 estimated by Federal Reserve Bank of New 
York. In the December estimate for general fund balance, no allowance is 
made for any effect of Treasury transactions in connection with this country’s 
subscription to the International Monetary Fund.

balance of the Treasury was usually maintained at a level in 
excess of monthly cash disbursements until 1942, when the 
rapid development of the war program caused a sharp rise in 
the rate of Government expenditures. With the adoption of 
the War Loan drive method of financing, it became necessary 
for the Treasury to acquire enough funds in each drive to meet 
the estimated excess of expenditures over current tax receipts 
for several months ahead, as well as to assure ample funds with 
which to meet any unforeseen requirement. The Treasury bal
ance rose far above the current monthly rate of Government 
expenditures following each War Loan drive, and was drawn 
down rapidly in subsequent months, but even at the low points 
before each succeeding War Loan the balance remained far 
larger than before the war.

The final drive, the Victory Loan, in November and Decem
ber 1945, was intended to provide enough funds to complete 
the financing of war expenses, but in view of the rapid shrink
age in the rate of Government disbursements, the goal for the 
drive was reduced to 11 billion dollars. The unexpectedly 
heavy oversubscriptions, amounting to more than 10 billion 
dollars, raised the general fund balance at the end of December
1945 to approximately 26 billion dollars, a record level and 
an amount far in excess of the Treasury’s prospective require
ments, especially in view of the fact that Government expendi
tures were falling more rapidly, Savings bond redemptions 
were smaller, and Government revenues were better sustained 
than had been anticipated earlier. As a result, it was apparent 
that a large volume of funds was available for the retirement 
of outstanding Government debt.

The program which was initiated in March was directed to 
the redemption of securities held largely by the banks in order 
to avoid an accentuation of inflationary pressures by adding 
to the already large money supply in the hands of the public 
through the retirement of securities held by nonbank investors. 
The redemption of securities held largely by the commercial 
and Federal Reserve Banks has made possible the extinguish
ment of very large amounts of Treasury deposits in the banks 
without adding very greatly to the amount of deposits owned
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by the public. As a result, commercial banking statements now 
show rather generally substantial reductions in total earning 
assets and total deposit liabilities compared with a year ago.

With the -reduction of the general fund balance of the 
Treasury to an amount, at the end of December, which may be 
regarded as approaching a current peacetime level, further 
redemptions of bank-held Government securities will depend 
upon the availability of funds from an excess of tax receipts 
over Government expenditures, or from an excess of sales of 
Savings bonds and other securities over redemptions at the 
initiative of the owners.

M em ber  Ba n k  R eserve Positio n s

Pressure on member bank reserves was renewed in the first 
half of November, as the effects of sizable payments of funds 
out of foreign deposits with the Reserve Banks were out
weighed by substantial needs for reserve funds resulting from 
transactions in connection with the first-of-the-month redemp
tion of about 2 billion dollars of Treasury certificates, relatively 
large Treasury receipts from Social Security and withheld 
income taxes, and an increase in currency in circulation and 
in reserve requirements. The strain on member bank reserve 
positions was relaxed temporarily after the middle of the 
month, when Treasury cash receipts and expenditures were 
approximately in balance, currency in circulation declined mod
erately, and further payments from foreign deposits in the 
Federal Reserve Banks were offset by a continued increase in 
reserve requirements. Member bank demands on Federal 
Reserve credit consequently were substantial in the first half 
of the month and fell off in the second half.

Treasury transactions were principally responsible for the 
pressure on the money market in the two weeks ended Novem
ber 13. A considerable part of the 2 billion dollars withdrawn 
from War Loan deposit accounts in connection with the retire
ment of a like amount of certificates maturing on November 1 
was not returned to the commercial banking system owing to 
large Reserve Bank holdings of the redeemed securities. Fur
thermore, the deposit in the banks of the proceeds of nonbank 
investor holdings of retired certificates brought an increase in 
reserve requirements of almost 60 million dollars in the week 
ended November 6. In the following week, as a result of heavy 
Social Security and withheld income taxes Treasury receipts 
exceeded expenditures by a wide margin and Treasury balances 
in the Reserve Banks increased.

The drain on member bank reserves was heightened in this 
period by a further substantial increase in currency in circula
tion which, for the first time this year, carried the volume of 
outstanding currency above the peak established toward the 
close of 1945. As the funds gained from payments out of 
foreign deposit accounts with the Federal Reserve Banks fell 
far short of their needs, member banks bolstered their reserve 
positions through resort to the credit facilities of the Federal

Reserve System. Member bank borrowing from the Reserve 
Banks rose about 160 million dollars to nearly 400 million on 
November 13, highest since the elimination in April of the 
preferential discount rate on advances secured by short term 
Government obligations. Member banks also sold substantial 
amounts of Treasury bills and other short term Treasury obli
gations directly and indirectly to the Reserve Banks. Despite 
the substantial redemption of maturing Treasury certificates 
held by the Reserve Banks, their Government security holdings 
rose 76 million dollars.

The pressure on member bank reserve positions relaxed 
considerably in the third week of November. Treasury cash 
receipts and expenditures were more nearly in balance, and 
gains of reserves resulting from payments of funds out of 
foreign deposit accounts with the Federal Reserve Banks ap
proximately offset a further increase in reserve requirements. 
The rise in currency in circulation was temporarily halted, and 
in the week ended November 20, 72 million dollars of cur
rency was returned to the Reserve Banks, an unusually large 
return flow of currency for this time of the year. The net 
effect of these transactions was to reduce substantially the need 
for reserves and for Federal Reserve credit. Federal Reserve 
Bank loans and discounts and Government security holdings 
declined in the week ended November 20, as the member 
banks, particularly in New York City, used their excess reserves 
to retire Federal Reserve credit. Loans and discounts declined 
further in the following week but Government security hold
ings rose substantially when some banks had to correct reserve 
deficiencies and there was a renewed rise in currency circulation.

The New York City banks gained substantial amounts of 
reserves through the redemption of Treasury certificates on 
November 1, because of the large amounts of these securities 
held in New York. But a heavy withdrawal of funds to other 
parts of the country during the early part of the month more 
than offset the reserves gained from Treasury operations as 
well as from disbursements out of deposit accounts maintained 
by foreign central banks and governments with the Reserve 
Bank. Consequently, the metropolitan banks sold short term 
Treasury securities directly and indirectly to the Reserve System, 
and increased their borrowings, in order to adjust their reserves 
to required levels.

Around the middle of the month a sizable return flow of 
funds to New York caused a temporary accumulation of excess 
reserves in the New York City banks. The banks repaid their 
borrowings and bought large amounts of Treasury bills from 
the Reserve Bank, allowing their reserves to fall substantially 
below their requirements on November 20. A renewed outflow 
of funds from New York together with a loss of reserves result
ing from net Treasury receipts forced these banks again to 
resort to Federal Reserve credit in substantial amounts in the 
final week of the month.

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

December 1946



FEDERAL RESERVE BANK OF NEW YORK 111

Member Ba n k  Credit 
Total loans of the weekly reporting member banks rose in 

the four weeks ended November 20, with "commercial” loans 
continuing to show the widest gains. Less than one third of 
the increase of about 500 million dollars occurred among 
reporting member banks in New York City. Real estate and 
“other” loans continued to increase principally among out-of- 
town institutions. Government security holdings of all weekly 
reporting member banks fell about 1.7 billion dollars reflecting 
the cash redemption of Treasury certificates maturing Novem
ber 1. This decline brought the volume of Government obli
gations held by these institutions to 37.9 billion dollars, or to 
the levels existing around the beginning of the Fifth War 
Loan drive in June 1944. The decrease in holdings since the 
beginning of the Treasury’s retirement program on March 1 
amounted to approximately HV2 billion dollars.

CONSUMER CREDIT SINCE THE 
END OF THE W A R
The announcement by the Board of Governors of the Federal 

Reserve System of the removal on December 1 of most of the 
credit restrictions under Regulation W  and the modification of 
those remaining in force has focused attention on recent devel
opments in the consumer credit field. Under the latest amend
ment of the regulation, all restrictions on charge accounts and 
single-payment loans have been lifted. Instalment sales of and 
loans on all but 12 major categories of consumers’ durable 
goods which are still in short supply are also freed from con
trols. Minimum down payments have been reduced to 20 per 
cent in the case of rugs and have been maintained at that figure 
for furniture but are still 33 Ys per cent for the remaining ten 
categories of durable goods. The maximum permissible length 
for all new instalment contracts has been increased from 12 
months to 15 months.

In announcing these changes, the Board of Governors stated: 
This revision narrows the scope of the regulation to what 

the Board considers a minimum consistent with the exercise 
of a stabilizing influence in this area of the economy. In this 
form, the Board believes the regulation can be better under
stood and its merits and defects better appraised. When 
present inflationary pressures have subsided, the terms of 
the regulation would need to be modified further.

Over the past twenty years consumer loan techniques have 
been refined and their field of application has been expanded. 
In the years from 1929 through 1941 the total amount of 
consumer credit outstanding was equal to about 8 to 11 per cent 
of consumers’ disposable income, the percentage rising in times 
of high national income and falling in periods of recession. 
When business prospects appear to be good, the average con
sumer is willing to mortgage a part of his future income to

obtain immediate use of goods, particularly of durables, which 
he cannot afford to purchase out of current income. When 
the business outlook is clouded or clearly unfavorable, he hesi
tates to make new commitments of this sort, and lenders are 
less willing to extend credit. During the war, while incomes 
rose to unprecedented levels, the decline in the production of 
consumers’ durable goods, together with Government credit 
restrictions, caused a sharp reduction in the volume of con
sumer credit outstanding. The ratio between consumer indebt
edness and disposable income declined to 3.8 per cent in 1944, 
the lowest ratio for the entire period for which such statistics 
are available. Since V-J Day consumer credit has been rising 
faster than incomes, but the ratio between them is still far 
below the prewar figure. The total volume of consumer credit 
currently outstanding could more than double before the pre
war relationship between consumers’ disposable income ( at the 
present level) and consumer credit outstanding would be 
restored.

Although still low in relation to consumers’ current income, 
the total volume of consumer credit outstanding has shown a 
tremendous increase since the end of the war. Between the end 
of September 1945 and the end of September 1946, the amount 
outstanding rose nearly 2.7 billion dollars, or 47 per cent, the 
largest 12-month increase ever recorded. As the accompanying 
chart shows, all major components of the total except instal
ment credits are now above their 1941 peaks. Normally instal
ment credits constitute the most important form of consumer 
indebtedness, but currently, because of the very restricted sup
plies of such durables as automobiles, they account for only 
about 40 per cent of the total amount outstanding, compared 
with 62 per cent in September 1941, and are only about half 
of their peak volume.

Consumer Credit by Major Types
(Estimated amount outstanding epd of September 1941, 1945, and 1946*)

1941 ’45  ’46 1941 *45 *46 

September 30, 1946 preliminary.

1941 '45 *46 f941 *45 *46
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The largest part of the years increase in total consumer 
credit outstanding, nevertheless, was the 1.3 billion dollar 
increase in instalment credit. Somewhat over 400 million 
dollars of this rise represented a net increase in the direct 
consumer instalment cash loans of commercial banks. This 
increase in the loans of commercial banks, while small in 
relation to the increase in total consumer credit, represented 
a doubling of the volume of this kind of business handled by 
the banks and has attracted widespread interest. The propor
tion of consumer instalment cash loans originated by the com
mercial banks grew very rapidly in the decade preceding Pearl 
Harbor. The war sharply reduced their volume, but in the last 
two years through persistent efforts the banks have been able 
to resume expanding their consumer loan volume at a rate 
faster than any of the other lenders in the field. By the end of 
last September, according to the Boards estimates, the com
mercial banks accounted for nearly 39 per cent of the total 
volume of consumer instalment cash loans outstanding, a 
slightly higher proportion than at the end of 1941. Some of this 
increase may, strictly speaking, represent loans to small busi
ness rather than consumers, but the amount is probably small. 
Today over 10,000 commercial banks are operating consumer 
loan departments or have announced their intention to do so.

In the past year, in addition to increasing their direct con
sumer loans, the commercial banks have also substantially 
expanded their purchases of automobile and other retail instal
ment paper and more than doubled their outstanding volume 
of repair and modernization loans.

Commercial banks in the Second District have shown even 
greater proportionate increases in their consumer instalment 
loans than the banks in the rest of the country. Most of the 
expansion in their portfolios has been in personal instalment 
cash loans and in repair and modernization loans. Percentage
wise, the automobile paper held by these banks increased par
ticularly sharply, but it still constitutes only a very small pro
portion of their total volume of consumer loans. Reports from 
37 member banks in this District indicate that at the end of 
September retail automobile paper accounted for 7 per cent of 
the amount of their consumer credit outstanding compared 
with 32 per cent for the country as a whole.

The expansion in the instalment cash loans of other lenders 
during the year ended September 30, 1946 was much more 
moderate. Small loan companies showed the biggest dollar 
increase, amounting to approximately 157 million dollars net. 
The rise in instalment credits granted by most retail dealers 
during the year continued to be restricted by the shortage of 
consumers* durable goods. Automobile paper, which increased 
more than any other type, rose about 230 million dollars to a 
level of approximately 430 million. This was more than double 
last year’s volume, but still less than 20 per cent of the 1941 
figure.

Charge accounts have shown the largest percentage increase 
of any of the major types of consumer credit since the end of 
the war. Between the end of September 1945 and the end of 
September 1946 accounts receivable rose nearly 70 per cent, or
1.0 billion dollars, despite the adverse effects on trade in the 
New York and Pittsburgh areas of the trucking and power 
strikes in the latter part of September. This rise in charge 
accounts reflects the considerable increase in the dollar volume 
of total department store sales resulting from both the sharp 
rise in prices which has taken place in the past year and the 
marked postwar rise in the proportion of consumers’ incomes 
being spent on nondurable goods. Department stores in gen
eral have been actively seeking new charge account customers 
and have succeeded in increasing charge sales relative to cash 
sales, though not yet to the extent of approximating the prewar 
pattern. In September approximately 38 per cent of total sales 
were charged compared with 32 per cent a year ago and a 
pre-Pearl Harbor average of close to 45 per cent. With the 
approach of the Christmas season and the lifting of Govern
ment restrictions on charge accounts, the volume of charge 
sales may by the end of the year reach levels far exceeding 
all previous records.

The other two major categories of consumer credit, single
payment loans and service credit, showed much smaller 
increases (both relatively and absolutely) during the year than 
instalment credits or charge accounts. Single-payment loans 
rose about 270 million dollars net to a level of approximately
1.7 billion dollars, which still represents a sizable proportion 
of the total volume of consumer credit outstanding. This type 
of loan is made largely by commercial banks. The relatively 
slow rise in the volume of such loans in recent months is 
attributable largely to the successful promotion by banks of 
instalment loan techniques, with the resulting shift in emphasis 
away from the single-payment type of loan. The net increase 
in service credit, as the chart shows, was less than 100 million 
dollars. While the volume of service credit does tend roughly 
to follow changes in incomes, consumers* needs for doctors, 
hospitals, laundries, and other services do not usually rise or 
fall in proportion to their incomes.

The unprecedented growth in consumer credit since V-J Day 
has been limited mainly by the available supply of durable 
goods. Regulation W  has, of course, had. an additional re
strictive influence. The large amount of liquid funds in the 
hands of some groups of consumers may also have tended to 
restrict the demand for credit. Recent surveys of liquid asset 
holdings, however, would appear to indicate that not as large 
a proportion of the total volume of liquid savings as some 
have assumed is held by the income groups which in the past 
have bought the largest amounts "on time,” and the sharp rise 
in prices in recent months may induce some consumers to 
borrow who might not otherwise have done so. In some in*
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stances, though, dealers have been and still are reluctant to sell 
on time as long as demand exceeds supply by a wide margin.

In the months ahead, all forms of consumer credit may be 
expected to continue to rise, particularly if the output of 
passenger cars reaches the goals now set. Whether the volume 
outstanding will attain the prewar relationship to disposable 
income is not certain. This will depend on a number of 
factors, including possible changes in consumer attitudes re
sulting from increased liquidity.

A  YEA R  OF PEACETIME PRODUCTION

The first part of November 1946 marked the climax of a 
year’s progress in peacetime production since the low point of 
the reconversion period last fall. Although a series of industry
wide labor disputes hindered achievement of high rates of 
production in many lines during the winter and spring, there
after total industrial activity began to rise steadily. In October, 
production (as measured by the Federal Reserve index of 
industrial production) had reached a point 12 per cent higher 
than a year earlier and 82 per cent above the prewar (1935-39) 
average. This high level of activity was maintained during 
November up to the beginning of work stoppages in the 
bituminous coal mines. The duration of the coal strike will 
determine the seriousness of the repercussions upon the nation’s 
economy; if the strike is prolonged and coal shortages are 
intensified, hundreds of thousands, if not millions, may be 
temporarily thrown out of work. In any case, another series 
of labor disputes like last spring’s would postpone for some 
time the prospects of surpassing October’s high rate of civilian 
goods output.

The extraordinarily strong consumer demand for nondurable 
goods has been one of the major factors in maintaining the 
national output at a high level throughout the reconversion 
period. Output of textiles, clothing, and processed foods has 
been at a high rate, although production in some lines, such 
as meatpacking, flour milling, and leather tanning, has been 
curtailed by shortages from time to time.

The biggest reconversion problems, of course, were faced 
by the durable goods industries. These were also the industries 
most seriously affected by the labor disputes last winter and 
spring. Production o f durable goods was impeded not only 
by strikes at the fabricating and assembling plants, but also 
by raw material shortages. Largely the result of extremely 
high industrial demands, these shortages were intensified by 
low price ceilings on some goods and by strikes (as well 
as by the effect of the coal strike) at steel mills and at 
nonferrous metal mines, smelters, and refineries. Nevertheless, 
output o f many types of consumers’ durable goods has recently 
reached or exceeded prewar levels. Passenger car production

in the first two weeks of November was practically equal to 
the average 1941 rate, while truck output had earlier exceeded 
prewar records. Radios, washing machines, vacuum cleaners, 
electric ranges, electric irons, and passenger car tires were all 
coming out of the factories in September in far greater numbers 
than in 1940 and 1941. By October, the Federal Reserve index 
of durable goods manufacturing had risen 15 per cent above 
the year-earlier level and 55 per cent above the low point 
reached in February during the steel strike. Future advances 
in the index, on the assumption of continued consumer demand 
and comparatively peaceful labor-management relations, will 
be limited principally by the availability of basic raw mate
rials, the domestic production of which has been near current 
capacity levels. Under present conditions of nearly full em
ployment of the country’s labor supply, increased output must 
come mainly from increased productivity. The already strained 
transportation facilities may become another limiting factor.

The flow of finished goods to the consumer in recent months 
has increased even more rapidly than is indicated by the index 
of industrial production, which, in effect, measures activity at 
all stages of production. In many lines, where data on output 
of finished goods are not available, the index measures monthly 
fluctuations in industrial activity by changes in the production 
or consumption of raw materials or in the number of man- 
hours worked. In the first half of this year, many man- 
hours of work went into reconversion, setting up assembly 
lines, and doing maintenance work. Raw materials and man
power have been used extensively both in the fabrication of 
goods which remained unfinished for lack of critical component 
parts and in the manufacture of spare parts for prewar models. 
With reconversion largely accomplished and a steadier flow 
of materials and component parts, the same number of man- 
hours of work should now result in a greater output of finished 
goods. Furthermore, in past months large quantities of goods 
have been absorbed in the replenishing of normal business 
inventories. As "pipelines” are filled and stocks of finished 
goods reach normal levels, a greater proportion of the output 
will be available for civilian consumption.

This accumulation of inventories has raised questions as to 
whether stocks are likely to become overexpanded and whether 
consumer demand will be sufficient to take up the slack once 
the absorption of goods into inventories tapers off. By the end 
of October, the value of manufacturers’ inventories had reached 
the record level of 19-5 billion dollars, a net gain of 3 billion 
dollars over a year earlier, more than three quarters of which 
was added in the last four months. If the replacement of war 
materials with civilian goods is taken into consideration, the 
gain in manufacturers’ inventories since V-J Day has actually 
been about 7 billion dollars, and if wholesalers’ and retailers’ 
stocks are included, the gross increase in this period was at least
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10 billion dollars. However, much of the recent rise has been 
the result of increased prices as well as greater physical volume. 
On the whole, taken in relation to the present high level of 
shipments, the aggregate volume of stocks held does not appear 
excessive. Matters of more concern are the continuing high 
rate of inventory accumulation and the fact that stocks are 
unbalanced in the case of many individual lines. Because of 
the uneven flow of materials and component parts, many man
ufacturers hold expanded inventories of unprocessed and semi
processed goods. In 1939, 43 per cent of factory inventories 
were in the form of finished goods; by September 1946, only
29 per cent were finished goods. Despite an increase over 
1939 of 127 per cent in the dollar value of shipments, the 
value of stocks ready for shipment was by September only 28 
per cent greater, and the physical volume was probably less 
than in 1939-

In the past year, the nation has achieved a high level of 
peacetime activity with less reconversion delays and unemploy
ment than were generally expected. Despite a record amount 
of time lost by labor-management disputes and widespread 
shortages of materials, employment rose to a new peak and 
unemployment never exceeded 2.7 million persons. The total 
national output of goods and services is the highest it has ever 
been in peacetime, and income payments to individuals have 
likewise broken all records. Whether the nation will be able 
to consolidate these gains and achieve a stable prosperity will 
be largely dependent on whether consumer demand is main
tained, prices are kept within reasonable limits, and more stable 
labor-management relations are achieved.

PRICES SINCE DECONTROL
On November 9, President Truman announced the immedi

ate removal of practically all remaining controls over prices 
and wages. Pointing out that a large proportion of the economy 
had previously been freed from price control, he stated that 
any benefits derived from continuing the remaining controls 
would have been far outweighed by consequent distortions in 
production and by scarcities induced by withholding of goods 
from market in hopes of higher prices. At the end of August, 
the Office of Price Administration is estimated to have had 
under its control 60 per cent of the nations economy, including 
the prices of about 70 per cent of all food products. Prices of 
livestock and meats were decontrolled in mid-October and 
most foods and many other commodities were freed from 
controls between that time and November 9. Prior to the 
decontrol order of November 9, department store executives 
estimated that as much as 95 per cent of their business was 
still subject to O.P.A. price regulations. After November 9, 
the only price controls still in effect were those on sugar, rice, 
and new residential construction, plus the ceilings on rents.

Since the prices of most farm and food products had already 
been freed of controls, the principal reactions to the President’s 
order occurred among basic industrial commodities and manu
factured products. Prices of nonferrous metals rose sharply, 
bringing domestic prices of copper, lead, zinc, nickel, and tin 
closer to world levels. Steel scrap prices advanced about $5.00 
per ton, or 25 per cent, but owing to the tendency to upgrade 
scrap under the O.P.A. ceilings, the actual increase in cost to 
mills was somewhat less. Hides, which had been decontrolled

Indexes of Daily Spot Market Prices of Selected Basic Commodities, June-November 1946*
(June 1946 average=100 per cent)
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at the end of October, more than doubled their old ceiling price 
but later declined somewhat because of resistance to the high 
prices. Quotations for wool tops, rayon yarn, and cotton fibre 
also rose in the week following decontrol. The Bureau of 
Labor Statistics index of spot market prices of 16 raw indus
trial materials rose sharply after decontrol and on November 
25 was 43 per cent above the level prevailing at the end of 
June under the original price control act.

These increases in raw material costs are expected ultimately 
to have some effect on prices of manufactured goods. How
ever, a number of manufacturers have announced that they are 
going to keep prices unchanged or keep increases to a mini
mum until the effects of higher raw material prices and 
prospective increases in labor costs become apparent. No 
general increase in steel prices has been made, but if coal 
prices advance further and another wage increase is granted 
by the steel mills, some price adjustments will almost certainly 
be made. This in turn would affect the prices of most durable 
goods. In some manufacturing lines, and also in construction 
work, hope has been expressed that part of the increased cost 
of materials may be offset by lower overhead expenses and 
increased physical output owing to a steadier flow of materials 
and a consequently higher rate of production. In other lines, 
however, where costs were already felt to be out of line with 
O.P.A. ceiling prices, numerous price increases have occurred 
since controls were lifted. Among the principal items which 
have shown price rises at the factory are some makes of auto
mobiles, radios, and other consumer durable goods, as well as 
shoes, soap, carpets, and paints. At retail levels, similar price 
increases have also occurred, but retail food prices appear in 
many cases to have reached or passed their peak; in the case 
of some of these items, notably meat, consumer resistance has 
played a large part in reducing prices from the extreme levels 
reached shortly after decontrol.

The foregoing chart shows the daily movements of 
market prices of selected agricultural commodities since the 
expiration of the orginal price control law at the end of June. 
Prices of hogs increased nearly two thirds over the old ceiling 
price in the following five weeks. Nearly a month of fluctua
tion, mostly downward, ensued before the reinstatement of 
ceilings at the beginning of September. Thereafter for six 
weeks the official quotations moved on a plateau somewhat 
above the June level but well below the prices prevailing in 
August. Prices soared to a new record peak when controls 
were removed again, but soon receded to about the August 
level. Prices of steers have followed a similar pattern, and in 
the case of both hogs and steers prices rose during November. 
Corn prices, on the other hand, after rising abruptly upon 
decontrol, have fallen decidedly in the past six weeks and are 
now below the old ceiling prices. This decline reflects largely 
the heavy marketing of livestock since decontrol in mid-

October, which entails a corresponding reduction in prospec
tive demands for feed grains. Wheat prices, on the other hand, 
have stayed at a high level because of sustained export demand, 
and in the third week of November they were at the highest 
point in 26 years. A sizable drop in cotton prices in the last 
two weeks of October wiped out the advance of 33 per cent 
made in the previous four months; this decline was caused 
partly by the liquidation of speculative holdings.

Farm prices are generally not expected to advance much 
beyond their present levels. The Department of Agriculture 
estimates that prices received by farmers in 1947 may average 
10 per cent below the present level and that prices for the 
1947-48 marketing season may be as much as 15 to 20 per 
cent lower than at present. Such declines would be caused by 
continued high levels of production coupled with weakening 
in both domestic and foreign consumer demands. Traders’ 
opinion of the prospect is indicated by the behavior of futures 
prices, which in some markets have been considerably below 
spot prices in recent months. The accompanying chart illus
trates the case of cotton. Whereas in mid-June there was little 
more than a one-cent spread between the New York spot price 
and the various futures quotations, two months later the differ
ence had widened to 4 cents, and by late November the Dec
ember 1947 futures were selling about 7 cents below the spot 
market price. In other words, in the five months ended N o
vember 21, spot cotton prices made a net gain of about one cent, 
while July 1947 futures declined 1 lA  cents and December 1947 
futures dropped AVz cents in the same period.

A really severe drop in farm prices, however, would un
doubtedly be prevented by Government price support activity, 
although an accompanying decline in prices of commodities 
bought by farmers would lower the price levels at which sup

Spot and Futures Cotton Prices, New York City
(Thursday closing prices, June-November 1946*)
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ports would become effective. Most farm prices are still mate
rially above the existing support levels; the potato crop was 
the only one to require a considerable amount of price support 
in 1946. The Department of Agriculture estimates that Gov
ernment supports would check a decline in farm prices about 
halfway between the peak and the prewar level, but the De
partment does not anticipate a decline of this magnitude in 
1947.

DEPARTM ENT STORE TRADE

The dollar volume of department store sales in the Second 
Federal Reserve District during November is estimated to 
have been about 25 per cent greater than in November of last 
year. This increase carries the seasonally adjusted index of 
sales to within 10 per cent of the all-time high reached in 
August. The November sales increase was in part a result of 
the public’s postponement of buying during September and 
October because of the trucking and delivery strikes, but it also 
reflected further price increases, as well as buying in anticipa
tion of price increases.

October sales of department stores in the Second District 
were only 3 per cent greater than in October 1945. The strike 
of United Parcel Service workers which affected stores in New

Department and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from the Preceding Year

Locality

Net sales

Stocks on 
hand 

Oct. 31, 1946October 1946
Jan. through 
October 1946

Department stores, Second District----- +  3 +31 +24

New York C ity ...................................... —  7 + 30 +12
Northern New Jersey........................... +  1 + 34 +45

Newark........................................ —  6 +31 +46
Westchester and Fairfield Counties. . +38 + 38 +46

Bridgeport........................................... +33 + 34 +40
Lower Hudson River Valley............... +30 +37 +42

Poughkeepsie...................................... +27 +36 +44
Upper Hudson River Valley............... +30 +36 +44

A lbany................................................. +34 +47 +47
Schenectady........................................ +25 +24 +42

Central New York State..................... +33 +36 +45
Mohawk River Valley...................... +25 +28 +34

Utica................................................. + 19 +24 +34
Syracuse............................................... + 36 +39 +51

Northern New York State.................. + 43 +37 —

Southern New York State................... + 34 +31 +43
Bingham ton....................................... + 32 +34 +51
Elmira.................................................. +16 + 22 +33

Western New York State.................... +21 + 29 +39
Buffalo................................................. + 18 + 30 +32
Niagara Falls...................................... +  9 + 12 +34
Rochester............................................. + 26 +30 +53

Apparel stores (chiefly New York City) +11 + 28 + 42

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average =100 per cent)

1945 1946

Item
October August Sept. October

Sales (average daily), unadjusted................. 196 189 214 202
Sales (average daily), seasonally adjusted.. 172 259 202 177

Stocks, unadjusted............................................ 175 218 216 217
Stocks, seasonally adjusted............................ 155 214 200 192

York and Newark, with resulting curtailment of deliveries and 
picketing of receiving platforms, was the principal factor in 
the smallness of this increase, but shortages of merchandise 
caused by the trucking strike during September and unseason
ably warm weather in October were also contributing causes. 
Receipts of merchandise at New York City department stores 
during October were nearly 20 per cent below last year’s Octo
ber receipts, while Second District stores outside New York 
City had receipts averaging 25 per cent higher than a year ago. 
Similarly, inventories on hand in New York City stores at the 
end of October were only 12 per cent greater than a year ago, 
while in stores outside the City inventories on hand had 
increased 43 per cent over the same period. The ratio of 
stocks on hand at the end of October to sales during the month 
was 2.6 for New York City stores, and 2.9 for stores outside 
the City. For the entire Second District, the stock-sales ratio 
at the end of October was 2.7, a figure slightly higher than the 
prewar level.

The merchandise which New York City department stores 
failed to receive because of the delivery workers’ strike con
tinued to be reported in outstanding orders. This resulted in 
a slight increase in orders outstanding from the end of Septem
ber to October 31. Outstanding orders of Second District 
stores outside New York City declined about 10 per cent dur
ing October.

Indexes of Business

1945 1946

Index
October August Sept. October

Industrial production*, 1935-39 =  100., 162 177 180 182p
(Board o f Governors, Federal Reserve 

System)
Electric power output*, 1935-39 =  100. 180 202 204 206p

(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 = 100 168r 194 198p 19 5p

(Federal Reserve Bank of New York) 
Sales of all retail stores*, 1935-39 =  100. 208 261 257p

(Department of Commerce)
Factory employment

United States, 1939 =  100.................... 128 145 147 147p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100......... 116 127 129 130p
(New York State Dept, of Labor) 

Factory payrolls
United States, 1939 =  100.................... 223 278 284p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100......... 217 259 265 267p
(New York State Dept, of Labor) 

Income payments*, 1935-39 =  100......... 231 252 246p
(Department o f Commerce)

Composite index of wages and salaries*#, 
1939 =  100....................................................... 146 161 163p
(Federal Reserve Bank of New York) 

Consumers’ prices, 1935-39 =  100........... 129 144 146 148p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  
(Federal Reserve Bank of New York) 
New York C ity .......................................

100

85 88 91 85
Outside New York C ity ........................ 68 85 85 83

* Adjusted for seasonal variation. p Preliminary. r Revised.
# A special monthly release tabulating the complete set of 15 indexes, supplanting 

the index of “ wage rates”  formerly computed by this bank, will be sent upon 
request. A general discussion of the new indexes appeared in the November 
1946 issue of this Review. Tabulations of the monthly indexes, 1938 to date, and 
description of component series, sources, and weights may be procured from the 
Research Department, Federal Reserve Bank of New York. A mimeographed 
article discussing some of the technical problems involved is also available on 
request.
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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 

(1935-39 average =  100 per cent)

Indexes of Consumers’ Prices as Compiled by 
Bureau of Labor Statistics. “All Items'* in

cludes Housefurnishings, Fuel, and Mis
cellaneous Groups Not Shown Separately 

(1935-39 average =r 100 per cent)
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National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

O JJTPUT and employment at factories were maintained at record peacetime levels in October. 
The total value of goods distributed was maintained at a high level but below the level of 

production, and inventories increased further. Prices in wholesale and retail markets generally 
advanced considerably following the lifting of controls.

In d u s t r ia l  Pr o d u c t i o n

Output at factories and mines, as measured by the Board’s seasonally adjusted index, 
increased slightly further in October and was at a level of 182 per cent of the 1935-39 average 
as compared with 180 in September. Production was maintained at this level in November up 
to the beginning of work stoppages in bituminous coal mines.

Production of nondurable manufactures in October was at a postwar peak rate of 169 per 
cent of the 1935-39 average. Output of manufactured food products rose sharply, reflecting 
chiefly the exceptionally large volume of meat production after the middle of October when 
Federal price controls were removed. The number of animals slaughtered under Federal inspec
tion declined somewhat from late October levels during the first half of November. Output of 
textile products advanced in October to a level of 170 per cent of the 1935-39 average and there 
were also small gains in activity in some other nondurable goods industries.

Output of durable manufactures increased slightly in October as activity in the nonferrous 
metals and machinery industries continued to advance. The number of passenger cars and 
trucks produced increased further to a rate 14 per cent above the 1935-39 average and continued 
to advance in the first two weeks of November. Activity in most other durable goods industries 
was maintained at about the September level. During the first three weeks of November steel 
output rose slightly to an average scheduled rate of 91 per cent of capacity, but in the fourth 
week output dropped sharply owing to a cessation of operations at most bituminous coal mines 
on Novetmber 21 as a result of work stoppages.

C o n s t r u c t i o n

Value of construction contracts awarded, as reported by the F. W. Dodge Corporation, 
declined further in October to a level two-fifths below the May peak, but they were still about 
double the 1939 average. Awards for residential building decreased by one fifth in October, 
more than offsetting an increase in the value of contracts awarded for factory construction.

D is t r i b u t i o n

Department store sales, which usually increase from September to October, showed little 
change this year, and the Board’s seasonally adjusted index declined to 258 per cent of the 
1935-39 average as compared with 269 for September and 290 for August. Sales increased 
seasonally, however, in the first half of November and were 22 per cent larger than a year ago. 
Department store stocks continued to rise in October and the Board’s seasonally adjusted index 
reached a new high of 235 per cent of the 1935-39 average, notwithstanding a further marked 
decrease in stocks in the New York City area as a result of a trucking strike.

During October and the early part of November railroad carloadings of livestock were in 
exceptionally large volume and shipments of most other classes of railroad revenue freight 
were also maintained at high levels.

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

Following the initial sharp increases in prices of many basic commodities in October and 
the early part of November, after the lifting of controls, prices of some agricultural products, 
like cotton, corn, and poultry products, declined, while prices of wheat, flour, and sugar 
advanced. Initial advances in prices of nonferrous metals, steel scrap, and rayon were main
tained, and in the latter part of November prices of some of these industrial materials advanced 
further. There were also reported in this period substantial increases in wholesale prices of a 
number of finished manufactured products.

Retail prices of foods and numerous miscellaneous products increased considerably further 
in October and November. Most of the increases occurred after the middle of October, at 
which time the consumers’ price index was 2 per cent higher than in September and 15 per cent 
above the level at the end of the war.

B a n k  C r e d it

Commercial and industrial loans at reporting banks in 101 leading cities showed further 
sharp increases in October and the first three weeks of November. Real estate and consumer 
loans also continued to increase steadily. Government security holdings declined further, 
reflecting principally Treasury debt retirement. Deposits of businesses and individuals have 
shown little further change.

Member bank reserves showed little over-all change during October and the first three 
weeks of November. Losses of funds by member banks as a result of an outflow of currency 
and a transfer of deposits from member banks to Reserve Banks due to Treasury operations 
were about equal to the funds banks obtained by borrowing at Reserve Banks and from an 
inflow of gold. Government security holdings at Reserve Banks fluctuated considerably in Octo
ber but were little changed over the period.
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MONEY MARKET IN DECEMBER
Treasury transactions overshadowed all other developments 

in the money market during the past month. Among these 
transactions were the cash redemption of one-half billion dollars 
of certificates of indebtedness, representing the unexchanged 
portion of an issue maturing on the first of December, and the 
cash redemption of 3.3 billion dollars of notes maturing at 
the midmonth, Treasury withdrawals of more than 3V̂  billion 
dollars from War Loan accounts to provide funds with which 
to effect these redemptions, interest payments in excess of 700 
million dollars on the public debt, and heavy collections of 
quarterly instalments on income taxes which it is estimated 
amounted to more than 2 billion dollars (including Savings 
notes presented in payment of taxes). Finally, heavy interest 
disbursements and the redemption of a considerable volume 
of securities held by nonbank investors resulted in a shift of 
deposits from reserve-free War Loan accounts to private 
accounts against which reserves must be maintained, and 
member bank reserve requirements rose markedly in the three 
weeks ended December 18. In the following week, however, 
the decrease in private deposits associated with tax payments 
caused a sharp decline in required reserves. Other important 
money market developments included a substantial seasonal 
increase in money in circulation which tended to bring pressure 
on reserves, and sizable gains of funds by the market through 
payments out of foreign deposit accounts with the Federal 
Reserve Banks and through a seasonal increase in "float”.

The operations of the Treasury had the effect of inducing 
very large shifts of funds between various parts of the coun
try, particularly between New York and the rest of the 
country. In making disbursements connected with public debt 
operations the Treasury transferred large sums withdrawn from 
War Loan accounts in "out-of-town” banks to New York City 
where such payments were heavily concentrated. Banks outside 
New York and nonbank investors then withdrew large 
amounts of funds from the City to replace reserves lost through 
Treasury War Loan calls and to meet quarterly tax payments. 
In the four weeks ended December 24, the New York City 
banks gained more than one billion dollars through Treasury 
transactions, but lost nearly 1.4 billion dollars through banking 
and business transfers of funds to other areas.

It was inevitable with such large movements of funds that

the losses of reserves of some banks exceeded their gains and 
that the gains of others were larger than their losses. Thus, 
while some banks were increasing their use of Federal Reserve 
credit in order to adjust their reserve positions, others were 
retiring Reserve credit or acquiring excess reserves. In the two 
statement weeks ended December 11, most of the demand for 
Federal Reserve credit came from the New York City banks. In 
the following week, when the metropolitan banks gained funds 
heavily through Treasury operations, they repurchased a large 
amount of Treasury bills from the Reserve Bank and pur
chased certificates of indebtedness in the open market from 
out-of-town banks. The latter institutions also made net sales 
of short term Government securities directly and indirectly to 
Federal Reserve Banks, but most of the Federal Reserve credit 
they obtained in this period came from a sharp expansion of 
about 440 million dollars in the "float” . (This increase in 
float is a seasonal development which is attributable to delays 
in the mail at Christmastime that temporarily lengthen the time 
required to collect checks, while the Reserve Banks continue to 
give commercial banks credit according to the regular time 
schedules for checks presented for collection.)

Retirement of the unexchanged portion of December 1st 
certificates of indebtedness on December 2 (close to 500 
million out of a total of 3.8 billion dollars), was accomplished 
without material effect on the reserve positions of member 
banks, as the Federal Reserve Banks exchanged all their hold
ings for the new issue. Cash redemption of the entire 
issue (3.3 billion dollars) of IV2 per cent Treasury notes 
during the week ended December 18 was also accomplished 
with little strain on the reserve positions of the member banks 
in the aggregate, as the notes held by the Federal Reserve Sys
tem were, in effect, redeemed with funds previously accumu
lated in the Treasury’s balances with the Federal Reserve Banks. 
However, this redemption operation, together with large inter
est payments on the public debt and the heavy withdrawals 
from War Loan deposit accounts, gave rise to distortions in the 
reserve positions of individual banks and groups of banks and 
led to the heavy shifts of funds mentioned above.

The major impact of the note redemption on the money 
market was felt on December 16 when interest payments were 
also made on outstanding Treasury obligations. As a result
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the New York money market experienced the largest one-day 
turnover of funds ever recorded, with the possible exception 
of the payment dates for subscriptions to new securities offered 
in some of the later War Loan drives. About 1.6 billion 
dollars or one half of the notes redeemed and 400 million 
dollars or two thirds of the interest on the public debt were 
paid in New York, while the City banks were only required 
to make payment, to the Treasury, of 700 million dollars out 
of War Loan accounts. This was less than one fourth of the 
call for all banks of the country. As a partial offset to this 
gain of funds by New York City banks, however, there were 
withdrawals of the proceeds of redeemed notes held here by out- 
of-town customers of New York banks, and large withdrawals 
of funds by banks in other parts of the country to enable them 
to meet the Treasury’s War Loan call. These transactions re
sulted in a loss to the New York money market of about 700 
million dollars in a single day. Nevertheless, the New 
York banks had the benefit of a net gain of approxi
mately 600 million dollars which greatly eased their reserve 
positions. The funds were used largely to repurchase about 250 
million dollars of Treasury bills sold to the Reserve Bank earlier 
in the week and temporarily to augment excess reserves, which 
reached 350 million dollars on December 16. This excess was 
quickly absorbed by further repurchases of Treasury bills from 
the Reserve Bank, the acquisition of other short term Govern
ment securities in the open market, and further transfers of 
funds to other localities, so that by the end of the statement 
week (December 18), the surplus had turned into a deficit of 
about 70 million dollars.

In the week ended December 24, the Treasury built up its 
deposits with the Federal Reserve Banks, chiefly out of income 
tax collections, and public demand for currency continued 
strong. Banks both in New York and other parts of the country 
were affected and consequently were compelled to seek Federal 
Reserve credit in adjustment of their reserves.

The increase in currency circulation was a constant source 
of pressure on member bank reserves during most of the 
month, but public demands for currency were much smaller 
than in 1945. Outstanding currency rose by about 350 million 
dollars in the four weeks ended December 24, 1946, as com
pared with 480 million in the corresponding weeks of the pre
ceding year. The current increase in demand for cash was 
smaller despite the fact that in 1945 cash payment for subscrip
tions to Savings bonds and other securities offered in the Vic
tory Loan served to retard the growth of currency, a factor that 
was of course absent in December of 1946.

R e t ir e m e n t  o f  Pu b l ic  D e b t

December redemptions brought to a total of approximately
23.3 billion dollars the amount of called or matured market
able Treasury securities retired by the United States Govern
ment since the end of February. In that period the Treasury’s 
deposits in War Loan accounts were reduced from 24.4 to
2.2 billion.

The effects of the debt retirement program on the major

Changes in the Ownership of the Public Debt* 
(Cumulative weekly from February 27, 1946)
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* Total interest-bearing debt exclusive of special issues, Savings notes, 
and Armed Forces leave bonds.

classes of investors, as far as they can be determined from cur
rently available figures, are shown in the accompanying chart. 
The data represent the total interest-bearing debt, less special 
issues which are available to Government agencies and trust 
funds only, tax Savings notes, and Armed Forces leave bonds. 
Savings bonds, the issue of which has increased about one 
billion dollars since the end of February ( thus providing some 
offset to the retirement of public marketable issues), are 
included in the data.

Government security holdings of the weekly reporting mem
ber banks in 101 cities declined almost 13 billion dollars be
tween February 27 and December 18, an amount equal to more 
than half the redemption of public marketable issues in the 
corresponding period and well in excess of their probable hold
ings of redeemed securities. Sales of Government securities by 
these banks for the purpose of adjusting their reserve positions, 
principally to meet the losses of funds resulting from the re
demption of securities held by the Federal Reserve Banks, ac
count for the difference. About IV2 billion dollars, or close to 
60 per cent of the decrease in reporting member bank Govern
ment securities, consisted of certificates of indebtedness. Treas
ury notes accounted for 4.8 billion, or more than one third, and 
Treasury bills for one-half billion dollars. Bond holdings 
showed a small net decline of 200 million dollars, indicating 
that, in contrast to the heavy open market purchases of previ
ous years, the weekly reporting banks did not fully replace the 
Treasury bonds lost through retirements, owing to the pressure 
on their reserves exercised by the redemption program and the 
expansion of alternative outlets for bank credit, particularly 
customer loans.

The decline in the Government security holdings of the 
weekly reporting banks brought about a lengthening of the 
average maturity of their Government security portfolios. 
This was attributable primarily to the redemption of large 
amounts of their short term securities, together with substan
tial sales of such securities to obtain needed reserves, and was 
only secondarily the result of purchases of medium term bonds.

MAR A P R  MAY JUN J U L  AUG S E P  O C T  NOV DEC 
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The decline in bank holdings of Government securities also 
was primarily responsible for a reduction of 17 per cent in 
their total loans and investments since the end of 1945. 
Toward the close of 1946, Government securities had fallen 
to 64 per cent of total earning assets, against 72 per cent a 
year previous.

Despite the fact that cash redemptions of Treasury obliga
tions held by the Reserve Banks amounted to approximately 
41/2 billion dollars, the holdings of these banks have risen about 
200 million dollars since February 27. Federal Reserve pur
chases of about 4.7 billion of securities, directly or indirectly 
from commercial banks, provided the latter with more funds 
than were withdrawn from them by the Treasury to redeem 
securities held by the Reserve Banks. Thus, while the redemp
tion program involved recurrent pressure on the reserve posi
tions of member banks, the banks had little trouble in meeting 
all needs for reserves, because of the ready availability of 
Federal Reserve credit.

All other investors, including nonreporting member and 
nonmember banks, as well as nonbank investors, show a decline 
in their holdings of Government securities of about 9V2 bil
lion dollars during this period. It appears that in this group 
nonbank investors replaced part of their losses by buying other 
Treasury obligations in the open market.

SMALL LOAN COMPANIES IN NEW YO RK STATE
Today competition in the consumer instalment lending field 

is so keen that it is difficult to realize that only fifteen or twenty 
years ago loan facilities available to the small individual bor
rower were extremely limited. Many individuals could get 
accommodation only from lenders operating without super
vision, some of whom belonged to the category of loan sharks 
lending at exorbitant rates. In the last decade and a half this 
gap in our credit system has been filled by the rapid growth 
of small loan companies and the development of personal loan 
departments of commercial banks. The importance of these 
facilities in the field of instalment lending in the State of New 
York today is indicated in the accompanying chart, showing 
the amount, by type of lender, of consumer instalment loans, 
outstanding in the years 1941 to 1946. At the end of last 
June the commercial banks and the small loan companies are 
estimated to have held about 55 and 30 per cent, respectively, 
of the dollar volume of such loans outstanding.

Small loan companies in this State operate under the New 
York Licensed Lenders’ Act, which was passed in 1932 with 
the purpose of meeting the needs of the small borrower. It 
provides for the licensing of small loan companies by the 
State Superintendent of Banks, authorizes them to make loans 
of 300 dollars or less, and sets maximum interest charges for 
such loans. Because of the higher operating costs and greater 
risks involved in the small loan business, the maximum rates 
are considc tbly higher than the limits fixed by the general 
interest laws. The majority of the customers of small loan 
companies belong to the lower income groups, and many of 
them are wage earners whose credit ratings usually do not

Consumer Instalment Loans in New York State 
by Lending Agency, 1941-46*

M IL L IO N S  
OF DOL L A RS
2 8 0 ----------------------------------------------------------------------------------------------------------------------------

D E C . 3 1 ,1 9 4 1  DEC.3 1 , 1 9 4  3  D E C .3 1 , 1 9 4 5  JUNE 3 0 , 1 9 4 6

* Amount outstanding, December 31, 1941-45, and June 30, 1946. Loans 
of commercial banks and all data for June 30, 1946 estimated by Federal 
Keserve Bank of New York; other data from New York State Department of 
Banking.

enable them to obtain loans elsewhere. The loans which they 
seek are often too small to be handled by other lending 
institutions.

The most frequent reason why people borrow from small 
loan companies is to meet emergencies, such as doctors’ or 
hospital bills, or to consolidate debts. Purchases of major con
sumers’ durable goods, such as automobiles, ordinarily require 
larger loans than the small loan companies are permitted to 
make. The contraction in the volume of such companies’ 
business during the war, therefore, although marked, was not 
as sharp as the reduction which occurred in loans by other 
lenders. The amount of consumer instalment loans outstand
ing held by the commercial and industrial banks in New York 
State declined approximately 50 per cent between the 1941 
peak and the low point; the corresponding decline for the 
small loan companies was less than 40 per cent. New instal
ment credits extended by small loan companies began to exceed 
repayments in 1943, several months earlier than in the case 
of other lenders, but those extended by the commercial banks 
have been rising more rapidly.

As is indicated in the accompanying table, the expansion of 
the past few years in the volume of loans made by small loan 
companies in New York State has not occurred as the result 
of any significant increase in the number of loans made. In 
1945, 633 thousand loans were made, only slightly above the 
low point reached in 1943. Although preliminary figures for 
1946 indicate a substantial increase in the number of loans, 
the number is still undoubtedly well below the prewar peak 
of over 900 thousand. Rather, the increase in volume has been 
the result of a substantial rise in the size of the average loan, 
which in turn is a reflection of the rise in the general price 
level. While this trend has been in evidence since the begin
ning of the war, it has been greatly accelerated in the past 
three years.
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Loans Made by  Small Loan Companies in New Y ork  State, 1939-45

Year

In thousands In millions of dollars

Size of 
average 

loan

Number of 
loans 
made

Amount
loaned

Amount out
standing at 
end of year

1939............................ 843 130.3 65.1 $155
1941............................ 900 148.9 75.5 166
1942............................ 694 112.9 57.8 163
1943............................ 627 102.7 46.6 164
1944............................ 627 108.5 48.8 173
1945............................ 633 117.0 54.8 185

Source: New York State Department of Banking.

A breakdown by size groups of the loans made by small loan 
companies in New York State shows strikingly this trend 
toward larger individual loans. In 1939 close to 42 per cent 
of the total number of loans made were for amounts of 100 
dollars or less, and only 28 per cent were for more than 200 
dollars. By 1945 these proportions had been very nearly 
reversed, and only 183 thousand, or 29 per cent of the total 
number of loans granted, were for 100 dollars or less; 243 
thousand, or 38 per cent, were over 200 dollars. In 1945 the 
smaller loans represented only 12 per cent of the total amount 
loaned, while those over 200 dollars accounted for 59 per cent. 
Comparable statistics are not readily available for other States, 
but the size of the average loan in New York appears to be 
larger than in most of the other States which still restrict small 
loan companies to loans of 300 dollars or less.

The number of loans made by the small loan companies is, 
however, not a particularly good indication of the number of 
customers they serve. Renewals or repeat borrowings con
stitute a very large fraction of their business. A special study 
made some time ago by the State Department of Banking 
revealed that in 1941 renewals accounted for 60 per cent of 
the number of loans made, and 70 per cent of the total amount 
loaned, by small loan companies. Renewals granted by per
sonal loan departments of the commercial banks and by indus
trial banks in that year represented 30 and 34 per cent, respec
tively, of the total number of loans made by these agencies.

Another significant trend in the small loan business is the 
increasing substitution of unsecured personal notes for house
hold chattel mortgages. In 1945 nearly 40 per cent of the 
number of loans made by the small loan companies were 
unsecured, compared with about 10 per cent in 1936, while 
the percentage secured by household chattel mortgages 
dropped to 43 from 67 per cent. (The trend is more evident 
in New York City and its suburban area than in other parts 
of the State.) Of the remaining loans those secured by chattel 
mortgages on automobiles (usually made for purposes other 
than the purchase of a car) have accounted for anywhere from
8 to 12 per cent of the business in recent years, while endorsed 
paper, wage assignments, and loans secured in other ways have 
played only a very minor role.

The loss experience of the small loan companies has steadily 
improved over the period for which we have data, although it 
should be noted that this has occurred in a period of relative 
prosperity. Recoveries have increased substantially in recent 
years. For the ten-year period from 1936 through 1945 loan

balances charged off less recoveries were equal to 0.67 per cent 
of the total volume of loans made, and the companies collected 
between 96 and 98 per cent of the interest due them. Losses 
in some individual years, of course, were much higher; in 1942, 
for example, net charge-offs amounted to 1.13 per cent of the 
year’s loan volume.

Profitable operation of small loan companies depends pri
marily on efficient management, since maximum interest 
charges are fixed by statute. The distribution of overhead costs 
over as large a volume of loans as possible and the size of the 
average loan are both important factors in determining earn
ings. Because of the premium on the transaction of a large 
volume of business, large chains of loan companies have tended 
to be the most successful. At the end of 1944, the 197 
branches of national chains operating in New York held 
approximately 86 per cent of the total amount of loans out
standing in the 270 loan offices in the State. Two companies 
alone, the Household Finance Corporation and the Personal 
Finance Company, operated 114 offices and held 49 per cent 
of the dollar volume of loans outstanding. Chains with 
branches only in New York State held 9 per cent of the total, 
and the remaining 5 per cent was distributed among the 27 
single-office lenders in the State.

With so large a proportion of the business transacted by 
concerns operating in several States, it is difficult to compute 
the earnings and capital return attributable to the operations 
of small loan companies in New York alone. However, in 
1940-41 and 1946 the New York State Department of Bank
ing made special studies of the earnings of representative 
companies in an effort to determine the reasonableness of the 
interest rate limits in force. It was found that in 1939 small 
loan companies in New York State averaged after taxes a 
return of about 10.8 per cent on their average assets. Believing 
that such a return was higher than necessary to attract an 
adequate amount of capital to the small loan field, the Banking 
Department recommended that interest rates be reduced from 
3 per cent per month on that part of the unpaid balance not 
exceeding 150 dollars and 2Vz per cent per month on the 
remainder (the rates prevailing since the Licensed Lenders’ 
Act was first passed in 1932), to IVz per cent monthly on the 
first 100 dollars of unpaid balance and 2 per cent monthly on 
the remainder. These maximum rates were voted by the State 
Legislature and became effective on July 1, 1941. In its most 
recent study the Department found that, as a result of both this 
reduction in rates and the wartime decline in the volume of 
business, net earnings after taxes on average assets had declined 
to approximately 7.5 per cent in 1944.

These ratios do not, however, show the actual rate of return 
to the owner or stockholder, since small loan companies gen
erally borrow a relatively large proportion of their total funds 
from commercial banks or through the sale of debentures. 
Since the cost of borrowed funds is relatively low, the larger 
the proportion of borrowed money to total employed funds, 
the higher the profits on equity capital. In 1941 approxi
mately 44 per cent of the total funds employed in the small
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loan business in New York State was borrowed. With the 
wartime decline in demand, lenders required less working 
capital, and temporarily repaid a portion of their borrowings. 
In 1944 the proportion of borrowed funds was down to about 
31 per cent. During the four years 1941-44 small loan com
panies paid an average of 2.3 per cent for borrowed funds and 
about 5.7 per cent on their preferred stock. The latter accounted 
for roughly 20 per cent of their total funds. At the low point 
in 1944, earnings on equity capital before taxes were about
11.8 per cent, compared with 17.6 per cent in 1942 (the first 
full year after the lowered interest rates went into effect). 
After taxes, the corresponding figures were 6.8 and 11.1 per 
cent, respectively. The 1945-46 expansion in loan volume and 
in the size of the average loan has reversed this trend in earn
ings and final figures for 1946 will undoubtedly show a con
siderable improvement.

The outlook for the small loan business is tied to the general 
level of business activity and to the total demand for consumer 
credit, but present indications point to a rising volume of 
business for some time to come. Over-all consumer borrowing 
is low in relation to disposable income as judged by prewar 
standards; the number of loans currently being made by the 
small loan companies is still considerably below prewar levels; 
and the size of the average loan is continuing to increase. 
Furthermore, the State Department of Banking on the basis 
of its most recent study of the operations of small loan com
panies has recommended that the maximum loan limit be 
raised to 500 dollars. If this recommendation is adopted by 
the State Legislature, it should open a new and profitable field 
to the small loan companies. It is not possible to foresee just 
how the commercial banks’ drive for a larger share of the con
sumer loan business will affect the small loan companies. 
However, a considerable proportion of the borrowers served 
by these companies are probably too great a credit risk to be 
handled by the banks or other lenders at the rates which they 
are permitted to charge.

THE HOUSING PROGRAM  IN 1946
Mid-December marked a turning point in the national 

postwar housing program. Following the resignation of the 
National Housing Expediter, Mr. Wilson Wyatt, early in 
December, President Truman announced that controls on hous
ing construction would be greatly modified, and, in effect, 
shifted the emphasis in the program from Government control 
to private enterprise. The postwar housing program had been 
launched in January 1946 under the President’s emergency 
powers and was strengthened in May 1946 by the passage of 
the Veterans’ Emergency Housing Act, which provided for 
premium payments for certain building materials, purchase 
priorities for veterans, allocation of scarce materials, guaran
teed markets for prefabricated homes, and the restriction of 
nonresidential and high-priced home construction. During the 
year under review, the national housing program has moved 
from the blue-print stage to a point where a considerable 
acceleration in the volume of residential construction may be 
expected.

With the end of the war and demobilization of the Armed 
Forces, the shortage of housing, which had already been a press
ing problem in wartime, reached emergency proportions. In 
the decade before the war, the volume of new housing had been 
insufficient to keep up with the normal replacement demand 
and to provide for population growth. During the war years 
residential construction was sharply curtailed, so that even by 
normal standards a substantial backlog of demand for housing 
had accumulated by late 1945. Furthermore, because of war
time conditions and the accompanying prosperity, the number 
of marriages and births had risen sharply. This increase in the 
number and size of families, coupled with a high level of 
income and savings, drew an unprecedented number of persons 
into the market for new or enlarged living quarters. In addi
tion to these general trends, substantial migration of popula
tion within the country accentuated the local shortages in many 
metropolitan areas. Through Government-guaranteed loans 
to veterans and liberalized mortgage insurance by the Federal 
Housing Administration, the market for low cost housing has 
been increased still further. In the face of this pressing 
demand and the extremely low supplies of building materials 
and skilled labor prevailing at the end of the war, the Veterans’ 
Emergency Housing Program was inaugurated in order to 
increase residential construction for the benefit of veterans by 
giving it a preferred place in the nation’s reconversion program.

In appraising the accomplishments of the housing program, 
it is important to take into account the obstacles confronting 
the building industry. From the time of our entry into the war, 
residential construction activity was curtailed to meet urgent 
demands of war industries for both men and materials. Resi
dential building in 1944 and the first half of 1945 was at the 
lowest rate since the depths of the depression in the early 
thirties. Many plants producing building materials had re
duced considerably their scale of operations. In the light of 
these shortages, the goals set by the housing program were very 
ambitious. In 1946 it was planned to start construction on
1,200,000 dwelling units, of which 838,000 were to be new 
permanent housing; in 1947, 1,500,000 permanent homes were 
to be started. The greatest previous output of housing in the 
nation’s history was the total of 937,000 dwelling units con
structed in 1925, the climax of the building boom which fol
lowed the First World War. The 1946 goals of the Veterans’ 
Emergency Housing Program and the accomplishments of the 
program during the first ten months of the year are shown in 
the accompanying chart.

The goal for new permanent housing included both con
ventional housing and prefabricated units. Originally it was 
hoped that Government-guaranteed markets and priority assist
ance in obtaining materials would result in the production of 
as many as 250,000 factory-built homes in 1946 and 600,000 in
1947. The 1946 goal was subsequently cut to 100,000, but by 
October 30, only 30,300 had been shipped by manufacturers. 
The number of conventional homes started in 1946 is running 
about 10 per cent short of the goal, with 549,600 units started 
in the first ten months of the year. However, the total number 
of new dwelling units started in 1946 will almost certainly be 
the greatest for any year since 1928, except 1941.
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Federal Housing Program : Goals for W ork Started in 
Year 1946, and Dwelling Units Started and 

thousands or Completed Jan.- Oct. 1946*
DWELLING U N I TS
1 4 0 0

1 200  

100 0  

8 0 0

6 0 0

4  0 0

2 00 

0

* Starts and completions for temporary re-use and conversion of war hous
ing ( “ temporary conversions” ) include both the emergency housing under 
the Federal Public Housing Authority and the projects of State and local 
governments and educational institutions.

Source: National Housing Agency.

Toward the end of 1946 the program of transforming tem
porary war housing and military installations for emergency 
use by veterans was approaching the goal of 212,000 units 
originally set. In the first ten months of the year the Federal 
Public Housing Authority had started the equivalent of 
191,600 dwelling units. However, commitments of funds had 
reached the maximum possible under present legislation and 
increasing building costs were causing curtailment of some 
projects, so that the number finally completed may be some
what less. An additional 23,400 temporary units have been 
started by local governments and educational institutions, but 
only a small proportion of these have been completed thus far. 
About 87,000 more dwelling units have been made available 
by the conversion of existing homes and the manufacture of 
house trailers.

Altogether, work was started on 882,200 dwelling units of 
all types in the first ten months of 1946, and 500,400 units 
had been completed by October 31.

Despite measures taken to control prices of building mate
rials and wages of construction workers, building costs have 
risen steadily in the past year. Shortages of materials and the 
consequent delays in completions (as well as purchases of 
materials at black market prices) raised the cost of housing 
far above prewar levels. One of the main objectives of the 
housing program was to stimulate the production of scarce 
materials by premium payments for output in excess of certain 
quotas, and by allocation of raw materials to building supply 
plants. By October the output of most building materials was 
at a new postwar peak and in several cases production exceeded 
prewar levels. President Truman has announced that the out
look is now sufficiently favorable for priorities and allocations 
to be discontinued in the near future. Subsidies will continue 
until the dates originally scheduled.

The Wyatt program did not encourage private rental con
struction. In the entire New York City area, for example, not

N E W  T E M P O R A R Y  P E R M A N E N T
P E R M A N E N T  C O N V E R S I O N S  C O N V E R S I O N S

a single apartment house was completed in the first ten months 
of 1946, although several large projects have been started and 
are expected to be completed some time in 1947. The new 
liberalized housing policy announced by the President will 
emphasize rental housing through financing aids and greater 
flexibility in the establishment of rent ceilings for new con
struction. It will also allow non-veterans to build for their 
own occupancy. The ceiling of $10,000 on new residential 
housing has been eliminated and replaced by a limitation of 
floor space to prevent the building of luxurious homes during 
the life of the program. It is anticipated that there will be an 
increase this year in the amount of nonresidential construction, 
which had been sharply reduced under the Wyatt program.

Although many families are currently being priced out of 
the market for new homes by rising building costs, the current 
outlook for construction in general is that of a high level of 
activity during the coming year. Even if large groups of 
potential buyers are eliminated by high prices and other groups 
are not satisfied with the values offered, there will still remain a 
considerable pressing demand for residential rental construc
tion. There is also a large backlog of demand for commercial 
and industrial building and public works. Recently published 
estimates, including that of the Department of Commerce, 
point to record-breaking construction activity in 1947, with 
the total value of all types of building perhaps approaching 
22 billion dollars.

AGRICULTURAL PRODUCTION IN 1946

Agricultural economists agree that farmers’ cash receipts 
from marketing during the year just ended will be found to 
have reached a record peak not likely to be surpassed or even 
equaled in the years immediately ahead. Farmers in the country 
as a whole received more than three times as much cash in
1946 as in an average prewar year. This postwar prosperity 
of farmers resulted from a combination of two favorable fac
tors— record crops, and a level of farm prices which in recent 
months approached the peak attained after World War I. The 
very large output was due primarily to unusually favorable 
weather conditions and also to large plantings. After a period 
of uncertainty immediately following the end of the war, the 
Department of Agriculture recommended that farmers not 
reduce production schedules, but aim instead at a maximum 
output to meet this country’s increased domestic needs and 
foreign obligations. As the industrial reconversion progressed 
more rapidly than anticipated, domestic demand for all kinds 
of food was well sustained; prices climbed to higher levels, 
with particularly sharp increases following the end of price 
controls.

Reconversion from wartime to peacetime conditions, which 
has been practically completed in most manufacturing indus
tries, still lies ahead for agriculture. For farm production, 
conversion to war spelled mainly increased production all along 
the line. Shifts to products for which demand was generated 
or considerably increased by the war (such as oil-bearing 
crops) affected only a small minority of farmers; no notable
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shifts of this type took place within the Second District. The 
majority of farmers continued to raise much the same products 
they had marketed before the war.

The considerable increase in farm production during the war 
— nearly one-third over the average for the five-year period 
1935-39, measured in physical terms— has been aided signifi
cantly by favorable weather conditions. More importantly, 
however, much of the increase is due to improved farming 
methods. The effects of better breeding and seed selection, 
improved stock, increased numbers of tractors and farm ma
chines on farms, contour plowing, and the spread of mechaniza
tion into new areas of farm production, have permanently 
increased the farmers’ ability to produce larger quantities of 
food and of other agricultural products. Most of these wartime 
developments must be viewed as an acceleration of prewar 
trends.

In the past, when higher levels of output were reached as a 
result of improvements in technique or increases in acreage, 
farmers did not react to lower prices by limiting production. 
Year-to-year fluctuations in output tended to reflect changes in 
weather conditions and other influences independent of human 
action rather than farmers’ willingness to adjust output to 
demand. Farm production on the whole is rather inelastic. 
Shrinking demand is more likely to result in downward price 
adjustments than in reduction of output. Viewed in this light, 
the postponed adjustment of our agriculture to reduced demand 
is expected to lead to a decline from the present price levels in 
some not too distant future. Whether such a decline will be 
limited to 10 or 15 per cent, as anticipated by the Department 
of Agriculture, will depend on a number of factors, including 
future trends in the money income of nonagricultural workers.

The December 1, 1946 estimates for the major field crops 
are given in the table below, together with the final estimates 
for 1945. Percentage changes given in the last column show 
eloquently that in the first full peacetime year production of 
all major crops, with the exception of cotton, was considerably 
above the average harvest of the last prewar years. The decline 
in cotton production was due mainly to a reduction of acreage 
devoted to this crop.

Production of livestock and livestock products fell slightly 
in 1946. The Department of Agriculture expects the year’s 
meat production to decline to 21.9 billion pounds from 22.9 
billion in 1945, mainly because of a drop in cattle slaughtering. 
Milk production in 1946 was within two per cent of the pre
vious year’s record volume, while the output of creamery butter

Production o f M ajor Field Crops in the United States

Crop Unit 1945 1946*

Percentage 
change, 1935- 
39 average to 

1946

Corn................... M illions of bushels 2,881 3,288 +42
Oats................... M illions of bushels 1,536 1,510 +44
W heat............... M illions of bushels 1,108 1,156 +52
Cotton............... Thousands of bales 9,015 8,482 —35
Tobacco............ M illions of pounds 1,994 2,235 +53
Potatoes............ M illions of bushels 418 475 +34

* December 1, 1940 estimate.
Source: U. S. Department of Agriculture.

was about 25 per cent below, mainly because of the unfavorable 
price situation prior to the lifting of price controls. Egg pro
duction during the first eleven months of 1946 was within one 
per cent of the high level of a year ago. Mild fall weather 
favored both milk and egg production, and the large output 
was achieved in spite of a reduced number of milk cows and 
layers on farms.

The value of agricultural production in the Second District 
in 1946 is estimated to have exceeded one billion dollars. New 
York State customarily accounts for more than 80 per cent of 
the District’s agricultural output and of its cash income from 
farm marketings. In recent years New York State has ranked 
eleventh or twelfth in farm production, and has been surpassed 
by only Texas, California, and the large midwestern agricultural 
States. The field crops harvested last fall in this State were 
large compared with prewar averages, but short of the peak 
harvests of some war years. At close to 27 million bushels the 
corn crop was the third best on record. The oats crop was 
considerably better than average, and the potato yield exceeded 
the previous year’s very large crop. Among the major crops, 
wheat alone, with 5.6 million bushels harvested, fell consider
ably short of both the wartime level and prewar averages.

Dairy production in New York State was apparently main
tained throughout the year at levels only a few per cent below 
a year ago. A larger proportion was sold as fluid milk, how
ever, and the output of creamery butter during the first eight 
months of 1946 fell to little more than half of the production 
in the corresponding period of 1945. Egg production in New 
York State in 1946 advanced somewhat over the year-ago 
record level, compared with a slight decline in the country as 
a whole.

The fruit crop, on which many up-State farmers depend for 
a considerable part of their cash income and which had been 
particularly poor in 1945, owing mainly to late frost, was 
quite satisfactory in 1946. The apple crop was about normal; 
more than six times as many bushels were brought in as in the 
previous year. Twice as many cherries were harvested, the
1946 volume representing an average crop. Also, twice the 
previous year’s tonnage of grapes was gathered, a better than 
average crop. Only pears fell short of prewar averages, although 
they, too, were considerably above the poor 1945 crop.

Farmers throughout the country apparently take an opti
mistic view of prospects for 1947. During the fall planting 
season they expanded by 8 per cent their seeded acreage of 
winter wheat. A record 1947 crop exceeding 1.2 billion bushels 
(including spring wheat) is estimated, nearly twice the 
1935-44 average. The rye acreage was also increased and the 
condition of rye is reported excellent.

DEPARTM ENT STORE TRADE

December sales of department stores in the Second Federal 
Reserve District fell somewhat short of the expectations of 
some of the leading store executives. Although the dollar 
volume of sales is estimated to have run 28 per cent above a
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Departm ent and Apparel Store Sales and Stocks, Second Federal Reserve 
D istrict, Percentage Change from  the Preceding Year

Locality

Net i 

Nov. 1946

sales

Jan. through 
Nov. 1946

Stocks on 
hand 

Nov. 30, 1946

Department stores, Second District. . . . +28 +31 +43
New York C itv...................................... +26 +29 +39
Northern New Jersey........................... +32 +33 +44

Newark................................................ +29 +30 +44
Westchester and Fairfield Counties. . +40 +38 +53

Bridgeport........................................... +37 +34 +47
Lower Hudson River Valley............... +34 +37 +49

Poughkeepsie...................................... +29 +35 +52
Upper Hudson River Valley............... +34 +36 +54

Albanjr........................................................ +35 +46 +60
Schenectadv........................................ +33 +25 +47

Central New York State..................... +33 +35 +53
Mohawk River Valley................... .. +29 +28 +37

Utica................................................ +27 +25 +36
Syracuse.............................................. +35 +38 +62

Northern New York State.................. +29 +36 —

Southern New York State................... +32 +31 +50
Binghamton........................................ +  19 +32 +56
Elmira.................................................. +30 +23 +43

Western New York State.................... +27 +29 +49
Buffalo................................................. +25 +29 +43
Niagara Falls...................................... +17 +  13 +44
Rochester............................................ +33 +31 +59

Apparel stores (chiefly New York C ity ). +  9 +25 +61

Indexes o f Departm ent Store Sales and Stocks 
Second Federal Reserve D istrict 
(1935-39 average =  100 per cen t)

Item
1945 1946

Nov. Sept. Oct. Nov.

Sales (average daily), unadjusted................. 235 214 202 301
Sales (average daily), seasonally adjusted.. 182 202 177 233

Stocks, unadjusted........................................... 173 216 217 247
Stocks, seasonally adjusted............................ 152 200 192 217

year ago, this is a smaller rate of increase than in the first 
part of the year. The reduced rate of increase occurred despite 
the price advances which have taken place on many items 
since the end of OPA controls and despite the stores’ larger 
receipts of "big-ticket” items (such as refrigerators, furniture, 
etc.). The seasonally adjusted index of sales for December 
remains at about the same level as for November— 10 per cent 
below the all-time high reached in August. Total Second Dis
trict sales during the year 1946 are estimated at 1,195 million 
dollars, an increase of 30 per cent over 1945.

Neither supply nor labor shortages seem to have set limits 
for the increase in sales. Supplies of merchandise available 
for Christmas buying were much larger this season than in
1945. At the end of November the dollar value of stocks 
on hand in Second District department stores was more than 
40 per cent greater than on the same date a year ago; in some 
individual departments the increases were even larger. Stocks 
of homefurnishings and of men’s clothing were 50 and 60 per 
cent, respectively, above those of a year previous, and stocks 
of piece goods, linens, and bedding were 85 per cent greater. 
Stocks of women’s wear, which were already abundant during 
the Christmas trade period a year ago, increased at the same 
rate as inventories as a whole.

In November the dollar volume of sales of Second District 
department stores was 28 per cent larger than a year earlier. 
Sales of homefurnishings were 40 per cent greater than a year 
previous and piece goods, linens, and bedding sales increased

50 per cent. Sales in these departments reflected the more 
ample supply situation. Sales of mens wear increased 25 
per cent, but sales of women’s wear advanced only 17 per cent.

As stocks increased more rapidly than sales during Novem
ber, ratios of stocks on hand at the end of the month to sales 
during the month were larger in nearly all departments. This 
increase was not uniform. The stock-sales ratio for the 
women’s wear group was 2.1, compared with 1.8 in November 
1945; for the men’s wear group it was 2.6 compared with 2.0 
in the previous year; while in the homefurnishings group the 
stock-sales ratio, at 2.4, was little changed from the November
1945 figure of 2.2. A large number of pre-Christmas clearance 
sales featuring furs and other women’s apparel, men’s robes and 
sports shirts, costume jewelry, and expensive handbags and 
linens indicate that the stores had overstocked some soft goods 
items, especially high-priced goods. A shift to the prewar 
pattern of consumer spending, with a larger proportion of 
income spent on durable goods, might be expected to result 
in some drop in the demand for soft goods.

Outstanding orders of Second District department stores 
declined about 25 per cent from the end of October to Novem
ber 30, 1946; it was the largest month-to-month percentage 
decline since November 1941, and the only October to Novem
ber decline since 1942. A part of the decrease was due to the 
inflation of orders at the end of October as a result of the 
delivery strike in the New York Metropolitan area, but it is 
probable that outstanding orders also are returning to the pre
war seasonal pattern.

Indexes o f Business

Index
1945 1946

Nov. Sept. Oct. Nov.

Industrial production*, 1935-39 = 100......... 168 180 181 182p
(Board of Governors, Federal Reserve 

System )
Electric power output*, 1935-39 =  100........ 187 204 206 212 p

(Federal Reserve Bank of N ew  York) 
Ton-miles of railway freight*, 1935-39 =  100 180r 199 193 p 181 p

(.Federal Reserve Bank of N ew  York)
Sales of all retail stores*, 1935-39 = 100........ 220 257 259p

(.Department of Commerce)
Factory employment

United States, 1939 = 100.......................... 128 147 147 U 9 p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100................ 117 129 130 131 p
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 = 100........................... 223 284 286p
(.Bureau of Labor Statistics)
New York State, 1935-39 = 100................ 220 265 267 269p
(New York State Dept, of Labor)

Income payments*, 1935-39 = 100............... 236 247 256p
(.Department of Commerce)

Composite index of wages and salaries*# 
1939 = 100....................................................... 147 164 164p
(Federal Reserve Bank of N ew  York) 

Consumers’ prices, 1935-39 =  100................. 129 146 148 152p
(.Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(Federal Reserve Bank of N ew  York)
New York C ity.............................................. 85 91 85 84
Outside New York C ity .............................. 74 85 83 87

* Adjusted for seasonal variation. p Preliminary. r Revised.
# A special monthly release tabulating the complete set of 15 indexes, supplanting 

the index of “ wage rates” formerly computed by this bank, will be sent upon 
request. A general discussion of the new indexes appeared in the November 
1946 issue of this Review. Tabulations of the monthly indexes, 1938 to date, and 
description of component series, sources, and weights may be procured from the 
Research Department, Federal Reserve Bank of New York. A mimeographed 
article discussing some of the technical problems involved is also available on 
request.
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Remarks of A l l a n  S p r o u l,

President, Federal Reserve Bank of New York 

at the
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N e w  Jersey St a t e  Ba n k e r s  A sso cia tio n  

December 6, 1946

H AVING been given freedom of choice— an important free
dom which those who are interested in other freedoms 

sometimes neglect— I have decided to talk with you tonight 
about money management and credit control. This is not an 
easy subject for popular presentation, but it is the most 
important subject which confronts me as a central banker and, 
in these critical days, I feel that I would not be justified in 
taking up your time with lesser matters. Before I embark on 
this discussion, however, I should make two statements and 
one confession.

My first statement is that while my talk must include obser
vations on the management of the public debt, I cannot and do 
not speak for the Secretary of the Treasury. He speaks for him
self. My second statement is that I cannot and do not speak for 
the Federal Reserve System. The Federal Reserve System as 
created by the Congress of the United States is, in fact, a 
Federal system. There is the Board of Governors at Washing
ton having broad powers of policy-making, supervision, and 
coordination. There is the Federal Open Market Committee 
composed of the members of the Board of Governors and 
representatives of the Federal Reserve Banks, which has 
specific authority over the open market operations of the 
banks. There are the twelve Federal Reserve Banks and their 
boards of directors, which have been given certain statutory 
powers and which have certain powers of advice and counsel 
growing out of those statutory powers. This is a Federal 
system; it is at one and the same time national and regional; 
some powers have been given to the central agency, some to 
the constituent parts, some to a combination of the two, and 
some have been reserved, as usual, to the people, includ
ing the Federal Advisory Council. I cannot speak for such a 
system; certainly not with regard to the future. I can try to 
interpret policy once it has been fixed by the appropriate 
body within the System but, if I go beyond that, I am merely 
giving you my personal views. I can only speak as one individ
ual who participates in the work of the System.

My confession is that I do not relish these speaking jobs and 
like to avoid them when I can do so without dodging my 
responsibilities. Central bankers have long been known as

members of the silent service. We have preferred, traditionally, 
to let our acts speak for us and not try to explain them. This 
approach has its advantages— many of our actions are difficult 
to explain. It also has its disadvantages, the chief one perhaps 
being that in a country such as ours you are likely to go out 
of business if you do not explain what you are doing in the 
public domain. At any rate, I followed tradition in May and 
resisted the blandishments of the program chairman for your 
annual meeting, only to be caught in December by your per
suasive President.

I embark on this discussion of money management and 
credit control with some hesitation. I am not unmindful of the 
fact that there was an election recently, and the voters seemed 
to express impatience with controls of various kinds which they 
had borne with varying degrees of resignation during the war. 
But money management or credit control is not a war baby; 
it is the product of many years of growth and development; 
at least since the establishment of the Federal Reserve System 
in 1914. It was made necessary by the key position which 
money and credit occupy in our democratic society and our 
capitalistic economy. And, by the same token, the powers of 
money management and credit control must be so limited and 
so administered as not to hamper that society; not to destroy 
that economy.

Our primary job is the overall credit administration of the 
country, and our objective must be to make credit policy serve 
the demands of sustained high production, high income, and 
high employment, while preserving public faith in our currency 
and our credit. W e have long since learned, of course, that 
credit policy is not the sole determinant of economic health 
or sickness. The high hopes of a specific treatment of our 
economic ills, which concentrated on central bank operations 
in the ’20s, and which tended to center around fiscal policies in 
the ’30s, have been disappointed in the past, and, I believe, 
will be disappointed in the future. An integration of all of our 
various economic programs is necessary and then, if we are to 
avoid totalitarianism, or State capitalism, or State socialism, 
we have to relate these programs to the social habits and 
individual desires of millions of human beings without too
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detailed compulsions. It is an intricate, complicated, difficult 
task. It suggests that humility should be combined with hope 
if we, in the Federal Reserve System, are to play our part well.

I believe that over the past thirty years the Federal Reserve 
System has acquired the experience which should enable it to 
acquit itself decently. And I anchor that belief in the unique 
Federal character of our System. It has been said, in the past, 
that the only way to insure the proper participation of the 
Federal Reserve System in any reordering of our financial 
affairs, is to deprive the System of all taint of private participa
tion. The Government, so the argument runs, would be willing 
to place full reliance in the Systems existing powers, or to 
grant it new powers, only if every vestige of private participa
tion in its management were removed. I know that this is 
what is happening to central banks in other countries, and 
that it appears to be a growing political philosophy abroad. But 
so far as we are concerned it seems to me to be a misreading 
of the longer term future and a miscalculation of the policy 
which will best serve us now. Rather than seek powers by try
ing to make the Federal Reserve System just another Govern
ment agency, we should be able to claim powers because we are 
a successful working example of Government functioning in 
the economic field, with the aid and support of private busi
ness. Our experience in Government-business cooperation—  
Government having the dominant voice as it should have in 
the field of monetary and credit policy— may be a signpost 
along the way to solution of one of the major economic prob
lems of the postwar years: the relation between Government 
and business in our whole economy.

What are these powers I am talking about which the Federal 
Reserve System tries to exercise? In laymens language, and 
we are all pretty much laymen in this field, they are the powers 
of "money management”. That is a term which is likely to 
arouse the sensibilities of all those who deny any interference 
with what they call "natural economic laws”. And "natural 
economic law” in this case usually is thought of, if only vaguely, 
in terms of restoration of an automatic gold standard— nation
ally and internationally.

Nationally, I make the assumption that the gold standard, 
in terms of a currency freely convertible into gold, has dis
appeared and is not likely to return. This I do, not because I 
am fearful of what might happen if we resumed specie pay
ment, but because I fail to see the advantage of such resump
tion. There is no lack of faith in our currency or our credit 
without domestic gold convertibility, and the restraints of such 
convertibility are not needed to insure wise administration 
of our monetary affairs. In fact, if reimposed, they would not 
guarantee such wisdom. This has been amply demonstrated 
in the past. Restoration of gold circulation within the coun
try would seem to me to be a step backward in the historical 
evolution of "money”.

Internationally, the gold standard still persists and performs 
a useful function, but it is not automatic. And in so far as it

ever was automatic, it was at a particular time and in a particu
lar set of economic circumstances. Except in its earliest and 
most rudimentary form it was a gold standard applicable to the 
time and circumstance of England’s 19th century position in 
the world. It rapidly became more of a sterling standard than 
a gold standard, and it flourished with London as the acknowl
edged financial center of the world, with Great Britain as the 
great exporter of capital and the great importer of raw mater
ials, and with the rest of the trading world largely revolving 
about the center. In essence it was an adjustment between one 
economy and the rest of the world.

Quite early, and more clearly as it became necessary to cope 
with simultaneous efforts of many nations to adjust their 
economies during cyclical depressions, elements of manage
ment crept into the gold standard even while it was still re
ferred to as and considered to be automatic. Central banks 
became more and more aware of their powers and responsi
bilities. They said that they were working on the lender of 
last resort theory, but this in itself interfered with the auto
matic working of the gold standard. And they went beyond 
this conception because events forced them to do so. Perhaps 
the most striking example of this transformation was the recog
nition, during the interwar period of the present century, that 
movements of capital might be perverse— that instead of re
dressing international balances they might accentuate unbal
ance. This did not conform with gold standard theory— but 
the "hot money” of the years between the wars did not respond 
to theory; it responded to speculative urges and political fears.

Certainly since the end of the first World War we have had 
more and more management of money in the international 
sense, even though a return to the gold standard was one of the 
early goals of that period. The central banks of the world, 
under the leadership of the Bank of England and the Federal 
Reserve Bank of New York, were in the ascendant during the 
decade following that war, and they were the accepted instru
ments of money management internationally. They still had 
respect for the gold standard, but they thought it necessary 
and desirable to supplement its working. Sometimes they 
acted to alleviate seasonal strains, or temporary shortages of 
foreign exchange on the part of one or another of the coun
tries of the world. Sometimes they acted to accelerate the 
effects of an inflow or an outflow of gold, which was relatively 
easy because of the multiplied effect of the fractional reserve 
system.

Obviously they failed to restore either the pre-1914 gold 
standard or international monetary stability. But we should 
not be too hasty in attributing that failure to men or to the 
semi-private character of the institutions they served. They 
were pioneers, and gallant and courageous pioneers, in the 
development of common international economic policy through 
consultation and cooperation. They were the legitimate fore
runners of world organizations such as the International 
Monetary Fund; and that institution, which is now beginning
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to function, will do well to profit by their experience. Their 
failures were not so much failures of men and institutions—  
they were failures resulting from the tendency we have to place 
too much emphasis on financial arrangements, not enough on 
underlying economic conditions and the individual problems 
of particular countries. A world organization run solely and 
directly by national governments will not solve the problem 
any better than did the semi-public central banks, if the 
problem itself is misconceived.

That is why the successful outcome of the negotiations on 
trade and economic arrangements which have recently been the 
subject of preparatory meetings in London, and which will be 
continued during the coming year, is so important, so essential, 
to the success of the international financial organisms already 
created. International monetary instability, and currency deval
uations, and exchange controls have been, most often, the 
reflection of basic disturbances in a country’s international 
position, or of international cyclical movements of wide ampli
tude. Statesmen and economists could condemn currency 
devaluation or exchange controls, as they condemned war, but 
these phenomena still persisted. It doesn’t do much good to tell 
a primary producing country, of small means, which has suf
fered two or three bad harvests, or which has had its exports 
drastically contracted because of depression in a major indus
trial country, that it must avoid exchange control or currency 
devaluation because that would not be "cricket”—  would not 
be ’ gold standard”.

It is true, of course, that there has also been a shift of 
emphasis in "money management” from the maintenance of 
international exchange stability to the maintenance of domes
tic economic stability. Monetary policies are coming to be less 
and less defined with reference to the state of the national gold 
reserves and the international balance of payments, and more 
and more in terms of domestic economic stability. It is the 
difficulty of reconciling domestic stability and prosperity with 
international balance which is the core of the exchange prob
lem today— the one which the International Monetary Fund 
and the International Bank for Reconstruction and Develop
ment are setting out to help to solve. It means a considerable 
degree of management of money internationally. But it also 
requires a recognition of the fact that the problem, funda
mentally, is not financial— it is a problem of production and 
trade, of costs and prices, and of the maintenance of a stable, 
growing economy in the principal countries of the world.

What we need to retain from the gold standard days, whether 
pure and automatic, or adulterated and only semi-automatic, 
is a realization that we cannot escape wholly from the dis
ciplines which the international gold standard imposed on 
domestic action. Persistent unsound national policies in the 
fiscal and monetary field, persistent deficits in a country’s cur
rent balance of payments, will end up in international insta
bility no matter how much management you have. As in many 
other situations, the late English economist, John Maynard

Keynes, has said it, has said it well, and has said it, perhaps, 
to the confusion of some of those young disciples, who followed 
but could not always correctly interpret the master; who have 
not been as agile of mind and as free to shift their position as 
he was. In his last essay which discussed the United States 
proposals for consideration by the International Conference 
on Trade and Employment, Lord Keynes said:

. . W e have here sincere and thoroughgoing pro
posals, advanced on behalf of the United States, expressly 
directed towards creating a system which allows the classical 
medicine to do its work. It shows how much modernist 
stuff, gone wrong and turned sour and silly, is circulating in 
our system, also incongruously mixed, it seems, with age-old 
poisons, that we should have given so doubtful a welcome 
to this magnificent, objective approach which a few years 
ago we should have regarded as offering incredible promise 
of a better scheme of things.

"I must not be misunderstood. I do not suppose that the 
classical medicine will work by itself or that we can depend 
on it. W e need quicker and less painful aids of which ex
change variation and overall import control are the most 
important. But in the long run these expedients will work 
better and we shall need them less, if the classical medicine 
is also at work. And if we reject the medicine from our sys
tems altogether, we may just drift on from expedient to ex
pedient and never get really fit again . . .”

Nationally or domestically, I think most of us will agree 
that the question of "money management” was thoroughly 
studied and calmly decided by the review of our national 
experience, the examination of the experience of other coun
tries, and the investigations of our existing banking and credit 
system which preceded the adoption of the Federal Reserve Act 
in 1913. How successful we have been in the administration 
of the Act, and of the various amendments which have been 
adopted, particularly the Banking Acts of 1933 and 1935, may 
well be a matter of some difference of opinion. But I know of 
no serious body of opinion which seeks to abandon money 
management, as it has developed over the past thirty years. 
The Federal Reserve System has made a place for itself, as a 
part of our banking and credit machinery, and has fortified 
its position by performing services which could not have been 
otherwise rendered during two struggles for our national 
existence.

The principal new problem which now faces us in the suc
cessful management of money grows out of our participation 
in World War II. It has been created by the tremendous in
crease in the size of the Federal debt and by the extent to which 
public debt obligations have become a part of our banking 
and institutional assets. On the one side this has emphasized 
the relative importance of fiscal policy and debt management, 
as contrasted with monetary policy, as a means of economic 
control, and on the other side it has greatly reduced the area
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in which monetary policy is free to work or can work effec
tively.

The cost and the availability of credit were the twin weapons 
of domestic money management as practiced by central banks. 
In my opinion, substantial changes in interest rates, affecting all 
maturities, such as were formerly employed for purposes of 
monetary control, are now impractical. I deem them imprac
tical because of their effect on the prices of public debt obliga
tions, and therefore on all those holding such obligations, and 
their effect on the cost of public debt service. At the same time 
control over the availability of credit has been substantially 
relinquished, for the time being, by obligations or responsi
bilities which have been assumed in support of the Govern
ment security market.

At the beginning of the recent World War it was decided 
that our expenditures for war purposes should be financed at 
stable, not rising, rates of interest such as the pressing needs of 
previous wars had produced. To make this decision effective, 
a pattern of rates for Government securities was established, 
with Federal Reserve support. The almost inevitable conse
quence of the fixing of this pattern, which meant supplying the 
commercial banks with whatever funds were necessary to main
tain the pattern, was pretty constant pressure on the longer 
term rates. Actually, therefore, the war was financed not at 
stable rates of interest, but at declining rates. W e came out of 
the war with short-term rates still pegged where they were 
when we went in, but with the longer term rates under steady 
downward pressure. So long as differences in maturity, and 
the risks which longer maturities are supposed to involve, are 
deprived of their significance, the tendency of interest rates 
is to come together at one figure for all maturities. If the short 
end of the rate curve is fixed, that means that the long end will 
tend to decline. So much for loss of control over the cost of 
credit.

Similarly with the control of the availability of credit. In 
its simplest terms, our support of the Government security 
market has meant and still means that the commercial banks, 
in large part, have the initiative in determining whether or not 
reserve bank credit is to be created or extinguished. If the 
commercial banks sell Government securities and the market 
will not absorb them at somewhere near the going prices, we 
are the residual buyers. If the commercial banks have surplus 
funds, and Government securities of the kinds they want are 
not available in the market, at least without a substantial run
up of prices, we are the ultimate sellers. In either case we are 
not the masters in our own house.

One way out of the dilemma— the loss of control over the 
cost and availability of credit— would be to transfer our interest 
and our affections from quantitative credit controls to qualita
tive credit controls. W e have two such now, the control of 
credit used in the stock market and the control of consumer 
credit. Our experience with these controls has not been alto
gether happy, but it is my opinion that they are worth continu

ing— that we need them, at least until something better has 
been devised. Our economy is peculiarly susceptible to the 
influence of wide swings in the use of credit in the stock mar
ket and in the mass distribution of consumers’ durable goods. 
These swings have tended to accentuate our booms and our 
depressions, and in so far as they can be moderated by credit 
controls, it is a contribution to stability. The administration 
of these controls is possible without interfering too greatly 
with that independence of decision which will permit individ
uals and business enterprises to adapt their practices to the 
needs of a dynamic expanding economy. When you think of 
extending such controls into other fields, however— and this 
would be necessary if qualitative controls are entirely to sup
plant quantitative controls— you find yourself wandering peril
ously far from the kind of private enterprise economy we are 
trying to preserve. I think we must still try to see what we can 
do with quantitative controls.

In current thinking the quantitative approach has had at 
least two expressions. The Board of Governors of the Federal 
Reserve System in its 1945 annual report to the Congress sug
gested that the present powers of the Federal Reserve System, 
granted in very different circumstances, are inadequate to deal 
with present or possible future situations, and that we shall 
have to have new powers if we are to be held responsible for 
credit control— for "money management”. The Board sug
gested that consideration might be given (1 ) to requiring 
banks to maintain a secondary reserve in the form of Treasury 
bills and certificates of indebtedness, which would be super
imposed on our present cash reserve system, (2 ) to the control 
of long-term security investments of commercial banks, and 
(3 ) to an increased authority to change cash or primary reserve 
requirements of banks. I am not going to try to explain, 
analyze or discuss these proposals. Information concerning 
them has been sent to you and their discussion could form the 
content of one or more separate speeches. I can only say that 
I think they have little relevance as far as meeting present 
problems is concerned. I do not believe we can expect Con
gressional consideration of and action upon such fundamental 
changes in our banking system in the near term future.

It has seemed profitable to me, therefore, to concentrate on 
what we might do with our present powers and our present 
skill, combining our resources of power and skill with those 
which the Treasury uses in managing the public debt. Money 
management and debt management, as distinguished from fiscal 
policy which depends largely on Congressional action, are 
today’s Siamese twins of effective and usable power and influ
ence in the hands of those who have executive authority and 
responsibility. I think that it is possible to do something with 
them as they stand. What we do need not be spectacular nor 
drastic. It has not been sufficiently recognized, perhaps, that 
the very size of the public debt and of the bank holdings of the 
public debt have made the money market much more sensitive 
to relatively modest action than was formerly the case. The fact
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is, of course, that we have been using the modest approach in 
debt and money management— elimination of the preferential 
discount rate, retirement of Government debt out of Treasury 
balances, increases in acceptance buying rates— and that so far 
this approach has been measurably effective in the economic 
situation in which it has been used. Aggressive bank bidding 
for longer term Government bonds has been diminished, at 
least temporarily, the pressure on longer term rates of interest 
has been reduced, the banks have been in intermittent need 
of reserve funds, and some short-term rates of interest have 
risen slightly.

It is true that this is weak medicine in terms of combating 
inflation— it has done little to reduce the volume of funds 
already created and in the hands of the public, and nothing to 
increase the supply of goods and services available to the public. 
I have heard of no practical program of credit control which 
would accomplish these purposes. So far as inflation is con
cerned, ours is essentially a holding operation.

There is only one final and compelling and satisfying answer 
to the present lack of balance between the supply of goods and 
services and the supply of money, and to the present danger of 
our climbing another loop in the cost-price spiral. That is an 
increased supply of goods and services growing out of increased 
production per man hour— out of increased efficiency of men 
and machines. That is the only way we can validate the in
creases in costs which have already taken place in our economic 
structure. That is the only way we can prevent a further in
crease in prices, or bring about a decline in prices, without the 
hardship and suffering of depression and unemployment. Re
sponsible management must know that this is the problem; 
that putting into effect a price increase to meet every wage 
increase is no real solution. Responsible labor must recognize 
that its own interests, as well as the interests of the whole com
munity— our standard of living— are bound up in the same 
package with output per man hour. Recognition must lead to 
action, however, or little will be accomplished. And action will 
require consideration of our incentives to investment and to 
work, and of the penalties for slackness in production, whether 
of management or labor. Without adequate incentives for su
perior performance and without observable penalties for infer
ior performance, it is flying in the face of human experience 
to expect increased production per man hour.

Unfortunately, the whole world will be affected if we ride 
the roller coaster of boom and bust. W e shall not be the only 
ones to suffer for our sins. Americas national income repre
sents perhaps two-fifths of the worlds total income. It is cer
tainly the most dynamic and significant factor in the world 
economy. If we exhibit a lack of responsibility in our domestic 
economic affairs, we shall betray a world which is looking to 
us for leadership, and which depends on us, in large part, for 
its own stability. Those who are concerned with the direction 
of American business and American labor need to ponder this, 
not only because of its economic implications but because of

its international political implications. If we are to lead the 
world toward enduring peace, we cannot afford to dissipate our 
influence and weaken our world neighbors by economic irre
sponsibility. No one who lives, as we all do, in the shadow 
of the atomic bomb, should forget that fact for one instant.

This partial digression should make clear, I think, that I 
attribute to money management only a very secondary role in 
meeting the major problems of today. It is important, how
ever, that it be free to work in the right direction. That is 
the significance of what might be called the next step in the 
modest approach to restoring credit control— breaking out of 
the strait-jacket of the pattern of rates, in which we voluntarily 
allowed ourselves to be tied and fastened during the war. By 
that I mean, specifically, the defrosting of the presently frozen 
short-term rates on Government securities. I do not suggest 
this as an urgent matter of the moment; other actions and 
other factors have given us and are giving us time to consider 
the problem. And I recognize that the benefits of such a move 
are not certain; there are few certainties in credit administra
tion. But it seems to me that if we are again to have a credit 
policy worthy of the name, and if we are to be able to support 
and supplement a constructive policy of debt management, we 
must sooner or later get out of the strait-jacket of the pattern 
of rates. W e cannot indefinitely leave with 14,000 commercial 
banks the determination of how much Federal Reserve credit 
will be used; how much further the money supply may be 
expanded. And it makes little difference, in terms of the 
money supply, whether the action of the banks is motivated 
by a desire to shift from short to long Government securities, 
as was the case early this year, or whether it represents a shift 
from Government securities to private credits, as has been the 
case more recently.

I do not mean, of course, that so long as anything like the 
present situation exists, we should abandon the short-term 
market to its own devices. And I do not mean that we should 
relax our controls so far as to breach the 2 Vz per cent rate on 
long-term Government securities. The former is not necessary 
and the latter is not desirable. But it is necessary and it is 
desirable that we regain a position in which we shall be able 
to apply the brakes to credit expansion when inflation 
threatens, even if we can only apply them ever so gently. 
That is why we should look forward to restoring some flexi
bility to the interest rate structure. It can be argued that 
flexibility of interest rates in a supported market merely means 
changing the peg. But surely there is a vast difference be
tween supporting a market at your own discretion, at rates 
which can move up or down, and supporting a market at fixed 
rates which you have announced in advance your determina
tion to maintain. In the former case, all the advantages of 
initiative and uncertainty will be working to make policy 
effective. In the latter case, betting against the house is a 
sure thing. If it is not known in advance exactly what we 
are going to do, we may well find that very little pressure will
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have sizable and beneficial results. If reserve funds can be 
made a little less readily available, and the certainty as to their 
future availability in any amount at a fixed price, can be 
removed, banks as lenders may be deterred from inflationary 
lending, such as lending to finance excessive inventory accumu
lation or consumer spending. And banks as investors may be 
deterred from reaching out for the longer term bank eligible 
bonds if the safety of premiums is no longer guaranteed.

Nor should there be any reason for Treasury concern, if 
short-term rates are unfrozen. The Treasury would still be 
able to sell its short-term securities for refunding purposes just 
as it does now. Banks and other investors would hardly prefer 
to hold idle funds, from month to month, in anticipation of a 
minor change in rates which might not be forthcoming. The 
market for intermediate securities would be subject to greater 
uncertainty and therefore less attractive, especially to banks, 
but the Treasury’s long-term market need not be affected. 
Historically, there is no fixed relationship between long and 
short rates, and certainly so long as the Federal Reserve System 
gives its support, the long-term rate can be kept where it is. 
Downward pressure on the long rate would be relieved, but 
upward pressure, if it developed, could be successfully resisted. 
Finally, the cost of servicing the debt need not be increased by 
a rise in the shortest term rates. It has been estimated that 
the annual interest charge on the $65 billion of marketable 
Government securities maturing or callable before the end of 
1950, excluding bills, is about $1 billion, or U/2  per cent. If 
all of these securities were refunded with an average rate less 
than 11/2  per cent, there would be a reduction in the annual 
service cost. Inasmuch as the major part of these short secur
ities are held by the banks, or will be when they mature, this 
is not an impossible program! Refundings of Government 
securities within the banking system could well be made with 
shorter maturities and at lower rates than during the war— we 
do not need to finance through the banks with 2% bonds.

Such a program, of course, would seem to be the reverse of 
funding some of the debt but, in present circumstances, the 
only funding of debt which has real meaning is the sale of 
securities to non-bank investors, and retirement of bank-held 
debt with the proceeds. That could still be accomplished, so 
long as it is economically desirable, by stepping up sales of 
Savings Bonds faster and further, and by sales of long-term 
21/2  per cent bonds— with rollover removed— to institutional 
investors. This is the kind of debt management which really 
increases the cost of servicing the debt, but what you get is 
worth what you pay for it.

Such a modest approach to money management would have 
to lean on and to support a complementary program of debt 
management, just as it has in the recent past. Since early this 
year the Treasury policy of using surplus balances to retire 
outstanding debt, held largely by the Federal Reserve Banks 
and the commercial banks, has subjected the reserve position

of member banks to moderate pressure at frequent intervals. 
This has been the result of Treasury withdrawals of funds from 
its war loan account at the banks, to redeem securities matur
ing in the portfolios of the Federal Reserve Banks. Reserve 
funds were temporarily taken out of the market and this 
limited, to some extent, the ability or the inclination of banks 
to expand their loans and investments, at least in the fringe 
areas of credit. The program also directly disposed of $23 
billion of Treasury deposits which, if spent for other purposes, 
would have increased by that amount the already large supply 
of money in the hands of the public.

This phase of the debt retirement program will come to an 
end this month. With the redemption of $3,261 million of 
Treasury notes maturing on December 15, Treasury balances 
in war loan account growing out of the tremendous sale of 
Government securities in the Victory Loan Drive a year ago 
will have been largely eliminated. Hereafter, reduction in the 
total Federal debt will depend primarily upon an excess of 
current income over cash disbursements. While the effect of 
debt retirement thus far has been mildly anti-inflationary, 
further redemptions of bank-held securities, if financed by an 
excess of tax receipts over Government disbursements, will 
be actively deflationary. Money will be taken from individuals 
and corporations and used to extinguish bank credit, thus 
reversing the wartime process of credit creation.

A similar effect can be obtained by net sales of Government 
securities to non-bank investors, the proceeds being used to 
pay off bank-held debt. Such shifts of securities from bank 
to non-bank investors would also extinguish bank credit, and 
in addition would provide an outlet for accumulations of funds 
which otherwise would have to seek employment elsewhere, 
quite possibly with inflationary effects. So long as inflation, 
or the threat of inflation, is our adversary, this aspect of 
increased sales of Savings Bonds to individuals, and possible 
sales of long-term restricted bonds to institutional investors, 
should not be overlooked. If we should enter a deflationary 
period, of course, a reversal of these public debt operations 
would probably be appropriate and quite readily attainable. 
Debt management as well as Federal Reserve policy must be 
responsive to changing economic conditions.

Right now, faced with a violent resurgence of labor troubles, 
we can do no more than stand fast. Nevertheless, problems 
of money management and debt management should have our 
consideration as we enter a new phase in our financial affairs. 
I have outlined a modest approach to the restoration of credit 
control. There is opposition to, disbelief in, and timidity with 
respect to this modest approach, but it seems to me it may be 
the best approach available to us in the circumstances in which 
we find ourselves. For the longer term we may need new 
methods or new powers. I am only concerned that we do not 
get into the habit of seeking "just one more power” until we 
have powers beyond our wisdom and our skills.
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Indexes of Physical Volume of Industrial Pro
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National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System)

INDUSTRIAL production and employment in most lines of activity continued to be main
tained at record peacetime levels in November. Department store sales in November and 

the early part of December were larger in dollar amount than the holiday trade last year, 
reflecting mainly increased prices. Prices of industrial commodities have generally advanced 
further, while a number of important farm products and foods have declined from 
previous peaks.

INDUSTRIAL PRODUCTION

Total output of manufactured goods and minerals, as measured by the Board’s seasonally 
adjusted index, was 182 per cent of the 1935-39 average in November. This was about 
the same as in October notwithstanding the sharp drop after November 20 in coal, coke, 
iron, and steel production as a result of work stoppages in the bituminous coal industry. 
After the resumption of bituminous coal ouput on December 9 activity at steel mills, which 
reached a low of 60 per cent of capacity in the first week of the month, rose sharply and in 
the third week was scheduled at 84 per cent.

Output of steel in the month of November was at an average rate of 84 per cent of 
capacity as compared with 89 per cent in October. Activity in the nonferrous metals and 
machinery industries continued to increase in November and output of most other metal 
products was maintained at a high level. Lumber production showed less than the usual 
seasonal decline.

Output of manufactured food products was maintained in November at an exceptionally 
high level for this season of the year, reflecting chiefly further sharp increases in meat 
production and larger output of flour and sugar products. Production of cotton and rayon 
textiles, paperboard, rubber products, and some other nondurable goods showed further 
small gains in November.

Output of minerals declined 5 per cent in November. Bituminous coal production 
dropped sharply as a result of work stoppages in the latter part of the month, while produc
tion of anthracite and crude petroleum was maintained at high levels and output of metals 
showed less than the usual seasonal decline.

C o n s t r u c t i o n

Estimated expenditures on construction projects in November were maintained close to 
the peak levels reached in August and September. Contracts awarded for nonresidential 
construction, however, were at the lowest level since the end of the war, according to reports 
of the F. W . Dodge Corporation; residential building awards were sharply below the peak 
rate reached in the spring, but were still considerably above last year’s level.

D is t r i b u t i o n

Department store sales in November and the early part of December were about 
one-fifth larger than during the same period of the holiday shopping season last year. The 
total value of retail trade outside of department stores increased somewhat further in the 
fourth quarter, reflecting chiefly higher prices and larger expenditures for foods.

Loadings of railroad revenue freight declined in November owing to the sharp drop 
in bituminous coal shipments at the end of the month. Loadings of manufactured products 
and most other classes of freight showed substantial gains, after allowance for seasonal 
changes.

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

Following the initial sharp increases in basic commodities which occurred with the 
elimination of Federal price controls on November 11, price changes have become more 
selective. Prices of copper, lead, steel scrap, and cotton gray goods for immediate delivery 
have advanced further, while prices of hides, turpentine, and silk have declined. During the 
past week there has been a sharp drop in hog prices. Wholesale prices of foods have 
decreased somewhat further from the sharply advanced levels reached in the middle of 
October. Prices of industrial products have continued to advance. In retail markets prices 
of women’s wear and some other items have declined but in general retail prices have 
continued to advance.

B a n k  C r e d it

Commercial, real estate, and consumer loans increased further at banks in leading cities 
during November and the first half of December. Government security holdings declined 
considerably reflecting Treasury cash retirement of notes and certificates. Deposits of busi
nesses and individuals increased somewhat and currency in circulation rose by the usual 
seasonal amount.

The Treasury retired for cash during November and the first half of December 5.8 billion 
dollars of Government securities held largely by the banking system. Withdrawals from 
War Loan deposits at commercial banks to redeem securities reduced U. S. Government 
deposits at banks to a level of about 2 billion dollars in mid-December as compared with 
24 billion dollars before the retirement program was begun in March.
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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  OF  N E W  Y O R K

V o lu m e  29 F E B R U A R Y  194 7  No. 2

MONEY MARKET IN JANUARY
During the past month there has been the heaviest post- 

Christmas return flow of currency from circulation ever 
recorded. This, together with a sizable increase in the mone
tary gold stock, provided member banks with a substantial 
volume of reserves, enabling them not only to meet losses of 
funds through Treasury and other transactions, and a reduction 
of Federal Reserve float, but also to reduce their indebtedness 
to the Federal Reserve Banks and to purchase short term 
Treasury securities directly and indirectly from the Reserve 
System, during the four weeks ended January 22. In the week 
ended January 29, heavy Treasury quarterly income tax collec
tions brought a substantial drain on member bank reserves 
which offset gains from other sources, including a further 
decline in currency in circulation and a further increase in the 
gold stock, by a wide margin. Federal Reserve credit outstand
ing fluctuated widely from week to week, showing a net reduc
tion of about 400 million dollars (exclusive of changes in the 
"float” ) over the four weeks ended January 22 and a net 
increase of more than 500 million dollars in the following 
week.

The return flow of currency to the Federal Reserve Banks 
amounted to nearly 900 million dollars in the five weeks ended 
January 29, and was 165 million dollars larger than in the 
corresponding weeks of the preceding year. As illustrated in 
the accompanying chart, which shows cumulative weekly 
changes in currency circulation for recent years beginning with 
July 1, the decrease in the weeks following Christmas of 1946 
canceled most o f the expansion of the preceding summer and 
fall. The post-Christmas return flow of currency increased 
progressively in the two postwar years while the outflow dur
ing the summer and fall diminished progressively in those 
years. This is concrete evidence that the influences making for 
constant expansion in the volume of the public’s holdings of 
cash, during the war, have lost most of their force.

Although the payment in January of fourth-quarter instal
ments of 1946 personal income taxes may have contributed to 
this year’s post-Christmas return of money to the banks, the 
decline in circulation was largely seasonal. The fact that it was 
about 400 to 500 million dollars greater than the prewar sea
sonal experience is probably attributable almost entirely to the

much larger volume of currency in circulation and the sub
stantially higher dollar volume of business and incomes.

Member banks also had the benefit of disbursement of the 
proceeds of a 280 million dollar expansion in the country’s gold 
stock during the five weeks ended January 29. This increase 
brought the gain in the nation’s gold holdings to close to 
780 million dollars from the low point in the first week of 
December 1945. Thus, there has been a definite reversal of the 
wartime loss of gold, which resulted from heavy military 
expenditures abroad and large imports while exports were 
chiefly on a lend-lease basis. Cash, or commercial, exports 
have risen sharply in the postwar period and have been sub
stantially higher than payments for imports of goods and 
services. However, part of the cash sales of goods to foreign 
countries have been paid for with the proceeds of foreign 
dollar credits extended here (including lend-lease "pipeline” 
credits) or with previously accumulated dollar balances, and 
therefore have involved no gold shipments from abroad or 
releases from earmark. Thus the increment in the gold stock 
has been modest in relation to the country’s "favorable” balance 
of international trade.

Treasury transactions took considerable amounts of funds 
from the banks in the period under review, particularly in the

Weekly Changes in the Volume of Currency in Circulation in 
the United States, Cumulated by Fiscal Years, 1945-47
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second half of the month when final quarterly payments of 
personal income taxes for 1946 were received. Following a sub
stantial excess of cash expenditures over receipts in the last 
week of 1946, Treasury cash receipts and disbursements were 
approximately equal in the next two weeks. In the first of these 
two weeks, however, because of the redemption of about 200 
million dollars of tax notes and a like amount of unexchanged 
Treasury certificates maturing January 1 and other disburse
ments, the Treasury supplemented its current revenues with 
withdrawals from War Loan deposits amounting to 735 million 
dollars. A part of the Treasury’s disbursements, on the other 
hand, did not immediately reach the money market, as it repre
sented a further payment to Great Britain under the Anglo- 
American credit arrangement. Thus, member banks sustained 
some loss of reserves as a result of these Treasury transactions. 
In the week ended January 22, the market felt the full impact 
of the collections of quarterly income tax checks. Govern
ment receipts exceeded expenditures by a wide margin and 
Treasury balances with the Reserve Banks rose more than 
450 million dollars. Tax collections continued heavy in the 
following week, during the course of which the Treasury’s 
accounts with the Reserve institutions rose above l l/2 billion 
dollars.

This unusually large balance enabled the Treasury to 
effect its announced retirement of 1 billion of a 5 billion dollar 
issue of certificates of indebtedness maturing on February 1 
without making a call on depositary banks for funds. Since 
the redemption will be effected with balances previously built 
up in the Federal Reserve Banks, the retirement of maturing 
certificates held by the Reserve Banks will not result in a loss 
of reserves to member banks, but will only reduce the amount 
of funds returned to the banks.

Despite the generally easier reserve position of member 
banks in the aggregate during most of the month, the changes 
in outstanding Reserve Bank credit were very irregular, reflect
ing unevenness in the timing and distribution of the gains and 
losses of reserve funds and the effects of Government security 
operations of the banks and their customers. Discounts and 
advances of the Federal Reserve Banks declined 103 million 
dollars, certificate holdings 219 million, and bills 74 million 
in the four weeks ended January 22. The decrease in loans 
was especially pronounced near the end of 1946 as member 
banks sought to minimize their indebtedness prior to the publi
cation of year-end condition statements. With the passing of 
the year-end date, new borrowing was resumed but on a much 
smaller scale. In the final statement week of the month, owing 
to the strain on member bank reserves, Federal Reserve System 
loans rose 79 million dollars and bill holdings increased more 
than 500 million, while certificates held decreased another 
70 million dollars.

Reserve Bank dealings in Treasury bills were particularly 
large during the month, and heavy sales in one week were fol
lowed by substantial purchases in the next. A 400 million 
dollar decrease in Federal Reserve holdings in the week ended 
December 31 reflected purchases of bills by member banks

seeking temporary outlets for funds. In part it reflected the 
general ease of the commercial banking position but also 
investment operations by New York City banks which brought 
their reserves substantially below requirements. In the follow
ing week Reserve Bank holdings rose substantially, despite 
large maturities which were not replaced by bills of the new 
issue. As usual, a large part of that issue (the January 2 issue) 
went to Chicago banks which were preparing for extensive 
temporary demands for these bills just before April 1, when 
their customers seek to minimize their liabilities under the 
Cook County, Illinois tax on personal property holdings. The 
Chicago banks then sold large amounts of these bills to the 
Chicago Reserve Bank under repurchase options. The New 
York banks also sold large amounts of Treasury bills to 
the Reserve Bank in that week to bring their reserves to re
quired levels, and banks in other parts of the country in need of 
reserves sold bills to their respective Reserve Banks. Sales of 
Treasury bills to the Reserve Banks by member banks were 
especially large in the week ended January 29, particularly 
by New York City banks.

At the year end the Reserve System absorbed small amounts 
of certificates of indebtedness offered in the open market, 
chiefly by out-of-town banks in need of funds to adjust reserves 
to required levels, and New York City banks also added to their 
certificate holdings in this period. In the subsequent three 
weeks, however, the Federal Reserve System sold certificates 
on an increasing scale in response to an active demand in the 
market, which apparently came largely from banks outside 
New York City and from nonbank investors. Federal Reserve 
holdings of certificates also declined moderately in the week 
ended January 29, despite the severe strain on bank reserves. 
This decrease, however, reflected sales in the early part of the 
week while the banking position was still relatively easy.

Reserve positions of the New York City banks were fairly 
easy on the whole during the four weeks ended January 22. 
Metropolitan banks had the benefit of substantial disbursements 
out of foreign accounts, a sizable decrease in currency circula
tion, and a modest decline in reserve requirements. Gains of 
reserves from these sources more than offset losses of funds 
resulting from an outflow of funds to other sections of the 
country in the early part of the month, particularly withdrawals 
of the proceeds of the sale of Treasury securities in the New 
York market. During this period, therefore, the New York 
banks were able to retire a substantial volume of Reserve Bank 
credit. In the last week of the month, however, the metro
politan banks were forced to seek additional Federal Reserve 
credit and sold more than 350 million dollars of Treasury bills 
under option. While the direct loss of reserves through Treas
ury transactions was only moderate, the indirect loss from this 
source was substantial. Out-of-town banking institutions with
drew funds on deposit in New York in addition to the proceeds 
of the sale of short term Treasury securities, to meet losses 
resulting from tax payments by their customers. These secur
ities were purchased largely by dealers with funds borrowed 
from the New York banks.
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SURVEY OF COMMERCIAL LOANS 
AT MEMBER BANKS

A nation-wide loan survey of the commercial and industrial 
loans of member banks outstanding on November 20, 1946 
has been made by the Federal Reserve System. The purpose of 
the survey was to obtain comprehensive information on the 
nature of recent commercial and industrial lending by member 
banks, and to determine the part these banks are playing in the 
financing of postwar business activity. Information supplied 
by participating banks in this District permits analysis of 
about 20,000 individual loans with respect to the business of 
the borrower, interest rate charged, maturity of loan, asset size 
of borrower, security pledged as collateral, and other related 
matters. The material here presented represents the first part 
of a report on the results of the survey in this District.

Reports were obtained from all the largest banks in the 
District, and smaller banks included in the survey were selected 
on a sampling basis. Table I shows the relationship of the 264 
reporting banks to all member banks in the District, both as 
to number of banks and as to dollar volume of commercial 
loans. The procedure followed insured the inclusion of the 
banks that hold the major part of the dollar volume of commer
cial and industrial loans in the District, and at the same time 
an adequate sample of the loans in the smaller banks. The 
reporting banks held 97 per cent of the total amount of com-

Table I
Number of Banks and Volume of Commercial Loans in Sample Banks 

Compared with All Member Banks in the Second District

Size groups 
(Measured by 
total deposits)

Number of member 
banks

Commercial and industrial loans 
outstanding June 29, 1946

All
members

In
survey
sample

Millions of dollars

Per cent 
in sample 

banks
All

members
In sample 

banks

Over $500 m illion.. . . 14 14 $2,896 $2,896 100

$100 to $500 m illion.. 22* 21 356 356 100

$10 to $100 m illion... 187 119 271 214 79

$2 to $10 million........ 425 87 67 17 25

Under $2 million........ 155 23 7 1 14

T otal................. 803 264 $3,597 $3,484 97

* One bank in this group had no commercial loans.

mercial and industrial loans outstanding at all member banks 
on June 29, 1946. In drawing the sample of member banks 
with total deposits of less than 100 million dollars, the banks 
were grouped according to volume of deposits and subgrouped 
according to geographic location, and the banks needed for the 
sample were then drawn at random from each subgroup. Banks 
with total deposits of more than 100 million dollars reported 
all of their commercial and industrial loans amounting to 
1 million dollars or more and every sixth loan of less than 
1 million. Banks with total deposits ranging between 10 and

Table II
Commercial and Industrial Loans Outstanding on November 20, 1946 at All Member Banks in the Second District*

by Business of Borrowers and Size of Banks

Number of loans Dollar amount of loans, in millions

Banks with total deposits, in millions Banks with total deposits, in millions

Business of borrower All
member
banks Under

$2

$2
to

$10

$10
to

$100

$100
to

$500
Over
$500

All
member

banks Under
$2

$2
to

$10

$10
to

$100

$100
to

1500
Over
$500

Manufacturing and mining—total.................................................................... 22,756 286 2,362 6.912 3,727 9,469 2,189 1 16 108 222 1,842
1. Food, liquor, tobacco................................................................................ 2,103 54 206 575 224 1,044 607 ** 2 15 39 551
2. Textile, apparel, leather............................................................................
3. Iron, steel, nonferrous metals and their products; electrical and other

7.930 0 320 2,280 1,674 3,656 224 — 3 29 38 154

machinery; automobiles and other transportation equipment and parts. 4,908 46 687 1,708 772 1,695 607 ** 5 37 87 478
4. Petroleum, coal, chemicals, rubber...........................................................
5. All other (including lumber; furniture; paper; printing and publishing;

1,426 8 314 393 165 546 458 ** 2 7 29 420

stone, clay, glass).................................................................................. 6.389 178 835 1,956 892 2,528 293 1 4 20 29 239

Wholesale trade—total...................................................................................... 17,209 340 2,229 5,267 2,201 7.172 817 1 11 68 70 667
6. Food, liquor, tobacco, drugs..................................................................... 4,242 69 652 1,245 679 1,597 297 ** 4 18 22 253
7. Apparel, dry goods, shoes, related raw materials........................................
8. Home furnishings, furniture, electrical appliances; hardware; machinery,

metal products; lumber, building materials; plumbing and heating

4.066 8 129 1,129 560 2,240 330 ** 1 15 23 291

equipment............................................................................................. 3,894 62 526 1,360 421 1,525 59 ** 2 16 9 32
9. Automobiles and parts, petroleum............................................................ 893 108 262 382 66 75 25 ** 1 5 1 18

10. All other (including farm feed, fuel, jewelry, paper)................................... 4.114 93 660 1.151 475 1,735 106 ** 3 14 15 73

Retail trade—total............................................................................................ 40,245 2.396 10,291 16,598 3.667 7,293 333 5 34 75 34 185
11. Food, liquor, tobacco, restaurants, drug stores...........................................
12. Apparel, dry goods, shoes, department stores, mail-order houses, variety

14,746 742 3,710 6,343 1,218 2,733 92 2 11 22 8 49

stores, general stores..............................................................................
13. Home furnishings, furniture, electrical appliance stores; hardware and 

farm implement dealers; lumber, buildingfmaterial dealers; plumbing

6.843 255 1,262 2,562 655 2,109 149 ** 5 16 17 111

and heating equipment dealers.............................................................. 7.804 603 1,959 3,284 774 1,184 37 1 7 15 4 10
14. Automobile dealers, auto accessory stores, filling stations........................ 5.772 441 1,781 2,554 540 456 26 1 6 13 3 3
15. All other (including farm feed, fuel dealers, jewelry stores)......................... 5,080 355 1,579 1,855 480 811 29 1 5 9 2 12

Other—total......................................................................................................
16. Transportation companies (railroad, etc.), communication companies,

34,113 1,299 7,741 12,969 3.396 8,708 1,276 3 31 112 151 979

other public utilities..............................................................................
17. Services (including hotels; repair services; amusements; personal and

4.831 255 1,251 1,650 508 1,167 582 1 5 10 35 531

domestic services; medical, legal, other professional services)............... 13.695 541 3,244 5,259 1,256 3,395 132 1 12 26 20 73
18. Building and road construction contractors and sub-contractors............. 5,935 201 1,550 2,824 498 862 58 ** 5 27 9 17
19. Sales finance companies............................................................................ 1,275 0 87 303 322 563 307 — 1 20 67 219
20. All other (including forestry, fishing, real estate).................................... 8,377 302 1,609 2,933 812 2,721 197 1 8 29 20 139

Total, all borrowers........................................................................ 114.323 4,321 22,623 41,746 12,991 32,642 4.615 10 92 363 477 3,673

Number of banks............................................................................................. 803 155 425 187 22 14 803 155 425 187 22 14

* Estimated on basis of sample banks: includes real estate loans for commercial purposes. ** Less than half-million dollars.
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100 million dollars reported every loan of 100 thousand dollars 
or more and every sixth loan of less than 100 thousand, while 
the smaller banks listed all of their commercial and industrial 
loans regardless of size. From the data reported by the selected 
banks, estimates of the number of loans and the dollar volume 
of loans of all member banks were computed and are used in 
the accompanying tables.

On the basis of these reports, it is estimated that all member 
banks in this District had on their books a total of more than
114,000 loans to commercial and industrial concerns, amount
ing in the aggregate to over 4.6 billion dollars, on November 
20, 1946. While two thirds of the dollar volume represented 
the financing of borrowers with total assets in excess of five 
million dollars, extensive financing of small and medium 
size businesses is indicated by the fact that member banks of 
the District had an estimated total of 101,500 loans to con
cerns with total assets of less than 250 thousand dollars on that 
date. More than 76,000 loans were to concerns with total 
assets of less than 50 thousand dollars.

Table II shows a breakdown of the number and dollar 
amount of loans by business of borrower and by size of bank. 
As would be expected, the 14 largest New York City banks, 
those with deposits over 500 million dollars, accounted for 
the greatest dollar volume of loans, representing about 80 per 
cent of the total amount in the District; and when combined 
with all other banks with deposits greater than 100 million 
dollars constituted 90 per cent of the total. In number of

loans these two groups of large banks had about 40 per cent 
of the total for all member banks in the District. The great 
dollar volume of the loans in the New York City banks is, of 
course, explained by their financing of large companies doing 
a nation-wide business.

Manufacturing and mining companies borrowed about 47 
per cent of the dollar volume of all business loans, and about 
84 per cent of their borrowing was handled by the 14 largest 
New York City banks. Heavy borrowers were the groups 
including food, liquor, and tobacco companies, the petroleum, 
coal, chemical, and rubber companies, and the durable goods 
group including the manufacturers of iron, steel, nonferrous 
metals, automobiles, and machinery. Wholesale trade repre
sented about 18 per cent of the total amount of all loans, and 
its borrowing also was heavily concentrated in the 14 large 
New York City banks, where some 82 per cent of the loans 
were handled. Large borrowers in this group were whole
salers of food, liquor, tobacco, drugs, apparel, dry goods, and 
shoes. The dollar amount advanced to retailers was the small
est of the major business groups, totaling about 7 per cent of 
all loans in dollar amount, but about 35 per cent in number, 
and the loans were more widely distributed among banks of 
the various size groups. While banks with deposits of less than 
100 million dollars accounted for only 10 per cent of the 
total of loans to all business, they accounted for more than one 
third of the aggregate amount of loans to retailers. This is 
readily explained by the local nature of the retail business.

Table III
Commercial and Industrial Loans Outstanding on November 20, 1946 at All Member Banks in the Second District*

by Business and Asset Size of Borrowers

Number of loans Dollar amount of loans, in millions

Business of borrower All bor
Assets of borrower, in thousands

All bor
Assets of borrower, in thousands

rowers
Under

$50
$50 to 
$250

$250 to 
$750

$750 to 
$5,000

Over
$5,000

rowers
Under
$50

$50 to 
$250

$250 to 
$750

$750 to 
$5,000

Over
$5,000

Manufacturing and mining—total..................................................................... 22,756 10,089 7,371 1,856 1,632 1,808 2,189 50 138 93 240 1,668
1. Food, liquor, tobacco................................................................................ 2,103 545 473 234 334 517 607 3 9 19 59 517
2. Textile, apparel, leather............................................................................
3. Iron, steel, nonferrous metals and their products; electrical and other

7,930 3,381 3,346 691 385 127 224 20 65 31 45 63

machinery; automobiles and other transportation equipment and parts. 4.908 1,883 1,450 432 477 666 607 10 30 20 65 482
4. Petroleum, coal, chemicals, rubber............................................................
5. All other (including lumber; furniture; paper; printing and publishing;

1.426 493 413 156 95 269 458 4 7 5 26 416

stone, clay, glass)................................................................................... 6,389 3,787 1,689 343 341 229 293 13 27 18 45 190

Wholesale trade—total...................................................................................... 17,209 8,333 5,701 1,752 1,006 417 817 49 104 99 140 425
6. Food, liquor, tobacco, drugs..................................................................... 4,242 1,967 1,334 461 295 185 297 8 25 26 56 182
7. Apparel, dry goods, shoes, related raw materials........................................
8. Home furnishings, furniture, electrical appliances; hardware; machinery;

metal products; lumber, building materials; plumbing and heating

4,066 1,795 1,461 418 210 182 330 23 34 30 40 203

equipment.............................................................................................. 3,894 2.108 1,290 386 94 16 59 9 19 19 7 5
9. Automobiles and parts, petroleum............................................................ 893 590 254 17 30 2 25 2 4 1 5 13

10. All other (including farm feed, fuel, jewelry, paper)................................... 4.114 1,873 1,362 470 377 32 106 7 22 23 32 22

Retail trade—total............................................................................................. 40.245 33,614 5,516 527 408 180 333 82 58 17 39 137
11. Food, liquor, tobacco, restaurants, drug stores...........................................
12. Apparel, dry goods, shoes, department stores, mail-order houses, variety

14,746 13,039 1.485 113 72 37 92 33 12 4 5 38

stores, general stores..............................................................................
13. Home furnishings, furniture, electrical appliance stores; hardware and 

farm implement dealers; lumber, building material dealers; plumbing

6,843 5.222 1.143 139 210 129 149 14 13 6 24 92

and heating equipment dealers.............................................................. 7.804 6,469 1.189 110 28 8 37 13 13 4 2 5
14. Automobile dealers, auto accessory stores, filling stations........................ 5.772 4.783 893 82 14 0 26 12 12 1 1 0
15. All other (including farm feed, fuel dealers, jewelry stores)......................... 5.080 4.101 806 83 84 6 29 10 8 2 7 2

Other—total.......................................................................................................
16. Transportation companies (railroad, etc.), communication companies,

34,113 24.279 6,616 1,221 828 1,169 1,276 116 89 68 145 858

other public utilities..............................................................................
17. Services (including hotels; repair services; amusements; personal and

4,831 3,332 642 196 119 542 582 18 8 13 37 506

domestic services; medical, legal, other professional services)............... 13.695 11.558 1,722 203 128 84 132 37 19 6 18 52
18. Building and road construction contractors and sub-contractors............. 5.935 4,036 1,534 269 94 2 58 10 23 12 11 2
19. Sales finance companies............................................................................. 1.275 170 270 146 256 433 307 2 7 17 38 243
20. All other (including forestry, fishing, real estate)..................................... 8,377 5,183 2,448 407 231 108 197 49 32 20 41 55

Total, all borrowers........................................................................ 114,323 76,315 25,204 5.356 3,874 3.574 4,615 297 389 277 564 3.088

* Estimated on basis of sample banks; includes real estate loans for commercial purposes.
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"All other” business was responsible for about 28 per cent of 
all loans in dollar volume. Large borrowers in this group, 
chiefly in New York City, were transportation and communica
tion companies, other public utilities, and sales finance com
panies.

Table III shows the estimated number and dollar amount of 
commercial loans by type of business and size of borrower. 
It indicates that the smaller concerns obtained by far the 
greatest number of loans. Of the more than 114,000 loans 
outstanding, borrowers with assets of less than 50 thousand 
dollars accounted for 67 per cent of the total number, while 
only 3 per cent went to borrowers with assets of over 5 million 
dollars. On the other hand, large borrowers naturally pre
dominated with respect to dollar volume. Of the 4,615 
million dollars of loans outstanding, about 67 per cent went 
to borrowers with assets over 5 million dollars, while only 6 
per cent of the total amount went to borrowers with assets of 
less than 50 thousand dollars.

Borrowers engaged in retail trade constituted in number 
35 per cent of all loans covered by the survey; manufacturing 
and mining, 20 per cent; wholesale trade, 15 per cent; and all 
other borrowers, 30 per cent. Food, liquor, tobacco, restaurants, 
and drug stores were responsible for more than one third of 
the number of loans made to retail business. In the manufac
turing and mining group, a little more than one third of the 
number of loans went to the textile, apparel, and leather 
businesses.

THE PRESIDENT’S BUDGET MESSAGE
In view of the current demands in Congress that income 

taxes and Government expenditures be cut, the President’s 
budget submitted on January 10 must be regarded as a tenta
tive estimate of the cost of the Government’s activities during 
the fiscal year ending June 30, 1948.1 The Congressional 
committees on the budget now scrutinizing its details must 
approve or recommend new maximums for Congressional 
approval by February 15. As presented, the budget calls for 
receipts of 37.7 billion dollars and expenditures of 37.5 billion, 
leaving a surplus of 202 million. During the current fiscal 
year ending June 30, 1947, receipts as now estimated should 
amount to 40.2 billion dollars and expenditures to 42.5 billion 
dollars, leaving a deficit of 2.3 billion.

Including trust fund cash receipts, but deducting certain 
payments of interest and principal from Government corpora
tions, total cash receipts from the public during fiscal 1948 
are estimated at 40.7 billion dollars. Similarly, deducting such 
noncash expenditure items as interest accruals on Savings 
bonds, terminal leave bonds, and transfers to Government cor
porations, but adding disbursements from trust accounts, total 
payments to the public are estimated at 37.8 billion dollars. 
Thus net cash receipts from the public of approximately 
3 billion dollars are indicated, as compared with the estimated 
budgetary surplus of only about 202 million dollars.

An estimated net outgo of trust accounts, amounting to 
414 million dollars, will more than absorb the net budgetary 
surplus of 202 million; the remaining 212 million dollars, 
together with a 200 million reduction in the gross public 
debt, is expected to reduce the Treasury’s cash balance by 
412 million during fiscal 1948. During the current fiscal year 
it is estimated that the budgetary deficit of 2.3 billion, com
bined with a trust account net outgo of 407 million and net 
reduction in the public debt of 9-0 billion dollars, will reduce 
the Treasury’s cash balance by 11.7 billion dollars. On this 
basis, the public debt will amount to 260.4 billion on June 
30, 1947, and 260.2 billion dollars at the end of June 1948.

Receipts have been estimated on the assumption that busi
ness activity will average slightly higher than in the calendar 
year 1946, when national income amounted to 164 billion 
dollars. If a recession should occur, the budget forecast con
templates that it would be of a temporary character which 
would not require a change in budget policy. Supporting 
expenditures, such as public works and aids to agriculture, are 
stated to have been held to a minimum consistent with public 
health and safety.

On the basis of the expected high income level and current 
tax rates, direct taxes on individuals are estimated at 19.1 
billion dollars, compared with 18.6 billion dollars estimated 
for fiscal 1947. These taxes would provide nearly half of 
estimated cash receipts in fiscal 1948, compared with over 
40 per cent in 1947 and 20 per cent in 1941. Reflecting the 
repeal of the excess profits tax, direct taxes on corporations 
are expected to decline to 8.3 billion dollars from 9.2 billion 
during the current fiscal year. Excise taxes are expected to 
raise 6.1 billion dollars, compared with the all-time high of
7.3 billion estimated for fiscal 1947; restoration of wartime 
rates would add 1.1 billion dollars to receipts. Employment 
taxes ( including old-age and survivors insurance) are expected 
to provide another 2.7 billion, customs 517 million, and 
miscellaneous receipts close to 3 billion dollars. Projected 
employment taxes are 739 million higher than estimated for
1947, reflecting both the expected higher payrolls and an 
assumed increase from the present rate of 2 per cent to 
5 per cent, effective January 1, 1948.1

Miscellaneous receipts include proposed nontax receipts 
amounting to 379 million dollars. If Congress approves, the 
Treasury would receive repayments of 100 million dollars of 
capital from the Federal Deposit Insurance Corporation and 
of 28 million advanced to the Federal Reserve System for 
direct loans to industry. In addition, it is proposed that 112 
million of the gold increment fund now reserved for such 
loans be released, and that the Federal Reserve System be 
authorized to turn over to the Treasury 139 million which it 
is to receive from the Federal Deposit Insurance Corporation 
in repayment for capital furnished.

In order to offset the Post Office Department’s growing

1 Unless otherwise stated, references to specific years in this article * During previous sessions, Congress has repeatedly postponed the 
mean the fiscal year, that is, the twelve-month period ending June 30. scheduled increases in these taxes.
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operating deficiency, estimated at 352 million in 1948, the 
President suggests that postal rates be raised. This proposed 
increase in revenue has not, however, been included in the 
estimated receipts.

Expenditures are grouped in this budget under new head
ings. National defense, international affairs and finance, and 
the items referred to formerly as ''the aftermath of war”—  
veterans’ services and benefits, interest on the public debt, and 
tax refunds— account for over three quarters of the budgetary 
expenditures proposed for fiscal 1948. National defense alone 
amounts to 11.3 billion dollars. It includes expenditures for 
military and naval defense, terminal leave, and stockpiling of 
strategic and critical materials. These would be offset to a 
small extent by a return of funds from the RFC and the War 
Shipping Administration. The RFC transfer includes a 210 
million dollar profit made by the War Damage Corporation. 
The 1948 projected expenditures for national defense are 3.5 
billion lower than estimated expenditures for the current fiscal 
year, but the decline is due principally to large reductions in 
terminal leave payments and lend-lease expenditures, and a 
shift of expenditures for atomic energy development to another 
classification. In fiscal 1941 national defense expenditures 
amounted to 6.4 billion and in fiscal 1939 they were 1.1 billion 
dollars. Pay, upkeep, and travel costs for military personnel 
alone are estimated at 5.2 billion, or at an annual average of 
3,100 dollars per man. Army strength in fiscal 1948 is pro
jected at 1,070,000 men throughout the year, and Navy and 
Marine strength at an average of 571,000. In 1947 the com
bined strength will average about 2,108,000 men. Other items 
under military and naval expenditures include procurement, 
research, expansion of citizen-reserve organizations, terminal 
leave payments, and construction, operation, and maintenance.

Veterans’ services and benefits, covering readjustment bene
fits, pensions, insurance, hospital construction, other services, 
and administrative costs, will require 7.3 billion dollars in
1948, compared with estimated 1947 expenditures of 7.6 
billion. The 1948 expenditures include a transfer of only
53 million to the National Service Life Insurance Fund com
pared with nearly a billion for this item in 1947; but con
struction expenditures and pensions are each up over 300 
million from 1947, the higher pension outlay reflecting the
20 per cent rise approved last session by Congress. Readjust
ment benefits continue at the high 1947 level of 3.5 billion. 
An allowance for the purchase of veterans’ guaranteed mort
gage loans from private lenders is included in housing expendi
tures in another classification. No new major programs of 
assistance to veterans are anticipated.

Interest on the public debt, the next largest and probably 
the least flexible item, is expected to be 5 billion dollars in
1948, about the same as in 1947. In commenting on the 
interest burden, the President pointed out that the interest 
amounts to less than 3 per cent of our current national income. 
The Government’s "debt management policy is designed to 
hold interest rates at the present low level and to prevent 
undue fluctuations in the bond market.”

Budgetary expenditures of 3.5 billion dollars for interna
tional affairs and finance in 1948 are only a little more than 
half the estimated 1947 expenditures. The decline is due 
largely to the nonrecurrence of subscriptions to the Interna
tional Fund and Bank, which added 1.4 billion to 1947 
expenditures. On a cash basis, however, provision for the 
redemption of notes issued to the International Bank during
1947 adds nearly 500 million dollars to the 1948 budgetary 
expenditures. Expenditures of 305 million dollars for UNRRA 
(down 1.2 billion dollars from 1947) are required for the 
completion of that program. Export-Import Bank loans are 
scheduled at 730 million, nearly 300 million less than those 
estimated for 1947, and estimated advances of 1.2 billion 
under the Treasury’s loan to the United Kingdom are also 
300 million less than in fiscal 1947.

Refunds of receipts continue as a large item in expenditures 
and at 2.1 billion dollars in fiscal 1948 are only slightly below 
those estimated for 1947. They will arise largely from over
payments of individual income taxes under the current pay
ment system and refunds of wartime corporate income and 
profits tax liabilities. Refunds to corporations are expected 
to continue for several years, since the application of carry
back and other relief provisions in many cases requires time. 
If the wartime excise tax rates are continued, refunds will be 
123 million dollars less. The recent Treasury ruling that cor
porations may charge wage payments arising out of portal pay 
suits against their income in the years for which pay claims 
are made will increase refunds above present estimates, if these 
suits are upheld by the courts.

Other activities in fiscal 1948 will require 8.3 billion dollars, 
or 1.6 billion more than estimated for 1947, when repayments 
received by Government corporations provided a half-billion 
dollar offset to expenditures. In 1939 these activities required
6.4 billion dollars. Increased outlays are budgeted for trans
portation and communications (+ 6 2 5  million), natural 
resources not primarily agricultural, including development of 
atomic energy (+ 3 7 3  million), finance, commerce, and indus
try (+ 3 4 3  million), agriculture and agricultural resources 
(+ 2 6 4  million), social welfare, health, and security (+ 8 4  
million), and education and general research ( +  17 million). 
Small declines are indicated for housing, labor, and general 
government.

In 1947, the total cash surplus and the receipt of 1.8 billion 
from the Stabilization Fund, totaling 5.7 billion dollars, would 
raise the Treasury’s cash balance to 19.9 billion, but the budget 
provides for the retirement of nearly 17.4 billion dollars of 
the debt held by the public during this year. Net noncash 
borrowings, representing sales of special issues to Government 
trust funds and the issuance of other securities, mainly terminal 
leave bonds and notes for the International Bank and Fund, 
will amount to 8.4 billion dollars; therefore, the net reduction 
in gross public debt will be cut to 9 billion, and by June 30,
1947 the estimated total gross public debt will amount to
260.4 billion. The Treasury’s cash balance should then be
2.5 billion dollars.
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During 1948, the expected net cash receipts of nearly 
3 billion dollars, together with 400 million from the Treasury’s 
cash balance, will be used to retire 3.4 billion of the debt 
held by the public. Offsetting net noncash sales (mainly sales 
of special issues to trust funds) are estimated to be 3.2 billion, 
so that by June 30, 1948 the gross public debt would stand at
260.2 billion dollars and the Treasury’s cash balance at
2.1 billion dollars.

The President has proposed repeal of the authority of 
wholly-owned Government corporations to issue Government 
guaranteed obligations to the public. During the war, in 
order not to interfere with the Treasury’s debt operations, 
these corporations borrowed their funds directly from the 
Treasury. It is now proposed that these agencies be authorized 
to obtain funds solely from the Treasury but at a rate equivalent 
to the current average market rate paid by the Treasury instead 
of at the wartime rate of 1 per cent charged by the Treasury 
when a large part of their activities were non-income producing.

WORLD PRICE TRENDS DURING AND 
SINCE THE W AR

With the relaxing of price controls last summer the United 
States, virtually alone among the leading nations, returned to 
a relatively free-market economy. Such is this country’s sheer 
economic weight, that the ensuing American price rise was 
bound to have wide-spread repercussions. Many countries 
have suddenly found themselves faced not only with the neces
sity of paying much higher prices for imports from the United 
States, but also with a tendency in some cases for their own 
export goods to reflect the American price advance. These 
changes in turn have exerted unwelcome upward pressure on 
the domestic price levels of such countries, in certain instances 
seriously threatening their efforts at stabilization. While the 
effects of recent American price developments on continued 
world recovery are not yet clear, a review of wartime and post
war price trends abroad should be of help in their appraisal.

Prices in foreign countries nearly two years after V-E Day 
continue to show a marked diversity of trend, but certain 
definite patterns are apparent. In some countries, such as the 
United Kingdom and the Dominions, Denmark, Norway, 
Sweden, and Switzerland, where there has been real political 
and social stability, and where at the same time strong economic 
controls have been successfully maintained, prices have been 
kept firmly in hand both during and after the war. However, 
in most of the actively belligerent countries— primarily the 
former Axis powers, but also such countries as Greece and 
China— the internal structure either was weak in the first place 
or seriously deteriorated during or after the war. These 
countries have been characterized by extensive wartime infla
tion, in some cases on an astronomical scale, which in most 
cases has continued in the postwar period.

In those areas— principally Latin America and the Near 
East— which did not participate actively in the war, but into 
which large sums were poured by the Allies for raw materials

and other war needs, and where economic controls are relatively 
undeveloped and ineffectual, most of the war years were 
marked by very sharp price advances. These were succeeded 
in 1944 and 1945 by comparative stability or an actual 
decline— continuing in the Near East to the present, but 
followed in Latin America by a new advance in 1946.

The wartime and postwar price changes in forty-three 
countries are summarized in the accompanying table, and the 
month-to-month movements since 1939 for most of these 
countries are shown in the charts. Wholesale price indexes are 
used wherever possible; in some cases, where none exist, cost 
of living indexes are used instead. The latter, however, in 
most of these cases resemble retail price indexes rather than 
the much more comprehensive cost of living series used in 
the United States and the United Kingdom. The table shows 
the percentage changes of each index for the war period (to 
V-E Day), for the postwar period (May 1945 to the latest 
available month), and for the two periods combined. For

Wholesale Price Trends Since 1939 
(January-June 1939— 100, except as noted)
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the more advanced economies, these indexes as a rule possess 
a fair measure of reliability, but even so they are frequently 
inaccurate to the extent that they conceal the effects of sub
sidies, black-market operations, and the like. For many of 
the less developed countries— particularly in Latin America 
and the Near and Far East, as well as in parts of Europe— far 
more extensive reservations are often necessary. In those areas, 
not only may the prices at which goods actually change hands 
show a greater divergence from official prices, but the indexes 
themselves tend to vary substantially in technical quality, while 
in a few countries, in addition, there may even have been 
deliberate manipulation. For all these shortcomings, however, 
the data serve to indicate the direction and usually the general 
scope of price movements even in the least developed of the 
national economies.

Among the various groups of countries, it is in the United 
Kingdom and the British Dominions that price controls have 
operated most successfully. In no country of this group was 
the wartime rise other than relatively moderate; the greatest 
advance— 73 per cent, in the United Kingdom— largely rep
resented the effects of the 14 per cent depreciation of the pound 
at the beginning of the war and of the rise in ocean freight, 
insurance, and other importing costs that occurred in the first 
months after the outbreak of hostilities. Since V-E Day, price 
advances in these countries have been held to small percentages. 
The postwar rise in Canada is the largest for the group, but 
nevertheless amounts to only 8 per cent for the entire period 
from May 1945 to November 1946.

Prices in the United States, which had been virtually as 
stable as those of the British countries up to the initial lifting 
of price controls last summer, rose 25 per cent during the six 
months from June to December, according to preliminary data. 
This advance has posed serious problems for Canada, not to 
mention the United Kingdom and other countries. The 10 
per cent appreciation of the Canadian dollar in terms of United 
States currency on July 5 was partly motivated by Canadas 
desire to escape the effects of the United States price rise on 
its own price level. Sweden is another country that has appre
ciated its currency in an effort to immunize itself against the 
American price rise. Several others are said to have considered 
similar action but have apparently decided against it.

Nowhere has economic collapse as a result of the war pro
ceeded further than in Eastern Europe, where social and politi
cal disruption also has been marked. While no wholesale 
price index is available for Hungary, the cost of living index 
stood at an astronomical figure (16,600,000,000,000,000,- 
000,000) in July 1946 compared with 100 on August 26, 
1939. The Hungarian inflation was well advanced by the end 
of the war; the postwar months merely saw the deterioration 
accelerated.1 Greece also suffered by a wartime economic 
breakdown, which continued without serious check through

1 Reports indicate that after the Hungarian monetary stabilization 
of last August, when the new “forint” currency was introduced, prices 
dropped sharply, although they seem to have subsequently increased 
again.

W artim e and Postw ar Price Increases in Foreign Countries
(In percentages)

Country

Type of 
index and 

iatest month 
available1 

1946

Wartime
increase;
prewar

to
May 19452

Postwar 
increase; 
May 1945 
to latest 
month

 ̂ Total 
increase; 
prewar 

to latest 
month2

U nited States and B ritish 
Commonwealth

United States....................... W P Dec. 39 33 p 85 p
W P Nov. 41 8 52

Newfoundland...................... CL2 July 61 2 65
United K ingdom ................. W P Dec. 73 7 p 85 p

W P July 39 1 40
New Zealand......................... W P Sept. 50 —  2 47
Union of South Africa........ W P2 July 58 3 63

Other Europe
CL2 July 6700a b b
CL3 Sept. 1444c 850 14572c

Italy
Black and free markets.. W P2 Nov. 4533d 19 d 5402
Official and free markets. W P2 Nov. 2205d 28 d 2853

W P Aug. 466 14 546
W P Oct. 207 107 534

Czechoslovakia..................... W P2 Sept. 48 98 193
W P Nov. 254 97 598

Netherlands.......................... W P Oct. 71 54 163
W P Nov. 99 2 102
W P Nov. 83 —  4 76
CL2 Sept. 175 10 202
W P June 96 —  1 94
W P Dec. ’45 108 13 134
W P Sept. 147 —  8 128

Switzerland............................ W P Nov. 109 —  1 106
W P Oct. 79 —  5 70

Asia and North Africa
W P Nov. 98 568 1223
W P2 D e c .’45 861 10 956
W P2 Jan. 379 7 413
W P May 378 — 13 317
W P Sept. 339 — 14 278
W P Oct. 233 10 267
W P July 232 —  2 225
W P2 Sept. 138 14 171

Latin America
CL4 June 149 48 268
CL June 236 9 267

Chile........................................ W P Sept. 116 26 173
CLB Oct. 109 26 163
W P Oct. 98 27 152
W P Oct, 117 12 143
W P Oct. 111 11 135
CL Sept. 84 19 119

Costa R ica............................. W P Nov. 88 8 p 103p
CL Sept. 66 5 75
W P Aug. 46 5 54
CL July 30 16 51

1 W P indicates wholesale price index; CL, cost of living index.
2 “ Prewar”  is average for January-June 1939, except for the following: New

foundland, September 1938; Union of South Africa, January, April, and July 
1939; Hungary, August 26, 1939; Greece, October 1940; Italy, 1938; Czecho
slovakia, March 1, 1939; Iceland, January-March 1939; Lebanon, June 1939; 
Iraq, December 1938-August 1939; India, August 13-19, 1939.

3 Retail free-market prices in Athens; October 1940 =  100.
4 Food, heating, and lighting only.
6 Food only.
p Preliminary estimate.
(— ) Decrease.
a July 1945 used instead of May 1945.
b Index (August 26, 1939 =  100) in July 1945 stood at 6800; in December 1945 

at 2,400,200; in July 1946 at 16,600,000,000,000,000,000,000.
c October 1940 instead of January-June 1939 used for prewar.
d February 1946 used instead of May 1945.

Source: United Nations, U. S. Bureau of Labor Statistics, Dominion Bureau 
of Statistics, Board of Trade, Oriental Economist, etc.

1945; early in 1946, however, conditions were somewhat sta
bilized and have since been so maintained with foreign aid; 
in fact, the index of free-market retail prices in Athens actually 
declined 12 per cent during the first three quarters of 1946.2 
In Italy, too, the wartime inflationary rise has slackened some
what, although a new upward trend appeared in November.

In Finland, the price level, which had tripled during the war, 
doubled again in the seventeen months after May 1945, but 
most of this postwar rise took place in 1945. Whether the 
more moderate advance of 1946 can be halted entirely will 
depend to a large extent on whether the country is able to

2 There appears, however, to have been a fresh advance since
September.
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fulfill Russian reparation requirements while meeting its 
minimum reconstruction needs at home. Czechoslovakia, hav
ing been integrated into the German economy during the war, 
experienced only a moderate wartime rise in official prices. 
After the end of fighting, these prices remained generally 
unaltered until December 1945, when in consequence of the 
devaluation of the koruna in the previous month and of the 
attempt to restore equilibrium between costs and prices, sharply 
higher official quotations were established for most products, as 
a result of which the price index virtually doubled. Black- 
market prices fell precipitously, however, and became less 
important in the national economy. Subsequently, Czechoslovak 
prices have been relatively stable.

Of the other European countries for which indexes are 
available, only France and the Netherlands have had significant 
price advances since the war. The French wholesale index prac
tically doubled between May 1945 and November 1946, 
reflecting the franc devaluation of a year ago and the endeavor 
to bring costs and prices into better balance, and also in part

Postwar Wholesale Prices in Selected Countries 
(May 1945=100)

Index Index

* France: Beginning August 1, 1946, includes certain free-market prices. 
Source: United Nations, U. S. Bureau of Labor Statistics, Dominion 

Bureau of Statistics, U. K. Board of Trade, and others.

the price rise in the United States. The greater part of the 
Dutch postwar price advance took place in 1945 and January 
1946; the rise has since continued, but at a slower pace. No 
price indexes are available for Belgium, but it is known 
that official prices of the principal commodities, which were 
raised as much as 50 per cent in the second half of 1945, 
remained unchanged thereafter until July 1946 (the latest 
date for which figures are available). In general, postwar 
price trends in both Belgium and the Netherlands have 
reflected essentially the same basic economic factors as in 
France, although the price rise has been much smaller than 
in France.

Denmark and Norway, as well as the two neutrals, Sweden 
and Switzerland, have benefited since V-E Day from continuing 
social and political stability which has helped to make possible 
the successful enforcement of stringent price controls. Thanks 
also to the reopening of foreign-trade channels, postwar prices 
in these countries either have recorded only nominal gains or 
have actually declined. Portugal and Eire, too, have enjoyed 
postwar price stability.

In China the wartime and postwar inflation has been 
extreme. No national price indexes are available, but the 
situation has long been so uncontrolled as to make refinements 
of statistical measurement of minor significance. Conditions, 
however, vary greatly between the different parts of China, 
one area frequently continuing to suffer from acute inflation at 
the same moment that another is actually undergoing a degree 
of temporary deflation. Military expenditures are currently the 
major inflationary influence, although the transport breakdown 
and the lack of production are also important. In view of the 
present political and economic unsettlement in China, the 
prospects for price stabilization there must be called obscure.

Wholesale prices in Japan were held to an advance of about 
100 per cent during the war, but the official quotations appear 
to have understated the real rise. Controls, however, have 
deteriorated seriously since V-J Day, with the result that whole
sale prices increased more than five times from November 1945 
to November 1946.

Of the Near and Middle Eastern countries, India had the 
smallest wartime price increase, but the political difficulties 
of that country, the food shortages and general import scarci
ties, and more recently, the price advance in the United 
States, have resulted in a steady if moderate price rise in 1946.

The other Near and Middle Eastern countries experienced 
very large price increases during the war, the advances to 
May 1945 ranging from 232 per cent in Egypt to 861 in 
Lebanon, with 300 per cent not unrepresentative of the typical 
pattern. The rise was caused principally by the heavy war 
expenditures of the Allied Powers, although in contrast to 
Latin America the expenditures in this area were not primarily 
for the purchase of materials for export but for military and 
related activities on the spot. Such expenditures had dwindled 
well before V-E Day, and prices had reacted even by that time,
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although the major secondary factor in the advance— the short
age of imports— still remained unrelieved. Since V-E Day, 
the improvement in the import situation, along with better 
crops and the disappearance of Allied military expenditures, 
has resulted in a relatively stable price situation, net changes 
in the wholesale level since May 1945 ranging between a 
10 per cent increase for Palestine and a 14 per cent decline 
for Turkey.

In Latin America, prices advanced during the war much 
less sharply than in the Near and Middle East, the increases 
to May 1945 extending from the exceptionally low 30 per cent 
for Uruguay to 236 for Bolivia, with 100 per cent perhaps 
the most representative figure. These advances, in an area 
not directly touched by the war or by the pressures of domestic 
war finance, reflected of course the piling up of funds within 
these countries as a result of the heavy wartime demand for 
Latin American products from the United States and its allies. 
An additional major cause was the inability of the area to 
obtain its accustomed imports of manufactures because of the 
shutting off of Continental Europe, the concentration of the 
United States and the United Kingdom on their own war 
needs, and the difficulties in obtaining shipment of such goods 
as continued to be available.

After V-E Day the typical Latin American pattern tended to 
be a temporary stabilization or decline of prices, succeeded in
1946 by a new advance of appreciable but not major propor
tions. The initial stabilization or decline reflected in general 
the drop in war exports following the end of hostilities, the 
expectation that imports would quickly become available again, 
and to some extent the liquidation of some of the speculative 
positions that had been built upon war demands and import 
stringencies. As 1946 came in, however, export demand 
was holding up better than had been anticipated, while the 
revival of imports proved unexpectedly tardy. The strength
ening of prices that ensued was accentuated in the second half 
of 1946 by the sharp advance in the United States, although 
the latter as yet has been reflected only partially in the Latin 
American indexes. Consequently, whereas price changes over 
the May-December 1945 period included both advances and 
declines, of which none exceeded 10 per cent except in Ecuador, 
during 1946 on the contrary all changes were upward and ran 
as high as 28 per cent in the case of Cuba. The especially 
large postwar rise of 48 per cent reported for Ecuador reflects 
in part the fact that its index covers only retail food prices 
and fuel and lighting, and in consequence is especially respon
sive to the existing food shortage (which in turn is partly 
the result of the diversion of agriculture to rice and other 
export crops). The 27 per cent Mexican postwar rise reflects 
the inflationary and speculative boom in that country, stemming 
from both its wartime industrialization and its current food 
stringency.

DEPARTM ENT STORE TRADE
Department stores in this District have resumed the prewar 

practice of January clearance and special promotion sales. 
The dollar value of January sales was approximately 18 
per cent higher than a year ago, and the seasonally adjusted 
index of sales continued at the November-December level, 
10 per cent below the all-time high reached last August.

Before the war, white sales accounted each year for a large

part of January sales. During the past few years, however, 
shortages of merchandise have reduced the proportion of 
sheets and pillow cases, blankets, and linens sold to the aggre
gate of store sales. This year the supply is reported to be more 
than adequate in the higher priced lines of white goods, 
but shortages still exist in the medium grades. Activity in other 
departments continues to follow the pattern of the past few 
months. Sales of hosiery and mens clothing show significant 
gains owing to the pent-up demand, but stocks of both types 
of merchandise are nevertheless being built up considerably. 
Quality furniture at reasonable prices continues to be short 
relative to existing demand, although the aggregate dollar 
volume of stocks in this line is considerably above last year. 
Mechanical appliances, floor model radios, and other high- 
ticket durable goods are contributing substantially to the dollar 
volume of sales. The most urgent demand for such goods 
may be satisfied in the not too distant future, but at the present 
time no inventory accumulation is taking place in these 
departments. Sales of men’s furnishings and housewares have 
tapered off in recent months, following a marked expansion 
early last year. Shortages of these items are no longer acute, 
except in a few well known brands.

At the close of the Christmas season the dollar volume of 
department store inventories was the highest for any year end 
on record. Availability of merchandise varied considerably, 
however, in different departments. Extensive clearances were 
advertised in womens dresses, coats, and furs. Stocks in these 
departments had been unusually large. Sales were particularly

Department and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from the Preceding Year

Locality
Net sales

Stocks on 
hand 

Dec. 31, 1946Dec. 1946
Jan. through 

Dec. 1946

Department stores, Second District----- + 28 +30 +56
New York C ity...................................... +28 + 29 + 54
Northern New Jersey........................... +29 + 33 +54

Newark................................................ +26 +30 + 54
Westchester and Fairfield Counties.. +30 + 37 + 61

Bridgeport........................................... +26 +33 + 48
Lower Hudson River Valley............... +26 +35 + 55

Poughkeepsie...................................... +23 +33 +56
Upper Hudson River Valley............... +21 + 34 + 57

+26 +43 +57
Schenectady........................................ +15 +24 + 55

Central New York State..................... +31 +35 + 72
Mohawk River Valley...................... +20 +27 + 45

+21 +24 +38
+37 + 38 + 88

Northern New York State..... ............ +21 +34 —

Southern New York State................... +21 +30 + 72
Binghamton........................................ +20 +30 + 78

+ 18 +22 + 74
Western New York State.................... +27 +29 + 63

+28 +29 + 56
Niagara Falls...................................... +11 +12 + 63
Rochester............................................. +27 +30 +77

Apparel stores (chiefly New York C ity ). +12 +24 + 58

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average =  100 per cent)

Item
1945 1946

Dec. Oct. Nov. Dec.

Sales (average daily), unadjusted................. 307 202 301 392
Sales (average daily), seasonally adjusted*. 182 179 231 232

Stocks, unadjusted............................................ 137r 217 247 213
Stocks, seasonally adjusted............................ 150 192 217 234

r Revised.
* Seasonal adjustment factors for 1938-46 revised; available upon request.
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Selected Indicators of Department Store Trade 
Estimates for All Second Federal Reserve District Stores, 1941-46

Item 1941 1942 1943 1944 1945 1946

Sales*
Cash.......................................... 392 459 513 582 666 834
Charge account...................... 199 188 178 187 209 299
Instalment.............................. 57 47 43 41 42 60

Average period outstanding#
Charge accounts..................... 72 65 59 57 55 59
Instalment accounts............. 10 8 7 7 7 7

Accounts receivable t
Charge account...................... 56 42 41 46 51 77
Instalment............................... 30 20 19 19 19 28

Inventories J ............................... 161 181 170 158 166 260

Outstanding ordersj................. 48 63 161 186 233 175

* Annual totals in millions of dollars.
# Annual averages; charge accounts in days, instalment accounts in months, 
t End-of-year totals in millions of dollars.

heavy in furs, as many customers took advantage of sharply 
reduced prices. Trade sources indicate that consumers are 
demanding better grade merchandise at reasonable prices, and 
January mark-downs were general for overpriced goods which 
will shortly have to meet the competition of better quality mer
chandise. During the last few months basement store sales have 
been gaining at the expense of the main store volume and their 
share in total sales is returning to the prewar ratio.

During 1946 Second District department store sales 
amounted to approximately 1.2 billion dollars. This exceeded 
the previous year’s record by 30 per cent, the largest yearly 
gain ever made. The increase in dollar volume since 1941 
amounts to 85 per cent. Credit purchases increased relatively 
in 1946, and total accounts receivable rose 50 per cent to a 
new high, about one-quarter above the previous peak at the 
close of 1941. Charge and instalment sales each increased 
more than 40 per cent during 1946, compared with a gain of 
25 per cent for cash transactions. This was the first time since 
1941 that cash sales had experienced a smaller gain than credit 
transactions. During the five-year period, however, cash sales 
more than doubled. Instalment sales, which had dropped 
sharply in 1942 because of the limited supply of durable goods, 
showed little change until last year, when they topped the 1941 
peak by a small margin. Charge account sales, after declining 
slightly in 1942 and 1943, showed an upward trend which was 
accelerated in 1945, and the substantial increase in 1946 
brought the five-year gain to more than 50 per cent.

Both charge and instalment accounts receivable expanded 
sharply during 1946, as shown in the accompanying chart. 
Total receivables reached an all-time high owing entirely to the 
increase since 1941 in the volume of charge accounts outstand
ing; instalment receivables remained slightly below the 1941 
high. The average duration of all accounts outstanding has 
changed little since 1942, when it dropped sharply following 
the adoption of consumer credit regulation.

Department stores’ outstanding orders, which had been larger 
than the amount of stock on hand since the close of 1944, 
dropped sharply in the latter part of 1946, and at the year end 
commitments were the lowest for that date since 1943. Trade 
sources indicate that department stores generally are writing 
firm orders only, the usual delivery period in soft lines being

Estimated Dollar Volume of Credit Sales and Accounts 
Receivable of Second District Department Stores, 1941-46*

M I L L  I O N S  
OF D O L L A R S

I N S T A L M E N T
I

AC (2 0 U N T S  R 1
L /

EXE 1 V A B L E

S A L  ES

1 9 4 1  1 9 4 2  1 9 4 3  1 9 4 4  1 9 4 5  1 9 4 6

* Accounts receivable at end of month.

30 days; orders on which delivery is overdue are generally being 
taken off the books. The dollar amount of orders outstanding 
remains high in relation to the amount of stock on hand. At 
the close of 1946 outstanding orders represented two thirds of 
the value of stock on hand, or twice the ratio that existed 
at the end of 1941.

Indexes of Business

Index
1945 1946

Dec. Oct. Nov. Dec.

Industrial production*, 1935-39 =  100......... 163r 181 182 179 p
(Board of Governors, Federal Reserve 

System)
Electric power output*, 1935-39 =  100........ 187 206 212 217 p

(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 =  100 181 194 186 p 190 p

(Federal Reserve Bank of New York)
Sales of all retail stores*, 1935-39 =  100. . . 217 260 273p

(Department of Commerce)
Factory employment

United States, 1939 =  100.......................... 128 147 149 150 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 118 130 131 131 p
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 =  100.......................... 226 286 291p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 224 267 269 273p
(New York State Dept, of Labor)

Income payments*, 1935-39 =  100............... 234 255 259p
(Department of Commerce)

Composite index of wages and salaries*# 
1939 =  100...................................................... 148 165 166p
(Federal Reserve Bank of New York) 

Consumers’ prices, 1935-39 =  100................. 130 148 152 153 p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York C ity.............................................. 99 85 84 84
Outside New York C ity .............................. 83 83 87 83

* Adjusted for seasonal variation. p Preliminary. r Revised.
# A special monthly release tabulating the complete set of 15 indexes, supplanting 

the index of “ wage rates”  formerly computed by this bank, will be sent upon 
request. A general discussion of the new indexes appeared in the November 
1946 issue of this Review. Tabulations of the monthly indexes, 1938 to date, and 
description of component series, sources, and weights may be procured from the 
Research Department, Federal Reserve Bank of New York. A mimeographed 
article discussing some of the technical problems involved is also available 
on request.
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Index of Physical Volume of Industrial Production, 
Adjusted for Seasonal Variation (1935-39 

averages 100 per cent)

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

(1935-39 average=100  per cent)

Indexes of Consumers* Prices Compiled by Bureau 
of Labor Statistics. “All Items*’ Includes 

Housefurnishings, Fuel, and Miscellaneous 
Groups N ot Shown Separately  

(1935-39 averages 100 per cent)

Government Security Holdings of Banks in Leading 
Cities. Excludes Guaranteed Securities. Data Not 

Available Prior to February 8, 1939; Certificates 
First Reported on April 15, 1942 (Latest 

figures are for January 15)

National Summary of Business Conditions 
(Summarized by the Board of Governors of the Federal Reserve System, January 29, 1947)

I NDUSTRIAL output declined slightly in December owing mainly to a temporary reduction 
in coal supplies and to holiday influences. Value of retail trade was maintained close to 

record levels. Wholesale prices of industrial products have advanced somewhat further in 
recent weeks; prices of some basic commodities, however, like butter, hides, and silver, have 
shown further marked declines.

INDUSTRIAL PRODUCTION
The Board’s seasonally adjusted index of industrial production was 179 per cent of the 

1935-39 average in December as compared with 182 in November.
Output of durable goods decreased somewhat, reflecting chiefly a decline in production 

of iron and steel owing to the bituminous coal work stoppage. In the early part of January 
steel operations were raised to the peak rates prevailing in the middle of November. Activity 
in machinery and transportation equipment industries showed little change in December. 
Production of nonferrous metal products increased somewhat further. Activity in the furni
ture industry reached a new record level for the postwar period.

Output in industries manufacturing nondurable goods declined to 168 per cent of the 
1935-39 level, from 172 in November, owing in part to curtailed operations during the 
Christmas week. Production of textile products decreased about 7 per cent. Meat packing 
activity declined from the sharply advanced level reached in November, while output of most 
other manufactured foods showed a small increase. Newsprint consumption increased, and 
production of most chemical and rubber products remained at advanced levels.

Output of minerals in December was at the November rate. Owing to the termination 
of the two-and-a-half week work stoppage in the bituminous coal industry on December 9 
and the high rate of output in subsequent weeks, coal production was 9 per cent larger in 
December than in November. Production of crude petroleum decreased slightly.

Em p l o y m e n t

Nonagricultural employment in December remained at the November level, after 
allowances for seasonal increases in trade and Government postoffices and the usual decline 
in construction employment. Unemployment increased by about 200,000 persons.

C o n s t r u c t i o n

Value of most types of construction contracts awarded, as reported by the F. W . Dodge 
Corporation, declined further in December, reflecting mainly seasonal influences. Residential 
awards and awards for public works and utilities, however, were more than double the 
amounts in December 1945. Value of other contracts was substantially smaller than in 
December 1945, but for the year 1946 exceeded all previous years except 1942.

D is t r i b u t i o n

Department store sales in December showed the usual sharp increase and the Board’s 
adjusted index was 272 per cent of the 1935-39 average. Total sales in the fourth-quarter 
holiday shopping season were 23 per cent larger than in the same period in 1945 and for 
the year 1946 sales were 27 per cent greater than in 1945. Sales in the first three weeks 
of January showed about the usual seasonal decline. Department store stocks showed a much 
smaller decline than usual in December and, according to preliminary figures, were 70 per cent 
larger than at the end of 1945. Outstanding orders for merchandise continued to decline 
and were about 30 per cent smaller than on December 31, 1945.

Loadings of railroad revenue freight in December and the first three weeks of January 
exceeded the volume shipped during the corresponding period in 1945-46 by about 10 per cent. 
Loadings of grain products were the greatest on record for the month of December owing to 
large shipments for export.

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

The general level of wholesale commodity prices advanced slighdy further from the 
middle of December to the latter part of January reflecting increases in prices of industrial 
products, offset in part by decreases in prices of most livestock and poultry products, grains, 
cotton, and canned fruits and vegetables.

Among industrial products, prices of building materials and metal products generally 
showed the largest increases in the early part of January. Silver prices, however, declined 
considerably and a leading manufacturer of lower-priced automobiles reduced prices slightly.

Retail food prices declined somewhat further from earlier peak levels and clearance sales 
before and after the Christmas holiday resulted in substantial price reductions for various 
types of merchandise. Retail prices of most standard types of goods, however, were maintained 
or increased further in this period.

B a n k  C r e d it

Real estate and consumer loans at banks in leading cities continued to increase during 
December and the first half of January. Commercial and industrial loans, following the rapid 
expansion of the summer and fall months, increased only slightly further. Substantial reduc
tions in holdings of Government securities reflected largely the 3.3 billion dollar Treasury 
note retirement of mid-December.

Deposits at member banks increased in the early part of December but declined in the 
latter half of the month as a result of income tax and other payments. Member bank 
reserve balances showed similar fluctuation with little net change for the period as a whole. 
Reserve funds which became available to banks through a post-holiday decline in currency 
in circulation and through increases in monetary gold stock were about offset by reductions in 
Government security holdings and an increase in Treasury deposits at the Reserve Banks.
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MONEY MARKET IN FEBRUARY

A sharp increase in the Treasury’s deposits with the Federal 
Reserve Banks to the unprecedented total of almost 2.4 billion 
dollars on February 26 was the outstanding development in 
the money market during the month. Heavy tax receipts and 
reduced expenditures combined to bring about the rapid growth 
of Treasury balances, as a result of which bank reserve positions 
were under persistent pressure during most of the month. 
Although the flow of tax funds to the Treasury reduced private 
demand deposits and reserve requirements substantially, and 
the banks had the benefit of large payments out of foreign 
official balances in the Reserve Banks, the reserves made avail
able from these transactions fell far below the banks’ needs. 
Member banks consequently were compelled to bring their 
reserves to required levels through sales of short term Treasury 
obligations directly and indirectly to the Reserve Banks and 
through increased borrowings from the Reserve Banks.

Tax collections were heavy in New York City and, in 
addition, the metropolitan banks sustained large withdrawals 
of deposits from New York by correspondent banks and others 
to cover tax collections and other needs for funds. Thus, the 
New York City banks shared substantially in the need for 
reserves, especially during the second week of February and 
again toward the end of the month.

Treasury balances with the Federal Reserve Banks increased 
835 million dollars in the four weeks ended February 26 and on 
that date were 2 billion dollars higher than on January 15 when 
fourth-quarter instalments on 1946 personal incomes fell due, 
despite the redemption of 1 billion dollars of the issue of 
certificates of indebtedness which matured on February 1. 
Apparently, the expansion in Treasury deposits during the 
second half of January and most of February has become a 
recurring or seasonal development, due largely to the postpone- 
ment of the payment of fourth-quarter tax instalments on 
individual incomes from December 15 to January 15. As illus
trated in the accompanying chart, deposits of the Treasury with 
the Reserve Banks rose substantially during this period in 1946 
also. However, the increase in Treasury balances has been 
much greater this year because of the substantially larger 
volume of Treasury receipts and reduced disbursements. In 
the first 25 days of February, total income taxes (withheld and

other) ran 600 million dollars higher than last year, despite a 
decrease in the tax rates on 1946 incomes. In part, this increase 
in tax receipts reflects the fact that wages and salaries in the 
period for which taxes were withheld and paid in February 
were larger this year than last. It also reflects the higher 
level of civilian incomes for the year 1946, which bear lower 
tax exemptions and bring higher tax returns than military pay, 
which decreased sharply during the year. To some extent it 
may possibly indicate prepayments of taxes which formerly 
were paid on March 15. Other receipts, including Social 
Security taxes, miscellaneous revenue, and sale of surplus prop
erty, were also substantially higher this year than last, while 
cash disbursements were approximately 550 million dollars 
lower.

The rise in the Treasury’s account with the Reserve Banks 
was temporarily interrupted during the week ended February 5 
by the cash redemption of 1 billion of an issue of 5 billion 
dollars of certificates of indebtedness which matured on the 
first of the month. Treasury receipts exceeded disbursements 
during the remainder of the week, however, so that net 
expenditures for the week were reduced to 374 million dollars. 
The greater part of this amount was required for the redemp-

Treasury Deposits with Federal Reserve Banks* 
b il l io n s
OF DOLLARS

* Wednesday dates; latest figure is for February 19.
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tion of maturing certificates in the portfolios of the Reserve 
Banks, so that only a small part went into member bank 
reserves. Reserve positions of the member banks were further 
eased in this period, however, by payments made by foreign 
central banks and governments from their accounts maintained 
with the Reserve Banks, and by the reduction in reserve 
requirements that accompanied the collection of taxes and the 
consequent reduction in bank deposits. As the net result of all 
transactions, member banks were able to retire a substantial 
amount of Federal Reserve credit temporarily.

In the following three weeks, the member banks felt the 
full impact of an increase of 1.2 billion dollars in Treasury 
deposits with the Reserve System. Despite continued reductions 
in reserve requirements and disbursements from foreign 
deposits in the Reserve Banks, member banks were compelled 
to obtain funds on a large scale from the Federal Reserve 
System.

The Treasury’s exceptionally strong cash position enabled it 
to announce the retirement of 1 billion dollars of certificates 
maturing on March 1 and of 1.9 billion dollars of notes 
expiring on March 15. Although a moderate call on War Loan 
deposits may be necessary to effect the March 15 redemption, 
the major portion of the required funds for this operation, as 
well as the March 1 redemption, will come out of accumulated 
Treasury balances in the Reserve Banks, and so will return to 
the banks a considerable part of the funds that have been 
taken from them through tax collections during recent weeks. 
The banks will again be subject to a drain on their reserves 
through tax collections during the latter half of March, however.

In New York City, the reserve position of member banks 
was eased at the beginning of the month by payments received 
from the Treasury for the redemption of the February 1 
certificates of indebtedness. Subsequently, however, they sus
tained substantial losses of funds through tax collections and, at 
times, through transfers of funds to other parts of the country. 
These losses were offset in part by disbursements in New York 
from the accounts of foreign central banks and governments 
in the Reserve Banks; the banks gained 550 million dollars of 
reserves from this source in the four weeks under review. 
Furthermore, the reserve requirements of the New York City 
institutions, like those of banks elsewhere, declined as deposits 
fell with the payment of taxes.

The demands of the New York City banks for Federal 
Reserve credit, therefore, fluctuated widely from week to week. 
In the week ended February 5, the banks were able to retire 
a large amount of Federal Reserve credit because of heavy 
redemptions of the maturing certificates in the New York 
area. In the following week, however, the banks increased

Circular No. 3188 containing the annual review of earnings and 
expense ratios for member banks in the Second Federal Reserve 
District for 1946 has been issued by this bank and is available 
on request.

their borrowings from the Reserve Bank and sold a substantial 
volume of bills to the Reserve Bank option account. Bill hold
ings of the weekly reporting banks dropped to 5 million 
dollars, the smallest amount in the entire period since February 
1939 for which records are available. In addition, the banks 
made net sales of certificates in the open market, only part 
of which were absorbed by the Federal Reserve System. An 
even larger part was acquired by Government security dealers, 
but their purchases were financed by loans from the banks, so 
that they afforded no relief to the pressure on the reserves 
of the New York banks as a whole. In the week ended February 
19, the unevenness in the timing of the gains and losses of 
reserves was reflected in substantial bank sales of certificates 
indirectly to the Federal Reserve System early in the week and 
substantial repurchases of Treasury bills from the Federal 
Reserve Bank option account and repayment of indebtedness 
to the Reserve Bank later in the week as the banks gained 
reserves. In the final week of the month, the City banks again 
had to expand their use of Reserve credit moderately to correct 
a deficiency in their reserves at the beginning of the week 
and to meet a renewed outflow of funds from New York. It 
is expected, however, that their position will be eased, at least 
temporarily, by the redemption of Treasury certificates on 
March 1.

SUBSCRIPTION TO THE INTERNATIONAL 
MONETARY FUND
Payment of the United States quota of 2%  billion dollars 

in the International Monetary Fund was completed by the 
Treasury on February 26, 1947. The sum involved was 2,745 
million, the other 5 million dollars having been paid previously. 
The Bretton Woods Agreements Act specified that 1.8 billion 
dollars of the increment in the monetary gold stock resulting 
from the revaluation of the dollar in 1934 and subsequently 
held in the Exchange Stabilization Fund was to be used in 
paying this country’s subscription, with the remaining 950 
million dollars to come out of the general fund of the Treasury 
One fourth of the quota was payable in gold, as required in 
the Bretton Woods Articles of Agreement, and the remaining 
75 per cent could be paid in currency and in nonnegotiable, 
non-interest-bearing demand notes of the United States 
Treasury.

Accordingly, 1.8 billion dollars of gold was transferred from 
the Stabilization Fund; 687.5 million dollars, or one fourth 
of the quota, was delivered to the Federal Reserve Bank of 
New York for the account of the International Monetary 
Fund, and the remainder was transferred to the Treasury’s 
general fund account. In order to provide the Monetary Fund 
with working balances, 275 million dollars of this amount was 
used to obtain from the Federal Reserve Bank of New York 
dollar balances which were credited to the Monetary Fund at 
the Federal Reserve Bank of New York. The remainder of 
this country’s quota (1,782 million dollars) was paid in the
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form of nonnegotiable non-interest-bearing demand notes of 
the Treasury. Consequently, the remaining gold from the 
Stabilization Fund became free gold available to the Treasury.

The effects of these transactions were reflected in the Federal 
Reserve statements for the week ended February 26, although 
the actual changes resulting from the payment of the quota 
were obscured by other changes during the week in the items 
affected. The transfer of gold to the International Monetary 
Fund reduced the monetary gold stock and Treasury cash ( the 
gold in the Exchange Stabilization Fund was carried in both 
these accounts) on February 26 by 687.5 million dollars. The 
payment of 275 million dollars to the International Fund 
increased "other deposits” by a like sum. This was offset by a 
decline in Treasury cash in the same amount, as the Treasury 
credited that amount to the gold certificate account of the 
New York Reserve Bank in exchange for the required deposit 
credit. This exchange raised both the gold certificate reserve 
and the deposit liabilities of the Federal Reserve Bank of 
New York and the Federal Reserve System as a whole, and 
resulted in a small increase in the reserve ratio of the twelve 
Reserve Banks combined.

These transactions had no effect on member bank reserves, 
since they involved transfers between accounts on the books 
of the Federal Reserve Bank of New York other than those of 
commercial banks. When the International Fund begins opera
tions, a substantial demand for dollars from other members 
of the Fund may be expected to develop. Transfers of dollars 
from the Fund’s account with the Federal Reserve Bank to 
those of member countries will still leave bank reserves undis
turbed. Only when those countries make disbursements out 
of their deposits with the Federal Reserve Bank will member 
bank reserves be increased.

TERM LOANS OF SECOND DISTRICT BANKS1

The recently completed survey of commercial and industrial 
loans outstanding at member banks on November 20, 1946 
included data on the length of time for which the credits were 
extended. On the basis of the reports received, it is estimated 
that there were, on that date, 21,481 business loans outstanding 
at all member banks in this District, totaling 2,022 million 
dollars, which when originally made had final maturity dates 
exceeding one year. For the purpose of this study all of such 
loans are considered term loans. In dollar amount, term loans 
constituted 44 per cent of all business loans outstanding and, in 
number of loans, 19 per cent, indicating that the average term 
loan was substantially larger than the average loan maturing 
in less than one year.

As might be expected, the greatest dollar volume of term 
loans was found to be concentrated in the 14 largest New York 
City banks, where 89 per cent of all term loans in the District

1 This is the second of a series of articles covering the results of a 
survey of commercial loans at member banks in this District. The 
first article appeared in the February 1947 Review.

were held; these same banks held 72 per cent of loans 
maturing within one year. Similarly, large companies, those 
with assets of over 5 million dollars, were the heaviest bor
rowers on a term basis, accounting for 85 per cent of the dollar 
amount of all term loans, compared with 53 per cent of loans 
maturing in less than one year. Although the dollar volume 
was heavily concentrated in the largest New York City banks, 
where term loans were principally made in substantial amounts 
to large companies of national importance, there were many 
loans to medium-sized and small local businesses by banks of 
various size throughout the District. It is estimated that more 
than 13,000 term loans, totaling 98 million dollars, were made 
by banks with deposits of less than 100 million dollars, and 
that more than 18,000 term loans, representing 93 million 
dollars, were made by all banks to borrowers with assets under 
$250,000. From these figures it is evident that term lending, 
although developed to a greater extent by the largest banks, 
has become fairly widespread in this District, with all classes 
of banks and borrowers currently involved in this type of 
financing.

Table I shows that term loans represented almost half of 
the dollar amount of all outstanding business loans of the 14 
largest New York City banks last November, while the 
proportion ranged between 20 and 30 per cent for other groups 
of banks. The smallest banks —  those with less than 2 
million dollars of deposits —  showed a somewhat greater per
centage of term loans to total loans than banks of intermediate 
size; this may be explained by their rather common practice 
of making term loans secured by the pledge of real estate. An 
analysis of the various types of security pledged as collateral 
shows that the smaller banks in the District had a greater 
percentage of business loans secured by real estate than did 
the larger banks. In number of loans, slightly less than one 
out of every five business loans made by all member banks 
in this District had a final maturity longer than one year; the 
average ratio for the different groups of banks ranged between 
13 and 21 per cent.

Table I
Number and Dollar Amount of Term Loans Compared with 

All Commercial and Industrial Loans Outstanding on November 20, 1946 
at all Member Banks in Second District* by Size of Bank

In millions of dollars Number of loans

Bank size groups

(Measured by total 
deposits)

Total
commercial

and
industrial

loans

Term loans 
(Maturing 
over 1 year)

Per cent 
of

term loans 
to

total loans

Total
commercial

and
industrial

loans

Term loans 
(Maturing 
over 1 year)

Per cent 
of

term loans 
to

total loans

Over $500 million....... 3,673 1,802 49 32,642 6,143 19

$100 to $500 million... 477 122 26 12,991 1,644 13

$10 to $100 million— 363 71 20 41,746 8,171 20

$2 to $10 million......... 92 24 26 22,623 4,665 21

Under $2 million......... 10 3 30 4,321 858 20

Total, all banks... 4,615 2,022 44 114,323 21,481 19

* Estimated on basis of sample banks; includes real estate loans for commercial purposes
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Table II
Number and Dollar Amount of Term Loans Compared with 

All Commercial and Industrial Loans Outstanding on November 20, 1946 
at All Member Banks in Second District* by Size of Borrower

Size of borrower

(Measured by total 
assets)

In millions of dollars

Per cent 
of

term loans 
to

total loans

Number of loans

Per cent 
of

term loans 
to

total loans

Total
commercial

and
industrial

loans

Term loans 
(Maturing 
over 1 year)

Total
commercial

and
Industrial

loans

Term loans 
(Maturing 
over 1 year)

Over $5,000,000.......... 3,088 1,711 55 3,575 1,443 40

$750,000 to $5,000,000. 565 150 27 3,877 463 12

$250,000 to $750,000... 277 32 12 5,355 509 10

$50,000 to $250,000... 389 43 11 25,203 2,321 9

Under $50,000............. 228 50 22 74,894 16,482 22

Total, all borrowers. 4,615** 2,022** 44 114,323** 21,481** 19

* Estimated on basis of sample banks; includes real estate loans for commercial purposes. 
** Includes loans not classified by size of borrower.

As shown in Table II, 55 per cent in dollar amount, and 40 
per cent in number, of all business loans made to companies 
with assets of over 5 million dollars were negotiated on a 
term basis, while term loans to borrowers with assets of less 
than $50,000 accounted for 22 per cent of business loans, both 
in dollar amount and in number.

Manufacturing and mining companies, together with trans
portation and communication companies and other public 
utilities, accounted for about 80 per cent of the dollar amount 
of all term loans. Large borrowers in the manufacturing and 
mining category were the group including petroleum, coal,

chemicals, and rubber companies, and the group manufacturing 
iron, steel, nonferrous metals, automobiles, and machinery. In 
both groups more than 92 per cent of all term loans were 
obtained from the 14 largest New York City banks. This 
concentration of term loans in these particular types of business 
can probably be explained by the fact that their financial needs 
are generally for longer periods than, for example, the needs of 
the average wholesaler or retailer. It is probable also that the 
large New York City banks, either individually or in groups, 
were used in some cases by large companies as sources of funds 
in preference to the capital markets. Wholesalers as a group 
were the smallest borrowers on a term basis, accounting foi 
only 4 per cent of all term loans, while term loans to retailers 
amounted to 6 per cent. In number of loans, retailers accounted 
for about 40 per cent of all term loans; manufacturing and 
mining, 14 per cent; wholesale trade, 6 per cent; and all other 
borrowers, 40 per cent.

Table III gives the estimated dollar amount of commercial 
loans outstanding on November 20, 1946, at all member banks 
in this District classified by business of borrower and length of 
maturity. It shows that about 5 per cent of all business loans 
had maturities longer than 10 years; 25 per cent, from 5 to 10 
years; 14 per cent, from 1 to 5 years; and 41 per cent less than
1 year, while 15 per cent of the loans were carried on a demand 
basis. Of the loans maturing in less than 1 year, about 84 
per cent were for less than six months. In dollar amount, about 
half of all loans to manufacturing and mining companies had

Table III
Commercial and Industrial Loans Outstanding on November 20, 1946 at All Member Banks in the Second District*

by Business of Borrowers and Length of Maturity

Dollar amount of loans, In millions
Per cent

Business of borrower
Maturity

of
loans over 

1 year

Demand
Less 
than 

90 days

90 days 
to

6 months

6 months 
to 

1 year
1 to 2 
years

2 to 5 
years

5 to 10 
years

Over
10

years

AU
loans

to
total loan.*?

Manufacturing and mining—total................................................................................................ 152 325 485 122 153 171 658 122 2,189 50
1. Food, liquor, tobacco........................................................................................................... 50 106 222 60 3 45 105 16 607 28
2. Textile, apparel, leather...................................................................................................... 18 70 84 13 3 8 28 ** 224 17
3. Iron, steel, nonferrous metals and their products; electrical and other machinery; auto

mobiles and other transportation equipment and parts........................................................ 39 101 106 33 114 32 153 28 607 54
4. Petroleum, coal, chemicals, rubber...................................................................................... 13 10 14 9 21 61 269 61 458 90
5. All other (including lumber; furniture; paper; printing and publishing; stone, clay, glass).. . 32 37 59 8 12 23 104 17 293 53

Wholesale trade—total.................................................................................................................. 350 126 204 52 9 19 53 4 817 10
6. Food, liquor, tobacco, drugs................................................................................................ 93 57 96 16 7 5 23 — 297 12
7. Apparel, dry goods, shoes, related raw materials................................................................ 211 29 48 20 ** 10 11 ** 330 6
8. Homefurnishings, furniture, electrical appliances; hardware; machinery; metal products;

lumber, building materials; plumbing and heating equipment............................................ 18 16 17 3 ** 3 2 — 59 8
9. Automobiles and parts, petroleum...................................................................................... 4 3 2 ** 1 ** 13 — 25 56

10. All other (including farm feed, fuel, jewelry, paper)........................................................... 24 20 40 12 1 ** 4 4 106 8

Retail trade—total........................................................................................................................ 40 69 71 30 6 20 73 24 333 37
11. Food, liquor, tobacco, restaurants, drug stores................................................................... 12 20 14 13 2 5 13 12 92 35
12. Apparel, dry goods, shoes, department stores, mail-order houses, variety stores, general

149 43stores.................................................................................................................................... 9 30 34 12 1 6 48 9
13. Home furnishings, furniture, electrical appliance stores; hardware and farm Implement

37 22dealers; lumber, building material dealers; plumbing and heating equipment dealers........... 8 9 12 1 1 2 5 **
14. Automobile dealers, auto accessory stores, filling stations.................................................. 7 4 4 2 ** 4 5 1 26 38
15. All other (including farm feed, fuel dealers, jewelry stores)............................................... 5 6 7 4 2 4 1 ** 29 24

Other—total................................................................................................................................... 144 122 202 96 96 166 389 59 1,273 56
16. Transportation companies (railroad, etc.), communication companies, other public utilities. 17 13 14 23 56 128 293 37 581 88
17. Services (including hotels; repair services; amusements; personal and domestic services;

132 50medical, legal, other professional services).......................................................................... 17 17 18 14 11 17 34 4
18. Building and road construction contractors and sub-contractors....................................... 11 14 20 5 4 3 1 ** 58 14
19. Sales finance companies....................................................................................................... 50 63 129 32 5 2 27 — 308 11
20. All other (including forestry, fishing, real estate)................................................................ 49 16 21 22 19 16 34 17 194 44

Total, all borrowers..................................................................................................... 686 645f 962 300 264 376 1,173 209 4,615t 44

* Estimated on basis of sample banks; Includes real estate loans for commercial purposes. Because of rounding, figures do not necessarily add to totals
** Less than half-million dollars, 

t Includes a small amount of loans not classified by business of borrower.
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maturities longer than 1 year, and of this amount 71 per cent 
were due in 5 years or over. The heaviest long term borrowers 
among manufacturing and mining industries were in the 
petroleum, coal, chemical, and rubber company group, 90 
per cent of whose business loans were on a term basis, of 
which 80 per cent were to mature in over 5 years. The durable 
goods group, including the manufacturers of iron, steel, non- 
ferrous metals, machinery, and automobiles, obtained about
54 per cent of their loans for periods longer than 1 year, with 
more than half of this amount extending beyond 5 years. 
Transportation and communication companies and other public 
utilities also were heavy long term borrowers, with about 88 
per cent of their business loans maturing in over 1 year, of 
which 64 per cent ran longer than 5 years.

Wholesalers were predominantly short term borrowers, with 
40 per cent of their loans due to mature in less than six 
months and 43 per cent due on demand. Since the financial 
needs of wholesalers are usually closely associated with the 
carrying of inventories of consumers’ goods, it is logical to 
assume that the banks would not grant term loans in any 
volume to this particular type of business except in special 
cases. About 37 per cent of all loans to retailers had maturities 
exceeding 1 year, of which 79 per cent had maturities over
5 years. In all probability loans secured by real estate consti
tuted a greater proportion of the longer term loans to retailers 
than was the case in the other major business groups. Sales 
finance companies were predominantly short term borrowers 
and only 11 per cent of their loans had maturities over 1 year; 
in fact, 62 per cent of all loans to such companies matured in 
less than 6 months, and 16 per cent were due on demand.

THE PO RT OF NEW Y O R K 1

The development of New York City as an industrial, 
commercial, and financial center has been directly related to 
the growth of its port. With the completion of the Erie Canal 
in 1825, New York became the trans-shipment point for the 
produce of the West and rapidly assumed the dominant posi
tion in this country’s foreign trade which it has held ever since. 
Today the principal factors in maintaining that position are 
the harbor facilities for large ships and the excellent railroad 
connections. A large part of the City’s manufacturing, dis
tributive, and financial activities is closely associated with 
maritime transportation, and in particular with foreign trade.

New York City has one of the best natural harbors in the 
world, and one of the few which can accommodate ships with 
a draft of thirty feet or more. The Port area, with a radius 
of about 25 miles from the Statue of Liberty, has a total water 
frontage of over 650 miles, of which 23 miles are devoted 
to deep-sea piers used by ocean-going vessels. The waterfront

1 This article is based on an extensive study which this bank has 
recently completed and a copy of which may be obtained upon request.

is occupied by nearly 2,000 piers, wharves, and bulkheads, and 
by warehouses, railroad facilities, and industrial establishments 
of various kinds. The principal importance of the Port, how
ever, is derived from the approximately 210 deep-sea piers 
capable of berthing more than 400 ships simultaneously. The 
Port of New York actually comprises a whole system of water
ways and ports, including the facilities not only of Manhattan 
and Brooklyn but also of Staten Island, Jersey City, Newark, 
and many other neighboring waterfront cities. In the "Free 
Port” which has been established at Staten Island, foreign 
merchandise can be stored and prepared for reexporting with
out payment of customs duties. Twelve major railroads and 
a network of highways connect the Port with the interior, and 
the Hudson River and the New York State Barge Canal afford 
water transportation to the Great Lakes.

In accordance with the old axiom that in trade and com
merce volume begets volume, the continued commercial domi
nance of the Port of New York is fostered by the large volume 
of traffic handled by the Port. This volume insures greater 
frequency and regularity of steamship service and a larger 
number of foreign ports to and from which regular sailings 
are maintained. Likewise more return cargo is available, mak
ing possible rapid turn-arounds and economical operations. 
These advantages are extremely important to most shippers, 
as are also the efficiency of port services, the facilities for 
marine insurance and financing, and inland transportation. 
The large volume of purchasing power and the industrial 
capacity concentrated in the New York region also contribute 
to the activity of the Port.

From 1919 to 1939, the share of the Port of New York in 
the dollar value of United States imports fluctuated between
47 and 55 per cent; its share of exports varied between 29 and 
43 per cent.2 Since the United States totals include overland 
commerce with Canada and Mexico, New York’s share in 
water-borne foreign trade was even higher than these percent
ages indicate. In addition New York handled a large volume 
of the country’s coastwise and intercoastal trade. Lighterage 
and carfloat service furnished by the railroads generates a con
siderable volume of water-borne intraport traffic. In terms of 
value, foreign trade is the most important segment of Port 
activity. Measured in terms of tonnage, however, the volume 
of foreign commerce before the war was about three-fifths as 
great as that of coastwise and intercoastal trade. River and 
canal traffic handled less than one-third as much tonnage as 
foreign trade.

The composition and distribution of the Port’s foreign trade 
is undergoing continuous change. In any event, it is too early 
yet to appraise postwar trade patterns. In order to avoid giving 
a distorted view, 1937 has been chosen for the analysis which

2 The figures pertaining to foreign trade are based on data for the 
New York Customs District, which also include a small proportion of 
trade from outside the Port of New York area, including the Port 
of Albany.
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follows, because it is the most recent year in which the volume 
of maritime trade was large but not yet affected by shipments 
of defense and war materials. From Table I, which shows 
the composition of the Port's foreign trade as measured both 
by volume and by value, it is clear that goods which make 
for volume of trade, such as petroleum products, grain, and iron 
and steel products, contribute much less to the value of the 
Port’s trade than do machinery, textiles, rubber, and nonferrous 
metals, which mean much in terms of value but relatively little 
in terms of volume. New York’s export trade has been 
increasingly concentrated in finished goods, so that the Port 
handles a very large proportion of high-value, low-volume 
freight. The dollar value per ton of exports from New York, 
which in 1925 was twice as large as the average for all other 
United States ports, had become five times as large by 1938. 
While the average unit value of exports decreased at the other 
ports during this period, at New York it rose sharply because 
of the increasingly large proportion of machinery, motor 
vehicles, and other finished goods exported. The relatively low 
proportion of raw materials and other bulk goods in exports 
from New York has in a way been a drawback, because such 
goods are often used as "bottom cargo” to load vessels to 
weight capacity. Generally speaking, it is the physical volume 
of trade which determines the degree of utilization of Port 
facilities and the level of Port employment, although the value 
of trade is of most concern to those engaged in foreign trade.

The value per ton of imports through New York in the 
twenties and thirties was approximately double that in the 
other United States ports. As in the rest of the country, 
imports were almost evenly divided between raw materials and 
foodstuffs on the one hand and processed or fabricated com
modities on the other. Raw and semifinished imports, includ
ing petroleum, nonferrous metals, silk, hides, and furs, undergo 
processing or fabrication in the New York area, while for 
imported foodstuffs New York is an important distributing

Table I
Foreign Trade through the P ort o f  New York in 1937 

Per Cent D istribution by Com m odity Groups

Commodity group
Imports Exports

Value Volume Value Volume

100.0 100.0 100.0 100.0

Animal products ........................................ 13.3 2 .7 4 .9 1.7
Grain and grain products........................... 1.1 3 .0 2 .5 15.3
Cocoa, coffee, tea, and spices..................... 9 .3 5 .0 0 .1 0 .7
Sugar. .................................. . ......................... 3 .7 8 .8 0 .3 0.7
R u b b e r .............. ............................................ 11.5 3.2 1.9 0 .6
Other vegetable products............................ 13.9 15.4 2.6 3.1
Textiles............................................................ 18.7 4 .3 4 .5 1.4
Coal and cok e ................................................ 0 .2 0 .5 * 0 .7
Petroleum and petroleum products.......... 1.4 33.9 4.3 12.1
Stone, clav, and glass................................... 4 .1 5 .6 1.7 2.2
Ferrous metals ............................................. 0 .8 3 .0 11.6 24.7
Nonferrous metals........................................ 11.8 4 .5 6.1 3.7
Machinery and vehicles.............................. 0 .8 0.1 47.3 12.9
Chemicals........................................................ 2 .1 1.6 5 .3 4 .3
Wood and paper............................................ 3 .1 6 .1 1.6 2 .4
Miscellaneous manufactures....................... 4 .2 2 .3 5 .3 13.5

* Less than .05 per cent.
Source: Compiled by the Federal Reserve Bank of New York from data of the 
United States Department of Commerce and United States War Department.

Foreign Trade through Port of New York by Type 
of Commodity during 1937*
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U. S. Department of Commerce.

and consuming as well as processing center. For most imported 
luxury goods New York is the nation-wide marketing point, 
while the area, with its cosmopolitan population, has a rela
tively high per capita consumption of imported articles.

Whereas New Yorks share in United States imports in 
1937 was between 40 and 50 per cent of total value for each 
of the five classes of commodities shown in the accompanying 
chart, the Port’s share in the similar categories of exports 
varied with the degree of fabrication of the merchandise. Only 
3 per cent of the raw materials exported went through New 
York, but the Port handled 57 per cent of the finished manu
factures exported. Approximately two thirds of all machinery 
and motor vehicles exported from the United States in 1937 
were shipped from New York; they accounted for nearly 50 
per cent of the total value of exports from the Port of 
New York.

During the twenties and thirties this country’s foreign trade 
with Asia, Africa, and South America gained relatively at the 
expense of trade with Europe and Central America. This 
trend has been unfavorable for New York, since an especially 
large portion of United States trade with Europe and Central 
America had customarily gone through the Port of New York. 
The percentage distribution for 1923 and 1937 by geographic 
areas is shown in Table II.

The tremendous movement of freight during World War II 
taxed the Ports facilities to the utmost, but there was no large- 
scale expansion of Port installations. In 1944, according to a 
special survey made by the Port of New York Authority 
jointly with the Army, Navy, and Department of Commerce, 
total foreign trade passing through the Port of New York was
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estimated at 57 million short tons, compared with a prewar 
peak of 30 million tons in 1929. Imports at New York in
1944 were much smaller than in 1929, since many ships 
returned from the war theatres empty or nearly empty. 
Exports of dry cargo in 1944 were 20 million tons, compared 
with the 1929 peak of 9 million, and 22 million tons of 
petroleum products were exported in 1944 compared with
2 million in 1929. Between December 1941 and August 1945, 
more than three million troops, or two thirds of all personnel 
leaving East Coast ports, sailed from the Port of New York. 
More than half of the Army cargo shipments from Atlantic 
ports also went through New York.

During the war, nonmilitary foreign commerce was cut 
sharply and much of the Port of New York’s normal peacetime 
share of this traffic was diverted to other ports less vulnerable 
to submarine attack and less crowded with war shipping. 
Many of these ports have improved their waterways and facili
ties in recent years, and are making determined efforts to retain 
their wartime gains in foreign trade. In addition, the greatly 
expanded air transport operations are likely to offer increasing 
competition for express freight and passenger traffic. In some 
cases of intensified competition, the Port of New York may 
be at a disadvantage because of comparatively high terminal 
costs. Nevertheless, New York’s position as the country’s 
leading foreign trade port is unlikely to be challenged seri
ously in the near future. During the remainder of the period 
of foreign reconstruction and rehabilitation the volume of 
United States foreign trade will undoubtedly be very large, 
and the Port of New York should share in this high level of 
activity. In the first eleven months of 1946, New York handled
48 per cent of the country’s imports by value, about the same 
proportion as in prewar years, and 42 per cent of the exports, 
a greater share than in any of the years between 1920 and
1939. In the long run, foreign trade activity at the Port of 
New York will depend upon the general level of foreign 
commerce and upon the Port’s ability to meet competition by 
improving its services and handling cargo at low cost.

Table II
Value of Foreign Commerce through the Port of New York 

in 1923 and 1937 
Per Cent Distribution by Geographic Areas

Area
Imports Exports

1923 1937 1923 1937

T otal.................................................................... 100.0 100.0 100.0 100.0

North America.............................................. 1.1 1.7 0 .6 0 .6
Central America............................................ 12.7 6 .6 13.2 11.9
South America............................................... 15.5 14.2 14.1 17.8
United Kingdom ........................................... 14.0 8 .5 18.7 12.6
Continental Europe...................................... 30.0 25.0 33.5 27.7
Africa............................................................... 2 .6 3 .3 3 .3 8.9
Asia.................................................................. 23.0 39.5 10.5 16.9
Oceania........................................................... 1.1 1.2 6.1 3 .6

Source: United States Department of Commerce.

DEPARTM ENT STORE TRADE
The dollar volume of department store sales in the Second 

Federal Reserve District during February is estimated to have 
been about 8 per cent higher than in the same month of 1946. 
Weekly figures, however, show that year-to-year gains made 
by reporting Second District stores have been declining since 
the middle of January. Also, the seasonal increase in average 
daily sales from January to February was less than usual, causing 
the seasonally adjusted index to drop slightly from the January 
level. Some retailers blamed snowy weather, which discouraged 
shopping and had an adverse effect on sales of spring lines of 
wearing apparel. Trade sources reported that most of the 
increase in dollar volume during February was attributable to 
sales of merchandise which had been in short supply last year. 
Continuing the trend of recent months, the dollar volume of 
sales of women’s clothing and accessories and of toilet articles 
and other nondurable small wares showed relatively small 
gains. It appears that the physical volume handled by these 
departments declined as compared with February a year ago.

Inventories of Second District department stores continue to 
increase at a faster rate than sales when compared with year-ago 
levels. The retail value of stocks on hand at the end of 
January was 42 per cent greater than on the same date a year

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net 

Jan. 1947

sales

Jan. through 
Dec. 1946

Stocks on 
hand 

Jan. 31, 1947

Department stores, Second District----- +18 +30 +42

New York C ity...................................... +19 +29 +39
Northern New Jersey........................... +16 +33 +34

Newark................................................ + 14 +30 +39
Westchester and Fairfield Counties.. +26 +37 +60

Bridgeport........................................... +24 +33 + 45
Lower Hudson River Valley............... +17 +35 +41

Poughkeepsie...................................... +17 +33 +40
Upper Hudson River Valley............... +12 +34 +53

+  9 +43 +58
Schenectady........................................ +17 +24 +45

Central New York State..................... +25 +35 +47
Mohawk River Valley...................... +17 +27 +41

+16 + 24 +31
Syracuse.............................................. +29 +38 +52

Northern New York State.................. +19 +34 —

Southern New York State................... +23 +30 +59
Binghamton........................................ +21 +30 +67

+14 +22 +53
Western New York State.................... +14 +29 +52

+13 +29 +48
Niagara Falls...................................... +19 +12 +55
Rochester............................................. +16 +30 +59

Apparel stores (chiefly New York C ity ). +  9 +24 +55

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 

(1935-39 average =  100 per cent)

Item
1946 1947

Jan. Nov. Dec. Jan.

Sales (average daily), unadjusted................. 155 301 392 183
Sales (average daily), seasonally adjusted*. 194 231 232 228

Stocks, unadjusted............................................ 144 247 213 205
Stocks, seasonally adjusted*........................... 164 221 238 233

* Seasonal adjustment factors for 1938-46 revised; available upon request.
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ago. However, the seasonally adjusted index of stocks in 
January was about 2 per cent below the all-time high reached 
at the end of December 1946. At the January rate of sales, 
stores had a three months’ supply of goods —  one-fifth more 
than was available in January 1946 and a trifle more than at 
the end of January in 1940, 1941, and 1942. Outstanding 
orders placed by the stores dropped by about 50 per cent from 
August 31 to January 31 and by about 5 per cent from 
December 31 to the end of January; the latter period is 
normally one of substantial increase in orders outstanding. 
Thus, the sharp drop in outstanding orders and stocks combined 
from the August peak shown on the chart was caused almost 
entirely by the decline in orders.

Variations in sales experience among the different localities 
in the Second District were relatively small in 1946. Sales 
throughout the District were dominated by the same factors, 
such as the influence of price increases, the return of war 
veterans, and (during the latter part of the year) an improved 
supply of consumer durable goods. Westchester and Fairfield 
Counties and the cities of Albany and Syracuse had the greatest 
gains in sales during 1946. Stores in Westchester and Fairfield 
Counties and Albany had shown smaller gains for the entire 
1939-45 period than most other localities in the Second 
District, and the large increases in those areas during the past 
year may be attributed to the relatively low level of sales in
1945. Syracuse department stores, however, experienced steady 
and greater-than-average gains in sales from 1940 through
1945 as well as in 1946, and sales in 1946 were higher com
pared with 1939 than in any other city in the District. The 
localities which showed considerably less-than-average gains in 
sales during 1946 had all experienced substantial gains from 
1939 to about 1943, after which sales had tended to level off. 
Thus Niagara Falls stores, which had the smallest percentage 
gain over 1945, nevertheless registered the second highest per-

Estimated Dollar Volume of Sales, Stocks, and Outstanding 
Orders of Second District Department Stores,

1940-January 1947

Source: Estimated from reports received by Federal Reserve Bank of New 
York. Stocks and orders at end of month,

Percentage Increases in Department Store Sales for Selected 
Localities in the Second Federal Reserve District

Percentage increase

Locality
1939

to
1943

1943
to

1946

1939
to

1946

Second D istrict.......................................... 34 63 118
New York C ity...................................... 31 66 118
Northern New Jersey........................... 22 61 96

Newark................................................ 24 56 93
Westchester and Fairfield Counties. . 41 53 116

Bridgeport........................................... 48 37 103
Lower Hudson River Valley............... 27 80 128

Poughkeepsie...................................... 37 75 139
Upper Hudson River YTalley............... 21 59 93

5 87 96
Central New York State..................... 68 65 177

Mohawk River Valley...................... 95 39 171
61 80 189

Northern New York State.................. 21 80 119
Southern New York State................... 55 63 152

Binghamton........................................ 59 68 167
58 50 137

Western New York State.................... 56 51 136
68 48 150

Niagara Falls...................................... 120 27 180
Rochester............................................. 40 60 123

centage increase in sales over the entire 1939-46 period. For 
the first 8 months of 1946, percentage gains in sales in New 
York City and Newark exceeded the District average. In 
September and October they fell below the District average 
because of the trucking and delivery strikes in those months. 
In the final 2 months of the year, percentage gains in sales in 
the metropolitan area held close to the District average. 
Changes in department store sales by locality, for 1939-43, 
1943-46, and the entire period 1939-46 are summarized in the 
table above.

Indexes of Business

Index
1946 1947

Jan. Nov. Dec. Jan.
Industrial production*, 1935-39 =  100. . 160 183r 181 188p

(Board of Governors, Federal Reserve 
System)

Electric power output*, 1935-39 = 100. 187 212 217 22 Op
(Federal Reserve Bank of New York) 

Ton-miles of railway freight*, 1935-39 = 100 180 188 192p 187 p
(Federal Reserve Bank of New York) 

Sales of all retail stores*, 1935-39 = 100. 238 273 270p
(Department of Commerce)

Factory employment
United States, 1939 =  100.................... 130 149 150 150 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100.......... 119 131 131 132 p
(New York State Dept, of Labor) 

Factory payrolls
United States, 1939 =  100.................... 229 292 300p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100......... 227 269 273 281 p
(New York State Dept, of Labor) 

Income payments*, 1935-39 = 100......... 234 259 261p
(Department of Commerce)

Composite index of wages and salaries*# 
1939= 100...................................................... 149 166 168p
(Federal Reserve Bank of New York) 

Consumers’ prices, 1935-39 = 100........... 130 152 153 153p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 
(Federal Reserve Bank of New York) 
New York C ity........................................

100

101 84 84 84
Outside New York C ity ....................... 79 87 83 88

* Adjusted for seasonal variation. p Preliminary. r Revised.
# A special monthly release tabulating the complete set of 15 indexes, supplanting 

the index of ‘ ‘wage rates”  formerly computed by this bank, will be sent upon 
request. A general discussion of the new indexes appeared in the November 
1946 issue of this Review. Tabulations of the monthly indexes, 1938 to date, 
and description of component series, sources, and weights may be procured 
from the Research Department, Federal Reserve Bank of New York. A mimeo
graphed article discussing some of the technical problems involved is also 
available onj-equest.
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INDUSTRIAL PRODUCTION

Federal Reserve indexes. Monthly figures, latest 
shown are for January.

w h o l e s a l e  p r i c e s

MEMBER BANK RESERVES AND RELATED ITEMS

Wednesday figures; latest shown are for 
February 19.

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, February 27, 1947)

I NDUSTRIAL output reached a new record peacetime level in January— one-sixth higher than 
at the beginning of last year. Dollar volume of retail sales during January and the early part 

of February was substantially larger than in the same period last year, reflecting mainly increased 
prices. Prices of agricultural commodities have risen in recent weeks, following earlier declines, 
and prices of building materials have shown further increases.

In d u s t r ia l  Pr o d u c t io n

Total output at factories and mines in January was at a rate of 188 per cent of the 1935-39 
average, according to the Board’s seasonally adjusted index, as compared with 181 in December 
and with the previous peacetime peak of 183 in November. The large rise in January reflected 
chiefly sharp gains in output of coal, iron, and steel. Production of these materials had been 
curtailed in November and December owing to the bituminous coal work stoppage.

Production of iron and steel in January was in the largest volume since May 1945. Steel 
mill operations averaged 93 per cent of capacity and were at a slightly higher scheduled rate 
during the first three weeks of February. Output of building materials was maintained at an 
unusually high level for this season, and activity in the nonferrous metals, machinery, and 
transportation equipment industries was maintained close to the December rate.

Production of nodurable goods was at a rate of 177 per cent of the 1935-39 average in 
January as compared with 173 in November and December. Activity in the chemicals, foods, 
and paper and printing industries reached new postwar peak rates in January, while output ot 
most textile and leather products was below earlier peak rates.

Output of bituminous coal, after being curtailed in November and December, increased in 
January to the highest level in twenty years and was 9 per cent above a year ago. Production 
of metals advanced somewhat, while output of anthracite and crude petroleum declined slightly.

Em p l o y m e n t

Employment in manufacturing and most other nonagricultural industries continued to show 
little change in January, after allowing for the usual seasonal variation. The number of persons 
unemployed increased further to a level of 2,400,000.

Co n s t r u c t io n

Value of construction contracts awarded, as reported by the F. W. Dodge Corporation, 
increased by one fourth in January following a marked decline during the preceding seven 
months. About one half of the increase was accounted for by public nonresidential construction, 
reflecting chiefly large awards for Veterans’ hospitals. Residential contracts expanded by one 
third owing principally to awards for several large apartment projects.

D is t r ib u t io n

Value of department store sales in January and the early part of February was maintained 
close to the level prevailing since last June, after allowance is made for the usual seasonal changes. 
Sales during the first seven weeks of this year were 17 per cent larger than the same period last 
year. Sales at other retail stores were at a relatively higher level compared with last year, 
reflecting mainly advanced prices for foods and increased supplies of such durable goods as auto
mobiles and hardware. Unit sales of numerous nondurable goods apparently have declined 
somewhat from earlier advanced levels.

Freight carloadings increased somewhat further in January, reflecting chiefly increased 
shipments of coal, iron, steel, and lumber. Shipments pf most manufactured products and 
agricultural commodities showed little change. Shortages of cars continued to limit the move
ment of some classes of freight.

MEMBER BANKS IN LEADING CITIES

Demand deposits (adjusted) exclude U. S. Govern
ment and inter-bank deposits and collection items. 

Government securities include direct and guar
anteed issues. Wednesday figures; latest 

shown are for February 12.

Co m m o d it y  Prices

Prices of farm products and foods, which declined from the middle of December to the 
latter part of January, have risen since that time, reflecting partly severe weather conditions and 
increased Federal export allocations for grains. Wholesale prices of most industrial pioducts 
have shown little change but building material prices have increased further.

Ba n k  Cr e d it

Income tax collections greatly increased Treasury deposits at the Reserve Banks in January 
and the first half of February and placed member banks under moderate reserve pressure. A 
post-holiday return flow of currency of about 900 million dollars and an increase in monetary 
gold stock supplied some reserve funds to member banks and there was a decline in required 
reserves. To maintain their reserve positions, however, banks sold short term Government 
securities to the Reserve Banks.

Bank deposits were also reduced by tax collections, notwithstanding the return flow of 
currency. At member banks in leading cities demand deposits adjusted declined by 1.3 billion 
dollars in the four weeks ended February 19. Commercial and industrial loans continued to 
expand during January and early February; the rate of increase was more moderate than during 
last summer and fall. Government security holdings declined further, reflecting Treasury debt 
retirement and bank sales of bills and certificates.
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MONEY MARKET IN MARCH

Through the redemption of a substantial volume of ma
turing certificates and notes and payments of interest on the 
public debt, the Treasury returned to the banks during the 
past month a large portion of the funds it had accumulated 
with the Reserve Banks, primarily out of tax receipts, in 
earlier weeks of the year. These payments substantially ex
ceeded tax collections in March and the money market con
sequently was greatly eased. Thus Treasury operations, which 
in the first two months of the year caused a persistent drain 
on the reserves of the banks, had the reverse effect in March, 
at least until the latter part of the month. In the first three 
weeks of the month the banks relinquished a substantial vol
ume of Federal Reserve credit, by purchasing Government 
securities directly or indirectly from the Reserve Banks. In 
effecting this retirement of Federal Reserve credit, the banks 
were aided by a decline in their reserve requirements, by 
payments from foreign and other deposits with the Reserve 
Banks, and by receipt of the proceeds of an increase in the 
monetary gold stock. There was also, of course, a reduction 
in the volume of Federal Reserve credit in use, as a result of 
the redemption of Federal Reserve Bank holdings of matur
ing Treasury securities.

Member bank reserve positions were considerably eased on 
the first day of the month when the Treasury paid off, in cash,
1 billion of a 3.1 billion dollar issue of maturing certificates. 
At the middle of the month an entire issue of 1.9 billion dol
lars of IVa per cent Treasury notes was redeemed. As a result 
of these redemptions, together with payments of interest on 
the public debt in excess of 400 million dollars, Treasury de
posits with the Reserve Banks dropped 965 million dollars in 
the week ended March 5 and 716 million in the week ended 
March 19— the latter despite large income tax collections and 
Treasury withdrawals of about 700 million dollars from War 
Loan deposits in the banks. Member banks were quick to 
utilize the funds placed at their disposal and made heavy pur
chases of Treasury bills from the Federal Reserve Banks, ac
quired more moderate amounts of Treasury certificates in the 
open market (most of which were furnished by the Reserve 
System), and reduced their indebtedness to the Reserve Banks.

In the intervening week (ended March 12) there was little 
net change in the volume of Federal Reserve credit outstand

ing. For member banks in the aggregate, gains of reserve 
funds from some transactions were approximately counter
balanced by losses from others. But for individual banks and 
groups of banks the gains and losses did not balance, so that 
some banks were in need of reserves and sold substantial 
amounts of Treasury bills to the Federal Reserve Banks, while 
others purchased considerable amounts of certificates in the 
open market, most of which came indirectly from Federal 
Reserve holdings

Tax collections were heavy in the latter part of the month 
and, as Government disbursements were not unusually large 
after the public debt operations at the middle of the month, 
funds accumulated rapidly in the Treasury’s deposit accounts 
with the Reserve Banks. In the week ended March 26, these 
deposits again rose above IV2 billion dollars. Despite a drop 
in reserve requirements resulting from the heavy tax pay
ments, a reduction in currency circulation, and net gains of 
funds from gold and foreign account operations, member 
banks experienced heavy losses of funds on balance in that 
week, and adjusted their reserve positions through sales of 
short term Treasury securities to the Reserve Banks and in 
the open market, and through increased borrowings.

Treasury Deposits with Federal Reserve Banks*

B I L L I O N S
OF D O L L A R S

1947

* Wednesday dates; latest figure is for March 26.
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In view of the renewed accumulation of funds in its deposit 
accounts and the improved budgetary outlook for the current 
fiscal year, the Treasury announced that it would redeem 11/2 
billion dollars of maturing certificates on April 1. Although 
a moderate withdrawal from War Loan deposit accounts is to 
be made on that date, the net effect of the Treasury’s opera
tions again will be to return to the banks a substantial portion 
of the reserves w'hich they have lost recently as a result of tax 
collections. Thereafter, Treasury receipts and disbursements 
are expected to be in closer balance, so that the week-to-week 
swings in reserve positions of the member banks due to 
Treasury transactions should be narrowed considerably.

New York City banks felt the effects of Treasury disburse
ments in connection with debt retirement operations in the 
first and third weeks of March to a greater extent than other 
banks. As usual, large amounts of the redeemed Treasury 
securities were concentrated in the New York money market, 
but the transfers of business and banking funds out of New 
York to other parts of the country, which are usually associated 
with such debt transactions, were much less pronounced than 
on many occasions in the past. In fact, there was no net out
flow of funds to other parts of the country in connection with 
the redemption of the maturing certificates on March 1. 
Throughout most of the month, the metropolitan banks had the 
benefit of substantial payments out of foreign deposit accounts 
at the Reserve Banks. In the final week of that period, how
ever, the New York City banks sustained rather large losses of 
reserves through heavy income tax collections and related 
transfers of funds to other parts of the country. Consequently, 
they found it necessary to resell to the Reserve Banks substan
tial amounts of the Treasury bills they had purchased earlier in 
the month.

Business  Lo a n s

The expansion of commercial, industrial, and agricultural 
loans at weekly reporting member banks was accelerated in 
the first quarter of 1947. In the four weeks ended March 19, 
business loans at those banks rose 429 million dollars, as com
pared with about 200 million dollars or less in each of the 
preceding three periods of like duration. Business borrowing 
from the reporting banks since the end of December increased 
826 million dollars, an increase of distinctly greater than sea
sonal proportions.

The growth of business loans in this period was par
ticularly rapid among the New York City reporting member 
banks. In fact, the rate of growth at the City banks was half 
again as rapid as in the period from May through December last 
year when the largest part of the 1946 expansion of business 
loans occurred. In contrast, weekly reporting banks in the 100 
other cities showed a distinct slowing down (by about one 
third) in the rate of gain in their outstanding business loans.

The factors behind the expansion of business borrowing 
from the banks last year was discussed at some length in the 
November 1946 and previous issues of this Review. They in
cluded the increased volume of business in many industries, 
heavy expenditures for reconversion and capital expansion, 
higher wages and material costs, heavy strike expenses and 
increased operating costs resulting from material shortages 
and recurrent production bottlenecks, the expansion of in
ventories, the rise in book credit extended by business to cus
tomers, and the increase in retail charge account sales and 
instalment credit granted by retailers.

The more recent expansion of loans may be associated in 
part with the renewed rise in prices, as inventories acquired 
at lower prices have had to be replaced at higher values, neces
sitating increased financing. A great variety of industries has 
been represented in the extensions of bank credit in recent 
months. To a large extent, however, the current increase 
in outstanding business loans apparently reflects a decline in 
the rate of repayment of loans rather than a rise in the volume 
of new borrowing. Some confirmation of this tendency is 
given by the reports of the volume of new business loans 
(including renewals) at 10 leading cities during March 1-15; 
these reports showed little change from the December 1-15 
volume. The decline in the rate of repayment may reflect 
the large proportion of term loans made in 1945 and early
1946, on which, because of their longer maturity, repayments 
are much smaller in relation to the outstanding volume than 
on short term loans.

INTEREST RATES CHARGED ON BUSINESS LOANS 
BY MEMBER BANKS IN THE SECOND DISTRICT1
The interest rate charged on each loan reported was a part 

of the information supplied by the member banks in this Dis
trict who participated in the recent survey of commercial and 
industrial loans outstanding on November 20, 1946. From 
these reports it is possible to estimate the average interest 
rates charged on all business loans made by banks of various 
size, as well as the average rates paid by the different types of 
borrowers. These data indicate that, in general, interest rates 
charged by member banks varied considerably between loans 
(and borrowers) of different size and, partly for that reason, 
between banks of different size. Rates were also influenced to 
a lesser extent by the business of the borrower and the maturity 
of the loan. Average rates charged by the larger banks were 
generally lower than the rates charged by the smaller banks, 
chiefly because much of their business is with large borrowers 
with high credit ratings, although their rates tend to be some
what lower for borrowers of comparable size. This is particu

1 This is the third of a series of articles covering the results of 
a survey of commercial loans of member banks in this District. The 
first article appeared in the February 1947 Review and the second in 
the March 1947 Review.

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

April 1947



FEDERAL RESERVE BANK OF NEW YORK 31

larly true in the 14 New York City banks with total deposits 
of more than 500 million dollars, whose average rates were the 
lowest of any group of banks.

The interest rate pattern in the District ranged from slightly 
less than 1 per cent to 6 per cent, but the average rate charged 
on all business loans by all member banks was 2.3 per cent, 
owing to the substantial dollar volume of large loans made at 
less than 2 per cent by the 14 largest New York City banks. 
Exclusive of these banks the average rate was 3.4 per cent. 
About half of the estimated 114,323 business loans outstanding 
on the survey date carried interest rates of 5 per cent or more, 
while only 4 per cent of the number were made at less than
2 per cent. As Chart I indicates, 10 per cent of the loans of 
the largest banks were made at rates under 2 per cent, and 
about 57 per cent carried rates below 4 per cent. The propor
tion of higher-rate loans increased steadily as the size of bank 
diminished until, in the smallest banks, 98 per cent of the 
loans were made at rates of 4 per cent or more and more than 
half were at 6 per cent.

The lower average interest rates reported by larger banks 
do not necessarily imply that small banks would charge a higher 
rate on any given loan. The differences in the results appear 
to be largely traceable to differences in the character of their 
commercial lending. Average rates at the larger banks were 
lower, at least in part, because more of the loans made by these 
banks were large, and were made to large concerns with a 
nation-wide scope and high credit rating. Thus the costs of 
appraising the applications and servicing the loans, relative to

Chart I
Interest Rates Charged on Business Loans by Second District 

Member Banks of Various Size— Percentage 
Distribution of Number of Loans*

INTEREST RATE
PER CENT PER A N N U M  PER  C E N T

DEPOSIT OVER 1 0 0 -  1 0 -  2 -  UNDER
S I Z E  5 0 0  5 0 0  1 0 0  1 0  2

M I L L I O N S  OF D O L L A R S

* Data derived from survey of commercial and industrial loans outstanding 
on November 20, 1946.

Chart II
Interest Rates Charged on Business Loans by Second District 

Member Banks of Various Size— Percentage 
Distribution of Loans by Dollar Volume*

INTEREST RATE
PER C E N T  PER A N N U M  PE R CENT

DEPOSIT O VER 1 0 0 -  1 0 -  2 -  UNDER
S I Z E  5 0 0  5 0 0  1 0 0  1 0  2

M I L L I O N S  O F  D O L L A R S

* Data derived from survey of commercial and industrial loans outstanding 
on November 20, 1946.

the amounts involved, tend to be considerably lower at the 
large banks, and the risks also are less. The available data do 
not permit study of all separate factors influencing the level of 
interest rates at banks of various size, but such factors as com
petition among big banks for business loans of the highest 
grade are undoubtedly of considerable importance.

Measured by dollar volume, there was a much greater con
centration of loans at the lower rates, as Chart II indicates. 
Nearly half of the estimated 4,615 million dollars of commercial 
and industrial loans outstanding on November 20, 1946 at all 
member banks in this District were made at less than 2 per 
cent. Of this amount about 91 per cent were in the 14 largest 
New York City banks; these banks loaned some 5o per cent

Table I
Average Interest Rates Charged on Commercial and Industrial Loans 

Outstanding on November 20, 1946 at All Member Banks in the 
Second District* by Size of Banks and Business of Borrowers 

(Per cent per annum)

Bank size groups 
(Measured by total 

deposits)

All
bor

rowers

]

Manu
facturing

and
mining

Business o

Whole
sale

trade

f borrowe]

Retail
trade

r

Other

Over $500 million............................ 2 .0 2 .0 2 .3 3 .0 2 .3

$100 to $500 million....................... 2 .6 2 .7 2 .5 3 .2 2 .4

$10 to $100 million......................... 3 .9 4 .0 3 .9 4 .0 2.7

$2 to $10 million............................. 4 .6 4 .7 4 .3 4 .1 3.4

Under $2 million............................. 5.1 5 .6 4 .7 4 .4 4.0

Total, all banks................... 2 .3 f 2 .2 2 .3 3.1 2.3

* Estimated on basis of loans reported in survey; includes real estate loans for 
commercial purposes, 

t  Includes a small amount of loans not classified by business of borrower.
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of their dollar volume at interest rates between 1.1 and 1.9 
per cent. In fact, 87 per cent of the dollar volume of all busi
ness loans handled by the largest New York City banks were 
made at less than 3 per cent. On the other hand, nearly all 
of the loans made by the smallest banks, those with deposits 
under 2 million dollars, were made at 4 per cent or higher rates.

Table I shows the average rate charged by size of banks and 
business of borrowers. It indicates that the largest (New York 
City) banks received an average of 2 per cent on all business 
loans, while successively higher rates were obtained as the size 
of banks diminished, the smallest banks receiving an average 
of 5.1 per cent. Loans to borrowers engaged in manufacturing 
and mining showed the widest variation in rates, ranging from 
an average of 2 per cent at the largest banks to 5.6 per cent 
at the smallest banks. The spread between the average rates 
to retailers was the narrowest of the major business groups—  
less than IV2 per cent— the largest New York City banks 
averaging 3 per cent and the smallest banks averaging 4.4 per 
cent. The average rates to wholesalers ranged from 2.3 per 
cent to 4.7 per cent at the different groups of banks. At 
all banks sales finance companies were consistently low-rate 
borrowers.

These differences between banks of various size in interest 
rates charged on loans undoubtedly are explained in large 
measure by differences in the size of loan, which, of course, 
is closely related to the size of the business of the borrower. 
Table II shows the average interest rates by size and business 
of borrowers. It indicates that businesses with assets exceed
ing 5 million dollars paid on the average 1.8 per cent for their 
loans. The average rate increased with each succeeding reduc
tion in the size of borrowers, and the average for all banks 
reached a maximum of 4.5 per cent for borrowers with assets 
of less .than 50 thousand dollars. With minor variations a 
similar rate pattern was evident in each of the major business

Table II
Average Interest Rates Charged on Commercial and Industrial Loans 

Outstanding on November 20, 1946 at All Member Banks in the 
Second District* by Asset Size and Business of Borrowers 

(Per cent per annum)

Size of borrower 
(Measured by total 

assets)

All
bor

rowers

1

Manu
facturing

and
mining

3usiness o

Whole
sale

trade

f borrowe:

Retail
trade

r

Other

Over $5,000,000............................... 1.8 1.9 1.6 2 .0 1.8

$750,000 to $5,000,000................... 2 .6 2.6 2 .3 2 .6 2.9

$250,000 to $750,000...................... 3 .3 3 .2 3.3 3 .6 3.4

$50,000 to $250,000........................ 3 .9 3.9 3 .8 4 .1 3 .8

Under $50,000.................................. 4 .5 4 .4 4 .5 4 .6 4 .5

Total, all borrowers........... 2 .3 f 2 .2 2 .3 3 .1 2 .3

* Estimated on basis of loans reported in survey; includes real estate loans for 
commercial purposes, 

f  Includes a small amount of loans not classified by asset size and business of 
borrower.

groups. The largest wholesalers borrowed at the lowest aver
age rate (1.6 per cent), which may be explained in part by 
their large proportion of short term loans.

As shown in Table III, the difference between rates charged 
on short term loans and the rates charged on longer term loans 
was quite small— the average rate charged on all business loans 
maturing in 1 year or less was 2.1 per cent, compared with 
an average of 2.5 per cent on all loans maturing over 1 year. 
A spread of at least 2/5 of 1 per cent between loans with 
maturities under and over 1 year existed for borrowers of all 
sized groups. At some groups of banks, however, the average 
rates on term loans were actually lower than on loans maturing 
in less than 1 year. This may be explained by such factors as 
differences in the credit ratings of the borrowers. A more 
complete breakdown of average rates based on varying maturi
ties over 1 year revealed no definite rate pattern related to 
length of maturity.

Table III
Average Interest Rates Charged on Commercial and Industrial Loans Maturing under and over One Year 

Outstanding on November 20, 1946 at All Member Banks in the Second District* 
by Size of Borrower and Size of Bank 

(Per cent per annum)

Size of borrower 
(Measured by total assets)

Loans maturing ini year or less ^ Loans maturing over 1 year

All
member
banks

Banks with total deposits, in millions

All
member
banks

Banks with total deposits, in millions

Under
$2

$2
to
$10

$10
to

$100

$100
to

$500
Over
$500

Under
$2

$2
to

$10

$10
to

$100

$100
to

$500
Over
$500

Over $5,000,000..................................................... 1.6 - - 2.1 2.2 1.6 2.0 - - 1.7 1.7 2.0

$750,000 to $5,000,000.......................................... 2.4 - 2.6 3.4 3.1 2.3 2.8 - 3.9 3.2 2.7 2.9

$250,000 to $750,000............................................. 3.1 - 3.7 4.2 3.6 3.0 3.5 5.1 4.4 3.7 3.3 3.6

$50,000 to $250,000............................................... 3.6 4.3 4.4 4.2 4.1 3.5 4.1 5.3 4.3 4.2 3.9 3.8

Under $50,000....................................................... 4.3 4.7 4.7 4.4 4.3 4.1 4.7 5.3 5.1 4.6 4.2 3.8

Total, all borrowers.................................... 2 .It 4.6 4.5 4.1 2.6 2.0 2.5f 5.3 4.6 3.9 2.7 2.1

* Estimated on basis of loans reported in survey; includes real estate loans for commercial purposes, 
t Includes a small amount of loans not classified by asset size of borrower.
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In the last eight or ten years the type of business transacted 
by industrial banks in New York State has undergone a funda
mental change. Originally these institutions were organized 
to accept savings deposits and to make small ($100 to $5,000), 
amortized loans to individuals. The experience of the indus
trial banks with the small instalment loan proved its soundness 
and profitability; and in the early 1930’s, when the demand for 
business accommodation fell off sharply, a number of commer
cial banks entered the consumer loan field in search of addi
tional earnings. These commercial banks were in a position 
to offer borrowers lower interest rates than industrial banks, 
which obtained funds chiefly from interest-bearing time ac
counts or investment certificates. It soon became obvious that 
industrial banks could survive this competition only by expand
ing the scope of their operations. The New York State bank
ing law was accordingly amended in 1937 to permit industrial 
banks to accept demand deposits against which checks could be 
drawn. At the same time, other changes in the State banking 
law were made which authorized industrial banks to engage 
in almost every type of activity permitted to commercial banks. 
Today the lines of demarcation between the two sorts of insti
tutions have almost disappeared. The services offered to the 
public by the industrial banks now include almost all of those 
offered by commercial banks of comparable size.

At the present time only 14 industrial banks, with deposits 
ranging from less than 1 million to 64 million dollars and 
aggregating a little over 150 million dollars, operate in the 
State, compared with over 900 commercial banks which have 
deposits totaling more than 30 billion dollars. In recent years, 
however, the volume of business of industrial banks, with the 
notable exceptions of their consumer loans and time deposits, 
has been growing at a much more rapid rate than that of com
mercial banks. Today in some localities these institutions com
pete actively with commercial banks.

Relatively early in their history the industrial banks found 
that the demand for small loans was not sufficient to employ 
all their deposits. They began to purchase limited amounts

NEW YORK STATE INDUSTRIAL BANKS

Percentage Increases in Selected Balance Sheet Items of New 
York State Industrial Banks and All Member Banks 

in the Second District, December 1939-46

Item
Industrial

banks
All member 

banks

97 87

Commercial and industrial loans.............................................. 843 128

U. S. Government securities...................................................... 1,827 220

197 86

Demand deposits of individuals, partnerships, and cor-
1,123 105

Time deposits of individuals, partnerships, and corporations 86 124

75 40

Source: New York State Department of Banking and Board of Governors of 
the Federal Reserve System.

Total Loans Outstanding of New York State Industrial Banks 
by Type of Loan, December 31, 1939-46

M IL L  IONS 
OF D O L L A RS  
1 1 0 i ---------------

1 9 3 9  1 9 4 3  1 9 4 5  1 9 4 6

Source: New York State Department of Banking.

of retail automobile or other similar paper and to make, in 
addition to small loans, certain types of loans which were out
side the usual field of commercial banking operations because 
of their longer maturity or their unconventional collateral pro
visions, such as loans against trust funds. The industrial banks 
were able to extend such accommodation because of the rela
tive stability of their time deposits. However, until shortly 
before the war their operations were restricted for the most 
part to "consumer banking.”

In the seven years from the end of 1939 to the end of 1946, 
total loans outstanding of New York industrial banks nearly 
doubled, rising from 49 to 96 million dollars.1 The most 
significant part of this increase was the rise in commercial 
and industrial loans. At the end of 1939 credits extended 
to commercial enterprises accounted for only 8 per cent, or 
approximately 4 million dollars, of the total volume of loans 
on the books of the industrial banks; at the end of 1946 they 
accounted for over a third of those banks’ loan portfolios. This 
rate of expansion, as the accompanying table indicates, was 
nearly seven times as great as that which occurred during the 
same period in the business loans of commercial banks which 
are members of the Federal Reserve System in the Second or 
New York District. The accompanying chart, also, shows 
clearly the steady progress which the industrial banks have been 
able to make along this line. Notwithstanding this progress, 
the volume of commercial and industrial loans made by indus
trial banks accounted at the end of 1946 for only a negligible 
proportion of such loans outstanding in this State.

1 It is a common practice among industrial banks simultaneously 
with the granting of a loan to have the borrower open an hypothecated 
account in which he agrees to deposit a stated amount at regular 
intervals during the life of the loan. When the loan matures, the 
funds accumulated in the hypothecated account are used to pay it off. 
The amounts so accumulated have been deducted in arriving at the 
loan and deposit figures used in this article.
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Industrial banks’ real estate loans have been small through
out most of their history. However, the amount of residential 
real estate mortgages held by these banks increased sharply 
during 1946 and is continuing to grow.

Consumer loans still account for the greater part of the 
credits extended by the New York industrial banks; but because 
of the relatively high interest rate which these institutions 
charge, such loans have not been expanding as rapidly as either 
the other types of loans made by the same institutions or the 
consumer loans of the commercial banks. During 1946 the 
increase in the dollar volume of industrial banks’ consumer 
loans outstanding was only 37 per cent compared with 65 per 
cent for member banks in this District. The industrial banks 
hope to improve their competitive position in the consumer 
loan field once their demand deposits have increased sufficiently 
to enable them to reduce loan rates. A  considerably larger 
proportion of the consumer loans made by industrial banks 
are instalment credits than is true in the case of the commer
cial banks, but the latter are currently putting increasing 
emphasis on instalment credits.

The rapid growth of deposits at industrial banks during the 
war years, when the demand for consumer credit was curtailed, 
resulted in increased holdings of Government securities, which 
rose from less than 3 million dollars at the end of 1939 to a 
peak of over 77 million dollars at the end of 1945. This 
is a relatively much greater increase than occurred in the hold
ings of member banks in this District. During 1946 because 
the industrial banks were able to expand their loan portfolios 
more rapidly than the commercial banks, they sold a somewhat 
larger proportion of their Government obligations than did the 
member commercial banks. As the result of both sales and 
redemptions, the industrial banks’ holdings of Government 
securities declined to about 50 million dollars at the end of 
last December.

The most striking indication of the change that has taken 
place in the operations of New York industrial banks is the 
increase in their private demand deposits. At the end of 1939 
demand deposits of individuals, partnerships, and corporations, 
at 5 million dollars, were equal to only 10 per cent of their 
total deposits. By obtaining new accounts and expanding 
loans, industrial banks in the succeeding years increased their 
private demand deposits to approximately 63 million dollars 
at the end of 1946, or to 41 per cent of their total deposits.

Time deposits of the industrial banks, on the other hand, 
failed to keep pace with the growth in savings accounts in the 
commercial banks during the war, and recently their rate of 
growth has fallen behind that of the New York savings banks 
as well. This slower progress may be partially explained by 
the fact that the interest rates paid by the industrial banks do 
not average much over 1 per cent. While this is fairly close 
to the rate paid by the commercial banks, it is below that paid

by most other savings institutions in the State. In spite of 
the sharp increase in their demand liabilities, the proportion 
of time deposits to total deposits still is higher for the indus
trial banks than for most commercial banks in this District; 
at the end of last December, the proportion was 55 per cent.

The earnings record of the industrial banks has paralleled 
that of the member banks, although the ratio of net profits to 
average capital accounts was somewhat higher for industrial 
than commercial banks in the early years of the war, when the 
industrial banks held a higher proportion of their earning 
assets in loans than the commercial banks. In 1945 the ratio 
of net profits to capital accounts averaged 11.5 and 11.6 per 
cent, for the industrial and member banks, respectively. Indus
trial banks, however, are required by law to maintain a ratio 
between their capital accounts and net demand deposits of at 
least 1 to 10.2 (Commercial banks may be under pressure 
from supervisory agencies to maintain adequate capital funds, 
but they are under no legal compulsion to maintain a fixed 
capital-deposit ratio.) In 1946 the industrial banks had to 
sell a relatively substantial volume of capital notes and stock 
to bring the total of capital accounts up to the required level 
and their rate of profits for the year, therefore, will probably 
show some decline when the figures become available. The 
industrial banks, like the commercial banks, have followed 
conservative dividend policies, retaining the greater part of 
their earnings to strengthen their capital structures.

2 Total deposits and unpaid dividends less net amount due from 
banks and cash items in the process of collection.

CHECK ROUTING SYMBOL PROGRAM
During the past year or so, substantial progress has been 

made in the introduction among member and other par clear
ance banks of the check routing symbol. This symbol or code 
is a three or four digit number imprinted on bank checks for 
the purpose of identifying the Federal Reserve Bank or branch 
at which checks on given banks are receivable for collection—  
that is, the Reserve Bank head or branch office in the territory 
in which the commercial bank is located. A detailed descrip
tion and discussion of this device for facilitating the sorting, 
collecting, and clearing of checks between Federal Reserve Dis
tricts appeared in the July 1946 issue of the Review.

A growing number of banks, and of businesses and indi
viduals who have their own checks printed, have had the new 
symbol imprinted on their checks, so that a considerable 
increase in the circulation of checks with the symbols took 
place during 1946. A survey at the end of 1946 indicated that 
84 per cent of all par clearance banks in the country had some 
checks in circulation bearing the routing symbol in the 
approved location on the check, as against 50 per cent shown 
in a survey made in February 1946. In the Second District, 
97 V2 per cent of the banks showed some checks in use bearing
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the routing symbol at the end of 1946. In actual volume, 
however, the proportion of checks carrying the new symbol 
was much smaller, owing to the fact that many banks and 
depositors are using up supplies of checks printed before the 
new symbols were adopted.

Widespread adoption of the new symbol both by the banks 
and by customers using custom-made checks is essential to 
realize the full economy of time and money made possible 
under the new plan. Reduction in sorting time, in sorting 
errors and misrouting, and thus in the length of time required 
to collect checks, with consequent reduction in operating costs 
and improvement of service to bank depositors, should be the 
eventual outcome of the general use of the new symbol.

LIBERALIZATION OF WORLD 
TRADE POLICIES
In December 1945 the State Department issued its Proposals 

for Expansion of World Trade and Employment, recommend
ing establishment by the United Nations of an International 
Trade Organization and suggesting detailed rules of trade 
policy for incorporation into its charter.1 Acting upon this 
recommendation, the Economic and Social Council of the 
United Nations appointed shortly thereafter a Preparatory 
Committee of experts, comprising representatives of the United 
States, United Kingdom, U.S.S.R., and fifteen other countries, 
to draft such a charter for presentation to a prospective Inter
national Conference on Trade and Employment. This Prepara
tory Committee, from which Russian representation had been 
meanwhile withdrawn, convened in London on October 15,
1946, accepting as a basis for its discussions a second State 
Department document, A Suggested Charter for an Interna
tional Trade Organization, which was presented by the Amer
ican delegation.

Wide agreement was reached by the Preparatory Committee 
upon all of the major policy issues involved in the Suggested 
Charter, with the exception of those arising out of State trad
ing monopolies and relations with nonmembers of the ITO. 
The eight chapters of the ITO charter recommendations of the 
Preparatory Committee may be summarized as follows:

The purpose of the ITO is to provide machinery for inter
national collaboration in reducing trade barriers and discrimina
tion in international trade and in encouraging general economic 
development. All countries which are represented at the pro
posed International Conference on Trade and Employment and 
which accept the charter by a certain date will become original 
members. Subject to the approval of the Organization, mem
bership will be subsequently extended to other nations accept
ing the charter.

Full employment and rising effective demand are recognized

l The Proposals were summarized and discussed in the January 1946 
issue of this Review.

as necessary conditions for the expansion of international trade. 
Each member country further recognizes its responsibility for 
fulfilling such conditions by measures appropriate to its politi
cal and economic institutions and consistent with other objec
tives of the ITO. Members agree to assist in the economic 
development of backward countries, which in turn agree to 
limit new protective measures to those authorized by the charter 
or approved by the Organization.

All members undertake to negotiate most-favored-nation 
tariff reductions, which shall operate automatically to reduce 
existing margins of tariff preference. Quantitative restrictions 
are barred, subject to numerous exceptions to meet special cir
cumstances such as balance of payments difficulties. Restric
tions imposed under such authorized exceptions may not be 
discriminatory, however, unless so required in order to support 
exchange controls permitted by the International Monetary 
Fund, or intergovernmental commodity agreements and other 
restrictive arrangements authorized by the ITO. Export sub
sidies are prohibited after a transitional period of three years, 
although subsidization of output for domestic consumption is 
subject to no more than consultation (in the event of damage 
to other members). State trading enterprises are required to 
determine their purchases or sales solely by "commercial con
siderations” and to negotiate reductions of margins between the 
foreign and domestic prices of commodities traded by them. 
Emergency provisions permit members to withdraw concessions 
that prove damaging, and with ITO approval, to withdraw con
cessions to any member which fails to observe its charter obliga
tions. (Consideration of Suggested Charter proposals requir
ing nations maintaining complete trading monopolies to agree 
to minimum import levels has been postponed to the next 
meeting of the Preparatory Committee, together with other 
provisions regulating trading relations with nonmembers of 
the ITO.)

Members agree to take appropriate action to eliminate busi
ness practices (e.g., cartel arrangements) that, after investiga
tion by the ITO, are proved to have a restrictive effect upon 
international trade. The Organization is empowered to con
vene intergovernmental commodity conferences for regulation 
of certain primary commodity markets when there is a failure 
or threatened failure of natural economic forces to produce a 
satisfactory equilibrium. In all such agreements, consuming 
countries are to have a voice equal to that of the producing 
countries.

The principal organs of the ITO are to be a Conference; an 
Interim Tariff Committee; an Executive Board; Commissions 
on Commercial Policy, Business Practices, and Commodity 
Agreements; and a Secretariat.

# # * # #

A second meeting of the Preparatory Committee at Geneva 
in April 1947 will seek not only full agreement upon a com
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plete charter text but also immediate, concerted negotiation 
of tariff reductions by all the governments represented on the 
Preparatory Committee. The initiative in scheduling such 
multilateral tariff negotiations for the Geneva meeting was pro
vided by the State Department, which in December 1946 for
mally invited most of the nations represented on the Prepara
tory Committee to enter into such negotiations. If the Geneva 
tariff negotiations prove successful, the Preparatory Committee 
hopes to incorporate into a General Trade and Tariff Agree
ment, setting forth the new tariff schedules, the bulk of the 
commercial policy recommendations of the London meeting 
regarding preferences, quantitative restrictions, etc., as well as 
provision for an Interim Tariff Committee to administer the 
agreement until the ITO becomes effective. A definite date for 
the contemplated International Conference on Trade and 
Employment has not yet been fixed.

For the guidance of American representatives at the forth
coming Geneva meeting, the State Department has sought a 
full expression of both public and Congressional opinion 
regarding appropriate tariff concessions as well as the desir
ability of the ITO charter itself. Thus, in January 1946 public 
hearings on possible trade concessions were undertaken by the 
Committee on Reciprocity Information,2 while in late February 
and early March informal hearings on the projected ITO charter 
were also held.

A degree of opposition which developed in Congress to the 
continuation of Presidential authority to negotiate tariff reduc
tions appears to have moderated considerably following the 
issuance of an executive order by the President on February 25,
1947, introducing several procedural changes in the reciprocal 
trade agreements program. One such change is that all future 
reciprocal trade agreements must contain broad escape clauses 
of the type included in the Mexican Agreement, which permits 
suspension of tariff concessions damaging to the domestic econ
omy. The executive order furthermore authorizes the Tariff 
Commission to investigate the operation of any trade agree
ment considered damaging to domestic industry, and to recom
mend such modifications as may be necessary.

On March 6, 1947 President Truman appealed for full sup
port of Administration efforts to carry the Geneva tariff nego
tiations to a successful conclusion. Failure to do so, he warned, 
would seriously jeopardize not only international acceptance 
of the ITO and effective operation of the International Bank 
and Fund but also threaten the entire structure of cooperation 
among the United Nations.

2 The Committee for Reciprocity Information was established in 
1934 to receive opinions and information from interested parties on 
existing or proposed trade agreements. Its membership includes repre
sentatives of the Departments of State, Commerce, Agriculture, Treas
ury, War, and Navy and of the Tariff Commission.

W A R  AND POSTW AR DEVELOPMENTS IN SECOND 
DISTRICT DEPARTM ENT STORE SALES 
The pent-up demand for consumer goods, especially hard 

goods, which resulted from wartime shortages is still the 
key factor in the continued high level of department store 
sales. Soft goods departments, with the exception of men’s 
wear, now contribute less than normally1 to the volume of 
department store sales in this District. This article presents 
an analysis of department store sales in the Second District 
since the outbreak of the war in Europe, based on new de
partmental data on stocks and sales recently completed by this 
bank.2 The comparisons made in the following discussion are 
all based upon changes in the dollar volume of sales and stocks 
and should be viewed in the light of the price movements 
which have occurred in the past seven years.

Table I
Changes in February Stocks and Ratios of Stocks to Sales by Departments 

at Second District Department Stores, 1939-47*

Department

Percentag 
in st 

Februi

1946 
to

1947

;e change 
ocks 
a,ry 28

1939
to

1947

Rati
sto

1939

o of Februj 
cks to sales

1946

iry 
i #

1947
Major household appliances. +583 +  60 2.8 0.4 1.0
Musical instruments........... +208 +452 2.8 1.8 3.3
Men’s clothing..................... +164 +  47 5.2 1.9 3.5
Sheets, pillow cases............. +139 +  70 3.5 0.9 2.1
Men’s furnishings................ +117 +137 4.3 2.1 4.1
Linens, towels..................... +115 +150 5.2 2.4 5.5
Blankets, spreads................ +111 +205 5.3 2.7 5.2

+ 96 +169 2.8 1.7 2.9
+  92 +  157 3.3 2.6 4.2
+  91 +156 2.9 1.4 2.6

China, glassware................. +  88 +  25 6.7 2.7 4.3
+  83 +  94 6.6 3.5 6.7

Aprons, housedresses.......... +  77 +206 2.0 1.6 2.8
Wines, liquors..................... +  74 +403 4.2 3.9 13.5
Women’s shoes.................... +  73 +  83 6.1 3.1 5.1
Domestic floor coverings. . . +  69 +  37 5.6 2.3 3.3

+  63 +133 1.8 1.5 2.6
+  62 +225 5.4 5.5 8.1

Luggage............................... +  53 +132 6.2 2.8 4.0
Draperies, upholstery......... +  46 +119 6.2 3.5 4.5
Corsets, brassieres............... +  44 +175 2.9 2.2 2.9

+  40 +345 1.5 1.8 2.6
+  31 +254 3.3 3.4 4.1

Toys, games......................... +  29 +  112 6.1 4.6 5.8
Lamps, shades..................... +  25 +153 4.5 4.0 5.2
Women’s coats, suits.......... +  24 +282 1.9 2.2 3.2

+  23 +105 5.2 4.3 5.1
Infants’ wear....................... +  20 +284 3.3 3.7 3.8
Groceries, meat................... +  19 +147 3.1 1.5 2.0

+  13 +273 1.0 1.9 2.2
Toilet articles...................... +  13 +113 2.3 3.2 3.9

+  12 +204 2.4 3.1 3.2
+  11 +165 2.7 3.0 2.8

Juniors’ and girls’ wear. .. . +  6 +360 2.6 3.8 4.2
Blouses, sportswear............. +  5 +334 2.2 3.5 3.7

0 +171 3.1 3.7 2.7
— 1 +124 5.9 4.3 4.7

Neckwear, scarfs................. — 6 +260 1.9 2.3 2.2
— 18 +105 2.9 3.2 2.2

* February 1947 preliminary.
# Number of months’ supply at the February rate of sales.

1 Whenever reference is made in this article to the normal or base 
period, the 1935-39 average is meant.

2 The analysis is based on new sales and stocks indexes for 55 depart
ments compiled annually beginning in 1925 and monthly from 1935 
to date. These and supplementary tabulations of: (1 ) annual rate of 
stock turnover, 1925-46; (2 ) annual receipts of merchandise, 1925-46; 
(3 ) distribution by departments of sales and stocks for selected years; 
and (4 ) estimated dollar volume of sales and stocks in the 1935-39 
base period may be obtained upon request from the Research Depart
ment, Federal Reserve Bank of New York.
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Chart I
Ratio of February Stocks to Sales by Departments at Second District 

Department Stores, 1945-47 Compared with 1939*
(Number of months’ supply at the February rate of sales)
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* Stocks as of February 28 each year; February 1947 preliminary.

Two thirds of the 8 per cent increase which Second District 
department store sales showed in February 1947 over Feb
ruary 1946 took place in 5 major departments which in 1939 
accounted for only one sixth of the average store’s total sales. 
In three of these departments— major appliances, domestic 
floor coverings, and mens clothing— consumers’ demand still 
exceeds the supply available, although stocks of these items 
have increased substantially during the past year. Table I 
shows that in these three departments the dollar value of 
stocks at the close of February had increased much less over the 
February 1939 level than in most other departments. In the 
other two departments— furniture and musical instruments—  
stocks have increased sharply in spite of the high level of sales, 
and the ratio of stocks to sales is above that in 1939-

Sales of two women’s wear departments— coats and suits 
and dresses— which normally account for about 10 per cent of 
department stores’ volume, declined in February compared 
with a year ago. Increases in the sales of these departments 
during the war period had contributed substantially to the gain 
in total store volume. The dollar volume of stocks in these 
departments is now substantially higher than in 1939.

Current trends in department store sales by type of mer
chandise are to a large degree influenced by the pattern of the 
flow of goods to consumers and by the price developments that 
have taken place during the past few years. Table II shows the 
variations in sales increases during the seven years from the 
start of World War II to the end of the first year of reconver
sion (September 1939— August 1946) and the changes in the 
subsequent six months. Homefurnishings sales expanded 
sharply in the first two-year period ended August 1941. Nor
mally this group accounts for less than one quarter of the 
stores’ total volume, but in the 1939-41 period it contributed

35 per cent to the total gain in sales. Percentage increases were 
greatest in major appliances, floor coverings, and furniture. 
During the following four years, however, these departments 
experienced the greatest wartime shortages, and the group 
increase accounted for less than 10 per cent of the total sales 
gain. The draperies and upholstery department was the only 
one in the homefurnishings group to experience a sizable sales 
increase in this four-year period. During the first year of 
reconversion, housewares came on the market rather quickly 
and were followed by a limited supply of radios, major appli
ances, and furniture. The homefurnishings group as a whole 
contributed 35 per cent to the total increase in sales during this 
year. The proportion has steadily increased during subsequent 
months and reached 65 per cent in February.

Men’s wear sales normally account for 8 per cent of the 
total department store sales volume. As millions of men 
joined the Armed Forces, this group contributed only 6 per 
cent to the total increase from August 1941 to August 1945. 
In the following year, sales of both men’s clothing and men’s 
furnishings rose sharply, and the group contributed 12 per 
cent to the average store’s increase. By February the propor
tion increased to 20 per cent. In contrast, women’s wear 
sales, which usually average 40 per cent of total store volume, 
accounted for 60 per cent of the gain from 1941 to 1945 as 
earnings of women increased sharply and thousands of addi
tional women were drawn into employment. In 1946 this 
proportion dropped sharply, and by February it was about 
15 per cent of the total increase. Among the individual depart
ments included in women’s wear, changes in sales experience 
varied widely. From 1941 to 1945, exceptionally large increases 
were experienced in infants’ wear, juniors’ and girls’ wear, 
sportswear, neckwear, and lingerie. Gains reported for hosiery,
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Table II
Changes in Department Store Sales by Departments, 

Second Federal Reserve District, 1939-47

Percentage change

Department
Year ended August

Six
months
ended

February
1946
to

1947#

1939
to

1941

1941
to

1945

1945 
to

1946

1939
to

1946

Total*................................... +16 +  40 + 27 +  106 +  19

Women's and misses' wear . .
Coats, suits.......................... +14 +  65 + 24 +  132 +  9
Dresses................................. +  7 +  67 + 25 +  123 +  1
Juniors’ and girls’ wear +13 +  98 + 21 +171 +  7
Blouses, sportswear............. +  8 +  99 + 22 +  160 +  3
Aprons, housedresses.......... +12 +  46 + 23 +100 +  9
Furs...................................... +86 — 10 + 22 +105 +  19
Neckwear, scarfs................. +11 +115 + 19 +184 +  8
Millinery.............................. 0 +  35 + 18 +  58 +  10
Handbags............................. +  4 +  41 + 23 +  80 +  15
Shoes.................................... +  6 +  39 + 31 +  93 +  19
Hosiery................................. +23 +  20 + 4 +  54 +  31
Gloves.................................. +  1 +  53 + 8 +  68 +  4
Lingerie................................ +11 +  91 + 10 +  132 +  16
Corsets, brassieres............... +  6 +  70 + 25 +  126 +  19
Infants’ wear....................... +12 +113 + 12 +  166 +  15
Men's and boys' Wear
Men’s clothing..................... +12 +  12 + 40 +  77 +  32
Men’s furnishings............... +  9 +  21 + 44 +  90 +  21
Boys’ wear........................... +  6 +  66 + 17 +  105 +  U
Homefurnishings
Furniture............................. +23 +  U + 44 +  98 +  11
Domestic floor coverings. . . +31 +  3 + 44 +  94 +  37
Draperies, upholstery......... +12 +  55 + 26 +119 +  16
Lamps, shades..................... +16 +  28 + 37 +104 +  7
China, glassware................. +18 +  20 + 29 +  84 +  10
Housewares......................... +16 +  19 + 69 +  132 +  20
Major household appliances. +48 — 85 +672 +  71 +264
Musical instruments........... +23 — 41 +209 +125 +157

All other
Yard goods.......................... — 2 +118 + 17 +150 +  17
Linens, towels..................... +19 +  33 + 34 +112 +  18
Sheets, pillow cases............. +29 +  7 + 43 +  96 +  39
Blankets, spreads................ +22 +  .27 + 42 +119 +  13
Notions................................. +11 +  46 + 27 +105 +  21
Toilet articles...................... +  7 +  22 + 12 +  47 0
Jewelry................................. +17 +  82 + 17 +150 +  6
Silverware............................ +27 +  17 + 70 +154 +  38
Stationery............................ +16 +  59 + 22 +127 +  3
Luggage................................ +10 +  30 + 66 +138 +  31
Toys, games......................... +  1 +  36 + 41 +  94 +  22
Groceries, meats.................. +18 +  84 + 30 +182 +  2
Restaurant, bakery............. +  4 +  46 + 11 +  69 +  9
Wines, liquors..................... +43 +  73 6 +132 — 24

* Includes departments not shown separately.
# February 1947 preliminary.

shoes, millinery, and handbags during this period were con
siderably below the average. In general these departments were 
particularly affected by materials shortages. Fur sales in 1945 
were actually below the 1941 volume. During the year of recon
version, hosiery continued in short supply, but during the past 
few months this item has become plentiful, the pent-up demand 
apparently having been satisfied. Immediately following the 
end of rationing, sales of shoes expanded sharply, and substan
tial increases in this department have continued to be reported 
during the past six months. Stocks of millinery and handbags 
remain more than adequate for consumers’ needs. Price cutting 
in furs during the past few months resulted in sharp sales gains, 
and stocks at the close of February were almost 20 per cent 
below the year-earlier level.

All departments other than those included in the three major 
groups discussed above account normally for 25 per cent of 
department store sales in this District. They accounted for a 
corresponding share of the increase during the six war years.

After September 1945 their contribution to sales increases de
clined, and in February they contributed nothing to the increase 
of 8 per cent in total sales. Among these miscellaneous depart
ments diverse movements took place. Toilet articles and drugs, 
which in the prewar period accounted for almost 5 per cent of 
the total business of department stores, experienced the smallest 
increase for any department during the seven-year period. Dur
ing January and February of this year, sales were substantially 
below the corresponding 1946 period. Declines in sales of 
jewelry and of groceries and meats have also been experienced 
during the past few months, while purchases of wines and

Chart II
Estimated Dollar Volume of Second District Department Store 

Sales and Stocks by Major Departmental Groups, 1927-46*
M I L L I O N S  
OF D O L L A R S

* Monthly sales and end-of-month stocks are averages of fiscal years ending 
January 31 of the following year. District totals estimated from group of 
stores reporting sales and stocks by departmental classifications. Plotted on 
ratio scale to show proportionate changes.
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liquors have been sharply lower following a small drop during 
the first year of reconversion. Sales of yard goods were excep
tionally high during the war years, and the volume continued 
heavy, accompanied by considerably larger stocks. Sales of 
sheets and pillow cases were sharply curtailed during the war 
period because of inadequate supply. This department is cur
rently experiencing one of the largest sales increases, and de
mand continues strong.

Although the dollar volume of total store stocks during 1946 
was at an all-time high, merchandise turnover, at 5.0, was the 
fastest on record. It compares with a stock turnover rate of 
4.7 in 1939. The accompanying Chart II shows that from 1927 
to 1942 the dollar volume of homefurnishings stocks exceeded 
that of women’s wear. Since 1942 the unprecedented dollar 
volume of total store inventories has been almost entirely due 
to the higher level of women’s wear stocks. This type of 
merchandise, however, normally turns over more rapidly than 
either homefurnishings or men’s wear. In 1946 the main 
women’s ready-to-wear lines were comparatively slow moving 
departments.

DEPARTMENT STORE TRADE
March sales of department stores in the Second Federal 

Reserve District are estimated to have been more than 10 
per cent greater than in March 1946. When adjustment is made
Department and Apparel Store Sales and Stocks, Second Federal Reserve 

District, Percentage Change from the Preceding Year

Locality
Net 

Feb. 1947

sales

Jan. through 
Feb. 1947

Stocks on 
hand 

Feb. 28, 1947
Department stores, Second District---- +  8 +13 +49

New York City................................... +  9 +14 +48
Northern New Jersey......................... +  2 +  8 +35

Newark............................................ 0 +  6 +39
Westchester and Fairfield Counties.. +  9 +18 +60

Bridgeport....................................... +10 +17 +43
Lower Hudson River Valley.............. +14 +15 +55

Poughkeepsie................................... +10 +13 +54
Upper Hudson River Valley.............. +13 +13 +58

Albany............................................. +13 +11 +63
Schenectady..................................... +12 +15 +50

Central New York State................... +17 +21 +60
Mohawk River Valley.................... +  5 +11 +40

Utica............................................ +  4 +10 +31
Syracuse........................................... +22 +25 +71

Northern New York State................. +  8 +14
Southern New York State................. +13 +18 +61

Binghamton..................................... +  6 +14 +63
Elmira.............................................. +15 +15 +58

Western New York State.................. +  7 +10 +58
Buffalo............................................. +  2 +  7 +56
Niagara Falls................................... +15 +17 +44
Rochester......................................... +14 +15 +66

Apparel stores (chiefly New York City). — 5 +  2 +57

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average— 100 per cent)

Item
1946 1947

Feb. Dec. Jan. Feb.

Sales (average daily), unadjusted............... 174 392 182r 188
Sales (average daily), seasonally adjusted*. 207 232 228 224

Stocks, unadjusted........................................ 155r 213 206r 231
Stocks, seasonally adjusted*........................ 167 238 234r 249

r Revised.
* Seasonal adjustment factors for 1938-16 revised; available upon request.

for seasonal variation, including the earlier date of Easter this 
year, the gain in sales compared with last year is somewhat 
smaller, although the seasonally adjusted index of sales rose 
from February to March. Increased sales in the furniture, 
major appliances, musical instruments, men’s clothing, and yard 
goods departments are mainly responsible for the gain over a 
year ago. Sales of women’s apparel compared unfavorably 
with sales of similar goods in March 1946, which were high 
as a result, in part, of abnormally warm weather.

The value of inventories of Second District department 
stores at the end of February was 49 per cent greater than on 
the same date a year ago. At that time, it is true, stocks were 
relatively low; merchants were clearing their shelves of war
time goods, the flow of postwar products into the market was 
still slow, and sales of postwar merchandise were taking place 
as rapidly as goods reached the counter. Nevertheless, the 
seasonally adjusted index of stocks for February is ar an all- 
time high and exceeds the previous peak, reached at the end 
of December, by 5 per cent. The ratio of stocks on hand at 
the end of February 1947 to sales during that month was 3.7, 
a figure slightly higher than the last prewar February ratios 
(1940 and 1941) and considerably higher than the ratio of a 
year ago (2.7).

Outstanding orders placed by department stores continued 
to decline during February and at the end of the month were 
the lowest since May 1944. The ratio of outstanding orders 
to sales, at 2.2 for February, however, was still greater than in 
1940 and 1941.

Indexes of Business

Index
1946 1947

Feb. Dec. Jan. Feb.

Industrial production*, 1935-39 = 100........
(Board of Governors, Federal Reserve 

System)

152 182r 188 18 8p

Electric power output*, 1935-39 = 100.......
(Federal Reserve Bank of New York)

185 213r 220 224p

Ton-miles of railway freight*, 1935-39 = 100
(Federal Reserve Bank of New York)

188 194 200p 208p

Sales of all retail stores*, 1935-39 = 100. ..
(Department of Commerce)

Factory employment

243 270 276p 277p

United States, 1939 = 100........................
(Bureau of Labor Statistics)

122 150 150 151p

New York State, 1935-39 = 100...............
(New York State Dept. of Labor)

Factory payrolls

112 131 132 133p

United States, 1939 = 100.........................
(Bureau of Labor Statistics)

211 300 300p

New York State, 1935-39 = 100...............
(New York State Dept, of Labor)

206 273 281 283p

Income payments*, 1935-39 = 100..............
(Department of Commerce)

Composite index of wages and salaries*#

232 262 264

1939 = 100..................................................
(Federal Reserve Bank of New York)

150 167 168p

Consumers’ prices, 1935-39 = 100................
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100
(Federal Reserve Bank of New York)

130 153 153 153p

New York City........................................ 90 84 84 86
Outside New York City........................... 79 83 88 90

* Adjusted for seasonal variation. p Preliminary. r Revised.
# A special monthly release tabulating the complete set of 15 indexes of hourly 

and weekly earnings computed by this bank will be sent upon request. A gen
eral discussion of the new indexes appeared in the November 1946 issue of this 
Review. Tabulations of the monthly indexes, 1938 to date, and description of 
component series, sources, and weights may be procured from the Research 
Department, Federal Reserve Bank of New York. A mimeographed article 
discussing some of the technical problems involved is also available on request.
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INDUSTRIAL PRODUCTION

Federal Reserve index. Monthly figures, latest 
figure shown is for February.

CONSTRUCTION CONTRACTS AWARDED

F. W. Dodge Corporation data for 37 Eastern States. 
Nonresidential includes awards for buildings 

and public works and utilities. Monthly 
figures, latest shown are for February.

WHOLESALE PRICES
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Bureau of Labor Statistics* indexes. Weekly figures, 
latest shown are for week ended March IS.

MEMBER BANKS IN LEADING CITIES

Demand deposits (adjusted) exclude U. S. Govern
ment and interbank deposits and collection items. 
Government securities include direct and guar

anteed issues. Wednesday figures, latest 
shown are for March 12.

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, March 27, 1947)

JNDUSTRIAL output and employment were maintained in February and the early part of March 
at the record peacetime levels reached in January. Value of department store sales has con

tinued at a seasonally adjusted rate close to the level prevailing since early last summer. Whole
sale commodity prices have advanced further.

In d u s t r ia l  Pr o d u c t io n

Industrial production, as measured by the Board’s seasonally adjusted index, was maintained 
in February at the January rate of 188 per cent of the 1935-39 average.

Output of durable manufactures was slightly above the January rate, owing mainly to 
increased activity in the automobile industry and to a somewhat greater than seasonal gain in 
production of lumber and other building materials. The number of automobiles and trucks 
assembled reached a new postwar peak which was about the same as the 1941 average.

The Board’s index of steel production showed a slight gain in February as a 9 per cent 
increase in output at electric furnaces more than offset a 2 per cent decline in production at 
open hearth furnaces. In March scheduled operations continued to advance, reaching a new 
postwar high of 97 per cent of capacity in the last week of the month.

Output of manufactured food products declined somewhat in February, after allowance for 
the usual seasonal changes, owing largely to a reduction in the processing of fruits and vegetables. 
Activity showed little change at textile mills, and also in industries producing chemicals, rubber 
products, and most other nondurable manufactures.

Minerals production was maintained at the January rate, as a 6 per cent decline in coal 
output was offset in the total by increased production of crude petroleum and metals.

Co n s t r u c t io n

Value of construction contracts awarded in February was about the same as in December, 
according to the F. W. Dodge Corporation. Awards in January had been about one-fourth 
higher, owing mainly to several large public and private projects. Value of awards for private 
nonresidential construction continued to show little change from the reduced levels reached in 
November. The maximum amount of this general type of activity permitted under Federal 
orders was raised substantially on January 10.

D is t r ib u t io n

Department store sales in February and the first half of March showed about the usual sea
sonal advance and the Board’s adjusted index of sales during the first quarter of the year is 
likely to be at about the same average level as during the fourth quarter of last year, when the 
index was close to 270 per cent of the 1935-39 average. Value of department store stocks 
showed a greater than seasonal increase in February and the preliminary adjusted stocks index 
reached a level of 280 per cent of the 1935-39 average.

Shipments of coal and most other classes of revenue freight declined somewhat in February, 
owing in part to severe weather conditions, and then advanced during the first two weeks of 
March. Loadings of forest products, however, were considerably above the January rate through
out this period.

C o m m o d it y  Prices

Wholesale commodity prices continued to rise during February and the first half of March. 
The Bureau of Labor Statistics* index of wholesale prices at 149 (1926=100) was one-third 
above the level of last June. There were sharp increases to a new high level of 184 in the index 
for farm products and the average of prices of commodities other than farm products continued 
to rise.

Ba n k  Cr e d it

Deposits of businesses and individuals at commercial banks declined sharply and Treasury 
deposits at Federal Reserve Banks increased in February as a result of large tax payments. This 
shift of funds to Treasury accounts at the Reserve Banks put a drain on member bank reserves, 
which was offset in part by a decline in required reserves and in part by an increase in Reserve 
Bank holdings of Government securities. In the first half of March, however, when Treasury 
deposits at the Reserve Banks were drawn down in connection with cash retirement of about
3 billion dollars of maturing securities, member bank reserve positions were eased considerably 
and Reserve Bank holdings of Government securities declined sharply. Completion of the United 
States payment to the International Monetary Fund in February resulted in a decline in the total 
monetary gold stock of the Treasury and in offsetting changes in other Treasury and Federal 
Reserve accounts without affecting member bank reserve balances.

Commercial and industrial loans increased further at banks in leading cities. Real estate 
loans rose moderately. Holdings of Government securities were reduced further in February 
through sales to maintain reserve position and were increased somewhat early in March as pur
chases of Treasury bills and certificates were larger than the amount of retired issues held by 
these banks.
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MONEY MARKET IN APRIL

The Treasury’s debt retirement program was extended 
through April when 1.5 billion dollars of certificates of indebt
edness maturing on April 1 and 400 million of Treasury bills 
were redeemed. The first announcement of a reduction of 200 
million dollars in the weekly offering of Treasury bills was 
made on April 10 to take effect with the issue of April 17. 
The full significance of this announcement became apparent 
when it was followed promptly by the announcement of the 
withdrawal of a similar amount from War Loan deposit ac
counts in the commercial banks, and when the process was 
repeated in each of the following two weeks. Since only a 
small part of the maturing bills were held by the commercial 
banks, and the bulk by the Federal Reserve Banks, most of 
the funds withdrawn from the commercial banks, by calls on 
War Loan deposit accounts, were not returned to them through 
the redemption of bills. The operation, therefore, involves a 
drain on the reserves of the commercial banks.

On April 25 the Treasury also announced a change in the 
procedure regarding tenders for Treasury bills. Beginning with 
the issue of May 1 the Treasury will accept maturing bills 
in exchange for new bills, as well as selling the new bills for 
cash. In cases where tenders involving an exchange of bills 
are accepted, cash payment will be made by the Treasury for 
differences between the par value of maturing bills accepted 
in exchange and the issue price of the new bills.

Under the new procedure the Federal Reserve Banks will 
enter bids for new issues of bills, but only up to the amount 
of maturing bills which they hold. No new funds will be 
made available either to the Treasury or to the banks as a 
result of this change of procedure. The chief result will be 
that the Federal Reserve Banks will be able to exchange matur
ing bills for new bills, to the extent that their bids are accepted, 
the same as they do in the cases of other Treasury securities, 
and will no longer need to replace their bill maturities largely 
through purchases from security dealers. The Reserve Banks 
will continue to purchase Treasury bills that are offered them 
by banks and others at their buying rate. However, with 
respect to bills sold to the Reserve Banks on and after April 25,
1947, the option which is given the sellers to repurchase bills 
must be exercised prior to the day fixed by the Treasury for 
the closing of tenders of such bills for new bills.

The Treasury’s funds employed to retire debt in April were 
accumulated from first quarter net cash receipts and current 
net sales of Savings bonds. Data published by the Treasury 
for the first two months of this year and preliminary data for 
March compiled by this bank indicate that the Treasury’s 
revenues from the public were in excess of its disbursements 
to the public by 6.2 billion dollars. (This figure excludes such 
noncash disbursements as terminal leave bonds and such cash 
disbursements as the payment of gold and dollars to the Inter
national Monetary Fund, which was made from gold in the 
Stabilization Fund account.) This sum was about three times 
as large as that indicated for the first six months of 1947 by 
the budget estimates released in January. The unexpectedly 
large net cash receipts are explained by the fact that expendi
tures ran at a considerably lower rate than had been antici
pated while income tax receipts were far larger. Income and 
profit taxes in the first quarter, because of high income levels, 
were actually about 150 million dollars greater than in the 
comparable quarter of 1946, despite the elimination of excess 
profit taxes on corporation income. Sales of Savings bonds 
were also somewhat larger than a year ago and redemptions 
were less, resulting in an excess of sales amounting to almost
1 billion dollars, which was more than enough to cover net 
redemptions of Savings notes.

Through its redemptions of almost 4.2 billion dollars of 
certificates and notes in the first quarter, the Treasury used a 
considerable part of these funds. Nevertheless, total working 
balances of the Treasury at the end of March were close to 7 
billion dollars. Income tax and other revenues in the first 
quarter were sufficient to meet the Government’s regular dis
bursements, all of the redemptions of Savings bonds and notes, 
and part of the redemptions of marketable securities. Calls on 
War Loan accounts in commercial banks were therefore lim
ited, and Treasury balances in those accounts in the commercial 
banks continued to accumulate through "book credit” pay
ments for sales to the public of Savings bonds and notes, 
and amounted on March 31 to almost 3.3 billion dollars. Treas
ury general account balances with the Reserve System totaled
2 billion dollars on that date. These large balances made pos
sible the continuation of public debt retirement in April.

The redemption of 1.5 billion dollars of certificates on April 
1 was only partly financed by a War Loan call of 638 million
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dollars and, as a result of payments for the remainder, as well 
as other net Government disbursements, out of Treasury de
posits with the Federal Reserve Banks, such deposits were 
reduced in the first half of April to 613 million on April 16. 
Even though the Reserve System held about 30 per cent of 
the redeemed securities, the banks’ reserve positions were con
siderably eased through these Treasury disbursements, although 
substantial week-to-week fluctuations occurred.

The easing of the money market in March and the first half 
of April was reflected in rising prices for Government bonds. 
Most issues were not greatly changed in the first part of March 
but toward the end of the month and in the early part of April 
prices generally moved upward. In this atmosphere came the 
announcement of the continuation of debt retirement through 
Treasury bill redemptions. Treasury bond prices first advanced, 
and then declined when the Treasury called funds from War 
Loan account to cover the retirements and the effect of the 
program on the banks began to be realized. Under this pro
cedure, when the Treasury withdraws funds from the banks to 
retire Treasury bills, roughly 80 to 90 per cent of that amount 
is not returned to the banks, but is used to redeem the Systems 
holdings of maturing bills. Consequently, the operation tends 
to make it necessary for the banks to sell other securities to or 
borrow from the Reserve Banks, unless they have sufficient 
excess reserves or unless they obtain additional reserves from 
other sources.

M e m ber  Ba n k  R eserves

The extent to which bank reserve positions were eased 
through Treasury net disbursements and through payments 
to the market by foreign and other accounts in the period from 
March 26 to April 16 was demonstrated by changes in Reserve 
Bank holdings of Treasury securities, in advances to member 
banks by the Federal Reserve Banks, and in the net gain of 
200 million dollars in excess reserves of all member banks. 
The drop in Reserve Bank Government security portfolios—  
905 million dollars— was only partly attributable to the April 
1 certificate redemption; sales of both certificates and bills, 
largely absorbed by banks, amounted to nearly 500 million 
dollars. Although the decline of 187 million dollars in Reserve 
Bank discounts and advances was due in considerable part to 
the repayment of foreign central bank borrowings against gold 
held under earmark here, it also included a moderate amount 
of repayments of member bank borrowings.

Developments in the week ended April 23 sharply reversed 
this situation. The Treasury called 450 million dollars from 
War Loan accounts, but its disbursements, including the first 
retirement of 200 million of Treasury bills, caused a decline of 
131 million dollars in its deposits with the Reserve Banks. 
However, a substantial share of the Treasury payments by
passed the commercial banks. Funds for the redemption of 
Treasury bills were largely paid to the Reserve Banks, and 
an additional 250 million dollars was paid to the British under 
the Anglo-American credit arrangement. To counteract the

effect of the War Loan withdrawals and other factors the banks 
sold Treasury bills to the Reserve Banks, increased their borrow
ings, and drew upon their excess reserves. The distribution 
of gains and losses was such, however, that while some banks 
were compelled to sell Treasury bills (so that Reserve Bank 
holdings were enlarged despite redemptions), others were 
able to purchase certificates and other securities in the market. 
Part of the certificates were supplied by the Reserve Banks, 
whose holdings decreased 94 million dollars. Excess reserves 
of all member banks were reduced by about 160 million 
dollars.

M em b er  Ba n k  Credit

Renewed acquisition of Treasury bonds by the banks in 
late March and April appears to have been the result of move
ments in their two chief earning assets— Government secur
ities and loans— during the first quarter. In the period from 
the end of 1946 through March 26 Government security hold
ings of the weekly reporting banks in 101 cities dropped by 
approximately 1.3 billion dollars, chiefly because of redemp
tions of Treasury certificates and notes. Earnings lost through 
a fall in their investments of this magnitude undoubtedly were 
not compensated by the expansion of about 225 million dollars 
in their loans, even though interest rates on the increased loans 
were higher than on the securities lost through retirement. 
Nor is it likely that the loss of Treasury investment income 
from the retired securities was in any noticeable degree com
pensated by higher income from the remaining portfolios, since 
the amount of Treasury bonds held by these banks was virtu
ally unchanged. Income from their loans probably increased 
more than the dollar volume of loans, however, because of a 
sizable shift in composition— chiefly from low-yielding secur
ity loans, which decreased about 800 million dollars, to higher- 
yielding business credits, which increased by roughly the same 
amount.

Banks in New York City were particularly hard hit. The 
first quarter decline in Treasury securities was disproportion
ately large in these banks, while their total loans actually de
creased. Apparently in an effort to moderate the shrinkage in 
their earnings, the New York banks increased their Treasury 
bond holdings, thus raising their income from that source.

Treasury Bond Holdings of Weekly Reporting Member Banks 
in New York City and Chicago by Call Classes, March 26-April 23, 1947

First due or callable
1947

Under 
1 year

1-5
years

After 
5 years Total

New York City
n.a. n.a. n.a. 9,279
775 4,674 3,925 9,374
775 4,699 3,923 9,397
779 4,745 3,951 9,475
792 4,770 3,951 9,513

Chicago
n.a. n.a. n.a. 2,178
130 1,149 898 2,177
127 1,148 913 2,188
118 1,142 945 2,205
110 1,136 965 2,211

n.a. Not available.
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And their loan income may not have been reduced, even though 
their total loans declined, because the decline was wholly in 
security loans; percentagewise, their business loans expanded 
even more rapidly than those of reporting banks in 100 other 
cities.

Between the end of March and April 23, total loans of the 
reporting New York City banks declined further. Business 
loan expansion ceased; in fact, decreases were recorded for 
three successive weeks, owing in part to repayments from the 
proceeds of security flotations and in part to seasonal con
traction in credit needs. Total loans of banks in the 100 cities, 
on the other hand, continued to increase, although their busi
ness loans decreased slightly.

Government security portfolios of the reporting New York 
City banks increased about 200 million dollars in the four 
weeks ended April 23, despite the April 1 redemption of Treas
ury securities, and there was a noticeable shift into securities 
of somewhat longer maturity. Beginning with the reports for 
April 2, New York City and Chicago reporting banks broke 
down their total holdings of Treasury bonds to show the 
amounts callable within a year, in 1 to 5 years, and in more 
than 5 years. These data, which are presented in the accompany
ing table, show an increase of nearly 100 million dollars in 
the New York City banks’ holdings of bonds callable within
1 to 5 years, and small increases in bonds callable after 5 years 
and in less than 1 year. These banks also invested part of the 
funds that became available to them in Treasury bills, however.

At the Chicago banks, the increase in Treasury bond hold
ings was entirely in bonds callable after 5 years; holdings of 
shorter term bonds were reduced moderately. The Chicago 
banks also bought more than enough certificates to replace 
those redeemed on April 1. In the banks in 99 other reporting 
centers, no substantial change occurred in bill and certificate 
holdings combined, but bond portfolios were reduced some
what.

TRANSFER OF FEDERAL RESERVE BANK  
SURPLUS EARNINGS TO THE TREASURY
The Board of Governors of the Federal Reserve System an

nounced on April 24 that it had decided to levy an interest 
charge on Federal Reserve notes issued by the Federal Reserve 
Banks for the purpose of paying into the Treasury approxi
mately 90 per cent of the net earnings, after statutory divi
dends, of the Reserve Banks.1 The initial payment, covering 
the first quarter of 1947, was made on April 24 and amounted 
to $15,269,000. These payments are expected to add about 
$60,000,000 to the receipts of the Government for this cal
endar year.

This action was taken by the Board under the authority 
granted it by paragraph 4 of section 16 of the Federal Reserve 
Act, which provides that each Federal Reserve Bank shall pay 
such rate of interest as may be established by the Board of

1 The full text of the Board’s announcement was printed by this 
bank in its Circular No. 3208, which is available on request.

Governors on the amount of its outstanding notes, less the 
amount of gold certificates held by the Federal Reserve Agent 
as collateral. The payments to the Treasury will accomplish 
the same purpose as did the so-called franchise tax prior to 
1933. That tax was eliminated by the Banking Act of 1933, 
which provided for the establishment of the Federal Deposit 
Insurance Corporation and required each Federal Reserve Bank 
to pay an amount equal to one half of its then existing surplus 
for capital stock of the FDIC. The franchise tax was eliminated 
to permit the Reserve Banks to restore their surplus accounts 
from future earnings.

The net earnings of the Reserve Banks and additions to 
their surplus accounts were quite small for several years there
after, but, as a result of expanded operations during and since 
the war, Reserve Bank earnings have increased substantially 
in recent years, and at the end of 1946 the combined surplus 
of the Reserve Banks was in excess of subscribed capital. Under 
these circumstances, the Board concluded that it would be 
appropriate for the Federal Reserve Banks to pay to the Treas
ury the bulk of their net earnings after providing for necessary 
expenses and dividends. In the event of the restoration of a 
franchise tax by the Congress, the Board has said it would 
withdraw the requirement that Federal Reserve Banks pay 
interest on Federal Reserve notes, as there would be no justi
fication for utilizing both means of accomplishing the same 
purpose— namely, payment of excess earnings of the Federal 
Reserve Banks to the Treasury.

SURVEY OF THE OWNERSHIP OF BUSINESS AND  
PERSONAL DEMAND DEPOSITS, FEBRUARY 1947

Demand deposits of individuals, partnerships, and corpora
tions in all commercial banks in the Second Federal Reserve 
District near the end of February 1947 are estimated to have

Estimated Ownership of Demand Deposits of Individuals, 
Partnerships, and Corporations in All Commercial Banks 

in the Second Federal Reserve District 
(Dollar amounts in millions)

Type of owner Dollar 
balance 

Feb. 1947

July 1946 to Feb. 1947 July 1945 to Feb. 1947

Dollar
change

Per cent 
change

Dollar
change

Per cent 
change

Manufacturing and mining. 
Public utilities, transporta

tion, and communications 
Retail and wholesale trade 

and dealers in commodities 
All other nonfinancial busi

ness, including construc
tion and services..............

Total nonfinancial...

Insurance companies..........
Trust funds of banks..........
All other financial business*

Total financial..........

Nonprofit organizations.. . .  
Personal (including farmers) 
Foreign accounts.................

6,227
1,604

3,047

1,231

— 156
— 101

— 32

— 46

— 2.4

— 5.9

— 1.0

— 3.6

— 1,159 
+  124 
+  424

+  197

— 15.7 
+  8.4 
+16.2

+  19.1
12,109 —335 — 2.7 — 414 +  3.3

825
641

1,497

— 141
— 45
— 25

— 14.6 
— 6.6 
— 1.6

+  6 
+  29 
+  291

+  0.7 
+  4.7 
+24.1

2,963 —211 — 6.6 +  326 +  12.4

565
4,202

748

+  36 
+201 
— 28

+  6.8 
+  5.0 
— 3.2

+  128 
+  717 
+  27

+29.3  
+20.6 
+  3.9

Total demand deposits of 
individuals, partnerships, 
and corporations.............. 20,587 —335 — 1.6 +  784 +  4.0

* Includes investment, loan, insurance agency, real estate businesses ,etc.
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declined by 335 million dollars, or 1.6 per cent, since July
1946. This estimate is based on reports submitted by 125 
member banks. The recent decline in total business and per
sonal demand deposits compares with a rise of 1,106 million 
during the previous six months and reflects the effect of net 
cash payments to the Treasury by these groups during the 
period under review, in contrast to net cash receipts, largely 
for debt redemption, during the preceding period, as well as 
shifts of deposits to savings accounts; these transactions more 
than offset the effect on deposits of an increase in bank loans.

All deposit ownership groups except personal accounts and 
accounts of nonprofit organizations shared in the July 1946 to 
February 1947 decline. Personal accounts increased 5.0 per 
cent and deposits of nonprofit organizations rose 6.8 per cent. 
Total deposits of nonfinancial businesses declined 335 mil
lion dollars, or 2.7 per cent, while balances of financial busi
nesses declined 211 million dollars, or 6.6 per cent, owing 
primarily to a drop of 14.6 per cent in insurance company 
accounts. The latter is of special interest since insurance com
pany deposits had increased substantially in the preceding 
six months, and doubts had been expressed concerning their 
ability to find suitable investment outlets for their accumula
tions of funds.

The decline in business balances occurred despite the largest 
increase in commercial and industrial bank loans ever recorded 
in a comparable period of time and despite the substantial 
amount of net business profits remaining after dividend pay
ments. The proceeds of the loans, as well as retained earnings 
and a part of already existing cash resources, evidently have 
been utilized to finance larger inventories, a greater volume of 
receivables, and expansion and modernization of plant and 
equipment. As a result of these developments, deposit balances 
have been transferred from business accounts to personal 
accounts, which rose 201 million dollars during the July 1946 
to February 1947 period, as compared with an increase of 
122 million during the January-July 1946 period. Personal 
accounts were bolstered also by increased bank loans to indi
viduals, such as single payment loans and cash instalment loans.

Another feature of the recent rise in personal accounts is 
the fact that percentage increases in such accounts were greater 
in the larger banks. In banks with deposits under 10 million 
dollars, farmers’ balances rose substantially, but other personal 
deposits actually declined. In general, the smaller banks showed 
greater reductions since last July in their total business and 
personal deposits than the larger banks. This was in contrast 
to the trend during most of the war and early postwar period, 
when their deposits rose more sharply than those of the larger 
banks because their accounts consist more largely of personal 
(including farmers’) and trade accounts, which were expand
ing most rapidly.

In the period since July 1945 (roughly the period since the 
termination of the war), the estimated total business and per
sonal deposits of member banks in this District showed a net 
increase of nearly 800 million dollars, or 4.0 per cent. Deposits

Estimated Ownership of Business and Personal Demand 
Deposits at All Commercial Banks in the Second 

Federal Reserve District*

B I L L I O N S  
O F D O L L A R S

* On semiannual survey dates since July 1943.

of business as a whole were down about 90 million dollars, net, 
during this period, as a decline of more than 400 million 
dollars in balances of nonfinancial businesses outweighed a 
rise of more than 300 million in balances of financial busi
nesses. The decline in deposits of nonfinancial businesses 
occurred entirely in accounts of manufacturing and mining 
concerns and was caused mainly by reconversion expenses in
curred in the first six months following the end of the war. 
The rise in financial businesses reflected mostly accumulations 
in accounts other than those of insurance companies and trust 
funds of banks. Personal accounts during this period increased 
more than 700 million dollars, or 21 per cent, while accounts 
of nonprofit organizations rose about 130 million, or 29 per 
cent. The growth of farmers’ deposits appears to have been 
considerably greater than the growth in other personal 
accounts.

The accompanying chart shows the changes in estimated 
deposit balances for the different ownership groups, by ap
proximately semiannual periods, since the surveys in their 
present form were started in 1943. For the three and a half 
year period, the increase in total deposits amounted to some
3.1 billion dollars, of which 1.2 billion was in personal ac
counts, 1.1 billion was in retail and wholesale trade accounts, 
and 0.5 billion was in investment, loan, insurance agency, and 
real estate accounts. The remainder, or 0.3 billion dollars, 
was added to the total of all other accounts, three of which—  
manufacturing and mining, insurance, and foreign— showed 
net declines.
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USE OF COLLATERAL TO SECURE BUSINESS 
LOANS IN THE SECOND DISTRICT 1

From data included in the recent survey of commercial and 
industrial loans relative to the type of security pledged as col
lateral, it is estimated that on November 20, 1946, nearly two 
thirds of the dollar amount of business loans outstanding at 
all member banks in the Second District were made with no 
specific pledge of security. These unsecured loans represent 
2,990 million dollars of the 4,615 million dollars of business 
loans outstanding on November 20, 1946, while loans for 
which specific security was pledged amounted to 1,625 million 
dollars. In all probability, however, some of the unsecured 
loans were actually based on specific transactions, even though 
the banks did not require any legally binding claim to the 
proceeds of the transactions.

It is estimated that more than 39,000 or one third of the 
total number of business loans were unsecured, compared with 
two thirds of the total dollar amount. Thus it appears that 
the size of the borrower is an important factor in determining 
whether security is required. In general, large borrowers were 
able to obtain funds more readily on their name or credit stand
ing, while the smaller borrowers, on loans to whom the risks 
are generally higher, obtained a smaller percentage of their 
business loans on an unsecured basis. These variations in loans 
by size of borrower are reflected in, and account to a large 
extent for, differences in the percentages of secured and un
secured loans between banks of varying size, since, as previous 
articles have shown, the size of borrower and size of bank are 
rather closely related. Certain types of security, notably real

1 This is the fourth of a series of articles covering the results of 
a survey of commercial loans of member banks in this District. Three 
previous articles appeared in the February, March, and April 194/ 
issues of the Review.

estate, stocks and bonds, and endorsements and co-makers, are 
particularly applicable to small borrowers but are used to a 
lesser extent in loans to the largest borrowers. The more fre
quent use of endorsements and pledges of personal assets to 
secure loans to small businesses may be explained by the 
greater participation of the management in ownership of such 
businesses.

Table I shows, by size of borrower and size of bank, the 
percentage of the total dollar amount of loans secured by each 
type of collateral. It indicates that the proportion of unsecured 
loans ranged from 24 per cent of the total dollar volume for 
the group of smallest borrowers to 77 per cent for companies 
with assets exceeding 5 million dollars. With regard to the 
size of bank, unsecured loans were lowest percentagewise in 
the group of banks with from 2 to 10 million dollars of deposits 
and ranged from about 21 per cent in that group to nearly 
70 per cent in the largest New York City banks.

Stocks and bonds, including U. S. Government securities, 
were pledged as collateral for about 8 per cent of all loans. 
This form of security was more widely used by the small and 
medium sized borrowers and the medium sized banks. Inven
tories, including trust receipts, chattel mortgages on inven
tories, and warehouse receipts, were used to secure some 7 
per cent of all loans; about 8 per cent of the loans of the largest 
companies and the largest banks were secured by inventories, 
while less than 2 per cent of the loans of the smallest borrowers 
and smallest banks were so secured. (However, these figures 
unquestionably fall far short of reflecting the extent to which 
business borrowing has been for the purpose of financing in
ventory expansion, since unsecured loans are frequently used 
for that purpose.) Endorsements or co-makers accounted for 
5 per cent of all loans and were most extensively used by 
the small and medium sized borrowers.

Table I
Security for Commercial and Industrial Loans Oustanding on November 20, 1946 at All Member Banks 

in the Second D istrict by Type of Security, Size of Borrower, and Size of Bank

Per cent distribution of dollar amount of loans

Type of security

Total
loans

Size of borrower 
(Assets, in thousands)

Size of bank 
(Deposits, in millions)

Under
$50

$50
to

$250

$250
to

$750

$750
to

$5,000
Over
$5,000

Under
$2

$2
to

$10
$10
to

$100
$100

to
$500

Over
$500

Unsecured..................................................................................... 64.8 24.2 30.1 39.7 52.7 77.3 28.3 20.9 31.3 61.6 69.7
Endorsement or co-maker........................................................... 5.4 14.2 17.5 16.6 9.9 1.6 6.1 11.0 11.4 9.6 4.1

Inventories................................................................................... 7.5 1.9 6.2 10.5 8.0 7.9 1.0 3.3 6.1 3.6 8.3

Equipment.................................................................................... 3.8 9.5 2.8 4.3 6.2 2.9 11.1 10.0 5.3 3.4 3.5

Plant or other real estate............................................................ 2.9 15.6 10.3 2.9 5.7 0.6 21.2 25.3 13.6 3.6 1.1

Stocks and bonds......................................................................... 8.0 13.7 16.7 11.2 9.6 5.6 7.1 13.2 11.4 9.0 7.5

Assignment of claims and accounts receivable........................... 2.4 4.3 6.9 5.4 2.5 1.5 1.0 2.2 7.2 3.6 1.8

Life insurance and savings accounts.......................................... 1.0 8.5 4.1 1.1 0.9 0.2 5.1 5.5 5.0 1.9 0.4

Government guaranteed.............................................................. 0.6 0.5 3.3 1.4 0.1 0.3 — 1.1 4.7 0.2 0.2

Other security............................................................................... 2.4 3.3 0.8 5.1 3.0 1.6 9.0 5.3 1.8 2.7 2.6

Unclassified................................................................................... 1.2 4.3 1.3 1.8 1.4 0.5 10.1 2.2 2.2 0.8 0.8

Total loans........................................................................ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
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Table II
Security for Commercial and Industrial Loans Outstanding on November 20, 1946 at AH Member Banks 

in the Second District by Type of Security and Business of Borrower

Type of security

Per cent distribution of dollar amount of loans Per cent distribution of number of loans

Total
business

Manu
factur
ing and 
mining

Whole
sale
trade

Retail
trade

Public
utilities

All
other

Total
business

Manu
factur
ing and 
mining

Whole
sale

trade
Retail
trade

Public
utilities

All
other

Unsecured.................................................................... 64.8 78.9 42.1 62.8 55.2 56.1 34.3 43.3 39.0 32.9 17.8 29.3

Endorsement or co-maker.......................................... 5.4 4.2 10.1 8.1 0.3 6.9 17.7 17.3 20.6 18.7 6.7 16.9

Inventories................................................................... 7.5 2.4 32.6 2.7 1.2 1.6 2.8 2.0 6.3 3.8 0.4 0.5

Equipment................................................................... 3.8 0.7 0.6 2.1 21.7 3.0 9.5 4.7 3.8 9.3 46.7 10.5

Plant or other real estate........................................... 2.9 1.6 0.7 8.7 0.2 8.8 6.2 3.6 2.3 8.1 2.0 8.6

Stocks and bonds........................................................ 8.0 6.1 5.4 6.6 16.5 10.5 11.4 13.1 12.4 9.3 6.6 13.4

Assignment of claims and accounts receivable. . . . . 2.4 1.8 3.7 1.2 2.6 3.2 3.4 6.3 5.1 1.3 1.5 3.4

Life insurance and savings accounts......................... 1.0 0.5 0.9 4.2 0.5 2.2 7.1 3.6 5.1 8.4 4.4 9.8

Government guaranteed............................................. 0.6 0.5 0.1 0.6 — 1.4 0.5 0.9 0.1 0.3 0.4 0.6

Other security.............................................................. 2.4 2.1 3.1 0.9 0.3 4.8 3.5 3.0 2.7 3.4 12.3 2.9

Unclassified.................................................................. 1.2 1.2 0.7 2.1 1.5 1.5 3.6 2.2 2.6 4.5 1.2 4.1

Total loans....................................................... 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Although slightly less than 3 per cent of all loans were 
secured by "plant or other real estate”, this type of collateral 
reached 15 per cent for the smallest borrowers and represented 
more than 21 per cent of all loans for banks with deposits of 
less than 10 million dollars. Equipment, consisting of chattel 
mortgages and assignments of title on equipment, accounted 
for nearly 4 per cent of all loans, while loans based on life 
insurance and savings accounts amounted to 1 per cent; these 
types of security were most frequently used by the smallest 
borrowers and banks. Assignment of claims and accounts 
receivable were pledged as collateral for about 2 per cent of 
all loans. Government guarantees, principally R. F. C. par
ticipation and blanket guarantees or war contract loan guar
antees, at least partly secured about one half of one per cent 
of all business loans, of which nearly two thirds were in the 
group of banks with deposits between 10 and 100 million 
dollars.

Variations in the types of collateral pledged as security by 
the major business groups are shown in Table II, which indicates 
that the business of the borrower determines, to some extent, 
the type of security pledged. A  study of the distribution of 
loans, on the basis of both dollar amount and number, further 
illustrates the importance of the size of borrower in the type 
of collateral used as security. The manufacturing and mining 
group, which includes the greatest number of large borrowers, 
had the highest percentage of unsecured loans, both in dollar 
amount and in number. However, the dollar amount was 
nearly 80 per cent, compared with 43 per cent in number, 
indicating the predominance of large unsecured loans. In 
dollar amount, loans to wholesalers showed the smallest per
centage of unsecured loans, while in number of loans public 
utilities were the lowest. About one third of the loans to 
wholesalers in dollar amount were secured by inventories, while 
only 6 per cent in number were so secured, indicating that the

largest amount of loans on inventories was made to large 
wholesalers. Endorsements or co-makers were used by whole
salers to obtain 10 per cent of the total dollar amount of their 
loans. Nearly 63 per cent in dollar amount and 33 per cent 
in number of the loans made to retailers were unsecured, while 
plant and other real estate accounted for some 8 per cent, both 
in dollar amount and in number. Endorsements and co
makers were used for 8 per cent of the dollars loaned to re
tailers, and inventories secured less than 3 per cent. Liens on 
equipment secured 22 per cent of the dollar amounts loaned to 
public utilities; of the total number they secured nearly 47 
per cent. Stocks and bonds were pledged for more than 16 
per cent, in dollar amount, of the loans to public utilities.

GOVERNMENT SECURITY PORTFOLIOS OF 
NEW  YO R K  CITY BANKS
During the war years Reserve Bank credit was channeled 

into the country’s banking system to a large extent through 
the commercial banks in New York City. A substantial portion 
of the funds collected and borrowed by the Treasury came 
from or through the New York money market. A large part of 
corporate and individual income taxes are customarily paid in 
New York, and many of the country’s large investors, such as 
insurance companies, savings banks, and commercial banks, are 
located in the City. The Government’s wartime expenditures, 
on the other hand, were widely distributed and were especially 
heavy in the interior of the country and on the Pacific Coast, 
where military installations and war plants were constructed 
and a large proportion of military supplies was produced. 
Consequently, there was a steady net outflow of funds, amount
ing to several billion dollars annually, from New York to other 
parts of the country, even though the geographical distribution 
of the Treasury’s receipts and expenditures tended to even 
out as the war progressed. These losses of funds by the New
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York banks were offset, for the most part, by an increase in 
Reserve Bank credit, principally through purchases in the New 
York market of short term Government securities, many of 
which were sold by the New York banks.

At the time of Pearl Harbor the commercial banks in the 
country as a whole held a large volume of excess reserves, 
although in November 1941 member bank reserve requirements 
had been raised to the statutory maximum. Excess reserves of 
the central reserve New York City banks alone were close to 
a billion dollars. As the Treasury’s deficit began to increase 
very rapidly after the United States entered the war, Treasury 
borrowing was accelerated and its transfers of funds to other 
parts of the country rapidly depleted the excess reserves of the 
New York City banks. Furthermore, the large New York City 
banks were the first to respond to the opportunity provided by 
the Treasury and Federal Reserve System in 1941 and 1942 
for investing excess funds in short term Government securities 
while preserving the necessary degree of liquidity.

At the end of December 1941, 56 per cent of the earning 
assets of the central reserve New York City banks were in the 
form of direct or guaranteed obligations of the Government. 
Over half of these holdings would mature or were callable 
in 1-5 years; only a little over 15 per cent fell due within one 
year. In the 17 months following Pearl Harbor the total hold
ings of these banks nearly doubled, rising, as the accompanying 
table shows, from 8 to 15 billion dollars. Most of this increase 
was in short term issues (Treasury bills and certificates of 
indebtedness) }

After May 1943 the New York banks’ holdings began to 
level out because of the pressure exerted on their reserve posi
tions by Treasury operations, increases in currency circulation, 
and other factors. By this time also it had become clear that 
the Federal Reserve System intended to maintain through open 
market operations the established interest rate pattern: Ys of
1 per cent for Treasury bills, %  per cent for certificates, and
2 and IVz per cent for medium and long term bonds, respec
tively. The likelihood of incurring losses on medium or long 
term obligations because of a rise in rates, therefore, appeared 
remote, and the New York banks began to take advantage of 
this situation by increasing their purchases of higher yielding 
medium term bonds, principally the 2 per cent War Loan 
issues, and selling short term obligations to obtain reserves. 
Net purchases by the New York City banks of bonds callable 
in 5-10 years in the period from May 1943 through February 
1946 are estimated to have totaled approximately 3.7 billion 
dollars. The average maturity of their portfolios, nevertheless, 
did not increase greatly during that period because the passage 
of time constantly tended to shorten their holdings. At the 
end of February 1946, just before the initiation of the Treas
ury’s redemption program, the average maturity of the market

1 The Treasury Survey of Ownership on which this study is based 
covers all 71 commercial banks in New York City. However, since 
the 37 central reserve banks hold approximately 93 per cent of the 
Government securities held by all New York City banks, this study 
reflects essentially the portfolio developments of these 37 banks.

able holdings of these banks was 3 years and 2 months, com
pared with 2 years and 11 months in May 1943.2

The completion of the Victory Loan and the beginning of 
the Treasury’s redemption program had a considerable effect 
on the portfolios of the New York City banks. Government 
security holdings were no longer subject to the fluctuations 
which accompanied the War Loan cycles. The trend toward 
a lengthening of the average maturity of the banks’ portfolios 
was accelerated, and total holdings of Government obligations 
began to decline for the first time in many years, as the result 
of both redemptions and sales. Also, as War Loan deposits 
were being drawn down, holdings of short term paper did not 
need to be as large, since the banks’ short term liabilities were 
decreasing.

With the elimination in April of the Reserve Banks’ prefer
ential discount rate on member bank advances secured by 
Government obligations maturing within one year, and the 
reestablishment of a 1 per cent discount rate on all advances 
against Government securities, the %  per cent certificates of 
indebtedness lost their special advantage. Banks could no 
longer make a profit by borrowing against their certificate 
holdings when they were in need of reserves. Instead it be
came cheaper for the banks to sell certificates or other short 
term obligations.

From the end of February 1946 to the end of January 1947, 
short term holdings of the New York banks declined 4.6 bil
lion dollars, despite the fact that during these 11 months ap
proximately 900 million dollars of notes and bonds held by 
these banks came within a year of their first call or maturity 
date. About 3.5 billion of this reduction occurred through 
the redemption of matured or called securities, including 700 
million dollars in bonds and 2.8 billion in certificates and 
notes. Approximately 2.0 billion short term securities (includ
ing Treasury bills) were sold to the Reserve Banks or to corpo
rate and other nonbank investors to meet the pressure exerted

Government Security Holdings of 
All Commercial Banks in New York City on Selected Dates 

(Classified by call date, in millions of dollars)

Type of security
Dec. 31, 

1941
May 31, 

1943
Feb. 28, 

1946
Jan. 31, 

1947
Treasury bills................................................. 367 2,568 636 62
Certificates of indebtedness......................... — 2,866 4,509 1,976
Other securities maturing or callable in less 

than 1 year.................................................. 829 1,875 2,565 1,056
Securities maturing or callable in 1-5 years. . 4,344 3,632 5,873 6,374
Bonds callable in 5-10 years......................... 1,605 3,676 4,949 3,699

611 588 640 538
Total#................................................. 7,758 15,205 19,173 13,705

* Includes bonds not callable for 10 or more years, nonmarketable issues, and 
Postal Savings, Panama Canal, and Conversion bonds.

§ Excludes Commodity Credit Corporation demand obligations. Because of 
rounding, figures do not necessarily add to totals shown.
Source: U. S. Treasury Department.

2 It should be noted, however, that at the end of February 1946 the 
banks’ portfolios were weighted by the large volume of short term 
obligations acquired temporarily during or immediately following the 
Victory Loan.
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Estimated Cumulative Net Market Purchases or Sales of 
Government Securities by New York City Banks 

(Classified by nearest call or maturity date; 
cumulated from February 28, 1946*)

M A R  A P R  M A Y  J U N  J U L  A U G  S E P  O C T  N O V  DE C  J A N  F E B  M A R  
1946 1947

* Start of the Treasury redemption program.
Source: Compiled by Federal Reserve Bank of New York from U. S. 

Treasury Department data.

in the New York banks’ reserve positions by the withdrawal 
of War Loan deposits for the redemption of Reserve System 
holdings of the matured or called issues, and to meet the 
growth in required reserves against private deposits which 
resulted from the redemption of nonbank holdings of these 
securities. Generally the lowest yielding obligations were dis
posed of first. The accompanying chart shows estimated net 
market purchases or sales by New York City banks of Govern
ment securities other than Treasury bills in the period from 
the beginning of the Treasury’s redemption program through 
January 1947, the latest date for which figures are available.

By October the bill, certificate, and note holdings of many 
of the New York banks had reached low levels. To obtain 
funds these banks began to sell increased amounts of bonds 
callable in 1-5 years, especially the taxable 1 % ’s of June 1948 
and the 2’s of September 1951-53. Most of these went to 
corporate investors or mutual savings banks, but a small part 
of them were purchased by commercial banks in other parts 
of the country. In the four months from the end of September 
through January over 400 million dollars (net) of these bond 
issues were sold. At the end of January, bill holdings were 
at the lowest point ever reported, and certificates were at the 
lowest level since the fall of 1942.

Until October the central reserve New York banks con
tinued to buy 5-10 year bonds, although in smaller volume 
than during the war. Purchases in the eight months from 
February through October totaled about 640 million dollars. 
In this class the 2’s of June and December 1952-54 continued 
to be purchased in relatively large volume until the end of 
September. At that time the banks began to sell these bonds, 
but the sales were offset by purchases of 2%  per cent partially 
tax-exempt bonds of March 1955-60, purchased principally 
from Government agencies and trust funds, and of the 2V4’s

of September 1956-59, which first became eligible for bank 
purchase in September 1946. Most of these latter bonds were 
supplied by "other” investors or the mutual savings banks, 
although a smaller amount was also sold by life insurance com
panies. The New York banks made relatively small purchases 
of the longer term bonds (those not callable for at least 10 
years) during the first seven months of 1946. In January
1947, however, under the pressure of declining earnings, they 
again purchased about 100 million (net) of medium and long 
term issues.

As a result of the combination of these factors, the propor
tion of the New York banks’ Government securities which 
matured or were callable within a year had declined by the 
end of January 1947 to 23 per cent, compared with 40 per 
cent at the end of February 1946. The absolute amount of 
these short term holdings declined from 7.7 billion dollars to
3.1 billion. The proportion of the New York banks’ portfolios 
callable in 1-5 years increased from 31 per cent at the end of 
February 1946 to 47 per cent at the end of January 1947. The 
proportion of bonds callable in 5-10 years (27 per cent) was 
only slightly higher than it had been 11 months earlier. 
The average maturity of their marketable portfolios at the 
end of January was 3 years and 11 months— 9 months longer 
than at the end of February 1946. For all other commercial 
banks in the country covered by the Treasury Survey of Owner
ship it was slightly longer, 4 years and 6 months, partly because 
of the higher proportion of time deposits held by banks in 
most other areas.

Figures for the weekly reporting member banks in New 
York City3 since the end of January, as is noted elsewhere in 
this Review, indicate that the New York banks have continued 
to add to their bond portfolios in recent weeks. However, 
most of the increase in April, when a breakdown of bond hold
ings by call date first became available, was in the 1-5 year 
class. The weekly reporting banks’ figures would indicate that 
the maturity distribution has not changed greatly in the past 
three months.

3 At the end of January the weekly reporting banks held approxi
mately 85 per cent of the Government securities held by all commercial 
banks in New York City.

RETAIL CREDIT SURVEY, 19461

Retail sales are gradually shifting toward prewar patterns, 
according to reports received by this bank from nine principal 
types of credit-granting retail stores. This was the fifth annual 
Retail Credit Survey conducted by the Federal Reserve Bank 
of New York. A total of 559 Second District stores, with an 
aggregate annual sales volume of over 1.3 billion dollars in
1946, have cooperated in submitting reports this year.

Sizable increases in the dollar volume of sales were regis
tered during 1946 in every line of trade covered by the survey.

1 A more detailed report containing data by localities is available 
upon request from the Research Department, Federal Reserve Bank 
of New York.
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Retail Cash and Credit Sales by Type of Store, Second Federal Reserve District, 1945-46
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Source: Compiled by Federal Reserve Bank of New York from figures supplied by credit-granting stores reporting in the Retail Credit Survey.

The greatest gains over 1945 were made by those types of 
stores whose sales had declined during the war. Automobiles, 
furniture, and household appliances, which had been scarce 
throughout the war and the early part of the reconversion 
period, reappeared on the market in quantity in the latter part 
of 1946, and retail sales of these items rose sharply. On the 
other hand, womens apparel, jewelry, and department stores, 
which had shown the greatest increases in sales between 1941 
and 1945, made only relatively moderate gains in 1946. With 
durable goods scarce after 1941, consumers had tended to spend 
a greater proportion of their incomes on nondurable goods and 
luxury items. By 1945, the dollar volume of womens apparel 
store sales, stimulated by the purchases of increased numbers 
of women workers, was nearly double the 1941 level, while 
jewelry and department store sales were one and one-half times 
as great. But in 1946 the sales increases in these three lines 
were only slightly greater than the rise in prices. Mens clothing 
sales were stimulated in 1946 by demobilization of the armed 
forces, while automobile tire and accessory stores benefited 
from the lifting of tire and gasoline rationing late in 1945.

The breakdown of sales into cash and credit transactions, as 
shown in the accompanying chart, indicates two divergent 
trends.2 The stores dealing mainly in durable goods which 
had been unavailable for several years all reported an increas
ing proportion of goods sold for cash and a relative decline 
in charge account sales. In stores dealing principally in non
durable goods and luxury items, the percentage of cash sales 
declined and that of charge account sales rose. The former

group included household appliance, furniture, and hardware 
stores, automobile dealers, and automobile tire and accessory 
shops, all of whose products were in great demand. This shift 
in the composition of sales is largely accounted for by the high 
volume of liquid assets in the hands of the public at the end 
of the war and the preference for cash sales of many dealers in 
these scarce items. At department stores and men’s and womens 
apparel stores the relative decrease in cash sales and increase 
in credit sales marked a reversal of the wartime trend. The 
lifting of regulations governing charge account sales as of 
December 1, 1946 probably stimulated the growth of charge 
account sales somewhat, but occurred too late to affect the 
annual totals appreciably. Instalment sales, which had declined 
in importance at all types of stores during the war, largely 
owing to the scarcity of goods and to consumer credit regu
lations, accounted for a moderately larger share of sales in all 
groups except women’s apparel and furniture stores.

Table I
Percentage Change, 1945 to 1946, in Sales and Accounts Receivable 

by Type of Retail Store, Second Federal Reserve District 
(Sales figures are based on annual totals; 
accounts receivable, on end-of-year data.)

2 This survey covers only credit-granting stores, and therefore the 
proportion of cash sales in all retail transactions tends to be under
stated, since some stores operate solely on a cash basis. Similarly, the 
trends in sales volume and balance sheet items may differ between 
stores granting credit and stores selling for cash only.

Type of store*
Sales Accounts receivable

Total Cash
Charge
account

Instal
ment Total

Charge
account

Instal
ment

+  32 +  27 +39 +  47 +  45 +  47 +  40
Women’s apparel......... +  24 +  17 +32 +  9 +  31 +  31 +  30
Men’s clothing............. 4- 41 +  39 +46 # +  60 +  58 #Department................. +  28 +  23 +41 +  40 +  54 +  57 +  45

+  36 +  45 +25 # +  58 +  54 #
Automobile tire and

+  17 +  9 +20 +  39 +  28 +  20 +  72
accessory.................. +  41 +  50 +33

+70
+  61 +  32 +  30 +  59

Household appliance__ +138 +211 +235 +109 +  88 +156
+  54 +  82 +40 +  45 +  22 # +  32

Automobile.................. +219 +283 +97 +254 +110 +109 +200

* Type of store arranged in order of percentage change, 1941 to 1946, in total e 
reporting sales by type of transaction, as in Table II.

# Withheld because of smallness of reporting sample.
» of stores
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Table II
Percentage Change, 1941 to 1946, in Sales and Accounts Receivable by 

Type of Retail Store, Second Federal Reserve District*
(Sales figures are based on annual totals; 
accounts receivable, on end-of-year data.)

Sales Accounts receivable

Type of store
Total Cash

Charge
account

Instal
ment Total

Charge
account

Instal
ment

Total.................................... +  89 +127 +  61 +  12 +  9 +44 — 25

Women’s apparel........... +136 +219 +  98 +  33 +80 +81 +32
Men’s clothing................ +  91 +165 +  26 — 45 — 11 — 1 — 79
Department.................... +  86 +114 +  54 +  11 +26 +42 — 3
Hardware........................ +  81 +131 +  44 +266 — 16 — 9 —46
Jewelry............................
Automobile tire and

+  77 +103 +  94 — 13 — 6 +29 —37

accessory..................... +  66 +185 +  58 — 40 —22 0 — 74
Household appliance___ +  65 +201 +106 +  11 —50 +54 —58
Furniture........................ +  45 +224 +  63 +  16 —47 # —43
Automobile..................... — 36 — 17 +  6 — 83 # # #

* Based on the year-to-year percentage changes compiled from the Retail Credit Surveys for 
1942 through 1946. The sample reporting breakdown of sales and receivables was increased 
from 268 stores in 1941 to 516 in 1946.

# Withheld because of smallness of reporting sample.

In line with the increased dollar volume of both charge 
account and instalment sales at all types of stores, accounts 
receivable in the Second District stores reporting in this survey 
were 45 per cent greater at the end of 1946 than at the close 
of the previous year. In general, the gains in charge account 
receivables were the same as or greater than the increase in 
charge account sales, reflecting the greater supply of goods in 
the latter part of the year and the removal of controls in 
December. Last year’s gains brought charge account receiv
ables well above the 1941 level, but instalment accounts out
standing were still one-fourth less than at the end of 1941, 
although instalment sales in 1946 were 12 per cent greater than 
in 1941. This is partly a result of the shorter collection periods 
and larger down payments required by Regulation W .

The general tendency among stores in this District during

1946 was to reduce holdings of cash and Government bonds 
and to increase accounts payable and other current liabilities 
in order to carry a larger volume of inventories and accounts 
receivable. With an over-all increase in sales of about one 
third during the year, stores were carrying inventories and 
accounts receivable at the end of 1946 which were approxi
mately one-half greater than at the beginning of the year. 
Except for hard-to-get items, such as automobiles, household 
appliances, and hardware, inventories tended to increase more 
rapidly than sales between 1945 and 1946. Stocks more than 
doubled at men’s clothing stores and automobile dealers, where 
supplies had been very low at the end of 1945, but because of 
the great increase in sales the stocks were still low in relation 
to sales at the end of 1946. Automobile dealers turned over 
their average stocks more than once a month during 1946, 
while on the average 6 months were required to turn over 
inventories of jewelry stores; the average turnover period for 
all types of stores was about 2J4 months.3

To help finance the expansion in inventories and receivables 
during the year, stores reduced their cash and deposits by 19 
percent and their holdings of Government securities by nearly 
one half. A large part of this decrease probably represented 
the liquidation of balances built up in anticipation of larger 
supplies of goods. Many companies also used their funds to 
expand facilities or to pay off indebtedness, although others 
increased their borrowing from banks. Trade payables were 
nearly one-third higher at the end of 1946 than at the close of
1945, while other current liabilities (including nores payable) 
were up 6 per cent. Nevertheless, since the increase in inven-

3 Contrary to the practice of previous years, these ratios are based 
gn the average of stocks at the beginning and end of the year, rather 
than on the end-of-year stocks alone.

Table III
Sales, Current Assets, and Current Liabilities by Size and Type of Retail Store 

Second Federal Reserve District 
(Sales figures are based on annual totals; balance sheet items, on end-of-year data.)

Percentage change, 1945-46

Percentage change,
Current assets Current liabilities

1945-46 Inven-
^pry U.S. Current

Classification Number Inven
turn
over Cash

Govern
ment Accounts

Inven
tories Trade

Other
current Net

ratio

of
stores*

Total
sales

tories 
at retail

ratio t
1946 Total

and
deposits

securi
ties

receiv
able

at
cost Total

pay
ables

liabili
ties

working
capital 1945 1946

Second District total..............................................
>ize classifications!

559 +  32 +  55 5.3 +11 — 19 —46 +  45 +  58 +13 +  33 +  6 +10 2.9 2.9

Large stores........................................................ 136 +  29 +  51 5.3 +  7 —21 —51 +  46 +  53 +  6 +  35 — 2 +  7 2.8 2.9
Medium stores................................................... 134 +  34 +  53 5.5 +26 — 12 —30 +  41 +  65 +25 +  33 +22 +26 3.1 3.1
Small stores.........................................................

Business classifications

91 +  42 +  62 4.5 +15 — 22 —22 +  39 +  64 +18 +  43 +  8 +14 3.7 3.6

Women’s apparel stores.................................... 73 +  24 +  58 4.6 +22 — 30 — 27 +  31 +  55 +  5 +  1 +  7 +32 2.9 3.4
Men’s clothing stores......................................... 46 +  41 +123 6.8 +21 — 13 — 20 +  60 +125 +35 +  60 +23 +12 2.5 2.2
Department stores......... . .................................. 97 +  28 +  51 5.7 +  5 —24 — 51 +  54 +  56 +  9 +  45 0 +  3 2.8 2.7
Hardware stores................................................. 18 +  36 +  23 3.7 +13 # # +  58 +  27 +47 # # +  3 4.5 3.4
Jewelry stores...................................................... 42 +  17 +  31 2.0 +10 — 13 — 17 +  28 +  31 +27 +  3 +60 0 2.8 2.4
Automobile tire and accessory stores.............. 47 +  41 +  55 6.4 +34 # # +  32 +  43 +62 # # +25 4.1 3.4
Household appliance stores.............................. 44 +138 +  88 6 9 +31 # # +109 +  79 +  9 +  32 — 5 +56 1.8 2.2
Furniture stores.................................................. 117 +  54 +  66 3.5 +25 +  9 — 9 +  22 +  76 • +41 +  32 +45 +21 4.6 4.1
Automobile dealers............................................ 75 +219 +148 13.6 +79 +64 — 11 +110 +137 +81 +138 +68 +78 2.5 2.5

* Number of stores for which reports have been tabulated. Since some stores did not report all items requested, the figures are based on the largest sample reporting each item. The smallest 
District coverage was 312 stores reporting current assets and current liabilities.

J Inventory turnover based on ratio of total annual sales to the average of beginning-of-year and end-of-year inventories at retail.
f Size classifications are based on 1946 sales and vary for different types of business; see detailed report. Figures for 198 stores not classified by size are included in Second District totals.
# Withheld because of smallness of reporting sample.
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tories and receivables produced a rise in total current assets, 
net working capital increased on the average by 10 per cent 
during the year, with all lines except jewelry stores showing an 
increase. On the whole, there was little change in the ratio 
between current assets and current liabilities.

Although sales of small stores increased more sharply than 
those of large stores, accounts receivable rose somewhat less 
in the smaller stores. Inventories increased more rapidly than 
sales in all sizes of stores, with the result that the inventory 
turnover rate declined, particularly in the larger stores. To 
finance the increase in accounts receivable and inventories, 
larger stores tended to reduce their liquid assets, while small 
and medium sized stores relied to a greater extent on increasing 
current liabilities. However, net working capital expanded 
faster at these stores than at the large stores.

DEPARTM ENT STORE TRADE
The dollar volume of department store sales in the Second 

Federal Reserve District during April is estimated to have 
been at about the same level as in the same month of 1946. 
The seasonally adjusted index of sales, which takes into ac
count the shifting date of Easter, rose in April to a level 
about 5 per cent over a year ago, and was about 2 per cent 
higher than in March. The dollar volume of sales during 
March was 11 per cent greater than a year before, while the 
seasonally adjusted index for March showed a year-to-year gain 
of about 7 per cent. Preliminary reports indicate that in the case

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality
Net

March 1947

sales

Jan. through 
March 1947

Stocks on 
hand 

Mar. 31,1947
Department stores, Second District___ +11 +12 +40

New York City................................... +12 +13 +39
Northern New Jersey......................... +12 +10 +29

Newark...........................■................ +11 +  8 +28
Westchester and Fairfield Counties.. +10 +15 . +47

Bridgeport....................................... +  3 +12 +36
Lower Hudson River Valley.............. +  9 +13 +48

Poughkeepsie................................... 0 +  8 +48
Upper Hudson River Valley.............. +11 +12 +49

Albany............................................. +10 +11 +56
Schenectady..................................... +13 +14 +39

Central New York State................... +  8 +16 +50
Mohawk River Valley............ .. +  6 +  9 +35

Utica............................................. +  8 +  9 +26
Syracuse........................................... +  9 +18 +58

Northern New York State................. +  6 +10
Southern New York State................. +12 +  16 +56.

Binghamton..................................... +  9 +12 +53
Elmira.............................................. +  9 +12 +57

Western New York State................... +  8 +10 +54
Buffalo............................................. +  7 +  7 +54
Niagara Falls................................... +10 +14 +38
Rochester......................................... +10 +13 +55

Apparel stores (chiefly New York City). — 3 0 +49

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average =100 per cent)

Item
1946 1947

March January February March
Sales (average daily), unadjusted................ 206 182 188 229
Sales (average daily), seasonally adjusted.. 215 228 224 229
Stocks, unadjusted........................................ 171 206 231 241
Stocks, seasonally adjusted.......................... 172 234 249 242

of womens apparel, department store sales declined during 
April compared with a year ago, after having shown only a 
small year-to-year gain in March. Sales of women’s apparel 
stores in New York City showed year-to-year declines in both 
March and April; these stores had, however, experienced par
ticularly large gains during the first few months of 1946. Ap
parel stores that carry a large proportion of luxury lines have 
been affected by consumers’ resistance- to a greater degree than 
department stores which deal predominantly in the less expen
sive types of merchandise.

At the end of March 1947 department store stocks, measured 
in dollars, were 40 per cent above the year-ago level, and 
even after allowance for price increases it appears that ffie 1 
physical volume of inventories was considerably larger than in 
March 1946. The seasonally adjusted index of the dollar value 
of stocks declined during March to about 3 per cent below the 
all-time high reached at the end of February. The ratio of 
stocks on hand at the end of March to sales during that month, 
at 2.8, was higher than a year earlier (2.2) and about the same 
as the March ratios which prevailed in 1940 and 1941. Sec
ond District department stores are continuing to reduce 
their forward commitments. Outstanding orders were cut by 
about 20 per cent from February 28 to March 31, but a part 
of this reduction represents the normal seasonal contraction 
of orders shortly before Easter. The ratio of outstanding 
orders to sales for March this year (1 .3), while higher than 
.in March 1941 (1.1), was considerably lower than in March 
of last year, when it stood at 3.0.

Indexes of Business

Index
1946 1947

March Jan. Feb. March

Industrial production*,1935-39 = 100.........
(Board of Governors, Federal Reserve 
System)

168 189r 189 189p

Electric power output*, 1935-39 = 100.......
(Federal Reserve Bank of New York)

190 220 224 227p

Ton-miles of railway freight*, 1935-39 = 100 
(.Federal Reserve Bank of New York)

20 lr jf99r 201p 211p

Sales of all retail stores*, 1935-39 = 100.......
(.Department of Commerce)

Factory employment

242 276 277p

154pUnited States, 1939 = 100#.......................
(Bureau of Labor Statistics)

132 153 ,*> 154
New York State, 1935-39 = 100...............
(New York State Dept, of Labor)

Factory payrolls

117 132 133 133p

United States, 1939 = 100#.......................
(Bureau of Labor Statistics)

238 307 311p

New York State, 1935-39 = 100...............
(New York State Dept, of Labor'

229 281 283 286p

Income payments*, 1935-39 = 10J..............
(Department of Commerce)

Composite index of wages and salaries*^

235 264 263p

1939 = 100..................................................
(Federal Reserve Bank of New York)

152 168 169p

Consumers’ prices, 1935-39 = 100................
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(Federal Reserve Bank of New York)

130 153 153 156p

New York City.......................................... 92 84 86 85
Outside New York City........................... 81 88 90 93

* Adjusted for seasonal variation. p Preliminary. r Revised.
# Series revised beginning January 1945.
t A special monthly release tabulating the complete set of 15 indexes of hourly 

and weekly earnings computed by this bank will be sent upon request. A 
general discussion of the new indexes appeared in the November 1946 issue of 
this Review. Tabulations of the monthly indexes, 1938 to date, and description 
of component series, sources, and weights may be procured from the Research 
Department, Federal Reserve Bank of New York. A mimeographed article 
discussing some of the technical problems involved is also available on request.
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INDUSTRIAL PRODUCTION

Federal Reserve indexes. Monthly figures; latest 
shown are for March.

DEPARTMENT STORE SALES AND STOCKS

Federal Reserve indexes. Monthly figures; latest 
shown are for March.

LOANS AT MEMBER BANKS IN LEADING CITIES

Excludes loans to banks. Wednesday figures; 
latest shown are for April 16.
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National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, April 29, 1947)

INDUSTRIAL output and factory employment were unchanged in March. Value of retail trade 
continued to show little change, after allowing for holiday buying. The general level of 

wholesale commodity prices declined slightly in the first three weeks of April, following increases 
in February and the early part of March.

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 in March was at a level 
of 189 per cent of the 1935-39 average for the third consecutive month.

Output of durable manufactures continued to show a very slight gain in March, reaching 
a level of 223 per cent of the 1935-39 average. Activity in the iron and steel industries 
advanced in March after a slight decline in February. Steel mill operations averaged 94 per cent 
of capacity in March and they have been maintained at about this rate during most of April. 
Activity in the machinery and transportation equipment industries also showed a slight gain in 
March. Output of passenger cars totaled 303,000, and of trucks, 117,000. Lumber production, 
continued to advance and, in March, was at the highest level for this season in almost 20 years. 
Output of most nonferrous metals at smelters and refineries continued to expand, following 
increases earlier in domestic mine production.

The Board’s seasonally adjusted index of output of nondurable manufactures again declined 
by one point in March to a level of 175 per cent of the 1935-39 average. Production in most 
lines was at the February rate or declined very slightly. Output of textile-mill and leather 
products in February and March remained somewhat below last year’s peak rates.

Minerals production increased slightly in March to a level of 147 per cent of the 1935-39 
average, reflecting a continued advance in output of crude petroleum, and a slight increase in 
coal production. Bituminous coal output dropped sharply during the first two weeks of April, 
as work was curtailed at mines in a dispute over safety conditions, but subsequently increased.

Em p l o y m e n t

The number of employees in most lines of nonagricultural activity in March remained at 
about the level of other recent months, after allowance for usual seasonal changes. Total non
agricultural employment of about 42,500,000 persons was 7 per cent higher than the level a 
year ago. The number of persons unemployed showed a slight seasonal decline in March to 
2,330,000.

C o n s t r u c t io n

Total value of construction contracts awarded, as reported by the F. W . Dodge Corporation, 
was about one-third larger in March than in February, reflecting chiefly seasonal influences, but 
one-sixth smaller than in March 1946. The reduction from a year ago was in awards for private 
nonresidential construction, which were exceptionally large at that time. Value of residential 
awards increased by about one third from February to March and was slightly larger than in the 
same period last year. Since a year ago building costs have increased considerably and the 
number of dwelling units contracted for in March was somewhat less than the March 1946 
volume. Construction activity continued to decline after allowance for seasonal variation.

D is t r ib u t io n

Value of department store sales during the six weeks preceding the Easter holiday was 
three per cent larger than during the corresponding number of weeks before Easter last year, 
reflecting chiefly a sharply higher level of sales of household appliances and men’s clothing. 
Value of sales of most other goods sold at department stores was about the same as a year ago, 
although prices were generally higher than at that time. Retail sales of automobiles, radios, 
and office and farm equipment both in unit and dollar volume continued far in excess of last 
year’s levels.

Freight carloadings rose in March owing mainly to increased shipments of grain and 
miscellaneous freight. Shipments of coal dropped sharply at the beginning of April and then 
recovered to the March rate during the week ended April 19. Shipments of forest products 
declined considerably during the first three weeks of April, while loadings of most other classes 
of freight showed little change.

Co m m o d it y  Prices

Wholesale prices of basic commodities generally declined from the middle of March to the 
latter part of April, with the largest decreases shown for hogs, fats and oils, coffee, print cloths, 
and steel scrap. Prices of corn, cotton, and copper, on the other hand, were at about the same 
level on April 24 as in the middle of March.

The consumers’ price index of the Bureau of Labor Statistics advanced two per cent from 
February 15 to March 15, reflecting chiefly increases in food prices. Since that time prices of 
foods have declined somewhat and price reductions have been announced for certain other 
products by manufacturers and distributors.

T r e a s u r y  Fi n a n c e  a n d  Ba n k  Cr e d it

During March and April the Treasury continued its program of debt retirement, using 
an excess of tax receipts over budget expenditures and drawing upon balances at commercial 
banks and Federal Reserve Banks. Retirements, which aggregated about 4.8 billion dollars, 
included notes maturing on March 15, a portion of certificates maturing March 1 and April 1, 
and 200 million of Treasury bills each on April 17 and 24. A further reduction of 200 million 
was announced for the bill issue to mature May 1.

Federal Reserve holdings of Government securities declined by more than 2.2 billion 
dollars in the eight weeks ending April 23, while holdings of member banks in leading cities 
showed little change. The reserve position of member banks was maintained in this period 
by the reduction in Treasury balances at Federal Reserve Banks.

Bank deposits and currency in circulation, which had declined considerably in January 
and February, showed some net increase in March and the first half of April. Commercial loam 
increased further in March but declined in April. Real estate and consumer loans increased 
moderately.
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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  OF N E W  Y O R K

V olu m e  29 J U N E  1 9 4 7  No. 6

MONEY MARKET IN MAY

During the past month, the Treasury continued the partial 
retirement of maturing bill issues which it began with the 
issue expiring on April 17. There were retirements of 
200 million dollars a week during the last two weeks of April 
and the first two weeks of May and 100 million a week for 
the issues of May 15 and 22. Thus, a total of 1 billion dollars 
of Treasury bills was retired between April 17 and May 22. 
No reduction was made in the bill offering of May 29 and 
none was announced for June 5, but the Treasury announced 
that it would redeem 1 billion out of a 2%  billion dollar 
issue of certificates of indebtedness maturing on June 1.

Since the bulk of the maturing bills were held by the 
Federal Reserve Banks and were redeemed principally with 
funds withdrawn from Treasury War Loan deposit accounts 
with commercial banks, the redemption of Treasury bills 
involved a considerable drain on bank reserves. The extent 
of this drain was evident in the fact that although most of 
the 700 million dollars of maturing bills retired in the four 
weeks ended May 21 came out of the portfolios of the Reserve 
Banks, actual bill holdings of the Reserve System fell only 
280 million dollars while certificates rose 145 million dollars. 
The recourse to Federal Reserve credit during this period, 
by banks in need of reserves, was sufficient not only to offset 
current losses of funds, but also to correct an initial reserve 
deficiency at the New York City banks. Consequently, there 
was a net increase of about 100 million dollars in excess 
reserves of all member banks.

In addition to the Treasury withdrawals from War Loan 
accounts to cover the redemption of Treasury bills, further 
withdrawals were made to meet payments called for under 
foreign credit agreements and for other disbursements. On 
the surface, it appeared that the Treasury’s net cash receipts 
(including War Loan withdrawals) exceeded disbursements 
by a narrow margin, since Treasury balances with the Reserve 
Banks rose only 57 million dollars between April 23 and 
May 21. But because a very large part of the Treasury’s

expenditures were not returned directly to the commercial 
banks (most of the funds used to redeem Treasury bills went 
to the Federal Reserve Banks, and Britain drew another 
200 million dollars on its credit) the margin of Treasury 
cash receipts over disbursements to the market was actually 
quite large. However, substantial payments out of foreign 
accounts with the Federal Reserve Banks in this period pro
vided a partial offset to the large volume of funds drawn from 
the market by the Treasury.

Pressure on the reserves of member banks was particularly 
pronounced in New York City, except during the third week 
of May when the New York money market situation was 
fairly easy. Although payments out of foreign deposit accounts 
with the Reserve Bank were large, the City institutions experi
enced the combined drains of persistent Treasury net cash 
receipts and substantial transfers of business and financial 
funds to other parts of the country. To meet these demands, 
the New York banks sold substantial amounts of short 
term Treasury securities directly to the Reserve Bank and 
in the open market.

There was renewed pressure on bank reserves both in 
New York City and elsewhere during the week ended May 28, 
as the Treasury made further withdrawals from depositary 
banks, partly to redeem another 100 million dollars of bills 
early in the week (May 22). In addition, there were indica
tions that the banks were beginning their preparations for 
meeting the Treasury’s call for repayment on June 2 of 
1.3 billion dollars of the remaining War Loan account balances, 
in connection with the redemption of the 1 billion of certifi
cates previously mentioned.

M e m ber  Ba n k  D eposits

The redemption of 1 billion dollars of certificates on 
June 1 will not ease the money market, since this transaction 
will be effected with funds withdrawn from War Loan 
accounts in the commercial banks. In fact, it will undoubtedly

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

June 1947



54 MONTHLY REVIEW, JUNE 1947

require substantial adjustments in the reserve positions of 
many banks, because of the size of the War Loan withdrawal, 
the fact that some of the certificates to be redeemed are held 
by the Reserve System, and the increase in the banks’ reserve 
requirements which will result. It will tend to increase the 
volume of private deposits to the extent that certificates held 
by nonbank investors are redeemed. Thus, this operation, 
like the debt retirement transactions of 1946, which were 
also effected with funds previously accumulated in War Loan 
accounts, will to some extent have the effect of increasing 
deposits of private investors, thus making funds available for 
reinvestment or other uses.

In contrast, the debt retirement transactions of the first 
quarter of 1947 and early April, coming chiefly from an excess 
of Treasury cash receipts from taxes over current expenses, 
were accompanied by a decline in private deposits to the 
extent that bank-held debt was reduced, as illustrated in the 
accompanying chart. Cash retirement of nonbank-held securi
ties with surplus tax receipts merely resulted in a shift of 
private deposits from taxpayers to nonbank investors. (The 
sharp decline in demand deposits adjusted of the weekly 
reporting member banks in 100 centers outside New York 
City and subsequent recovery early in April resulted from 
temporary purchases of Government securities from the 
Chicago banks by their customers in order to avoid the April 1, 
personal property tax in Cook County, Illinois.) Since the 
first quarter, private demand deposits have shown irregular 
fluctuations and, on the whole, some increase, as net Govern
ment and foreign expenditures have been only partly offset 
by repayments of business loans.

As indicated in the accompanying chart, there has been 
considerable divergence, during the postwar period, in the 
trends of private demand deposits of the larger member banks 
from which reports are collected weekly and the same kind 
of deposits in the smaller, nonreporting member banks. 
Demand deposits adjusted have shown practically no net 
growth at weekly reporting banks outside New York City 
since the wartime peak in early June 1945, and private 
demand balances in the New York banks have actually declined 
since then. At the nonreporting banks, however, vigorous 
deposit growth has continued, although the postwar expansion 
has not been as rapid as the expansion in war years.

To a large extent, the divergence in the deposit trends 
between the weekly reporting and nonreporting member 
banks can be attributed largely to differences in the composi
tion of their private deposit accounts. As shown by the 
Federal Reserve System surveys of the ownership of private 
demand deposits, a very substantial part of the deposits of 
the larger banks, such as the weekly reporting member banks, 
consists of accounts of manufacturing and mining and trans-

B I L L I O N S  
OF D O L L A R S

Adjusted Demand Deposits of Member Banks*

* For the weekly reporting member banks the figures are for Wednesday 
dates, the latest being May 21 ; for nonreporting banks the figures are for 
call dates through 1946, and for month ends in 1947.

portation companies. During the postwar period, these enter
prises used their own cash resources and funds borrowed from 
the banks and others to make large expenditures for recon
version purposes and for expansion of plant, equipment, 
inventories, and receivables, so that their bank deposits have 
been reduced. On the other hand, there has been continued 
growth in personal accounts (including those of farmers) 
and, in the early postwar period, in the accounts of wholesale 
and retail trade concerns which together comprise the bulk 
of deposits in the smaller, nonreporting member banks.

In addition, there were two other influences which tended, 
particularly in 1946, to limit the growth of private deposits 
at the weekly reporting banks but were largely inoperative 
at the nonreporting banks. The first was the heavy liquida
tion of loans on Government securities, which were incurred 
during the Victory Loan and which were concentrated chiefly 
in the larger banks. The second was the large-scale purchase 
of short term Government securities from the larger banks by 
institutional and other nonbank investors seeking to reinvest 
the proceeds of their redeemed securities.

SECURITY M ARKETS

Fresh liquidation appeared in the stock market during 
the past month, carrying average prices to new low levels 
since April 1945. A  moderate recovery toward the end of 
May canceled most of the losses of the first part of the month, 
but only a small part of the decline since May 1946 was 
retraced. Railroad issues were particularly weak. The decline 
came in the face of especially favorable corporate earnings 
reports and substantial increases in dividend payments by
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many companies, and evidently reflected the prevalent uncer
tainty concerning business prospects over the coming year. 
Prices of medium and lower grade corporate bonds also sagged 
to lower levels than in a number of months, paced by the 
railroad issues. Treasury and high grade corporate bonds 
remained firm at levels not far from the peaks of April 1946. 
Municipal bonds recovered slightly during April and May 
from the substantial slump of the preceding 11 months, but 
remained considerably below the April 1946 peak. The 
volume of new corporate security offerings during the first 
five months of 1947 was off sharply from the high levels of 
the last half of 1946, but new State and municipal financing 
so far this year has almost equaled the amount offered in the 
whole of 1946, chiefly because of large issues of State bonds 
to finance bonus payments to veterans.

The stock market decline carried Standard and Poor’s index 
of 402 stock prices to new low levels for the past two years 
around the middle of May, approximately 4 per cent below 
the previous postwar low point in October 1946 and 29 per 
cent below the postwar peak. All major groups— industrials, 
rails, and utilities— reached new postwar lows, with railroad 
share values 11 per cent below the October 1946 level. 
Shares of distilleries, textiles (including apparel), and retail 
trade concerns were below their October 1946 low points, 
while automobile, chemical, copper, and oil shares remained 
above the October lows. The industrial group of the Dow- 
Jones stock price averages, however, failed to pierce its pre
vious low point, indicating that the comparatively few stocks 
included in that average, largely "blue chips,” fared somewhat 
better than the rank and file of industrial securities.

Prices of lower grade railroad and other junior bonds also 
declined during May, in sympathy with the decline in stock 
prices, but high grade issues, including municipal and cor
porate bonds as well as Government bonds, remained firm. 
The decline in lower grade bond prices had been in progress 
since March 1946. Higher grade issues, on the other hand, 
have risen in price this year following their decline in 1946. 
The average yield on long term taxable Treasury bonds rose 
from 2.08 per cent in April 1946 to 2.28 in September, while 
Moody’s Aaa corporate bond yield rose from 2.46 per cent 
in April 1946 to 2.61 in December. By the third week of 
May 1947, the Government bond yield had fallen to 2.19 per 
cent and the high grade corporate bond yield to 2.53. The 
"municipals” have been an exception among the better grades 
of bonds; Standard and Poor’s average yield on municipals 
advanced from a low point of 1.45 per cent in April 1946 
to a high of 2.02 in March of this year and has declined only 
slightly since then. The elimination of the excess profits tax 
and actual and potential decreases in surtax rates on indi
vidual incomes, and consequent reduction in the value of

the tax exemption feature of municipal bonds, have been 
major factors in this decline in the prices of such bonds, 
although the prospect of a substantial increase in the volume 
of new issues, especially State bonus issues, has also been 
a factor of some importance. Recent firmness in "gilt-edge” 
bond prices apparently reflects the failure of the new supply 
of such securities to equal demand.

As the accompanying chart shows, the spread between 
yields of the various classes of securities has widened con
siderably during the past year. The differential between yields 
of the highest grade bonds and yields of medium grade bonds 
and high grade preferred stocks has increased only moderately. 
But the spread between yields of high grade bonds and yields 
of common stocks has widened substantially, partly because 
of the fall in stock prices and partly because of the increase 
in dividend payments. It is now the greatest since early in
1943, and, except for war and depression periods, has never 
been so wide during the past thirty years at least.

N ew  Secu r ity  Issues

In the first five months of 1947, new corporate security 
issues totaled not quite 2 billion dollars, representing an aver
age monthly volume approximately 35 per cent below that 
which prevailed during the latter half of 1946. This decline 
apparently is not more than partially connected with the 
recent unsettlement in the securities markets, since the markets 
were anything but settled during most of the second half 
of last year. The principal decrease came in the volume of

Yields on Long Term Bonds and Stocks
P E R C E N T

Source: U. S. Government bonds, Treasury Department; 35 high grade 
noncallable preferred stocks, Standard & Poor’s Corporation; 20 Aaa corporate 
bonds, 30 Baa corporate bonds, and 200 common stocks, Moody’s Investors 
Service.
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new offerings for capital expansion, but new money issues 
in 1947, nevertheless, have been more than twice the volume 
of the corresponding months of 1946. Refundings continued 
at the low levels obtaining in the later months of last 
year. Public utility issues accounted for a growing proportion 
of total new financing this year, and it is in this sector that 
large-scale offerings of new money issues are anticipated, in 
view of announced plans for further extensive capital expendi
tures by electric utility and communications companies.

The volume of new municipal securities offered in the 
capital markets in the first five months of this year amounted to
1.1 billion dollars, an amount less than 100 million dollars 
short of the total of such issues floated in the entire year 1946. 
Practically all of the issues sold in 1947 were ‘ new capital” 
issues, but the concept of new money issues as applied to 
municipal securities does not always have the same meaning 
as in the case of new corporate flotations. For example, among 
the new capital "municipal” securities offered were two large 
issues of the States of Michigan (200 million dollars) and 
Illinois (300 million), respectively, the proceeds of which 
are to be used for the payment of bonuses to veterans. Further 
substantial State and municipal financing is anticipated in the 
market, despite the fact that many planned public works 
projects have been postponed owing to high costs.

BANK LOANS SINCE THE END OF THE W A R

In the last issue of this Review it was pointed out that 
between the end of 1946 and March 26, 1947, total loans of 
the weekly reporting banks in 101 centers showed a modest 
increase which was accompanied by a notable shift from low 
yielding security loans to higher yielding business financing. 
The inauguration of a new series on the principal assets 
and liabilities of all member banks as of the last Wednesday 
of each month makes it possible to compare the loan experience 
during the first quarter of 1947 of the weekly reporting banks, 
whose operations are more largely of a money market char
acter, with that of the remaining member banks, whose busi
ness is of a more local nature.

TABLE I
Changes in Member Bank Loans in the First Quarter of 1947 

Classified by Type of Loan and Bank 
(Amounts in millions of dollars)

Type of bank

Loans on 
securities Other loans Total

Amount
Per
cent Amount

Per
cent Amount

Per
cent

Weekly reporting banks —816 — 32.8 +1,043 +7.3 +227 +1.4

Nonreporting banks---- — 97e —20.1 +  788e +8.3 +691 +6.9

Total...................... —913e —30.7 +l,831e +7.7 +918 +3.4

e Estimated.

TABLE II

Half-Year Changes in Total Loans of Insured Banks by Type of Bank 
June 1945-December 1946 

(Amounts in millions of dollars)

Period

Member banks Nonmember

Weekly
reporting* Nonreporting

Amount
Per
centAmount

Per
cent Amount

Per
cent

July-December 1945. .. +1,679 +11.8 +  509 +  8.0 +  202 +  7.2
January-June 1946. . . . — 887 — 5.6 +1,414 +20.5 +  499 +16.7
July-December 1946... +1,691 +11.3 +1,703 +20.5 +  549 +15.7

Total— 18 months. +2,483 +17.5 +3,626 +56.9 +1,250 +44.8

* End-of-month data estimated from Wednesday figures.

As might have been expected, the increase during the first 
three months of this year in loans of member banks outside 
the principal cities was larger than the increase in loans of 
weekly reporting banks, on both a dollar and a percentage 
basis. The smaller drop in security loans (in both absolute 
and relative terms) and their lesser importance in the total 
loans of the former largely accounted for the difference. 
Furthermore, the increase in all other loans, as is shown in 
Table I, was proportionately slightly greater at those banks. 
This was probably because of the greater importance of real 
estate loans, which apparently were rising at a faster rate 
than commercial and industrial loans.

Since the end of March (through May 21) total loans of 
the weekly reporting banks in 101 cities have declined 74 
million dollars. While several similar reductions since the end 
of the war reflected a decrease in security loans, this time the 
drop in total loans resulted from a contraction of 308 million 
dollars in loans to business. No data later than the first quarter 
are yet available for the remaining banks, but apparently the 
rising tide of business loans has slackened to a point where 
normal seasonal influences may cause at least a temporary 
decline.

Differences in the changes in loans of banks in leading cities 
and of other member banks similar to those observed in the 
first quarter of 1947 have in fact prevailed during most of the 
period since the end of the war. In the 18 months from June 
30, 1945— a point about midway between V-E Day and V-J 
Day— to the end of 1946, total loans of weekly reporting 
member banks expanded by 2,483 million dollars or 17.5 per 
cent, while loans of the other member banks rose 3,626 million 
or 56.9 per cent. Loans in a third group of banks— nonmember 
insured banks— increased by 1 Va billion dollars, or 44.8 per 
cent, almost as high a rate as at the nonreporting member 
banks.
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The similarities and differences in the behavior of loans of 
these three groups of banks are brought out in Table II. In 
the last half of 1945, total loans of weekly reporting banks 
rose faster than those of the other two groups. During the 
following half year loans of reporting banks declined while 
loans of the other two groups expanded at a sharply acceler
ated pace. Reporting banks’ loans resumed their expansion in 
the last half of 1946, but the percentage rate of increase fell 
short of that for the other two classes of banks.

Some, but not all, of the disparity in growth of loans of the 
three groups of banks can be attributed to differences between 
the groups in the relative volume of loans for purchasing or 
carrying securities. Such loans did not show much net change 
in the last six months of 1945 because both June and Decem
ber totals were affected by War Loan drives and Government 
security loans were at their peak. The differences in total 
loan expansion during the last half of 1945 must, therefore, 
be accounted for by movements in other kinds of bank credit. 
In the first half of 1946, however, Government security loans 
dropped sharply, and, since such loans were concentrated to 
a considerable degree at the weekly reporting banks in the 
principal cities, total loans of this group showed a decline. 
The reporting banks’ loans on securities were reduced by about 
the same amount in the ensuing six months, but in this latter 
period their other loans increased fast enough to produce an 
increase in total loans.

As indicated in Table III, loans to business and agriculture 
expanded at widely varying rates in these 18 months and most 
of the divergencies between the groups of banks, in so far as 
they are not attributable to security loans, may be accounted 
for by these differences. In the last half of 1945, business 
loans rose considerably at all three groups of banks as industry 
rapidly shifted from a wartime to a peacetime basis. Inven
tories in the aggregate declined somewhat, but their character 
drastically changed from war goods, carried in large part by 
advance and progress payments from the Government, to 
peacetime goods which had to be financed by other means. 
Agricultural loans in the meantime declined noticeably and, 
since such loans are largely concentrated in the nonreporting 
member banks and nonmember banks, the rate of increase in 
the two types of loans combined was notably less in those two 
groups of banks than in the reporting banks.

In the first half of 1946, business loans continued to expand 
rapidly at nonreporting member banks and nonmember banks, 
while agricultural loans at the same banks increased seasonally. 
At the reporting banks in the 101 cities, both business and 
agricultural loans rose only modestly, apparently because the 
increase in civilian manufacturing inventories was financed 
through sales and redemptions of Government securities.

TABLE III
Half-Year Changes in Commercial, Industrial, and Agricultural 

Loans of Insured Banks by Type of Bank 
June 1945-December 1946 

(Amounts in millions of dollars)

Member banks Nonmember

Weekly
reporting* Nonreporting

Period
Amount

Per
cent Amount

Per
cent Amount

Per
cent

July-December 1945. .. +1,315 +22.2 +  269 +11.8 +  59 +  6.5

January-June 1946....... +  321 +  4.4 +  437 +17.1 +166 +17.1

July-December 1946... +2,681 +35.4 +  795 +26.6 +199 +17.5

Total— 18 months. +4,317 +72.8 +1,501 +65.7 +424 +46.5

* End-of-month data estimated from Wednesday figures.

Inventories on all levels advanced sharply in the final 
half of 1946 as prices rose substantially. Business credit at 
all classes of banks increased by a third or more, but, because 
agricultural loans declined, combined business and agricul
tural loan expansion in the nonreporting member and non
member banks was less rapid than in the reporting banks.

Real estate loan expansion, after a slow start in the last half 
of 1945, moved up rapidly in the following half year and main
tained the rate of increase in the six months thereafter. Loans 
of this type at all groups of banks showed similar increases, 
although the greatest growth was at nonreporting member 
banks. Lifting of controls on nonresidential building, and 
then the housing program, contributed to the outpouring of 
credit in this field. Reimposition of controls over nonresi
dential construction after the first four months of 1946 had 
little effect because construction was largely limited by 
materials rather than demand.

After rising moderately in the last six months of 1945, all 
other bank loans— mainly consumer credit— increased at a 
much accelerated pace in 1946, as a large volume of durable 
goods became available. Nonreporting and nonmember 
banks showed the greatest percentage gains in both halves of 
the year, perhaps because more and more banks outside the 
large centers have been entering the consumer credit field.

The over-all growth of loans in the 18-month period, 
coupled with the Treasury’s debt retirement program, has 
markedly increased the ratios of loans to total assets in the 
various groups. Because of the relatively greater reduction in 
their holdings of Government securities through redemptions 
and sales, the weekly reporting banks showed a greater 
increase in this ratio than did the other two groups. Thus, 
for the weekly reporting member banks the proportion was 
raised from a little over one sixth in June 1945 to somewhat 
less than a fourth by December 1946, only a little lower than
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the ratio that prevailed in June 1939. Although the ratio 
was also raised for the other two groups of banks, in neither 
case did it approach the prewar proportion. Nonreporting 
member banks raised their loan ratio from about one seventh to 
about one fifth, which is still significantly lower than the prewar 
fraction of approximately one third. Nonmember insured 
banks, which had the highest prewar proportion (nearly 40 
per cent), showed an increase from almost one sixth in 
June 1945 to one fifth in December 1946. The continued 
rise in loans and the further retirement of Federal debt 
in the first quarter of 1947 have undoubtedly resulted in a 
further increase in the ratios of loans to total assets. The 
restoration of the prewar importance of loans in the banks’ 
assets will depend on the effects on bank holdings of Treasury 
securities of the future tax, expenditure, and public debt poli
cies of the Government, as well as on the public’s demands for 
bank credit.

CONSUMER LENDING BY SECOND DISTRICT  
M EM BER BANKS

The large-scale growth in consumer lending since the end 
of the war has carried the total of such credit to record levels, 
and has prompted the following analysis of the extent to 
which the member banks in this District, both in number and 
in dollar amount, are now participating in this field of credit. 
In general, the analysis indicates that almost all of the Dis
trict’s member banks had consumer loans of some sort at the 
close of 1946, although the average volume was small in most 
banks, the bulk of the District’s volume being held by the 
larger banks. The analysis also indicates, however, that con
sumer loans, relative to total loans, were much more important 
for the up-State banks than for the central reserve New York 
City banks.

Consumer loans in the Second District member banks totaled 
757 million dollars on December 31, 1946, compared with 
422 million on June 30, 1945, just prior to the end of the 
war, and made up slightly less than one quarter of the volume 
of such loans by all member banks in the United States. As 
may readily be seen in Table I, the 37 central reserve New 
York City banks and the 74 largest banks outside New York 
City, which together constitute only about one seventh of the 
member banks in the District, held 80 per cent of the total 
dollar volume of loans to individuals in the District on Decem
ber 31, 1946. Among the various classes of consumer loans, 
they held about 60 per cent of both retail automobile loans 
and repair and modernization loans, 89 per cent of retail loans 
other than automobile, 86 per cent of single-payment loans, 
and 72 per cent of instalment cash loans.

The total volume of consumer loans made by individual 
banks is important primarily in relation to the volume of their 
total loans. Table II shows, by size of bank, the average dollar 
volume of the various types of consumer loans, and also the 
percentage of each type of consumer loan to the average vol
ume of total loans. Among the large central reserve New 
York City banks, which carry the bulk of the District volume, 
consumer loans account for only 8 per cent of total loans, in 
contrast to a range of 14.4 per cent to 20.3 per cent in the 
four size-groups in the remainder of the District. Commercial 
and industrial loans and loans for purchasing and carrying 
securities represent such a large part of the aggregate loan 
portfolios of the New York City banks (87 per cent on Decem
ber 31, 1946) that they tend to relegate the substantial volume 
of consumer loans to a comparatively minor position. In the 
up-State banks, on the other hand, the large proportionate 
volume of consumer loans, coupled with the fact that such 
loans carry relatively high interest rates, emphasizes the impor

TABLE I
Distribution of Loans to Individuals among the Different Sized Member Banks in the 

Second Federal Reserve District as of December 31, 1946 
(Dollar volume in millions)

Retail auto 
instalment 

paper

Other retail 
instalment 

paper

Repair and 
modernization 

instalment 
loans

_ Personal 
instalment 
cash loans

Single
payment

loans

Total loans 
to

individuals

Size of bank as measured by total deposits Dollar
volume Per cent

Dollar
volume Per cent

Dollar
volume Per cent

Dollar
volume Per cent

Dollar
volume Per cent

Dollar
volume Per cent

Outside central reserve New York City
Under $2 million........................................

(150 banks)
0.9 2.7 0.3 0.5 0.4 0.7 1.3 1.0 2.2 0.5 5.1 0.7

$2 to $5 million..................................................
(264 banks)

3.0 8.9 0.9 1.6 3.4 5.6 8.0 6.1 12.3 2.6 27.6 3.6

$5 to $20 million........................................
(276 banks)

10.1 29.9 5.1 9.0 20.8 34.1 27.3 21.0 51.0 10.7 114.3 15.1

$20 million and over...................................
(74 banks)

13.5 39.9 12.6 22.2 16.3 26.7 26.7 20.5 85.6 18.0 154.7 20.4

Central reserve New York City banks................
(37 banks)

6.3 18.6 37.8 66.7 20.1 32.9 67.0 51.4 324.0 68.2 455.2 60.2

Total Second District........................................
(801 banks)

33.8 100.0 56.7 100.0 61.0 100.0 130.3 100.0 475.1 100.0 756.9 100.0
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TABLE II
Average Volume* of Loans to Individuals in Different Sized Member Banks in the Second Federal Reserve District and 

the Proportion of Each Type to Average Total Loans as of December 31, 1946 
(Dollar volume in thousands)

Retail auto 
instalment 

paper

Other retail 
instalment 

paper

Repair and 
modernization 

instalment 
loans

Personal 
instalment 
cash loans

Single
payment

loans
Total loans 

to
individuals

Size of bank as measured by total deposits
Average
dollar

volume

Per cent of 
average 
total 
loans

Average
dollar

volume

Per cent of 
average 

total 
loans

Average
dollar

volume

Per cent of 
average 

total 
loans

Average
dollar

volume

Per cent of 
average 
total 
loans

Average
dollar

volume

Per cent of 
average 

total 
loans

Average
dollar

volume

Per cent of 
average 

total 
loans

Outside central reserve New York City

Under $2 million................................ ........ 9 3.4 5 1.9 8 3.0 14 5.3 23 8.7 38 14.4

$2 to $5 million.......................................... 15 2.2 7 1.0 22 3.3 35 5.2 59 8.8 107 16.0

$5 to $20 million........................................ 44 2.1 31 1.5 89 4.3 105 5.1 222 10.8 416 20.3

$20 million and over................................... 204 1.6 209 1.6 240 1.8 359 2.8 1,205 9.3 2,088 16.0

Central reserve New York City banks................ 450 0.3 2,522 1.5 1,340 0.8 2,575 1.5 10,452 6.1 13,388 7.8

Total.................................................. 55 0.5 129 1.3 117 1.2 191 1.9 747 7.4 979 9.7

* Only those banks reporting consumer loans were used in computing average dollar volume in each classification.

and the proportion became progressively smaller as the size 
of the bank increased. Retail loans other than automobile 
loans varied irregularly among the various sized banks of the 
District and ranged from 1.0 per cent to 1.9 per cent of total 
loans. Repair and modernization loans and single-payment 
loans both were largest relative to total loans in the medium 
sized up-State banks (those with total deposits of 5 to 20 
million dollars).

The proportionate number of member banks, in various 
sized groups, holding consumer loans of different kinds at 
the close of 1946 is shown in Table III. The table reveals 
that %V2 per cent of the District’s members were participating 
to some extent in some segment of the consumer loan field. 
Participation was not so widespread among all the different 
types of loans, however. Only 55 per cent of all member 
banks held retail instalment loans other than automobile loans, 
and only 65 per cent carried repair and modernization loans; 
participation in the remaining categories ranged from 76 per 
cent to not quite 85 per cent of the banks. A  relatively small 
proportion of the central reserve New York City banks held 
consumer loans other than cash instalment loans and single- 
payment loans. In fact, the proportion of New York City 
banks having consumer loans of any type was smaller than 
among other groups of banks in the District except the smallest 
banks. Outside New York City, the proportion of banks 
engaged in consumer lending varied directly with the size 
of the banks.

The number of member banks making consumer instalment 
loans is available for December 31, 1940, when outstanding 
consumer credit was near its prewar peak. A comparison of 
those figures with the December 31, 1946 data gives a good 
indication of the extent of member bank entry into the con

tance of consumer credit for these banks from an income- 
producing standpoint. Despite the high proportion of con
sumer loans to total loans in most Second District banks, the 
low average volume, especially for the smaller banks, indicates 
that many of the banks of the District have refrained from 
aggressive expansion in this field. The policy which they have 
followed obviates the necessity of setting up specialized con
sumer loan or personal loan departments, and utilizes existing 
personnel with no great increase in over-all expense.

Among the different types of consumer loans, single-pay
ment loans amounted to five eighths of all consumer loans 
carried by Second District member banks at the end of 1946 
and, relative to total loans, were the most important consumer 
credit component in all size-classes of banks. The largest 
fraction of total loans represented by either retail automobile 
loans or instalment cash loans was in the smallest sized banks

TABLE III
Percentage of the Total Number of Member Banks in Different Sized 

Groups in the Second Federal Reserve District Having Consumer 
Loans of Various Types on December 31, 1946

Banks outside New York City 
with deposits Central

reserve
Type of loan

Under $2 
million

$2-$5
million

$5-$20
million

$20 
million 

and over

New
York
City

banks

All
member

banks

Retail auto instalment. 66.7 76.9 83.3 89.2 37.8 76.5

Other retail instalment. 40.0 53.8 59.4 81.1 40.5 55.1

Repair and moderniza
tion instalment......... 32.0 59.1 84.8 91.9 40.5 65.0

Personal instalment.. . . 62.0 86.4 93.8 100.0 70.3 84.9

Single-payment............. 64.0 78.8 83.3 95.9 83.8 79.4

Consumer loans of any 
or all types............... 87.3 98.1 99.6 100.0 91.9 96.5
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sumer loan field as a whole, and of the growth of average 
instalment loan holdings in particular, during the intervening 
period. Between the two dates, the number of member banks 
having no instalment loans declined from 153 to 46 or from 
more than one fifth of the total number to less than 6 per cent. 
The number of banks carrying an instalment loan volume of 
more than $100,000 increased from 181 to 278.

ECONOMIC REHABILITATION OF GREECE

Official and public discussion of the Greek-Turkish aid 
bill, which was signed by President Truman on May 22, has 
thrown much new light upon the current economic and finan
cial position of Greece, and upon the serious delays in the 
progress of recovery in that unfortunate country.

Greece emerged from the German occupation on October 
18, 1944 in a gravely weakened economic condition. A  hyper
inflation generated by Axis occupation charges had virtually 
annihilated the value of the old drachma note circulation, 
which was converted into a new drachma currency on Novem
ber 10, 1944 at a rate of 50 billion old to one new drachma. 
Acute shortages of seed, farm equipment, and other agricultural 
supplies had reduced cultivated acreage by roughly 25 per 
cent below prewar levels, while harvests had fallen off even 
more disastrously. Although industrial installations had suf
fered comparatively little wartime damage, production had 
gradually ground to a complete standstill as a result of infla
tionary destruction of business confidence and banking credit, 
unavailability of fuel and other raw material imports, and 
nonreplacement of depreciated capital equipment. Railway 
communications had been thoroughly disrupted by the retreat
ing Germans and roads rendered hardly passable by lack of 
maintenance. Thousands of peasants had been made homeless 
by German reprisals against their villages, while widespread 
starvation in the cities was being averted only through regu
lar relief distributions by the International Red Cross. Public 
health had been seriously undermined.

The acute economic hardships inflicted by the occupation 
had fostered a growth of extremist political groups, particu
larly among the resistance forces of the Left. An attempted 
Leftist coup d'etat in December 1944 was only narrowly averted 
through intervention by the British military forces in Athens. 
Subsequent maintenance of British troops in Greece, together 
with British subsidization of the Greek security forces, safe
guarded a series of interim governments from renewed extrem
ist attack and permitted restoration of democratic government 
by elections held in March 1946 in the presence of American, 
British, and French observers.

British subsidization of the Greek security forces also con
tributed strongly to economic recovery by relieving the Greek

Government of heavy fiscal burdens. Prewar expenditure of the 
Greek Government on behalf of its military and security forces 
had accounted for roughly 33 per cent of total budgetary out
lay. Of much greater significance on the economic side, how
ever, have been huge foreign grants and credits for relief and 
reconstruction, primarily supplied (directly or indirectly) by 
the United States. UNRRA shipments have exceeded 400 mil
lion dollars,1 of which the United States contributed roughly 
72 per cent, while other official American grants and credits 
have amounted to a further 196 million dollars. Great Britain 
waived repayment of its 1940 loan to Greece, of which a bal
ance of approximately 20 million pounds remained as of 
January 1946. Private relief shipments to Greece from various 
sources have probably exceeded 15 million dollars. Repara
tions of 150 million dollars from Italy and Bulgaria, although 
of uncertain ultimate value, were granted to Greece by the 
Paris Peace Conference. Charitable remittances, a normal 
credit item in the prewar balance of payments, probably 
approached 50 million dollars during 1945-46, while service 
of the externally held public debt, a normal debit item, has 
been entirely suspended. The magnitude of the foreign eco
nomic and military assistance supplied to date attains greater 
significance if compared with a prewar national income of 
Greece approximating 500 million dollars and an import level 
of 130 million dollars in 1938.

Provision of foreign assistance on such a scale has in fact 
resulted in extensive recovery of certain sectors of the Greek 
economy. Aided by huge UNRRA imports of agricultural sup
plies and equipment and by favorable weather, agricultural 
food production recovered in 1946 almost to prewar levels.2 
Wheat output, for example, approximated 98 per cent of the
1935-38 average. Industrial production of certain major con
sumers’ goods has also shown considerable recovery; thus, out
put of cotton and wool textiles rose to roughly 70 per cent 
of prewar levels during the closing months of 1946. In other 
major sectors of the economy, however, the rate of progress 
has been most discouraging and, according to the American 
Economic Mission recently returned from Greece, has not been 
’ commensurate with the foreign aid given.”

Particularly unfortunate has been the absence of any mobi
lization of internal Greek resources for the reconstruction of 
communications and rural housing. Drachma appropriations 
for nonmilitary reconstruction in the 1946-47 budget amounted 
to less than 4 per cent of total anticipated government outlay. 
Although the importation of nearly 7,000 trucks by UNRRA  
considerably relieved the initial transport deficiency, the normal 
interregional exchange of goods remains severely handicapped, 
with a consequent drag upon the recovery of real income.

1 Including freight and related charges.
2 The lack of rainfall in recent months may, however, result in seri

ous reductions of 1947 crop yields below 1946 levels.
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Even more unfortunate has been the severe delay which has 
occurred in the recovery of the export crops upon which the 
Greek economy so strongly depends for payment of its normal 
imports. Tobacco and currant harvests, together providing 
roughly 60 per cent of prewar foreign exchange receipts, 
recovered in 1946 to no more than 51 and 28 per cent, respec
tively, of their 1935-38 averages. The slowness with which 
tobacco output is recovering is attributable in part to pessi
mistic expectations created by wartime destruction of the Ger
man market, which absorbed no less than 50 per cent of the 
total tobacco export volume in 1938. Wartime destruction 
of currant vines has retarded the revival of harvest yields. 
Perhaps most important of all, the acute difficulties encoun
tered by growers in disposing of even existing stocks of 
tobacco and other export products at official exchange levels 
has seriously discouraged new plantings, thereby unneces
sarily lengthening the period of dependence upon foreign 
aid.

On the fiscal and monetary side, the record of the past two 
years is hardly better. Conversion of the virtually worthless 
old drachma circulation into a new drachma issue in November
1944, together with the prospective arrival of heavy relief 
shipments, secured a striking revival of confidence which sur
vived even the shock of the December revolution. Over suc
ceeding months, however, continuing inflationary financing 
of huge governmental deficits by note issue expansion rapidly 
undermined faith in the new drachma; a renewed burst of 
hyperinflation in the closing months of 1945 reduced the new 
currency unit to less than 4 per cent of its initial value. A  
second major stabilization operation undertaken in January
1946 halted the inflation by authorizing unlimited sales of 
gold by the Bank of Greece at the market price and by revok
ing virtually all restrictions on private commodity imports. 
Over the remainder of the year, heavy net sales of gold and 
foreign exchange, coupled with large net receipts from the sale 
of UNRRA supplies, effectively offset the inflationary pressures 
generated by continuing budgetary deficits, credit expansion, 
and speculation. At the cost of virtually exhausting the avail
able gold and exchange reserves of the Bank of Greece, average 
retail price increases during 1946 were limited to hardly more 
than 6 per cent. Unfortunately the breathing space thus pur
chased at such heavy cost could not be, or at any rate was 
not, put to effective use, with the result that, since early 1947, 
the prospect of further substantial foreign assistance has con
stituted the only barrier to renewed inflation.

The American Mission which recently returned from Greece 
estimated that over the current year ending on March 31,
1948, Greece would have available roughly 55-60 million dol
lars from unused Surplus Property credits, the residual of an 
Export-Import Bank loan granted in January 1942, and undis

tributed UNRRA supplies, to set against a prospective foreign 
exchange deficit of approximately 300 million dollars. To 
close the remaining gap of approximately 240 million dollars, 
the Mission has recommended allocation of 190 million dollars 
from the Greek-Turkish aid bill together with 50 million dol
lars from the post-UNRRA relief bill.

While the required distribution of American assistance 
among various uses cannot be precisely anticipated at the 
moment, it is of the utmost importance that American financial 
aid should be employed, so far as possible, to restore productive 
and export capacity rather than to finance current consumption 
in excess of basic requirements. Effective implementation of 
such a policy will probably demand, on a temporary basis, 
efficient exchange and import controls designed to prevent 
wastage of exchange on luxury imports as well as on capital 
flight. Drastic fiscal reforms must also be undertaken before 
imports of essential consumption items can be reduced to basic 
requirement levels, thereby releasing exchange for capital goods 
imports. According to budgetary estimates reported by the 
American Mission to Greece, nearly 50 per cent of total antici
pated budgetary expenditure in drachmas during the current 
fiscal year must be financed through governmental sale of con
sumption imports provided free of charge by the United States. 
The volume of free consumption imports required for this 
fiscal purpose will exceed, perhaps substantially, the volume 
of relief supplies required to close the gap between basic 
import requirements and exchange availabilities from exports, 
remittances, etc. Immediate and drastic fiscal reforms designed 
to expand drachma revenues and curtail all unnecessary 
drachma outlay would thus appear to be a major prerequisite 
of maximum allocation of American financial aid to capital 
goods imports. Numerous reports from Greece suggest that 
the scope for such fiscal reforms is considerable.

DEPARTM ENT STORE TRADE

The dollar volume of department store sales in the Second 
Federal Reserve District during May is estimated at about 10 
per cent above the level of May 1946. The seasonally adjusted 
index of sales for May 1947 is about 7 per cent higher than 
for April and only about 3 per cent below the all-time high 
reached in August 1946; it has been rising in each month since 
February. However, when price increases are taken into 
account, it is probable that the physical volume of sales is 
below the level of a year ago. The Bureau of Labor Statistics 
estimates that clothing and housefurnishings prices in New 
York City during the first four months of 1947 averaged 20 
per cent higher than a year ago. Moreover, the rise of about 
30 per cent in retail food prices which occurred during the 
same interval has left a smaller proportion of consumers’ 
incomes available for the purchase of department store type
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Indexes of Department Store Sales and Stocks,
Second Federal Reserve District*

(Adjusted for seasonal variation, 1935-39 average— 100 per cent)

1945 1946 1947
* May 1947 sales estimated.

merchandise. It is significant that basement store sales for 
the first four months of 1947 were 22 per cent greater in dollar 
volume than last year, whereas main store sales for the same 
period increased in dollar volume by only 6 per cent.

By the end of April department store stocks in this District
Department and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from the Preceding Year

Net sales

Stocks on
Locality Jan.through hand

April 1947 April 1947 April 30, 1947
Department stores, Second District___ +  2 +10 +28

New York City................................... — 1 +  9 +25
Northern New Jersey......................... +  3 +  8 +17

Newark............................................ 0 +  6 +14
Westchester and Fairfield Counties. . +  1 +10 +37

Bridgeport....................................... +  1 +  8 +34
Lower Hudson River Valley.............. +11 +12 +51

Poughkeepsie................................... +  2 +  6 +42
Upper Hudson River Valley.............. +  6 +10 +34

Albany............................................. +  10 +10 +37
Schenectady..................................... — 2 +  9 +29

Central New York State................... +  8 +  13 +38
Mohawk River Valley.................... +  6 +  8 +26

Utica............................................ +  2 +  7 +21
Syracuse........................................... +  9 +  15 +45

Northern New York State................. +24 +15 —

Southern New York State................. +13 +15 +48
Binghamton..................................... +  9 +11 +48
Elmira.............................................. +11 +12 +42

Western New York State.................. +  9 +  9 +41
Buffalo............................................. +  9 +  8 +41
Niagara Falls................................. +  3 +11 +34
Rochester......................................... +  8 +  12 +42

Apparel stores (chiefly]NewYork City). — 14 — 4 +36

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District
(1935-39 average —100 per cent)

Item

1946 1947

April February March April

Sales (average daily), unadjusted................ 219 188 229 223
Sales (average daily), seasonally adjusted.. 221 224 229 235

Stocks, unadjusted........................................ 182 231 241 233
Stocks, seasonally adjusted.......................... 180 249 242 230

were beginning to be affected by the reduction which has been 
taking place for the past eight months in the volume of the 
stores’ outstanding orders. Although the retail value of stocks 
at the end of April was 28 per cent greater than at the same 
date a year ago, the seasonally adjusted index of stocks declined 
for the second consecutive month, and on April 30 was about 
8 per cent below the peak reached at the end of February of 
this year. Receipts of merchandise by the stores for March 
and April combined were about 7 per cent below the same 
two months of 1946, and this probably accounted for most of 
the decline in the index of stocks. It is true that larger than 
usual markdowns have been taken in some lines, particularly 
women’s apparel and off-brand appliances, but these have been 
offset to some degree by rising prices in other types of mer
chandise, so that the net effect of price changes upon the total 
value of store stocks is uncertain.

Following their continued decline during April, outstanding 
orders at the end of the month were 60 per cent lower than a 
year previous. Stores have been reverting to the prewar prac
tice of placing initial orders for only a part of the expected 
seasons requirements, planning to reorder if the goods sell 
well. They are insisting upon much shorter deliveries than 
prevailed during the war and immediate postwar period. Selec
tive cancellations of overdue orders have also been made.

Indexes of Business

1946 1947
Index

April February March April

Industrial production*, 1935-39 = 100........
(Board of Governors, Federal Reserve 

System)

165 189 190 187 p

Electric power output*, 1935-39 = 100.......
(Federal Reserve Bank of New York)

191 224 227 224p

Ton-miles of railway freight*, 1935-39 = 100 
(Federal Reserve Bank of New York)

145 202 213p 203p

Sales of all retail stores*, 1935-39 = 100.......
(Department of Commerce)

236 281 278p

Factory employment
United States, 1939 = 100J...................... 139 154 154 153 p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100............... 124 133 133 130p
(New York State Dept, of Labor)

Factory payrolls
United States, 1939 = 100J...................... 255 311 314p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100............... 245 283 286 271p
(New York State Dept, of Labor)

Income payments*, 1935-39 = 100.............. 236 264 263p
(Department of Commerce)

Composite index of wages and salaries*# 
1939 = 100.................................................. 155 169 170p
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 = 100................ 131 153 156 156p
(.Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(Federal Reserve Bank of New York)
New York City........................ ................. 100 86 85 82
Outside New York City........................... 80 90 93 88

* Adjusted for seasonal variation. p Preliminary.
% Series revised beginning January 1945.
# A special monthly release tabulating the complete set of 15 indexes of hourly 

and weekly earnings computed by this bank will be sent upon request. A gen
eral discussion of the new indexes appeared in the November 1946 issue of this 
Review. Tabulations of the monthly indexes, 1938 to date, and description of 
component series, sources, and weights may be procured from the Research De
partment, Federal Reserve Bank of New York. A mimeographed article dis
cussing some of the technical problems involved is also available on request.
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INDUSTRIAL PRODUCTION

Federal Reserve index. Monthly figures; latest 
figure shown is for April.

CONSTRUCTION CONTRACTS AWARDED

F. W. Dodge Corporation data for 37 Eastern States. 
Nonresidential includes awards, for buildings 

and public works and utilities. Monthly 
figures; latest shown are for April.

WHOLESALE PRICES

Bureau of Labor Statistics* indexes. Weekly figures; 
latest shown are for week ended May 17.

MEMBER BANKS IN LEADING CITIES
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National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System May 28, 1947)

INDUSTRIAL output and employment declined slightly in April. Value of department store 
sales continued to show usual seasonal changes in April, but increased somewhat in May. 

The general level of wholesale commodity prices declined somewhat in April and showed little 
change in the first three weeks of May.

In d u s t r ia l  Pr o d u c t io n

Industrial production declined slightly in April according to the Board’s seasonally 
adjusted index, which was at a level of 187 per cent of the 1935-39 average for April as com
pared with 190 in March. Output of both durable and nondurable manufactures and of minerals 
was below the March rate.

A slight decrease in activity in the durable goods industries in April reflected mainly 
work stoppages at plants producing communication equipment and small declines in output 
of building materials after allowance for usual seasonal changes. Output of nonferrous metals 
and products declined slightly in April as decreases in some fabricating industries offset further 
gains in activity at smelters and refineries. Steel production was at 94 per cent of capacity 
in April, as in March, and scheduled operations at steel mills during May have been maintained 
at this rate. Automobile output in April continued at an annual rate of about five million cars 
and trucks; and activity in other transportation equipment industries increased somewhat. 
A decline in automobile production is indicated for May, largely as a result of shortages of 
steel sheets.

Production of nondurable manufactures was in somewhat smaller volume in April owing 
mainly to a decrease in output of textiles. Activity in the rubber products industry was slightly 
below the exceptionally high first quarter levels when tires for passenger cars, trucks, and busses 
were being produced at an annual rate of 100 million as compared with about 60 million in 
1940. Production of most other nondurable goods in April showed little change from the 
March rate.

Output of coal declined 20 per cent from March to April, reflecting work stoppages at 
bituminous coal mines in the early part of the month. Production of crude petroleum and of 
metals continued to advance. Crude petroleum output rose further in the early part of May to 
a new record rate.

Em p l o y m e n t

Nonagricultural employment decreased by about 450,000 workers in April, according to 
Bureau of Labor Statistics figures as adjusted for seasonal variation by Federal Reserve. This 
decline was due chiefly to work stoppages in the telephone, bituminous coal, and electrical 
machinery industries. Employment in industries manufacturing nondurable goods, chiefly 
textiles and apparel, also declined. The number of persons unemployed increased slightly 
in April.

Co n s t r u c t io n

Total value of construction contracts awarded, as reported by the F. W . Dodge Corpora
tion, showed little change from March to April and was about one-fifth smaller than in April 
1946. Private residential and nonresidential awards declined, although awards usually show 
a seasonal increase in April. Awards for publicly-financed construction expanded further, 
reflecting chiefly a large increase in the volume of contracts for streets and highways.

D is t r ib u t io n

Department store sales continued to show little change in April, after allowance for 
usual seasonal changes. The Board’s adjusted index was 275 per cent of the 1935-39 average 
in April, compared with 277 in March and an average of 271 in the first four months of this 
year. In May dollar volume of sales showed less than the usual seasonal decline and in the first 
half of the month was 12 per cent larger than in the corresponding period of 1946.

Freight carloadings declined in April largely because of a sharp drop in coal shipments 
early in the month. Loadings of coal increased and shipments of most other classes of freight 
were maintained in large volume in the early part of May.

C o m m o d it y  Prices

Prices of most basic commodities showed little change in the early part of May, follow
ing declines in April. Prices of feed grains and copper advanced, while prices of rubber, wool 
tops, paint materials, and lumber declined. The general level of wholesale prices, according 
to the Bureau of Labor Statistics weekly index, has been at 147 per cent of the 1926 average 
since the middle of April as compared to an average level of 149 per cent in March.

T r e a s u r y  Fi n a n c e  a n d  Ba n k  Cr e d it

Treasury redemption for cash of part of the weekly maturing bill issues continued into 
May. Between April 17, when the program began, and May 22 one billion dollars of Treasury 
bills were retired. Largely as a result of these retirements Treasury War Loan deposits at com
mercial banks were reduced by about 800 million dollars in the five weeks ended May 21.

Although Federal Reserve Banks held most of the retired securities, their holdings of 
Treasury bills declined by considerably less than the amount retired, as some commercial banks 
sold bills to maintain their reserve positions. A further increase in monetary gold stock of 300 
million dollars during the five weeks and a small inflow of currency from circulation supplied 
member banks with reserve funds and thereby reduced the need for additional sales of securities 
to the Reserve System.

Commercial and industrial loans, which had expanded rapidly from the middle of 1946 
until March 1947, declined somewhat during April and the first half of May at banks in lead
ing cities. Real estate and consumer loans continued to increase. Government security holdings 
declined between the middle of April and the middle of May.
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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  OF  N E W  Y O R K

V olum e 29 J U L Y  1 94 7 No. 7

MONEY MARKET IN JUNE

The money market was subject to some pressure in the 
first week of June, but was easier thereafter until the closing 
days of the month. Increases in required reserves and in cur
rency in circulation, Treasury redemptions of maturing certifi
cates held by the Reserve Banks, and other transactions caused 
a sizable drain on reserves early in the month, and demands 
from member banks for Federal Reserve credit were heavy. 
Trading in immediately available reserve funds ("Federal 
Funds”) was commonly at 7/s  per cent during the first ten 
days of the month, and occasionally there was some trading 
at slightly higher rates. The reserve position of member banks 
was eased materially around the middle of the month, however, 
when large Treasury disbursements, including quarterly inter
est payments on the public debt of about 700 million dollars, 
provided the banks with substantial amounts of funds, and 
permitted the retirement of a considerable amount of Federal 
Reserve credit. Income tax collections caused a gradual drain 
of reserves from the banks during the latter half of the month, 
which was increased on June 26 by a Treasury withdrawal 
from War Loan deposit accounts for the retirement of 200 
million dollars of Treasury bills, most of which were held by 
the Reserve Banks. The banks’ losses of reserves through these 
operations were largely offset, however, by Government dis
bursements and by persistent and substantial payments from 
foreign accounts in this market, partly financed by the sale of 
gold shipped from abroad or released from foreign holdings 
here. Late in the month, however, renewed recourse to Federal 
Reserve credit was necessary.

Treasury debt redemption operations during the past month 
included the cash retirement of 1 billion of a 2.8 billion dollar 
issue of certificates of indebtedness maturing June 1, as well 
as the 200 million dollars of the Treasury bill issue maturing 
June 26. To cover these requirements and to meet other Gov
ernment expenditures, the Treasury withdrew 1.5 billion dol
lars from its War Loan deposit balances early in the month 
and close to 200 million on June 26. As a result of these with
drawals and additional credits, it is estimated that War Loan 
deposits will decline to about 800 million dollars by the end 
of the month, and another call of 300 million dollars is to be 
paid on July 1. Thus the termination on June 30 of the exemp

tion of such deposits from reserve requirements, six months 
after the Presidents proclamation of December 31, 1946 of 
the end of hostilities of World War II, will have no great 
effect on the member bank reserve positions.

As shown in the accompanying chart, the volume of War 
Loan accounts has been drawn down rapidly in the last year 
and one half, chiefly in connection with the Treasury’s heavy 
public debt retirement operations. These withdrawals have 
brought the total down from somewhat more than 24 billion 
dollars early in 1946 to less than three quarters of a billion 
on June 18, 1947. Since the Victory Loan drive, the major 
source of additions to War Loan deposits, which have recently 
been running at the rate of 400 to 500 million dollars a month, 
has been from sales of Savings bonds and notes. Further with
drawals, therefore, will necessarily be on a limited scale.

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 Treasury bonds receded during the past month, 
the December 2Vis of 1967-72 (the Victory Loan issue) fall
ing to a new low for the year at 102% on June 23, down 
9 /16  of a point since the end of May and almost %  of a 
point from the 1947 high. The decline in Treasury bond

U. S. Government War Loan Deposits, 1946-47*
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prices affected bank eligible as well as ineligible bonds, 
although the drop in prices of the long term ineligible issues 
was considerably greater. A minor recovery occurred toward 
the close of the month.

The decrease in prices started around the middle of May, 
but the major part of the decline occurred during June. The 
Treasury announced net sales of 339 million dollars of Gov
ernment securities for its investment and other accounts dur
ing May, and the Federal Reserve Banks also sold 18 million 
dollars of bonds in that month (and another 8 million in the 
first statement week of June). Although these transactions 
had little effect on Treasury bond prices during May, publica
tion of the figures on Treasury sales in May and data in the 
daily Treasury statements which were interpreted in the market 
as indicating further substantial sales of bonds in June appar
ently had greater effect on the Treasury bond market during 
the past month. The greater resistance to price decline shown 
by Treasury bonds which the banks are eligible to hold was 
attributed to continued demand from banks seeking to main
tain their earnings by acquiring the longer term securities, 
and to the more limited offerings of such bonds.

While the Government bond market was experiencing 
some unsettlement in June, the market for certificates of in
debtedness, particularly for the shorter maturities, evidenced 
some firmness in price (decline in yield) after the early part 
of. the month. Yields on short maturity certificates were com
paratively high in the first part of June because of selling by 
banks in need of reserves, and also by business corporations 
raising funds to meet tax payments and by a few institutional 
investors. After the announcement by the Treasury that it 
would replace the entire certificate issue maturing July 1,
1947 with a similar issue expiring a year later, there was sub
stantial trading in the maturing issue (and later in the new 
certificate on a when-issued basis). The easing of the money 
market around the middle of the month was accompanied by 
a considerable demand for the short maturities especially. 
Consequently, yields on near maturities declined during the 
month, while yields on the longer certificates remained un
changed or rose slightly.

M em ber  Ba n k  Credit

Total commercial, industrial, and agricultural loans of the 
weekly reporting member banks in 101 cities continued to 
decline seasonally during the past month; in the four weeks 
ended June 18 the reduction amounted to 106 million dollars. 
Business loans of the New York City banks declined in each 
of these weeks, but rose slightly in the week ended June 25. 
In the reporting banks in 100 other centers, commercial loans 
declined in the first two weeks and then made up a sizable 
part of the decrease in the next two. From the peak reached 
on April 2, business borrowing from the weekly reporting 
banks fell more than 500 million dollars to 10,633 million 
on June 18. Two thirds of this decline occurred at the New

York City banks, which at the peak accounted for less than 
40 per cent of the business loans of all the weekly reporting 
banks.

The falling off in loans in out-of-town centers appears to 
have been no more than seasonal. In New York City, however, 
only part of the decline can be attributed to seasonal influ
ences— to some extent, it has been the result of repayments 
of bank loans by corporations out of the proceeds of sales of 
new securities. In some small part, it may also have reflected 
the efforts of retail and other business organizations to reduce 
their inventories.

All other major types of loans rose at the weekly reporting 
banks. This increase more than offset the decline in commer
cial credits, so that in the four weeks ended June 18, total 
loans rose 178 million dollars to 16,981 million. Loans to 
brokers and dealers on Government and on other securities 
fluctuated widely, rising sharply in the week ended June 4 
in connection with dealer operations related to the June 1 
Treasury certificates and the flotation of new security issues 
of corporations and municipalities, and falling thereafter. On 
balance there was a sizable net gain in the period under 
review, most of which occurred in dealer borrowings from the 
New York City reporting banks. Real estate loans rose slightly 
and all other loans, largely to consumers, also advanced, chiefly 
among out-of-town banks.

Government security holdings of the weekly reporting mem
ber banks were reduced sharply in the first week of June, only 
partly as a result of redemptions of June 1 certificates, but 
increased in the two following weeks when the banks had 
more funds at their disposal. The gain in the latter period 
came chiefly in Treasury bill holdings and to a lesser extent in 
certificates, reflecting the temporary investment of additional 
reserve funds. In the week ended June 25, however, the banks 
sold a considerable amount of Treasury bills to the Reserve 
Banks as a result of renewed pressure on their reserve positions. 
Treasury bond holdings rose 124 million dollars during the 
four weeks ended June 18 to 27,316 million, a new high for 
the year, but holdings of Treasury notes were reduced by 171 
million dollars. For the period as a whole, there was a net 
decline of 314 million dollars in weekly reporting member 
banks’ certificate portfolios which reflected largely the first-of- 
month redemptions.

UNITED STATES FOREIGN TRADE SINCE 
THE W A R
United States export trade figures in recent months have 

reached unexpectedly high levels in the face of continued slug
gishness of imports, with the result that the trade-balance fig
ures, in conjunction with the dwindling of foreign countries’ 
gold and dollar reserves and of their unutilized dollar credits, 
have given rise to growing fears of a world-wide dollar 
shortage. May exports were the largest for any peacetime 
month. Exports in the first quarter of 1947 averaged 384 per
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cent above the 1936-38 level; only a part of this increase was 
accounted for by higher prices, the expansion in physical vol
ume being double the price rise.1

Imports during the first quarter were the largest since 1920, 
and exceeded the 1936-38 average by 127 per cent. Their 
consistently upward trend since the war is mainly due, how
ever, to the rise in prices, which now average double those 
of 1936-38. Physical volume since V-J Day has not been 
greatly above prewar, nor has it tended to expand in recent 
months.

The postwar increase in our exports has been widely dis
tributed, former belligerents and former neutrals alike vying 
for our products. The absence of any significant expansion in 
aggregate import volume, notwithstanding the sharp increases 
in shipments from Latin America, Canada, and other countries 
little touched by the war, reflects the extent to which a large 
part of the former belligerent countries of Europe and Asia,

1 Export and import value, price, and volume indexes in January- 
March 1947, according to Department of Commerce data, averaged 
as follows (1936-38=100):

Exports Imports
Total value............................... 484 227
Average prices........................  181 202
Physical volume...................... 267 112

even after the lapse of a year and a half, have been unable to 
restore anything approaching their prewar exports.

The aggregate United States export figures include so-called 
"noncommercial” exports— now chiefly UNRRA and private 
relief shipments, but dominated during the war by lend-lease. 
These "noncommercial” exports, although much under the 
earlier postwar months, were still averaging 74 million dollars 
a month in the first quarter of 1947, or more than 6 per cent 
of total exports. Since such shipments do not call for payment, 
their elimination from the trade data is necessary for any 
analysis of balance-of-payments trends. In the accompany
ing tables and charts they have therefore been deducted from 
the respective export totals in order to show the "commercial” 
exports and export surpluses, and thus measure more accurately 
the drain on the dollar resources of other countries.

Even on such a "commercial” basis, the United States export 
surplus with the world averaged 653 million dollars a month 
during the first three months of this year, or the equivalent 
of more than 7,800 million dollars annually. This is 82 per 
cent more than in the preceding quarter, and more than sixteen 
times the 1936-38 average. It is true that a part of the 
increase represents exports financed by long term credits

United States Postwar Foreign Trade by Areas 
(Monthly averages)

COMMERCIAL EXPORTS NONCOMMERCIAL

1936- 4™ 1st 2n03r0 4th 1st 2nd 3 Rt>4 TH 
’38 QUARTER

1945 1946 1947

1936- 4™ 1st 2 nd3R04™ 1st 2nd 3rd4 th 
’ 30  QUARTER

1945 1946 1947

1 9 36 - 4 th 1st 2 nd3rd4™ 1st 2nd 3rd 4th 
*38  QUARTER

1945 1946 1947

1936 - 4™ 1st 2 N03rd4th , s t  2 * 0 3 * 0  4TH 
’ 38 QUARTER

1945 1946 1947

Source: Computed by the Federal Reserve Bank of New York from reports of U. S. Department of Commerce.
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extended by this country, of which the British and French loans 
are outstanding examples, but even allowing for such credit- 
financed shipments the rate of drain on dollar assets is unpre
cedented. Widespread reports of increasing foreign-exchange 
stringency raise doubts as to how long it can be maintained 
on such a scale.

Considerable differences exist between the various regions. 
The current difficulties of the British in restoring their export 
trade are reflected in their sales to this country. United States 
imports from the United Kingdom during the first quarter of
1947, although the largest since the war, were only moderately 
above prewar levels in dollar value, and lagged considerably 
in terms of volume, partly because of the coal crisis. Our own 
exports to the United Kingdom are running well above pre
war, both in value and in physical volume. The combination 
of sharp increases in price and in volume has lifted the United 
States export surplus with Britain to a rate in January-April 
of nearly 1,100 million dollars a year, with the consequence 
that the British loan is being used up much more rapidly than 
had been expected.

United States exports to Continental Europe are currently 
running far above prewar levels. Even on a "commercial” 
basis first-quarter shipments were more than four and a half 
times the 1936-38 average, only part of the increase being 
accounted for by higher prices. Total imports from the Con
tinent remain only moderately above prewar even in dollar 
value; in terms of physical volume (allowing for the rise in 
prices) they, like those from Britain, undoubtedly show a con
siderable falling off. The insatiable hunger of the Continent 
for American goods and its inability to restore its own exports 
as a means of payment for them— both, of course, the product 
of the war-wrought devastation— are reflected in a United 
States "commercial” export surplus to that area averaging 237 
million dollars a month in January-March, against a monthly 
average of only 16 millions before the war. The current figure 
is the equivalent of more than 2,800 million dollars a year, 
without counting an additional 700 million dollars in relief 
shipments.

Our trade with the liberated countries of Western Europe 
(France, Belgium, Luxembourg, the Netherlands, Denmark, 
and Norway) is now almost wholly on a "commercial” basis. 
Reconstruction needs continue to keep United States exports 
far above prewar levels. Sales by these countries to the United 
States recovered steadily during 1946, with the increasing 
restoration of production. The setback that marked the first 
quarter of 1947 seems to have been due in part to the severe 
winter, and to some extent to the shutting off of supplies 
from the Dutch East Indies which the Netherlands have been 
largely reselling to us; in any event, the April figures show 
recovery, although not to the levels of the second half of
1946. Despite the April recovery, however, the United States 
export surplus with the area for that month rose further to

171 million dollars, the total surplus for the first four months 
of 1947 being at the annual rate of over 1,800 million dollars.

Although nearly half our exports to Italy continue to be 
private relief and UNRRA shipments, that country too was 
able last year to rebuild her own sales to the United States to

United States Postwar Foreign Trade With Continental Europe 
(Monthly averages in millions of dollars; exports include 

re-exports; imports comprise general imports; 
data subject to revision)

United States exports
Area

Total
“Noncom
mercial” *

“Commer
cial”
only*

United
States

imports

“Commer
cial”
trade

balance**
Western liberated Europe J 

1936-38............................. 28.3 28.3 16.2 +  12.1
1945 October-December.. 91.6 9.2 82.4 6.9 +  75.5
1946 January-March....... 119.9 7.1 112.8 9.7 +103.1

April-June................ 122.2 1.5 120.7 13.3 +107.4
July-September....... 90.3 1.0 89.3 17.9 +  71.4
October-December.. 111.0 0.8 110.2 19.0 +  91.2

1947 January-March....... 160.9 1.1 159.8 12.8 +147.0
Italy

1936-38............................. 5.4 — 5.4 3.6 +  1.8
1945 October-December.. 20.6 14.1b 6.5 0.8 +  5.7
1946 January-March....... 35.7 24.6b 11.1 0.7 +  10.4

April-June................ 34.5 24.6b 9.9 8.8 +  1.1
July-September....... 30.9 17.5b 13.4 5.9 +  7.5
October-December.. 22.4 10.4b 12.0 7.5 +  4.5

1947 January-March....... 44.9 21.8 23.1 4.0 +  19.1
U. S. S. R.f

1936-38............................ 4.3 — 4.3 2.3 +  2.0
1945 October-December.. 37.6 11.3 26.3 1.6 +  24.7
1946 January-March....... 38.2 16.6 21.6 10.3 +  11.3

April-June................ 36.3 17.0 19.3 8.7 +  10.6
July-September....... 31.1 13.3 17.8 6.1 +  11.7
October-December.. 13.7 3.9 9.8 8.3 +  1.5

1947 January-March....... 15.9 5.6 10.3 3.7 +  6.6
Germany and Austria

1936-38............................. 9.5 — 9.5 6.9 +  2.6
1945October-December.. 0.3 a 0.3 a +  0.3
1946 January-March....... 1.7 1.3 0.4 a +  0.4

April-June................ 12.1 7.2 4.9 1.0 +  3.9
July-September....... 17.3 7.1 10.2 a +  10.2
October-December.. 11.6 4.5 7.1 0.5 +  6.6

1947 January-March....... 16.9 7.0 9.9 0.4 +  9.5
Other Eastern Europeft

1936-38............................. 5.5 — 5.5 7.4 — 1.9
1945 October-December.. 59.1 58.7 0.4 0.9 — 0.5
1946 January-March....... 70.6 68.6 2.0 2.3 — 0.3

April-June............... 56.1 51.4 4.7 6.3 — 1.6
July-September....... 48.7 40.9 7.8 4.1 +  3.7
October-December.. 26.6 16.5 10.1 8.7 +  1.4

1947 January-March....... 44.3 20.4 23.9 7.9 +  16.0
Sweden and Switzerland

1936-38............................. 5.6 — 5.6 6.2 — 0.6
1945 October-December.. 15.1 0.4 14.7 21.7 — 7.0
1946 January-March....... 20.3 0.4 19.9 13.4 +  6.9

April-June............... 25.3 0.3 25.0 11.2 +  13.8
J uly-September....... 23.5 0.1 23.4 11.2 +  12.2
October-December.. 35.6 0.2 35.4 12.7 +  22.7

1947 January-March....... 47.2 0.1 47.1 12.2 +  34.9

Spain and Portugal
1936-38............................. 2.1 — 2.1 1.7 +  0.4
1945October-December.. 5.5 a 5.5 6.8 — 1.3
1946 January-March....... 7.3 a 7.3 6.8 +  0.5

April-June............... 10.4 a 10.4 6.4 +  4.0
July-September....... 8.9 a 8.9 5.8 +  3.1
October-December.. 7.7 a 7.7 4.9 +  2.8

1947 January-March....... 10.4 0.1 10.3 5.0 +  5.3

* “Noncommercial” exports comprise, and “commercial” exports exclude, 
UNRRA and private relief exports, as well as such lend-lease exports as are not 
to be paid for.

** Excluding “noncommercial” exports; (+ ) = export surplus; (—) = import 
surplus.

t France, Belgium, Luxembourg, the Netherlands, Denmark, and Norway.
f Including Estonia, Latvia, and Lithuania.

tt Finland, Poland-Danzig, Czechoslovakia, Hungary, Rumania, Bulgaria, Yugo
slavia, Albania, and Greece.

a Less than $50,000.
b Italy: “noncommercial” , in addition to private relief and UNRRA, includes 

nonpay lend-lease, plus “commercial” lend-lease exports for the account of the 
British forces (the latter are “commercial” so far as the U. S.-British trade 
balance is concerned, but “noncommercial” in regard to U. S. trade with Italy).

S o u r c e : Computed by the Federal Reserve Bank of New York from reports of 
U. S. Department of Commerce

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

July 1947



FEDERAL RESERVE BANK OF NEW YORK 69

close to prewar levels, in volume as well as value. The sharp 
drop of imports from Italy during the first quarter of 1947 
reflects the Italian power shortage last winter, and to some 
extent the export-curbing rise in Italian prices; this decline 
was partly responsible in turn for the sudden rise in the United 
States "commercial” export surplus with Italy, which in the 
first quarter of 1947 was at the high rate of about 230 million 
dollars a year.

In Eastern Europe, United States trade has remained on an 
essentially noncommercial basis. UNRRA and private relief 
shipments have continued to comprise a considerable part of 
our total exports, and much of the remainder is equally non
commercial in fact. Our "commercial” exports to Russia in part 
represent goods financed by long term credits under the 1945 
lend-lease agreement. Our trade with Germany includes cotton 
supplied by the United States Government for manufacture 
into textiles by German mills.2 Only a part of Eastern Europe 
is able to supply any goods at all in return; progress toward 
anything resembling "normal” trade with the United States 
seems to be largely confined to Czechoslovakia.

Our trade with the former neturals of Europe has of course 
differed from that with the rest of the Continent, in that their 
reconstruction needs have been minor, although Switzerland 
and Sweden in particular have been actively making good the 
shortages caused by the war. Imports from these countries 
also have increased, but not so much as exports, with the result 
that the trade balance has moved increasingly against them.

Trade with Canada is on a far more normal basis than with 
Britain. Nevertheless, although imports from Canada have 
increased sharply over prewar figures, our exports to that 
country have risen much more. The United States export sur
plus is currently at the rate of more than 900 million dollars 
a year, compared with an average of only 109 million in
1936-38.

Similar developments have marked our trade with the Latin 
American republics, with which our 1936-38 trade balance 
was "passive” by an average 58 million dollars annually. Since 
the war the trade balance has shown an increasing export sur
plus, reaching in the first quarter of 1947 the equivalent 
of over 1,600 million dollars a year.

As to the rest of the world, our trade with other British 
countries (i.e., excepting Canada and the United Kingdom) 
shows a somewhat better balance, due in part to the revival of 
rubber shipments from Malaya, although a United States export 
surplus of 34 million dollars a month with these countries in 
January-March suggests that they too may not avoid difficulty. 
United States trade with the remaining countries of the world, 
of which the Philippines, China, and the Dutch East Indies

2 The United States foodstuffs and other essential materials financed 
by U. S. War Department appropriations do not appear in the trade 
statistics.

account for about half, has shown a heavy export surplus since 
V-J Day. This is in sharp contrast to the import surplus 
that was usual before the war, and reflects heavy reconstruc
tion purchases from the United States and the inability of 
some of the countries to restore their sales to us to the former 
level.

United States Postwar Foreign Trade With Major Areas 
(Monthly averages in millions of dollars; exports include 

re-exports; imports comprise general imports; 
data subject to revision)

Area

United States exports

United
States

imports

“Commer
cial”
trade

balance**Total
“Noncom
mercial” *

“Commer
cial”
only*

World
1936-38............................. 247 — 247 207 +  40
1945 October-December.. 610 100 510 321 +189
1946 January-March....... 761 130 631 365 +266

April-June................ 828 122 706 397 +309J uly-September....... 784 89 695 412 +283
October-December.. 874 46 828 470 +358

1947 January-March....... 1198 74 1124 471 +653
Continental Europe

1936-38............................. 61 — 61 45 +  161945 October-December.. 230 93 137 39 +  98
1946 January-March....... 294 117 177 44 +133

April-June................ 297 101 196 56 +140
July-September....... 251 80 171 51 +120
October-December.. 229 37 192 62 +130

1947 January-March....... 342 59 283 46 +237
United Kingdom

1936-38............................. 42 — 42 15 +  27
1945 October-December.. 50 a 50 7 +  431946 January-March....... 76 a 76 11 +  65

April-June................ 65 a 65 14 +  51
J uly-September....... 70 a 70 13 +  57
October-December.. 74 a 74 14 +  60

1947 January-March....... 111 a 111 16 +  95
Canada

1936-38............................. 38 — 38 29 +  9
1945 October-December.. 94 a 94 76 +  181946 January-March....... 89 a 89 62 +  27

April-June............... 108 a 108 69 +  39
J uly-September....... 130 a 130 76 +  54
October-December.. 154 a 154 87 +  67

1947 January-March....... 158 a 158 81 +  77
Other Britishf

1936-38............................. 25 — 25 31 —  6
1945 October-December.. 47 1 46 55 — 9
1946 January-March....... 52 a 52 74 — 22

April-June................ 62 a 62 60 +  2July-September....... 60 1 59 75 — 16
October-December.. 75 2 73 75 — 2

1947 January-March....... 126 a 126 92 +  34
Latin American Republics

1936-38............................. 40 — 40 45 — 5
1945 October-December.. 122 a 122 117 +  51946 January-March....... 144 a 144 137 +  7April-June................ 166 a 166 148 +  18

July-September....... 163 a 163 142 +  21
October-December.. 227 a 227 159 +  68

1947 January-March....... 310 a 310 176 +134
Rest of World tt

1936-38............................. 41 — 41 43 —  2
1945 October-December.. 69 6 63 28 +  35
1946 January-March....... 106 14 92 38 +  54

April-June................ 130 20 110 50 +  60
J uly-September....... 111 9 102 56 +  46
October-December.. 115 8 107 72 +  35

1947 January-March....... 152 16 136 59 +  77

* “Noncommercial” exports comprise, and “commercial” exports exclude, 
UNRRA and private relief exports, as well as such lend-lease exports as are 
not to be paid for.

** Excluding “noncommercial” exports; (+ ) = export surplus; (—) = import 
surplus.

t Including Eire and India, but not Egypt.
ft Comprises non-British Asia, Africa, and Oceania, and colonial possessions in 

Latin America other than British and United States.
a Less than $500,000.
N o te  : Areas do not add up to world total because of inclusion of British European 

possessions (Gibralter, Malta, Gozo, and Cyprus) both in Continental Europe 
and in other British.

S o u r c e : Computed by the Federal Reserve Bank of New York from reports of 
the U. S. Department of Commerce.
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EXPORT CREDIT INFORMATION ON 
LATIN AM ERICAN COUNTRIES

In the interest of adding to the export credit information 
now available, with particular reference to the Latin American 
countries, this bank has inaugurated a new series of reports. 
Under this plan twelve New York City banks, those having a 
substantial foreign business, have agreed to report monthly to 
this bank the number of collections they have made in each 
Latin American country, together with a schedule showing the 
promptness of payments. These collections represent payments 
for goods exported to these countries on a draft collection basis, 
either on sight or on time, but do not include exports covered 
by letters of credit or liquidated in other ways. The prompt
ness of payment is measured by a time schedule shown in the 
first column below, which shows the normal collection time 
for each country. This list has been prepared by this bank 
from information supplied by several of the reporting banks 
and will be subject to periodic revision.

In addition, the banks will report the dollar volume of cur
rently outstanding collections and the dollar volume of their 
confirmed letters of credit outstanding for each country.

It is believed that these reports will be useful in providing 
American exporters and bankers with additional information 
on credit conditions in Latin America that will help to pre
sent a clearer picture of the situation there. While the plan 
has been under discussion for some time, the need for and 
usefulness of the information has recently increased, since 
current data now seem to indicate that collections in some of 
the Latin American countries are not as prompt as in the 
period immediately following the war.

The value of this series of reports should increase with

time as more monthly reports become available, thus making 
it possible to study trends that may develop. The reports 
should reflect any slowing down of payments by particular 
countries, and will significantly high-light changes in the vol
ume of collections outstanding and in the amount of out
standing confirmed letters of credit.

The present report covers the experience of the reporting 
banks regarding collections paid during May, and also shows 
the amounts both of their collections and of the confirmed 
letters of credit outstanding on May 29, 1947. The figures 
indicate that about two thirds of the number of collections 
paid by Latin American countries through these banks during 
May were prompt; about one fifth of the payments were at 
least 30 days slow, while slightly more than 3 per cent were 
over 90 days slow. A relatively wide spread in the degree of 
promptness among the various countries was indicated; 
prompt payments ranged from 86 per cent in Cuba and 
Panama to 27 per cent in Costa Rica. Half or more of the 
number of collections paid by Argentina, Bolivia, Chile, Para
guay, and Uruguay were slow, while about one third of the 
collections paid by Costa Rica were over 90 days slow. It 
should be noted, however, that for some countries a low 
degree of promptness may be the result, not so much of credit 
or exchange conditions, as of the currently prevailing port 
congestion. For this reason among others, no definitive con
clusions can be based upon the present figures until a trend 
has been established in future reports. The figures given rep
resent the picture that emerges from the composite table; 
individual reporting banks seem to have had rather widely 
varying experience in a number of countries.

Total collections of the reporting banks outstanding at the

Collections Paid, Collections Outstanding, and Confirmed Letters of Credit Outstanding May 29, 1947 
as Reported to Federal Reserve Bank of New York by 12 New York City Banks

Country
Prompt
payment

Collections paid during May; per cent of number of items

Prompt
30 days 

slow
60 days 

slow
90 days 

slow
Over 90 days 

slow

Outstanding May 29, 1947

Collections 
(In thousands 

of dollars)

Letters of 
credit confirmed 
(In thousands 

of dollars)
Argentina................
Bolivia.....................
Brazil.......................
Chile.........................
Colombia.................
Costa Rica..............
Cuba...................... ..
Dominican Republic
Ecuador....................
Guatemala...............
Haiti.........................
Honduras.................
Mexico.....................
Nicaragua................
Panama....................
Paraguay.................
Peru..........................
Salvador..................
Uruguay...................
Venezuela................
British Guiana........
Dutch Guiana.........
French Guiana........
All countries............

months 
months 
weeks 
months 
weeks 
months 
weeks 
month 
weeks 
weeks 
month 
month 
month 
weeks 
month 

2 H months 
2 months 

month 
months 
weeks 
weeks 
weeks 
weeks

44.7
50.0
61.0 
48.6
64.8
27.4
86.5
76.8
60.6
73.0
81.5
58.8
74.3
79.0
86.5
39.3
59.5
53.4
49.4
66.5 
69.2
57.8

65.7

25.3
27.2
24.4
20.7
16.4 
7.2

10.5
17.5
25.7
19.2 
16.4
24.2
15.8
14.1
10.2 
25.0
16.3
33.6
31.8
20.4 
25.3
40.6

19.9

16.3 
16.7
8.5

15.5
8.9
8.4
2.3
3.7
9.2
5.0
1.5 

11.0
5.9
4.7
2.5

14.3
8.5
4.2
9.0
8.0
4.4
1.6
7.6

9.4
4.3
3.5
7.8
4.3 

24.9
0.5
1.0
1.3
1.4 
0.6
2.4
1.8 
0.6 
0.5

14.3
5.2
3.7
4.8
2.9 
1.1

3.4

4.3 
1.8 
2.6
7.4
5.6 

32.1
0.2
1.0
3.2
1.4

3.6
2.2
1.6 
0.3
7.1 

10.5
5.1 
5.0
2.2

3.4

11,880
1,722

44,927
5,509
8,104
2,176
4,791

250
1,779

282
138
432

4,957
236

1,209
372

4,121
236
649

6,024
96

201
5

100,096

154,083
5,323

39,302
11,823
22,284

343
12,003

345
3,871

592
259
535

31,288
359

3,788
1,381
1,798
1,389

12,339
23,379

472

326,956
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end of the month in all Latin American countries amounted 
to 100 million dollars, while confirmed letters of credit out
standing totaled nearly 327 million. The reports indicate that 
certain countries, notably Argentina, Mexico, and Uruguay, 
finance a relatively large proportion of their imports through 
the reporting banks on a letter of credit basis, while in the 
case of other countries, notably Brazil, draft collections are 
more common.

A similar report, in the form of a press release, will be 
made available by this bank each month, as early as prac
ticable. In addition, this banks Monthly Review from time 
to time will discuss any trends that may develop.

RECENT PRICE TRENDS

One year ago, on June 30, 1946, price controls lapsed and 
were only partly restored a month later; by mid-November 
decontrol was practically complete. This year of partly con
trolled and uncontrolled price movements has been character
ized by a sharp and prolonged rise in prices, followed by a 
slight temporary decline at the turn of the year and a subse
quent further increase. In the past few months prices have 
been leveling off somewhat below the peak reached in March.

At the start of this year it appeared that a gradual down
ward readjustment of prices was under way, principally in 
farm products and foods. February and March, however, were 
marked by a new upward movement of prices, which brought 
the over-all index of wholesale prices to the highest point 
since 1920. The gains were general, all major groups of 
commodities sharing in the advance, but farm, food, and 
building materials prices led the rise with average increases 
of more than 10 per cent above early January levels. The 
increase in farm and food prices was widely attributed to 
large Government purchases of grain for export occasioned 
by poor European crops.

Early in the spring, rising prices gave impetus to widespread 
comment by Government officials and businessmen, especially 
retailers, who declared that prices were too high and should 
be reduced. This campaign for a lower level of prices met 
with varying responses. In some cases there were community- 
wide drives to bring prices down; in many instances the 
widely-advertised markdowns were only a temporary measure 
by retailers to eliminate the less desirable or excessive por
tions of their inventories. Reductions at the manufacturers’ 
level were scattered and generally of minor importance. 
While the price decline on both wholesale and retail levels 
following the price reduction campaign has been very slight, 
there is the possibility, nevertheless, that it helped to forestall 
a round of price increases following the second round of wage 
increases this spring.

Following the peaks reached in March or early April, prices 
in the aggregate have declined slightly and then leveled off,

Price Changes in Selected Basic Commodities 
at Primary Markets, 1946-47

Commodity

Postwar peak
June 24, 

1947 
price in 
dollars

Percentage change

Date attained
Price 

in dollars

June 29, 
1946 

to peak
Peak to 

June 24, 
1947

Cocoa beans (lb.).............. June 18, ’47 .320 .320 +256 0
Tallow (lb.)....................... Mar. 20, ’47 .278 .118 +223 — 58
Cottonseed oil (lb.)........... Mar. 13, ’47 .412 .238 +188 —42
Lard (lb.)........................... Oct. 25, ’46 .400 .184 +186 —54
Print cloth (yd.)................ Feb. 21, ’47 .255 .232 +124 — 9
Hides (lb.)......................... Nov. 7, ’46 .325 .280 +110 — 14
Steel scrap (ton)................ Mar. 13, ’47 39.000 35.000 +108 — 10

Feb. 25, ’47 29.625 24.625 +  99 — 17
Mar. 4, ’47 .150 .150 +  83 0

Coffee (lb.)......................... Oct. 21, ’46 .284 .255 +  80 — 10
Steers (cwt.)..................... Oct. 16,’46 30.250 25.625 +  78 — 15

May 12, ’47 .226 .214 +  59 — 5
Oct. 10, ’46 .885 .640 +  58 —28
July 15, ’46 2.280 2.218 +  57 — 3

May 28, ’47 2.932 2.215 +  57 —24
Tin (lb.)............................. Apr. 2 , ’47 .800 .800 +  54 0

Apr. 1, ’47 .062 .062 +  48 0
Jan. 2, ’47 .110 .110 +  26 0

Wool tops (lb.).................. Dec. 16, ’46 1.680 1.510 +  26 — 10
Oct. 2, ’46 .389 .371 +  25 — 5
Jan. 23, ’47 .258 .140 +  15 —46

S o u r c e : U. S. Bureau of Labor Statistics.

although in some lines they have continued to increase. Prices 
of farm products, foods, and hides and leather products had 
dropped about 5 per cent by May, but they have since increased 
somewhat. The index of chemical products has declined 
steadily since its April peak, while prices for housefurnishings 
have been rising steadily since decontrol. Building materials 
have shown the greatest price rise of any major commodity 
group since the first of the year; although latest figures (June 
21) are slightly below the April peak, they are about 13 per 
cent higher than in the week ended January 4.

The extent of the increases in spot market prices of certain 
basic commodities since controls were removed is shown in 
the accompanying table. The great majority of the commodi
ties included have declined in price from their postwar peak. 
In general, the ones showing the most spectacular price 
advances have also experienced the greatest reaction, while 
those whose price increases were more moderate have proved 
more stable, although there are exceptions on both extremes. 
In only one instance— rubber— is the current price below that 
prevailing when O.P.A. lapsed a year ago. For two commodi
ties, print cloth and cocoa, prices are still more than double 
the ceilings prevailing last June. Metals, which are generally 
in the category of administered prices, have remained at or 
near their peak levels. Sugar, which is the only commodity in 
the table still subject to price control, is likewise at its ceiling. 
Trends in grain prices have been diverse. Corn prices have 
risen rapidly in recent weeks, as unfavorable weather has 
delayed planting the new crop and reduced prospective har
vests. Between May 1 and June 20, cash corn prices rose 
nearly 40 per cent to a point nearly equaling the peak set 
soon after decontrol. Spring wheat prices were also main
tained at a high level by weather factors. Winter wheat prices, 
however, dropped sharply as harvesting began of the new
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crop, estimated to be of record-breaking proportions. Spot 
prices at Kansas City dropped almost one fourth in less than 
a month, bringing the price of wheat below that of corn for 
the first time since October 1946. Livestock prices have been 
moving up again recently, and even greater advances have 
taken place in meat prices at the retail level.

Many commodities are still comparatively scarce and have 
not faced the adjustment necessitated by a buyers' market. 
Some, like lumber and wheat, are only now beginning to feel 
the effects of an abundant supply. An indication of the atti
tude of professional traders toward the future trend of com
modity prices is furnished by quotations of futures prices. 
Prices for future delivery of agricultural commodities have 
been consistently selling at a discount from spot prices, and the 
discount tends to widen for longer term deliveries. The Depart
ment of Agriculture has reported that lower farm prices are 
in prospect by the end of the year, but declines in this area will 
be limited to some extent by the support prices established 
for major commodities. Winter wheat prices, for instance, are 
now only about 10 per cent above the support level for the 1947 
crop. Sharp general declines in prices of manufactured goods 
in the short run are considered unlikely, mainly because of 
the downward inelasticity of wage rates in a highly unionized 
industrial economy— a factor not so important in 1920-21. 
While individual commodity prices which got out of line may 
drop to lower levels, it is thought that the tendency of the over
all price level is more likely to be one of gradual adjustment 
than of violent fluctuation. In many cases the adjustment, which 
is already under way, is taking the form of improved quality 
at stable prices, or of increased production of lower priced 
lines of merchandise the quality of which is not proportion
ately lower, and hence is not reflected in price indexes.

SECOND DISTRICT EM PLOYM ENT  
IN THE TRANSITION PERIOD

The postwar redistribution of employment appears to have 
been virtually completed by the spring of 1947, and total non
agricultural employment in the Second Federal Reserve District 
was greater than at the peak of the war effort in 1943. Recon
version in manufacturing was largely completed by mid-1946, 
but nearly a year later, factory employment had not yet regained 
its high wartime level. Increased employment in other lines of 
work, particularly trade, construction, and public utilities, 
however, had more than offset the lower level of factory 
employment.

In New York State, as in other major industrial areas of 
the country, the drop in employment from 1943 to the last 
quarter of 1945, when reconversion of war industries was 
at its height, occurred chiefly in durable goods manufacturing. 
Since then, many of the industries in this group have once 
again expanded their working forces, but in most cases employ

New York State Employment in Principal 
Nonagricultural Industries

1 9 4 3  
4 T H  QU.19 4 5 
A P R IL  1 0 4 7

0  2 0 0  4 0 0  6 0 0  6 0 0  4 0 0 0  4 2 0 0  4 4 0 &
TH O U S A N D S  OF W O R K E R S

* For transportation and public utilities, latest available figure is March 
1947 ; for Federal, State, and local government, February 1947.

Source: New York State Department of Labor.

ment is well below the wartime peaks. Late in 1943, the 
manufacture of ships, planes, automobiles and trucks, and 
other types of transportation equipment employed over 
300,000 persons in New York State. This working force 
was reduced more than 70 per cent by the end of 1945, 
and as of May 1947 the number of workers was still less 
than 100,000. The electrical machinery industry in May 
employed only about two thirds of its wartime maximum 
and iron and steel about four fifths. However, manufacturers 
of other types of machinery and of nonferrous metal products 
employed more workers this spring than in 1943.

Nondurable goods manufacturing showed only a slight drop 
in the reconversion period and by the end of 1946 employment 
in these lines had exceeded the wartime peak. In large part 
this has been due to the dominance of the New York City 
apparel industry in this category. Apparel firms needed prac
tically no reconversion when the war ended and production 
and employment were maintained at high levels. In April and 
May, however, there were large lay-offs of apparel workers, 
indicating a return of the prewar seasonal patterns. Before 
the war, the apparel industry was characterized by sharp sea
sonal changes in employment, but in recent years the high 
level of demand and the relative scarcity of goods enabled 
manufacturers to spread production and employment more 
evenly throughout the year. In the sellers* market during and
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immediately after the war, retailers were usually obliged to 
order their needs for the full season well in advance, but in 
recent months they have reverted to the prewar practice of 
placing initial orders for only part of their probable require
ments for the next season and later reordering those lines which 
sell well. As a result, apparel employment declined sharply 
between March and May. But as the fall style season pro
gressed, employment has recovered and can be expected to 
gain further in July.

The decline in the number of manufacturing workers from 
the wartime peak to the reconversion period in New York 
State was partly offset by increased employment in wholesale 
and retail trade, transportation, public utilities, and banking, 
as shown in Table I. Except in the case of interstate railroads, 
these industries have also continued to gain in the postwar 
period. Construction employment, which had declined sharply 
in the latter part of the war period, rose rapidly after V-E Day 
and in April 1947 was about two-thirds greater than two years 
earlier. Federal Government employment in New York State 
(including arsenal and shipyard workers) dropped from a 
wartime peak of over 300,000 in 1944 to 187,000 early in
1947. This reduction has been partly offset by the expansion 
in State and local government employment, which has risen 
gradually in the past two years, after remaining fairly stable 
during the war.

The postwar experience of the several industrial areas in 
the Second District has varied widely. In up-State New York,

TABLE I
Changes in New York State Nonagricultural Employment 

1943-April 1947

Percentage change

Industry Thousands 
of workers 
April 1947

1943 to 
fourth 

quarter 
1945

Fourth 
quarter 
1945 to 

April 1947
1943 to 

April 1947

Manufacturing............................... 1,870 — 18 +  8 — 12
Durable goods............................ 673 —36 +16 —25
Nondurable goods...................... 1,197 — 5 +  4 — 2

11 —  7 +15 +  7
Construction................................... 164 — 6 +41 +33

Transportation and public utilities* 545 +  8 +12 +20
Interstate railroads.................... 125 +  7 —  6 0
Other transportation..................
Communications and other pub

267 +10 +18 +30

lic utilities............................... 153 +  6 +18 +25

Trade.............................................. 1,123 +  8 +10 +19
Retail.......................................... 732 +  7 +  8 +16
Wholesale.................................... 391 +10 +14 +25

Finance........................................... 363 — 2 +  5 +  3
Banking....................................... 115 +  8 +  1 +  9
Insurance.................................... 108 — 2 +19 +17
Real estate.................................. 140 — 8 ~  1 — 9

Government#................................. 586 — 5 — 9 — 13
Federal........................................ 187 — 9 —29 —35
State............................................ 59 +  4 +12 +17
Local........................................... 340 —  3 +  5 +  1

* March 1947 latest month available for this group.
# February 1947 latest month available for this group. 
S o u r c e : New York State Department of Labor.

TABLE II
Changes in Factory Employment in the Principal Second District 

Industrial Areas, 1939-April 1947

Percentage change

Industrial area
1939 to 

war peak

War peak to 
fourth 

quarter 1945

Fourth 
quarter 1945 

to April 1947

Employment 
index 

April 1947 
(1939 = 100)

+174 —38 +43 244
+140 —49 +22 151

Albany-Schenectady-
+139 —38 +  8 160
+130 — 57 _  i* 98*
+125 —40 +29* 173*
+100 —31 +24 171

Utica-Rome..................... +  70 —43 +24 120
+  63 — 19 +16 154
+  52 —30 +27* 134*
+  47 —39 +  5* 95*

Kingston-Newburgh-
Poughkeepsie..............

New York City...............
+  44 —22 +14 127
+  38 —22 +  2 110

Yonkers........................... +  37 —23 +20* 126*
Binghamton-Endicott- 

Johnson City............... +  26 —20 +16 117
Jersey City..................... +  25 —21 +  3* 102*

* January 1947, latest date available for U. S. Bureau of Labor Statistics data 
on factory employment by metropolitan areas.

So u r c e : New York State Department of Labor and U. S. Bureau of Labor 
Statistics.

factory employment in April was more than 40 per cent above 
the 1939 level, indicating that most industrial areas had 
retained or recovered a sizable share of their wartime expan
sion. Many communities have benefited from new industries 
established during the war, and in some cases reconverted 
war plants are providing sizable employment. The extent of 
the gains made between 1939 and the month of greatest war
time factory employment in each Second District industrial 
area is shown in Table II, together with the decline from the 
wartime high to the early postwar reconversion period (aver
age for the fourth quarter of 1945 ) and the subsequent recov
ery. Elmira showed the greatest percentage gains in employ
ment and payrolls during the war, and in April 1947 was 
furnishing employment to nearly 2l/i  times as many factory 
workers as in 1939. The Buffalo, Albany-Schenectady-Troy, 
and Syracuse industrial areas all more than doubled their 
factory employment and quadrupled their payrolls during the 
war; in recent months these areas, and also Rochester, have 
been employing 50 to 75 per cent more workers than in 1939. 
New York City, where small consumers’ good industries 
account for the bulk of manufacturing employment, did not 
share in the war production boom to the same extent as most 
other areas in the District, and hence there was relatively little 
expansion in employment. This year the number of factory 
workers was running about 15 per cent above the 1939 level 
until April, when the effects of the seasonal contraction in the 
apparel industry began to be felt.

In the States of New Jersey and Connecticut much the same 
trends in nonagricultural employment as in New York State 
have prevailed. The number of factory workers in New Jersey 
durable goods industries declined by 250,000 or 43 per cent 
between the 1943 peak and the end of 1945; in the subse
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quent year and a half only about one seventh of this loss has 
been recovered. Nondurable goods factories, on the other 
hand, have maintained employment at a level exceeding their 
wartime peak since August 1946. In Connecticut, factory 
employment was one-third lower at the end of 1945 than in 
1943, but half of this decline had been regained by April 1947.

The principal manufacturing centers of Northern New 
Jersey have shown little permanent gain from wartime indus
trial expansion. The number of factory workers in Paterson 
(where employment more than doubled during the war), 
Newark, and Jersey City had reverted to approximately the 
1939 level by the end of 1945 and has not gained appreciably 
since that time. In Elizabeth, however, factory employment 
rose steadily in 1946 to a level about one-third above the 1939 
average. By the beginning of 1947, employment in Bridge
port, Connecticut, factories had recovered to nearly three 
quarters of the wartime peak, but a downward tendency has 
been evident in recent months.

On the whole, factory employment in the Second Federal 
Reserve District did not decline as sharply with the end of 
the war as in the rest of the country, largely because of the 
greater importance in this Districts industries of consumers’ 
nondurable goods. For similar reasons the gains after the 
reconversion period were less striking in this area. And with 
increasing amounts of automobiles and other durable goods 
competing for the consumer’s dollar, this District’s economy 
may become increasingly vulnerable to fluctuations in con
sumer expenditures for nondurable goods. The return of the 
prewar seasonal pattern in the apparel industry, with the 
resultant temporary lay-off of as many as 80,000 workers in 
New York City alone, is an indication of this trend.

DEPARTM ENT STORE TRADE
Sales of department stores in the Second Federal Reserve 

District during June are estimated at about 6 per cent above 
the same month of 1946. The steady rise of the seasonally 
adjusted index of sales which began in March continued, 
although at a slower rate. Total sales during the first five 
months of 1947 increased 9 per cent compared with the same 
period of 1946.

Since the early part of 1946, credit sales have been increas
ing faster than cash sales. During May, cash sales were only 
about 5 per cent above the year-ago level, while charge account 
and instalment sales were 16 and 37 per cent greater, respec
tively. Although charge account sales represent only about 
one quarter of total sales, they accounted for more than half 
of the year-to-year gain in sales during the first five months 
of this year. Similarly, instalment sales, which represent only
5 per cent of the total, accounted for 23 per cent of the gain, 
whereas cash sales, which are about 70 per cent of the total, 
accounted for only 24 per cent of the total dollar increase 
in sales. Charge account sales were stimulated by the removal

Changes in May Stocks, Sales, and Ratios of Stocks to Sales by 
Departments at Second District Department Stores

Department

Percentage
change,
1946-47

Ratio of May 
stocks to 

sales*

May 31 
stocks

May
sales 1935-39 1946 1947

Total#...................................................... +  15 +  8 3.1 2.4 2.6
Major household appliances.................. +382 +143 2.8 0.9 1.8
Men’s clothing........................................ +133 +  19 4.6 1.3 2.6
Sheets, pillow cases................................ +  125 +  22 3.0 1.1 2.0
Musical instruments............................... +122 +  5 3.1 2.1 4.4
Domestic floor coverings....................... +  86 +  2 5.1 1.8 3.3

+  57 —  5 3.6 2.2 3.6
Women’s shoes....................................... +  57 +  9 4.4 2.2 3.2
China, glassware..................................... +  48 +  3 8.1 2.8 4.1
Wines, liquors......................................... +  48 — 35 4.4 4.9 11.1
Men’s furnishings................................... +  48 +  19 3.4 2.7 3.4
Yard goods.............................................. +  37 — 5 2.8 1.9 2.8
Linens, towels......................................... +  31 — 1 5.2 2.8 3.8
Sporting goods, cameras........................ +  31 — 4 3.0 3.1 4.2
Aprons, housedresses............................. +  23 +  1 1.6 1.1 1.3

+  22 +  U 1.8 1.0 1.1
+  22 +  17 2.3 1.6 1.7

Blankets, spreads................................... +  21 +  6 4.2 2.5 2.9
Draperies, upholstery............................. +  19 +  5 4.0 2.6 2.9
Corsets, brassieres.................................. +  6 +  10 2.5 2.1 2.0

+  4 — 6 5.9 2.9 3.2
+  1 +  5 1.0 1.3 1.2
— 3 — 3 2.5 2.9 2.9

Luggage................................................... — 3 +  12 3.3 2.7 2.3
— 6 +  17 2.0 2.3 1.8

Lamps, shades........................................ — 6 — 9 5.0 4.1 4.3
— 7 +  19 2.6 3.3 2.6

Toilet articles, drug sundries................. — 11 — 6 2.4 3.4 3.2
Women’s coats, suits............................. — 12 0 1.2 1.3 1.1

— 15 +  15 0.7 1.1 0.9
— 16 +  2 1.8 2.4 1.9

Neckwear, scarfs..................................... — 22 +  27 1.4 2.6 1.6
Blouses, skirts, sportswear..................... — 23 +  10 1.9 2.8 2.0

— 23 — 3 5.1 4.3 3.4
— 31 — 11 11.9 9.6 7.4

* Number of months’ supply at the May rate of sales.
# Based on sales and stocks data of Second District stores reporting by depart

mental classifications; includes departments not shown separately.

of controls under Regulation W  on December 1, 1946. 
Recently a number of stores in the metropolitan area have 
advertised their credit facilities, stressing the elimination of 
Government controls, and a few large stores have reinstated 
or inaugurated revolving credit plans.

Although the value of department store stocks at the end 
of May was about 17 per cent greater than on the same date 
of the preceding year, receipts of merchandise by the stores 
were almost 12 per cent below receipts during May 1946. 
The seasonally adjusted index of stocks continued to decline, 
and at the end of May was 11 per cent below the peak reached 
at the end of February of this year.

Inventories were further reduced during May by numerous 
clearance sales of women’s clothing and accessories at sub
stantial markdowns. These sales have continued in June 
whereas normally summer clearance sales begin after July 4th. 
Nearly all women’s wear departments registered a higher dollar 
volume of sales than during May 1946, and the percentage 
gain of all women’s wear departments combined exceeded 
the gain of the entire store for the first time since September
1945 (except October 1946, when sales in other departments 
were more radically affected by the parcel delivery strike). 
The clearance sales also resulted in a better balance of women’s 
wear stocks. In the coats and suits, dresses, sportswear, and fur 
departments, where sales had not held up to last year’s levels,
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stocks were substantially reduced, but in the lingerie and shoe 
departments, stocks were kept high because of favorable sales. 
The ratio of end-of-month stocks to sales during the month 
declined in May below last year’s ratio in all women’s wear 
departments except hosiery, shoes, lingerie, and aprons and 
housedresses; all these items were in short supply last year. In 
the women’s dresses, sportswear, millinery, neckwear, and hand
bag departments the stock-sales ratio at the end of May, though 
lower than last year, still exceeded the 1935-39 average ratio. 
In the coats and suits department, the ratio was slightly lower 
than either that of a year ago or the 1935-39 average. Trade 
sources indicate that in recent years buying techniques and 
transportation arrangements in this area have improved to such 
an extent that somewhat lower stock-sales ratios are likely to 
prevail in the future.

Sales of men’s clothing and furnishings continue strong. 
The ratio of stocks to sales in the clothing department, though 
much higher than last year when acute shortages existed, is 
still below the 1935-39 average. The ratio for men’s furnish
ings rose sharply above last year’s figure and equaled the 
1935-39 average.

It is not surprising that the year-to-year increase in home
furnishings sales should slacken at this time, since by April

Department and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from the Preceding Year

Locality
Net sales

Stocks on 
hand 

May 31, 1947May 1947
Jan. through 

May 1947
Department stores, Second District.... +11 +  9 +17

New York City................................... +  8 +  9 +15
Northern New Jersey......................... +  6 +  7 +  6Newark............................................ +  4 +  6 +  5
Westchester County........................... +15 +11 +28
Fairfield County................................. +24 +12 +  18

Bridgeport....................................... +25 +12 +17
Lower Hudson River Valley.............. +26 +15 +26

Poughkeepsie................................... +24 +10 +27
Upper Hudson River Valley.............. +  15 +11 +23Albany............................................. +  16 +12 +23

Schenectady..................................... +10 +  9 +22
Central New York State................... +  18 +  14 +16

Mohawk River Valley.................... +14 +  9 +18
Utica............................................ +  18 +  10 +10

Syracuse........................................... +20 +16 +15
Northern New York State................. +30 +19
Southern New York State................. +20 +16 +35

Binghamton..................................... +  15 +  11 +32
Elmira.............................................. +35 +17 +36

Western New York State.................. +  18 +11 +31
Buffalo............................................. +17 +10 +33
Niagara Falls................................... +17 +12 +23
Rochester......................................... +  18 +  13 +29

Apparel stores (chiefly New York City). — 1 — 3 +12

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1 9 3 5 -3 9  averages; 100 per cent)

Item

1946 1947

May March April May

Sales (average daily), unadjusted................ 214 229 223 237
Sales (average daily), seasonally adjusted.. 228 229 235 253
Stocks, unadjusted........................................ 192 241 233 224
Stocks, seasonally adjusted.......................... 189 242 230 221

and May of 1946 postwar supplies of many kinds of home
furnishings were on the market in large quantities and sales 
increased very rapidly. In the furniture, housewares, and lamps 
and shades departments, however, the dollar volume of sales 
has declined in the last few months, in spite of, or perhaps 
because of, substantial price increases in those departments 
since last year. Sales of major appliances, domestic floor cov
erings, china and glassware, and sheets and pillow cases con
tinue high, and these items are still in relatively short supply. 
Musical instrument sales, including phonograph records, also 
exceed last year’s dollar volume, but supplies appear adequate.

Some of the merchandise classifications that have shown 
consistent declines in sales in recent months may be character
ized as “luxury” goods. Leading the list are wines and liquors, 
oriental rugs, and toys and games, with declines ranging from 
40 to 15 per cent for the period February through May, com
pared with a year ago; jewelry, toilet articles, and books and 
magazine sales have also been declining for several months.

The value of outstanding orders of Second District depart
ment stores again declined during May, and at the end of 
the month were 65 per cent below a year ago. This is the 
lowest level since January 1943. The ratio of orders out
standing to sales, at 0.9, is the lowest for the month since 1940.

Indexes of Business

Index
1946 1947

May March April May

Industrial production*, 1935-39 = 100........ 159r 190 186 186p
(Board of Governors, Federal Reserve 
System)

Electric power output*, 1935-39 = 100....... 189 227 224 224p
(Federal Reserve Bank of Nerw York) 

Ton-miles of railway freight*, 1935-39 = 100 142r 216 200p 194p
(Federal Reserve Bank of New York)

Sales of all retail stores*, 1935-39 = 100....... 237 278 274
(Department of Commerce)

Factory employment
United States, 1939 = 100#....................... 140 154 153 151p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100............... 124 133 130 127p
(New York State Department of Labor) 

Factory payrolls
United States, 1939 = 100#....................... 254 314 310
(Bureau of Labor Statistics)
New York State, 1935-39 = 100............... 245 286 271 271p
(New York State Department of Labor) 

Income payments*, 1935-39 = 100.............. 240 265 264p
(Department of Commerce)

Composite index of wages and salaries*! 
1939 = 100.................................................. 158 170 171 p
(Federal Reserve Bank of New York) 

Consumers’ prices, 1935-39 = 100................ 132 156 156 156p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(.Federal Reserve Bank of Neiv York)
New York City.......................................... 92 85 82 80
Outside New York City........................... 79 93 88 88

* Adjusted for seasonal variation. p Preliminary. r Revised.
# Series revised beginning January 1945.
X A special monthly release tabulating the complete set of 15 indexes of hourly 

and weekly earnings computed by this bank will be sent upon request. A gen
eral discussion of the new indexes appeared in the November 1946 issue of this 
Review. Tabulations of the monthly indexes, 1938 to date, and description of 
component series, sources, and weights may be procured from the Research 
Department, Federal Reserve Bank of New York. A mimeographed article dis
cussing some of the technical problems involved is also available on request.
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INDUSTRIAL PRODUCTION

Federal Reserve indexes. Monthly figures; 
latest shown are for May.

DEPARTMENT STORE SALES AND STOCKS

Federal Reserve indexes. Monthly figures; latest 
figure shown for sales Is May, latest for 

stocks is April.

WHOLESALE PRICES

Bureau of Labor Statistics* indexes. Weekly 
figures; latest shown are for week 

ended June 21.

LOANS AT MEMBER BANKS IN LEADING CITIES

Excludes loans to banks. Wednesday figures; 
latest shown are for June 18.

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System June 27, 1947)

/""'\UTPUT and employment at factories showed further slight declines in May, although 
^  employment in the economy as a whole increased seasonally. Value of retail trade in May 
and the early part of June was at earlier record levels. The general index of wholesale prices 
advanced slightly after the early part of May, with widely varying changes for individual 
commodities.

In d u s t r ia l  Pr o d u c t io n

Production of manufactured goods showed a further slight decline in May, while output of 
minerals increased considerably, and the Board’s preliminary seasonally adjusted index of indus
trial production was maintained at the April rate of 186 per cent of the 1935-39 average.

Activity in durable goods industries in May was somewhat below the April rate, reflecting 
small decreases in most lines. Steel production increased, however, and was at the highest level 
since May 1945. Activity at electrical machinery plants declined somewhat further in May, and 
output of passenger cars and trucks was curtailed about 10 per cent, mainly because of a shortage 
of steel sheets. Automobile production increased in the first three weeks of June but remained 
below the April rate. Nonferrous metal fabricating activity declined somewhat further in May; 
and output of most building materials continued to show a smaller increase than is usual at 
this season.

Production of nondurable goods, as measured by the Board’s index, continued to decline in 
May. Output at cotton and most wool textile mills declined further. Cotton consumption in May 
was about 10 per cent below the peak rate reached last November and apparel wool consumption 
has been reduced by a larger amount. Output at wool carpet and rayon fabric mills, on the other 
hand, increased in that period. Production of most manufactured food products declined some
what in May after allowance for usual seasonal changes. Activity in rubber products industries 
continued to be curtailed. Output of paperboard, however, rose to a new record rate, which was 
84 per cent above the 1935-39 average. Production of most other nondurable goods showed 
little change or declined slightly.

Output of minerals rose 7 per cent in May, reflecting a substantial gain in fuels production 
to the highest rate on record. Output of coal advanced sharply after declining in April because' 
of work stoppages early in that month, and output of crude petroleum advanced further to a 
new peak rate.

Em p l o y m e n t

Manufacturing employment continued to decline somewhat in May, owing mainly to produc
tion curtailments in various industries, while employment in most other types of nonagricultural 
establishments increased somewhat. The number of persons unemployed in May declined to 
about 2 million from a level of about 2.4 million during the first four months of this year.

Co n s t r u c t io n

Construction contract awards, according to the F. W . Dodge Corporation, were 12 per cent 
larger in May than in April, owing chiefly to a sharp rise in public awards. Value of awards for 
commercial and industrial buildings showed little change. Awards for private residential con
struction declined further in value; the number of dwelling units, however, showed little change, 
with an increase in apartments and a decrease in single-family dwellings built for sale or rent.

D i s t r i b u t i o n

Department store sales increased in May and the Board’s seasonally adjusted index rose from 
a level of about 275 in March and April to 290 per cent of the 1935-39 average, equaling the 
all-time high reached in August 1946. Sales in the first two weeks of June continued at the 
high May level.

Retail sales at most other types of stores also increased in May and were at about the same 
levels as those prevailing during the first quarter of the year, after allowance for seasonal changes.

Loadings of railroad revenue freight increased in May and the first half of June, reflecting 
larger shipments of coal and ore. Shipments of manufactured goods, after allowance for seasonal 
changes, declined somewhat further.

Co m m o d it y  Prices

The general level of wholesale prices increased slightly from the beginning of May to the 
third week of June, reflecting chiefly increases in prices of cotton, corn, catde, and beef. Prices 
of wheat, flour, and vegetable oils declined further.

Crude rubber prices dropped from 25 cents per pound to 14 cents, which is 3 cents lower 
than the price prevailing at the outbreak of war in 1939- Prices of various other industrial 
materials showed further declines but some items like hides, coke, and steel scrap increased. 
Prices of automobile tires and soap were reduced, while prices of most other manufactured goods 
continued to show little change.

T r e a s u r y  Fin a n c e  a n d  Ba n k  Cr e d it

During May and the first three weeks of June reserve funds were supplied by a substantial 
gold inflow and by a decline in foreign deposits at Reserve Banks. As a result member bank 
reserve balances increased and Reserve Bank holdings of Government securities declined further. 
Treasury debt retirement continued in May and June with redemption for cash of a part of 
certain bill issues and one billion dollars of certificates maturing June 1.

Holdings of Government securities at member banks in leading cities declined somewhat 
in May and the early part of June. Commercial and industrial loans continued to decline, while 
real estate and consumer loans increased moderately.

Treasury War Loan deposits at commercial banks were reduced to about one-half billion 
dollars as a result of withdrawals for debt retirement. Deposits of businesses and individuals 
increased further in May and June, reflecting in part cash redemption of certificates held by 
these groups.
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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  OF N E W  Y O R K

V o lu m e  29 A U G U S T  1 9 4 7  No. 8

MONEY MARKET IN JULY

The outstanding development in the money market during 
the past month was the ‘ unpegging” of the Treasury bill rate. 
This action, representing a further step in the direction of 
eliminating special measures adopted during the war to facili
tate war financing, was taken by the Federal Open Market 
Committee, which announced on July 3 that it had directed 
the Federal Reserve Banks to terminate the policy of buying 
all Treasury bills offered to them at a fixed rate of Ys per cent 
per annum and to terminate the option given the sellers to 
repurchase bills of the same issues at the same rate. The new 
policy was made applicable to new bills issued on or after 
July 10, but not to bills issued prior to that date.

As the announcement pointed out, the fixed rate on Treasury 
bills was a wartime measure adopted in 1942 to facilitate war 
financing and to stabilize the market for Government securities. 
Under current peacetime conditions, these arrangements no 
longer serve their original purpose, as the greater part of the 
outstanding bills have been acquired by the Federal Reserve 
Banks and bills have gradually ceased to be a market instru
ment. The elimination of the fixed rate on Treasury bills is 
expected to serve a useful purpose in restoring the bill as a 
market instrument and giving added flexibility to the Treas
ury’s debt management program. The announcement stated, 
however, that the Federal Reserve System would continue to 
purchase and hold Treasury bills as well as other Government 
securities in amounts deemed necessary to the maintenance of 
an orderly Goverment security market and the discharge of 
the System’s responsibility with regard to the general credit 
situation of the country.

In response to the new policy, the average interest rate on 
the next two weekly issues of Treasury bills rose rapidly. The 
issue dated July 10 was sold at an average discount of 0.59 per 
cent, with the range of accepted tenders running from 0.39 to 
0.75 per cent. This issue was soon quoted in the market at 
close to %  of 1 per cent, and subsequent new issues were sold 
at an average discount of about the same figure. Interest in 
the new bills on the part of investors broadened with each new 
offering and resulted in an increasing number of bids from 
banks and business organizations. For the most part, however,

the larger banks that had been holding Treasury bills previ
ously indicated a preference for retaining the older issues, 
which could still be sold to the Federal Reserve Banks at any 
time to obtain additional reserves and which retained the 
repurchase option.

The unpegging of the Treasury bill rate had the effect of 
stimulating uncertainty as to the outlook for short term inter
est rates, an uncertainty which was heightened by the announce
ment later in the month that an issue of 11-month Treasury 
certificates bearing interest at %  of 1 per cent per annum ( the 
same rate as had previously been offered on 12-month certifi
cates) would be offered in exchange for the certificates matur
ing August 1. This slight shortening of the term of the certifi
cate to be issued on August 1 represents a move in the direction 
of reducing the number of maturity dates for outstanding 
Treasury securities; it also gave rise to questions in the market 
as to whether it might not have greater significance in indicat
ing the possibility that future certificates of longer maturity 
might be offered at a higher rate.

As a result, there developed a rather common tendency on the 
part of banks, security dealers, and other investors to under
take to place themselves in the most favorable position in 
which to take advantage of any higher rates that might be 
offered in subsequent financing. This took the form of selling 
on a substantial scale of the longer term Treasury certificates 
and investing the proceeds largely in shorter term issues. 
Furthermore, banks in need of additional reserves tended to 
sell the longer-dated certificates, while banks with funds avail
able for investment tended to purchase the nearby maturities. 
A reduction in the Government security dealers’ portfolios 
(presumably of securities which might be vulnerable to any 
further change in short term interest rates) was indicated by 
a decline of about 225 million dollars in their borrowings from 
New York City banks in the two weeks ended July 16. As 
a result of these shifts in holdings, the Federal Reserve System 
made substantial market purchases of the longer term certifi
cates, but sold shorter term issues during most of the month 
as an aid to the maintenance of orderly conditions in the 
Government security market.
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Yields on Treasury Bills and Certificates of Indebtedness, 
April-July 1947*

PEP C E N T

* Bill yields are discounts on three months’ maturities based on dealers’ 
bid prices as quoted in the open market. Certificate yields are based on 
composite market bid quotations. Wednesday dates; latest figures are for 
July 23, 1947.

As the accompanying chart indicates, yields on the longer 
term certificates remained close to the %  per cent coupon 
rate, while the demand for the shorter maturities caused a 
decline in the yield on certificates maturing in about 3 months 
to approximately 34 of 1 per cent, at which point the yield 
on these securities was practically the same as for the new 
Treasury bills of similar maturity.

The uncertainty as to the outlook for short term interest 
rates also had some repercussions on the operations of com
mercial banks in Government bonds. During the four weeks 
ended July 23, the major “money market” banks in New York 
City invested chiefly in bonds due or callable in less than 1 year 
( which would enable them to reinvest their funds to advantage 
if short term securities offering higher interest rates should 
become available), and in longer term bonds (which offer 
higher current yields). The maturity distribution of the bond 
holdings of other weekly reporting member banks is not cur
rently available except in the case of the Chicago banks, which 
showed little change during July.

M em ber  Ba n k  R eserves

Money market conditions were easy during most of July, 
although some strain on reserve positions was evident in the 
first and last few days of the month. Sizable preholiday demand 
for currency, a substantial increase in member bank reserve 
requirements on the first of July following the elimination 
of the exemption of Government War Loan deposits from 
legal reserve requirements, and some absorption of funds 
through Treasury transactions were only partly offset by con
tinued heavy payments from foreign deposit accounts with 
the Reserve Banks. Relaxation of the strain on reserve posi
tions came with the heavy post-holiday return flow of currency

from circulation and further large disbursements from foreign 
accounts. Treasury net expenditures added moderate amounts 
of funds to bank reserves for a short time after the holiday 
and again toward the close of the month, but during the 
intervening two-week period (ended July 23), Treasury re
ceipts far exceeded disbursements, partly offsetting the effects 
of the other transactions. Some tightening of the money 
market in the last week of the month was related to the 
payment of 250 million dollars by investors for World Bank 
bonds.

Changes in Federal Reserve credit consequently were moder
ate during most of the month. Substantial purchases of the 
longer maturities of certificates were made, especially in the 
first half of the month, but these purchases were partly offset 
by sales of Treasury bills and short term certificates. Toward 
the close of July the Reserve Banks absorbed substantial offer
ings from banks of the older issues of bills, partly as a result of 
losses of reserves caused by payments for World Bank bonds. 
Excess reserves fluctuated widely from week to week, reflecting 
in part rather wide swings in the reserve position of New York 
City banks.

The Treasury’s cash receipts from taxes and other revenues 
and from the sale of securities to the public during July were 
not large enough to equal its disbursements, which were aug
mented by payments of 700 million dollars to Great Britain 
under the loan agreement with that country. The Treasury, 
therefore, withdrew about 580 million dollars from its War 
Loan accounts with depositary banks to make up the difference. 
The initial call payable on the first of the month amounted to 
more than 300 million dollars and was used largely to pay 
off the unexchanged portion of an issue of certificates of 
indebtedness maturing July 1, and to advance 150 million 
dollars to Great Britain. Additional advances of 100 and 
150 million dollars on the British credit, made on July 10 and 
14, respectively, were the occasion for further War Loan 
withdrawals of about 120 and 155 million dollars on the same 
dates. Treasury receipts from all sources exceeded disburse
ments in that statement week (ended July 16) and in the 
next one, however, so that Treasury balances with the Reserve 
Banks rose almost 375 million dollars to about 940 million 
on July 23. Thus, in making a further payment of 300 million 
dollars to the British in the following week, the Treasury was 
able to draw on its balances in the Reserve Banks and to 
avoid further pressure on bank reserve positions.

Cu r r e n c y  O u t st a n d in g

Public demand for currency prior to the Fourth of July 
holiday was smaller this year than last. But the subsequent 
return flow of money from circulation was larger in 1947 and 
brought the volume of currency outstanding slightly below the 
1946 level, as illustrated in the accompanying chart. This
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Currency in Circulation in the United States, 1945-47*

* Wednesday dates; latest figure is for July 23, 1947.

was the first instance since the start of the war in which there 
was a year-to-year decrease in outstanding currency.

While minor in amount, the decrease in circulation is the 
more significant since it has occurred in the face of a sharply 
higher price level, increased wages and national income, and 
a higher dollar volume of retail trade. The decline in circula
tion, furthermore, has been in the lower denominations—  
20 dollars and less— which are more commonly used in current 
trade, while the demand for the larger denominations has 
continued to grow, although at a much slower pace than in 
previous years.

The falling off in the use of currency probably indicates the 
return of more normal, peacetime practices in regard to making 
payments. The following developments may have had some 
effect upon the use of currency and the volume outstanding: 
(1) some reduction in the proportion of cash sales and increase 
in the proportion of credit sales in retail trade; (2) greater 
use of check payments resulting from the successful promotion 
by the banks of special checking accounts for persons of 
moderate income and from the peacetime decline of the 
transient population; (3) the spending of wartime savings in 
the form of currency; and (4) the decline in new savings in 
that form as consumer spending has assumed a more normal 
relationship to income with the greater availability of goods.

RESULTS OF TREASURY FINANCING, 
FISCAL 1947

For the first time in seventeen years, the Federal Government 
at the end of the 1946-47 fiscal year showed a reduction in 
the public debt for the year as a whole. Nearly 11.5 billion 
dollars net of Government securities were retired, leaving
258.4 billion outstanding on June 30. Cash retirement of 
debt held by the public1 amounting to 20 billion dollars was 
partly offset by the issuance of certain nonmarketable securi

ties. The latter were mainly sold to trust funds, but some 
(1.8 billion net) were issued to veterans in payment for 
terminal leave and some (2.1 billion net of noninterest-bearing 
demand notes) to the International Monetary Fund and Inter
national Bank in payment of part of the United States sub
scriptions to these organizations. The Government’s ability 
to retire such a substantial volume of publicly-held securities 
was due to the use of about 8.4 billion dollars net2 of funds 
withdrawn from the public in taxes and other receipts during 
the fiscal year and 11.7 billion of funds already on hand, accu
mulated mainly during the Victory Loan drive.

About 6 billion dollars of the debt redeemed for cash 
was held by the nonbanking public3 (that is, investors other 
than commercial banks and Federal Reserve Banks, and Gov
ernment agencies) and to this extent the funds withdrawn 
by the Government in taxes and other receipts were, in effect, 
returned to the public. Over the course of the fiscal year, 
the net flow of funds between the public and the Treasury 
was reversed several times. From July to September 1946 the 
nonbanking public received 100 million more from Treasury 
debt retirement and cash expenditures than it paid to the 
Treasury and in the next quarter it received nearly 1.5 billion 
dollars more. In the three months, January-March 1947, how
ever, it lost through net payments to the Government almost 
4.9 billion dollars. In the last three months of the fiscal year 
(April-June) the public received over 900 million net from 
the Treasury. Thus, while only about 2.5 billion dollars net 
was withdrawn by the Government from the nonbanking 
public in the fiscal year as a whole, withdrawals were con
centrated in the first quarter of this calendar year. In the 
other three quarters, on balance, the public received funds 
from the Government— through debt retirement operations, 
if not through other expenditures.

In addition to the retirement of debt held by the nonbanking 
public, almost 14.1 billion dollars of the commercial banks’ and 
Federal Reserve Banks’ portfolios were paid off. The money 
for these repayments came principally from the General Fund, 
a large part of which was on deposit in War Loan accounts 
at commercial banks. By the end of June, the General Fund 
had dropped to 3.3 billion, from 14.2 billion at the beginning 
of July 1946. The additional funds were provided by the net
2.4 billion withdrawal from the nonbanking public and by

1 Includes chiefly Treasury bills, certificates, notes, and bonds, but 
also relatively small amounts of Savings stamps, notes, and bonds, 
Postal Savings notes and special issues to Postal Savings, depository 
bonds, National and Federal Reserve Bank notes, marketable guar
anteed Government corporation debt held outside the Treasury, and 
demand notes redeemed by the International Monetary Fund.

2 Based on cash expenditures exclusive of the billion dollar payment 
to the International Monetary Fund which was made with funds 
obtained from the Stabilization Fund.

3 Includes nonbank holdings of retired Treasury certificates, notes, 
and bonds; net changes in Savings stamps, notes, and bonds; and 
redemptions of demand notes held by the International Monetary 
Fund, less market sales by Postal Savings.
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over 800 million from the Stabilization Fund. Retirement of 
the debt held by the Reserve Banks tended to restrain further 
credit expansion, as it deprived commercial banks of part of 
their reserves and forced them to take action to restore their 
reserves to the required amounts.

The preceding discussion centers around debt retirement 
and the cash surplus. The difference between the cash surplus 
and the budgetary surplus is largely a matter of accounting. 
In keeping a record of its operations the Treasury groups them 
under three main headings: first, "budgetary” receipts and 
expenditures, which are covered by Congressional appropria
tions; second, operations of trust accounts, which are semi- 
autonomous, partly self-supporting agencies; and third, changes 
in the public debt, which generally reflect deficiencies or 
surpluses in the two preceding accounts combined.

"Budgetary” figures for recent years have included a small 
amount of noncash receipts and larger amounts of noncash 
expenditures. The latter items requiring no immedate cash 
payments from or to the public cover transactions such as 
accrued interest on Savings bonds, Treasury payments to the 
trust accounts, and issuance of terminal leave bonds. The trust 
accounts, on the other hand, in addition to noncash receipts 
from the Treasury, receive deposits from State unemployment 
trust funds and the Railroad Retirement Board, and also cash 
premiums from veterans. They invest some of these funds in 
Government securities, but also disburse cash benefits, make 
refunds, and meet cash withdrawals by State trust accounts.4

In order to estimate the impact of current Treasury opera
tions on the private economy, it is necessary to adjust the 
figures (including "budgetary” and trust account transactions) 
to a cash basis. In such an analysis, transactions in both accounts 
are combined and the noncash expenditures, which are, in 
effect, accruals to be paid to the public in cash at a later date, 
are eliminated. Also removed is a small amount of receipts 
from Government agencies which are offset by equivalent 
expenditures.

The contrast between the cash flow through the Treasury and 
the budget figures was especially marked during the past year. 
When the Treasury closed its budget accounts, surplus receipts 
amounted to 754 million. On a cash basis, however, the 
"budgetary” accounts netted close to 6.7 billion and the trust 
accounts 1.7 billion, giving a cash surplus of 8.4 billion.

This cash surplus, which was in marked contrast to a cash 
deficit of nearly 18 billion in fiscal 1946, arose as a result of 
a continued high level of receipts and a sharp drop in expendi
tures. Receipts from withholding taxes were almost the same 
as in 1946. Corporate tax revenue (other than excess profits 
taxes) and individual income taxes were higher than in fiscal

4 For a more detailed analysis of trust account activities, see "Finan
cial Operations of Federal Trust Funds,” Monthly Review, August 
1946.

1946, despite the lower rates on 1946 calendar year income, 
but they were not high enough to offset a falling off in excess 
profits tax receipts, which for all practical purposes had been 
collected by the end of last December. Increases elsewhere, 
however, more than offset the 1.6 billion decline in income 
and profits taxes. Employment tax receipts rose, reflecting 
higher wage payments, while miscellaneous internal revenue 
increased as manufacturers’ payments of excise tax collections 
were 50 per cent higher owing to larger sales. Miscellaneous 
receipts jumped as surplus property sales soared, but they 
included a larger amount of noncash earnings and transfers. 
As a result, the "budgetary” cash receipts at 42.4 billion dollars 
were half a billion lower than in fiscal 1946. Trust account 
receipts were lower for both noncash and cash items, mainly 
because of the shrinkage in the National Service Life Insurance 
Fund and in miscellaneous trust funds. Total cash receipts thus 
amounted to 46.3 billion.

The 23 billion decline in total Treasury expenditures reflects 
the drastic reduction in military costs. Partly offsetting the 
drop were increased spendings for veterans, including terminal 
leave payments, larger drawings against the British credit, part 
of the large noncash subscriptions to the Bretton Woods 
international organizations, and higher payments for such 
peacetime activities as social security, public works, and aid 
to agriculture. Cash expenditures alone, including the one 
billion paid out of the Stabilization Fund to the International 
Monetary Fund, amounted to 38.9 billion dollars, compared 
with budgetary expenditures of 42.5 billion.

Maintenance of the high volume of Federal cash receipts 
depends on a continuation of a high level of business activity 
and on the maintenance of tax rates at about the current 
levels. With the General Fund amounting to only 3.3 billion 
on June 30, further reduction of the debt held by the public 
will be possible only to the extent that cash income of the 
Government continues to exceed cash expenditures. Total debt, 
however, will be reduced by a smaller amount, as investments 
by trust funds in special issues will continue.

TRANSFERABILITY OF STERLING

On July 15, 1947, in keeping with commitments undertaken 
by the British Government under the terms of the Anglo- 
American Financial Agreement which had become effective 
a year earlier, sterling accruing to foreign countries as a result 
of current transactions formally became freely transferable for 
purposes of current expenditures in any monetary area of the 
world.1 On that date, moreover, the British Government

1 The' term "current” , for purposes of this commitment, refers to 
all payments in connection with trade and service transactions, interest 
and dividend payments, moderate payments for amortization of loans 
and for depreciation of direct investments, and moderate remittances 
for family living expenses.
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became obligated to permit free transferability thereafter of 
any previously accumulated foreign-owned sterling balances 
that might be released for use by the owners. The assumption 
of these obligations has the effect of removing certain restric
tive and discriminatory features of Britain’s wartime financial 
arrangements, and, given that country’s strategic position in 
world trade and finance, should significantly contribute to the 
restoration of a multilateral world trading system. Misgivings 
have been expressed in some quarters, however, to the effect 
that these commitments will impose serious burdens upon 
Britain’s already weakened balance-of-payments position.

Although multilateral transferability (or convertibility) of 
current sterling did not have to come into full effect until 
July 15, 1947, it had for some time already been an established 
fact over a relatively wide area. As far back as July 1945, for 
example, the British had set up a system of so-called American 
accounts in British banks on behalf of residents of the United 
States and its dependencies, and of the Philippine Islands, 
Colombia, Costa Rica, Cuba, the Dominican Republic, Ecuador, 
El Salvador, Guatemala, Haiti, Honduras, Mexico, Nicaragua, 
Panama, and Venezuela. Sterling could be credited to any 
of these accounts as a result of current transactions by the 
countries concerned with the sterling area; and such sterling 
could be freely transferred to any other American account in 
the group and to accounts of residents in the sterling area, or 
could be freely converted into dollars. On July 15, 1947 
Bolivia, Chile, and Peru were added to the list of countries 
for which American accounts are operated.

For many years before July 15, 1947, moreover, sterling 
area countries were able to utilize their sterling acquisitions 
freely for expenditures anywhere within that area or for 
current transactions in countries with which Britain had 
bilateral special account arrangements, i.e., in countries which 
had agreed to accumulate sterling balances. Theoretically, 
sterling area countries were also free to convert their sterling 
into dollars or other hard currencies to meet any net current 
requirements in such currencies, but in actual practice these 
countries cooperated to keep their net demands for hard cur
rencies to a minimum by restrictive import licensing; they 
also sold to the British authorities any hard currency surpluses 
which they might have acquired.

In anticipation of the July 15 deadline on which sterling 
was to become generally convertible, the British Government 
as early as October 1946 began to make the necessary arrange
ments with countries for which no transferability privileges as 
yet existed. These arrangements have taken the form of the 
establishment on behalf of the monetary authorities of these 
countries of so-called transferable accounts. By July 15 such 
accounts had been set up in the case of Argentina, Canada and 
Newfoundland, the Belgian, Dutch and Portuguese monetary 
areas, Italy and the Vatican City, Brazil, Norway, Spain,

Czechoslovakia, Finland, Egypt and Anglo-Egyptian Sudan2, 
Ethiopia, Iran, Uruguay, and Sweden. Sterling arising out of 
current transactions between the countries concerned and the 
sterling area can be credited to these accounts, and sterling 
in these accounts can be transferred freely to any other trans
ferable account, to American accounts, to accounts of residents 
in the sterling area, and under special conditions to accounts 
held by residents of territories which have no transferable 
accounts. Transfers can also be made in the reverse direction.

An essential feature of this new exchange machinery is 
that the countries holding transferable accounts agree to accept 
sterling in payment from other countries; the sterling can 
always be ultimately converted, in effect, into dollars by 
transfer to an American account. Under these arrangements, 
then, sterling acquired by foreign countries as a result of cur
rent transactions can, in keeping with the commitment of the 
Anglo-American Financial Agreement, be freely transferred 
for current expenditures in any currency area of the world. 
These arrangements, it might be noted, should tend to 
strengthen the position of sterling as an international currency 
by widening its use in multilateral settlements, and should 
thereby increase the willingness of foreign countries to hold 
working balances in London. In the agreements providing 
for transferable accounts the monetary authorities of the 
countries concerned agreed to supervise their respective 
accounts so as to insure that transfers would be made only 
in respect of current, and not capital, transactions.

Although by July 15, 1947 sterling transferability had, in 
general, become an established fact, it had proved impossible 
by that date, because of a variety of technical reasons, to con
clude formal arrangements providing for transferability in the 
case of fourteen specific countries. With the consent of the 
United States, the July 15 deadline was extended in these cases 
until September 15, 1947. The countries concerned are: 
Austria, Bulgaria, China, Denmark, France, Greece, Hungary, 
Paraguay, Poland, Rumania, Siam, Soviet Union, Turkey, and 
Yugoslavia. The postponement of the deadline does not, 
however, relieve Britain of the obligation freely to permit 
transfer, once the arrangements are concluded, of any sterling 
currently acquired by these countries between July 15 and 
September 15. It might also be noted that Switzerland has, 
by its own choice, remained outside the scope of these arrange
ments. According to an agreement in March 1946, however, 
the Swiss had consented to accumulate sterling up to £15 
million, beyond which payment was to be made in gold.

It was noted above that on July 15,1947, the United Kingdom 
became obligated to permit free transferability thereafter with 
regard to any previously accumulated foreign sterling balances 
that might be released. These accumulated balances, in view

2 Effective July 14, 1947, these two countries had left the sterling 
area.
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of their sheer magnitude (amounting to about £3.5 billion), 
obviously cannot be made fully transferable at once, and the 
Anglo-American Financial Agreement merely commits the 
British Government to make agreements with the countries 
concerned for an "early” settlement covering these balances. 
In the main, to the extent that the balances are not scaled 
down, they will undoubtedly have to be paid off in instalments 
over a period of years. In view of the opposition of many 
of the leading creditors, notably India and Egypt, to the sugges
tion of a scaling down of their balances3, the negotiation of 
definitive settlements is likely to prove difficult and protracted. 
Any sterling released under the terms of these settlements, 
whether in the near future or at a later date, however, must 
be freely transferable for current expenditures in any currency 
area.

Although no deadline was specified for the conclusion of 
settlements regarding accumulated sterling balances, it was 
nevertheless necessary for the British authorities, pending the 
negotiation of final settlements, to draw a sharp line of demar
cation by July 15, 1947 between accumulated balances and 
those which foreigners might currently acquire thereafter. 
For if the former continued to be freely available for expendi
ture within the sterling area, there was the danger that the 
various foreign creditors would utilize them to finance their 
gross expenditures in Britain and would demand transferability 
privileges for their gross current sterling receipts. This would 
have greatly increased Britain’s potential dollar drain as a 
result of the transferability commitments. From Britain’s point 
of view it was essential that only the net surpluses of sterling 
acquired by foreign countries from current transactions should 
be freely transferable.

In order to insure this result, it would have been necessary 
to make arrangements whereby accumulated sterling balances, 
except for such amounts as might periodically be released 
(and made freely transferable), would be completely blocked 
after July 15. In a few cases, notably Egypt, formal arrange
ments providing for the maintenance of minimum balances 
and partial releases were actually made before that date, but 
the Egyptian arrangement was only of a provisional character 
pending the negotiation of a definitive settlement. In the case 
of India, by far the largest holder of sterling balances, no 
such arrangement, even of an interim character, has as yet been 
negotiated. Where the accumulated balances were small, the 
British Government took no steps to freeze them by July 15, 
and in some of these cases the balances were, at least in part, 
made freely available for transfer anywhere. In other 
cases, notably with regard to the British Dominions and 
colonies, which hold a substantial fraction of the balances, no 
blocking arrangements, formal or otherwise, appear to have

3 Two of the creditors, however, namely Australia and New Zealand,
have voluntarily “scaled down” their balances by gifts of £20 million 
and £10 million, respectively.

been made, presumably because it is understood that these 
countries will continue to exercise the same restraint they 
have shown in the past with regard to the utilization of their 
accumulated balances.

While the establishment of multilateral transferability of 
current sterling constitutes an important factor in the eventual 
restoration of nondiscriminatory world trade, some fears have 
been expressed that the action may have been premature and 
that a substantial addition to the present rapid rate of drain 
on Britain’s gold and dollar reserves would thereby result at 
a time when it could hardly be countenanced. Although it is 
obviously impossible, among other things because of inability 
to project Britain’s over-all balance-of-payments pattern and 
its geographical distribution, to estimate what the prospective 
dollar costs of transferability will be, it is generally believed 
that the additional drain in the crucial months immediately 
ahead will not be very great. For one thing, Britain’s major 
individual balance-of-payments deficits are being currently in
curred with hard-currency countries, notably the United States 
and Canada, and these deficits are already being paid for 
largely out of the proceeds of American and Canadian credits. 
The new transferability arrangements should not add, there
fore, to the dollar drain resulting from the deficits with these 
countries.4 Other individual net deficits are now being in
curred with only a relatively few countries, notably Australia, 
New Zealand, and the British colonies, and on a relatively 
small scale; these countries, as a gesture of help to Britain, 
will probably be willing, for a while at least, to keep to a 
minimum their requests for transfer of their current sterling 
acquisitions. The fact that sterling, under the present exchange 
machinery, is now being used over a wide area for multilateral 
settlements, moreover, should tend to strengthen the demand 
for sterling and may thereby to some extent enable Britain 
to pay in sterling for supplies which had previously cost her 
dollars. Even in the absence of any transferability commitment 
under the Anglo-American Financial Agreement, it may be 
questioned how long Britain would in any case have been 
able to postpone the multilateral transferability of currently 
earned sterling in view of the growing reluctance of many 
countries to sell goods to Britain for untransferable currency.

4 The drain on the American relative to the Canadian credit will 
tend, however, to be increased to the extent that Canada acquires 
transferable account sterling and converts it into American dollars.

WORLD DISTRIBUTION OF GOLD AND 
DOLLAR ASSETS
There has been much discussion as to the existence or threat 

of a world shortage of dollars, or of assets easily convertible 
into dollars, which could be used for the payment of the 
enormous volume of goods and services which foreign countries 
are buying in the United States. This question is intimately 
linked with that of the volume of foreign lending which the
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United States Government, as well as private investors, may be 
called upon to do in the near future. Of basic importance, how
ever, are the size and distribution of the gold and dollar assets 
of foreign countries and the extent to which foreign countries, 
by using such assets, may be able to meet their needs for the 
goods and services which this country can supply. This article 
presents and analyzes the known facts concerning the world 
distribution of gold and short term dollar assets and the 
changes which have taken place in this respect since 1939.

The gold and short term dollar assets now available to for
eign countries as a whole (excluding the U.S.S.R.) 1 amount to 
some 18 billion dollars. About two thirds of this consists of 
gold held by governments and central banks. The rest is made 
up of balances held in foreign official and private accounts with 
American banks, and of foreigners* holdings of short term 
dollar securities. The present total of 18 billion dollars com
pares with 14 billion at the outbreak of the war and 20 billion 
at the end of hostilities in August 1945. In the first postwar 
year foreign countries’ drafts on their gold and dollar assets 
were approximately offset, in the aggregate, by new acquisi
tions of gold from their own current production; in August 
1946, a year after V-J Day, foreign gold reserves were if 
anything somewhat higher that at the close of the war, and 
dollar balances and short term securities had declined by only 
200 million dollars. In contrast, during the seven months of the 
second postwar year for which statistics are available, foreign 
countries not only utilized their current gold output, estimated 
at 700 million dollars a year, but also drew on their monetary 
gold stock to the probable extent of 800 million dollars ( apart 
from transfers of gold to the International Monetary Fund). 
In addition, they spent 1 billion dollars of their short term 
dollar holdings.

The picture can be seen more clearly, however, if, instead 
of looking merely at the aggregate size of the foreign gold 
and dollar holdings, one considers the distribution of such 
holdings by areas. The liberated countries of Western Europe, 
which held 5.4 billion dollars of gold and dollar balances just 
before the war, and some 3.7 billion dollars in August 1945, 
had 3.2 billion left in August 1946 and only 2.5 billion in 
March 1947. In this Western European area, the official French 
gold and "hard” currency holdings were reduced from the 
equivalent of 2.6 billion dollars at the liberation to about
1 billion at the end of 1946. Dutch gold and dollars declined 
by one third, amounting last March to 400 million dollars. 
Belgium is the only country in the area whose reported gold 
and dollars were higher at the end of 1946 than at the time 
of liberation; they increased by 40 million to some 900 million 
dollars, largely because of the goods and services furnished to 
American troops in the final phase of the European war.

In the "neutral” countries of Europe, gold and dollar holdings

1 Because of the absence of official Russian statistics in this field, it 
is not practicable to include the U.S.S.R. in the survey.

now amount to 2.5 billion dollars and are about 1 billion 
higher than before the war. This increase is largely due to 
the accumulation of gold by Switzerland and to a small extent 
by Portugal and Spain. Sweden, the remaining European 
"neutral,” which in August 1945 possessed almost 700 million 
dollars of gold and dollar balances and maintained this reserve 
practically unchanged until after the revaluation of the Swedish 
krona in July 1946, lost some 250 million dollars of its reserves 
between August 1946 and March 1947.

No British figures are available later than December 1946, 
at which time official gold and dollar balances amounted to 
2.6 billion dollars. In August 1939, they had amounted to 2.1 
billion dollars. However, British private dollar holdings are 
believed to be lower now than before the war.

Latin America, which during the war increased its gold and 
dollars from 1.1 billion to 3.9 billion dollars, further expanded 
its holdings by some 300 million dollars in the first year 
after V-J Day, but used up 700 million dollars in the first 
seven months of the second postwar year. Thus, on the whole,

Foreign Gold and Short Term Dollar Assets

U .S .D O L L A R S  |sX<v4 GOLD

* Belgium, Denmark, France, Netherlands, Norway.
** Portugal, Spain, Sweden, Switzerland.

*** Australia, British Malaya, Egypt, India, New Zealand, Union of 
South Africa.

t Canadian gold data not available.
Source: Gold holdings are those of foreign governments and central banks, 

as computed by the Federal Reserve Bank of New York. Data for all foreign 
countries (excl. U. S. S. R.) are tentative. Dollar assets consist of short 
term official and private balances as published in the Federal Reserve 
Bulletin. Data for United Kingdom for Dec. 1944, 1945, and 1946 are 
from the white paper on national income.
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Latin American gold and dollar resources are still very large 
in comparison with the prewar years, but the shrinkage has 
been considerable in a number of countries in the area. 
Argentina’s gold and dollar reserves declined from 1,411 million 
dollars at the end of September 1946 to less than 900 million 
dollars in June 1947; Brazil’s holdings from 613 million dollars 
in August 1946 to around 500 million dollars in February 
1947; and Mexico’s gold and dollar assets from 350 million 
dollars on V-J Day to about 200 million dollars at present.

Canadian gold and dollar resources, official and private, 
which amounted to only 400 million dollars in December 1938, 
increased to 1,883 million dollars at the end of 1945, but 
they declined last year to 1,475 million dollars at the year end 
and subsequently are reported to have been reduced further, 
although more recent figures of gold holdings have not yet 
been made public. The resources of the leading sterling-area 
countries (excluding the United Kingdom) increased from 
some 600 million dollars in August 1939 to 1.4 billion in 
March 1947, owing primarly to the accumulation of gold by 
the South African Union.

To sum up: foreign gold and dollar balances in the aggre
gate are still considerably higher than they were in 1939, but 
the over-all increase covers widely divergent changes in the 
distribution by areas. Liberated Western Europe, which had
5.4 billion dollars in August 1939, had only 2.5 billion dollars 
left in March 1947. On the other hand, the gold and dollar 
holdings of “neutral” Europe, which amounted to 1.5 billion 
dollars in August 1939, are at present 1 billion dollars higher. 
The United Kingdom’s gold and official dollar holdings, 
which were about 2.1 billion dollars in August 1939 had risen 
to 2.6 billion dollars at the end of 1946, but this increase in 
official holdings may have been partly offset by some decline 
in British private dollar holdings. The gold and dollar assets 
of Latin America were at 3.5 billion dollars in March 1947, 
compared to 1.1 billion dollars in August 1939, but some 
countries were rapidly depleting their holdings; and those 
of the principal sterling area countries (excluding the United 
Kingdom), which were at 0.6 billion dollars at the outbreak 
of the war, had risen to 1.4 billion dollars in March 1947. 
Canada, which had only some 400 million dollars in Decem
ber 1938, had nearly 1.5 billion dollars in December 1946, 
but undoubtedly has considerably less than that amount now.

In judging the significance of the wartime and postwar 
changes in foreign gold and dollar holdings, several facts 
must be kept in mind. First, it must be noted that these are 
only the changes in the official gold monetary stocks and 
official and private dollar balances; they take no account of 
the quantities of gold which have been hoarded by the public 
in many countries. While it is impossible to give an accurate 
figure for gold hoarded abroad before the war and now, it is 
known that a very substantial increase in hoarding has 
occurred since 1939. There is reason to believe that gold

privately hoarded outside the United States may amount to 
several billion dollars, but nothing can be said as to its dis
tribution by countries. Moreover, gold held in this way is 
of no present use to the monetary authorities of the countries 
where it is held. Hoarders who have already declined to turn 
in their gold to the authorities are unlikely to do so until 
monetary and economic stability is restored in their respective 
countries or until clear-cut and comprehensive plans for the 
restoration of such stability are being effectively carried out.

It is necessary also to keep in mind that only a portion of 
the reported holdings of gold and dollars is actually available 
for meeting balance of payment deficits. A large part repre
sents legal currency reserves which foreign central banks are 
required to maintain under existing monetary legislation or 
customary practice. While the legal reserve requirements 
(where they have not already been suspended or substantially 
reduced) could of course be altered, it may be doubted whether 
in the present circumstances such a procedure would be con
ducive to restoration of confidence and to orderly reconstruc
tion. Secondly, more than half of the 5 billion dollars of 
American balances and short term securities held by foreigners 
are owned privately, and their utilization therefore depends on 
the willingness of the foreign owners to repatriate these funds 
or on the ability of foreign governments to requisition them 
under their exchange control powers. In any event, a sizable 
part of the dollar funds of the foreign countries are working 
balances that have to be kept above a certain minimum in 
order to insure an uninterrupted flow of international trade. 
Owing to the rise in the American price level, these minimum 
working balances tend to be higher than before the war.

There are various reasons for the rapid exhaustion of some 
foreign countries’ gold and dollars. In Latin America the flow 
of imports suddenly increased in 1946, partly because of a 
large backlog of demand for American consumption goods, 
partly as a result of high levels of employment and income, 
and partly because of loose handling of exchange controls. In 
Argentina the depletion of the gold and dollar reserves was 
largely due to the repatriation of the Argentine debt from the 
United States. There has been no over-all decline in Latin 
American exports.

The rapid rate of utilization of gold and dollar resources 
held by liberated Europe is the result of three factors: the post
war rise in American prices, a succession of natural disasters 
since the war, and the slowness of European recovery. The 
impact of the substantial rise in American prices has been 
particularly detrimental to Europe because the latter currently 
depends on imports of food and other essential products from 
America. Last year’s crop failures in many Continental coun
tries and the exceptionally severe winter, which not only 
delayed spring planting and adversely affected this year’s agri
cultural output but also interrupted the regular supply of coal 
and retarded industrial production, aggravated Europe’s balance

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

August 1947



FEDERAL RESERVE BANK OF NEW YORK 85

of payments position by increasing the import requirements 
and by retarding exports. But the crucial problem is the slow
ness with which Europe is achieving the degree of recovery 
which would enable it to increase the domestic production of 
goods that now have to be imported, as well as of export goods 
the sale of which would contribute to the payment of essential 
imports.

GROSS NATIO NAL PRODUCT REACHES  
NEW  PEAK

In his Midyear Economic Report transmitted to the Con
gress on July 21, the President estimated that during the first 
half of the current year the value of this country’s output of 
goods and services had exceeded the wartime peak reached two 
years earlier. It appears that the expansion of the physical 
volume of production, which began after the reconversion 
decline had reached its lowest point during the first quarter 
of 1946, has about reached the limits of available manpower 
and of other resources. In general, the small gains in value 
of total output registered during the last six months or so 
reflect price increases more than gains in physical volume. 
With unemployment at a level close to its irreducible mini
mum, any further increase in physical output would have to 
come mainly from increased productivity.

The discussion which follows is based on the revised 
estimates of national product and income of the Department 
of Commerce which have just been released. The new esti
mates of gross national product (the market value of all 
goods and services produced) include the imputed rental value 
of owner-occupied dwellings. This and other, less important, 
changes have resulted in an increase in the estimates of personal 
consumption expenditures, compared with the old estimates. 
The valuation of the government contribution to the gross 
national product (GNP) has undergone more radical changes, 
which have resulted in a considerable increase in the valuation 
of war expenditures, partly offset by a reduction in nonwar 
expenditures. The value placed on the services of members of 
the armed forces has been increased to include, in addition to 
pay, the value of food and clothing furnished and also payments 
to dependents. On the other hand, interest payments on the 
public debt, previously included with nonwar expenditures, are 
now considered to be transfer payments and not part of GNP. 
The net result of these and of other less sweeping changes in 
concepts and of numerous statistical revisions was to increase 
GNP particularly during the war years (by nearly 7 per cent 
in 1944 and 1945).

The current revisions considerably increase the usefulness 
of the official national product and income statistics, which 
have become an indispensable tool in much business planning. 
Moreover, the new concepts adopted will make these estimates 
more easily comparable with those of other countries, in par
ticular Great Britain and Canada.

A large part of the 167 per cent by which the value of 
gross national product during the first half of 1947 exceeds 
the 1935-39 average represents price increases. Indexes of 
physical production, however, show considerable increases over 
the same base period. During the first half of this year indus
trial production fluctuated around a level 87 per cent above 
the 1935-39 average, whereas farm marketings were nearly 
60 per cent larger.

While during the first half of 1947 gross national product, 
estimated at a seasonally adjusted annual rate of 225 billion 
dollars, exceeded the wartime peak reached in the first quarter 
of 1945, its composition has changed in a way which indicates 
the full extent of the reconversion of our economy from total 
war effort to high levels of peacetime output. Whereas during 
the first quarter of 1945 goods and services available to con
sumers amounted to only little more than half of the total 
gross national product, during the first half of 1947 they 
amounted to over two thirds. Conversely, Federal Govern
ment expenditures for goods and services declined during the 
same period to less than one fifth of their peak volume. 
During the first half of this year the total government ( includ
ing State and local) share declined to an annual rate of 27.5 
billion compared with a peak rate of 100 billion dollars (first 
quarter of 1945). Most of this decline was achieved in the 
short period of a year.

Investment and consumers’ expenditures have each absorbed 
about half of the resources set free by the reduction in Federal 
(mainly war) expenditures since the first quarter of 1945. 
The gradual but continuous expansion of the outlay of indi
vidual consumers for goods and services to a level more than 
one-third above the first quarter of 1945 has been justly 
regarded as one of the major factors which made the transition 
from war to a fully employed peacetime economy unexpectedly 
smooth and successful. Many reasons have been cited to 
explain this achievement, including the rapid rate of demobili
zation, the considerable backlogs of demand for various types 
of goods, and large purchases by veterans.

The other important factor which has been contributing 
to the maintenance of a high level of production and employ
ment has been the rapid expansion of both domestic and 
foreign investment. During the first quarter of 1945 we were 
still, on balance, drawing on our inventories and receiving 
more goods and services from abroad than we were able to 
supply to the rest of the world on a commercial basis (i.e., 
excluding lend-lease). New private construction was still 
close to the lowest level reached during the preceding two 
years. Expenditures for producers’ equipment were the only 
form of private investment that had been growing, after 
having reached a low point at the beginning of 1943. Total 
investment (domestic and foreign) during the first quarter of
1945 still amounted to less than two per cent of total gross 
national output. During the first half of 1947, however, close
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Main Components of Gross National Product 
(Seasonally adjusted annual rates, in billions of dollars)

First quarter First half

1945 1946 1947

Personal consumption expenditures.......................
Gross private domestic investment........................

New construction...............................................

118.2
5.5
2.4
5.9  

— 2.8  
—  2.0 

100.0

134.3
18.6
7.2  
9.1 
2.S
3.3 

35.4

158.0
29.5 
9.8

17.0 
2.7

10.0
27.5

Producers' durable equipment...........................
Changes in  business inventories........................

Net foreign investment...........................................
Government purchases of goods and services.........

Gross national product............................................ 221.8 191.7 225.0

Details do not necessarily add to totals because of rounding. Disinvestment i s 
indicated by negative signs.

Source: U. S. Department of Commerce for 1945 and 1946; Midyear Economic 
Report of the President for 1947 (preliminary).

to one fifth of our resources were directed toward various 
forms of investment, including net exports of goods and 
services.

The various types of investment expenditures are the 
critical factors responsible for the present high level of 
economic activity, since they support activities that produce 
goods and services which are not consumed immediately (at 
least not in this country). Income payments to all individuals 
engaged in the production of such goods are available for 
expenditure in other segments of the national economy and 
thus increase the demand for consumers’ goods and services. 
Businessmen, economic analysts, and Government officials 
have come to pay particular attention to relative changes in 
these sustaining factors, since it is generally believed that a 
decline in aggregate expenditures for these categories would 
be followed by an even sharper drop in total gross national 
product because of the accompanying effect on consumer 
incomes and the demand for consumers’ goods and services.

Changes in the individual components of investment 
(seasonally adjusted annual rates) between the first quarter 
of 1945 and the first half of this year are summarized in the 
table above. The table also includes the first quarter of 1946, 
in which quarter GNP reached its reconversion low point. 
From the first quarter of 1945 to the first half of 1947 total 
capital formation (domestic and foreign) increased from
3.5 to 39.5 billion dollars. Increases in investment in pro
ducers’ durable equipment and in net exports of goods and 
services account for more than 10 billion dollars each; con
struction, including residential construction, and increases in 
business inventories also accounted for sizable amounts. The 
expansion in these last two categories, however, took place 
mainly during the first year and a half following V-E Day. 
The share of construction and of additions to inventories in 
total investment has been decreasing since the fourth quarter 
of 1946. Net foreign investment, accruing as the balance 
from “current account” transactions with foreign countries, 
has increased rapidly since the third quarter of 1945, as unilat
eral Government transfers (such as lend-lease and UNRRA) 
were replaced by commercial exports. During the first half

of 1947 our net foreign investment ran at the annual rate 
of 10 billion dollars, nearly double the rate achieved in the 
preceding quarter, while the rate of gross private domestic 
investment showed a small decline. This drop was due entirely 
to a considerable slackening in the rate of inventory accumu
lation. All other major components of domestic investment 
continued to expand during the first half of this year.

The question is frequently asked whether the present high 
level of private investment can be maintained in the imme
diate future. In a dynamic economy it is not likely that the 
current pattern of investment will be maintained for any 
length of time. Some of its components are likely to decline, 
others to increase. The crucial point is whether total invest
ment, domestic and foreign, will add up to a total sufficiently 
large to support the present high level of consumers’ expendi
tures and of total gross national product.

Among the components of private capital formation, inven
tory accumulation may soon cease altogether to absorb addi
tional resources; but it has played only a relatively minor 
role in the last few months. According to Department of 
Commerce estimates, inventories remained practically un
changed during May (the latest month for which data are 
available), thus halting the expansion which had started after 
V-J Day. There are few signs to indicate that producers’ 
expenditures for business equipment are likely to decline 
materially from present high levels in the near future, although 
a shift in their distribution among the various industries may 
be expected. The joint estimates of the Department of Com
merce and of the S.E.C. place anticipated expenditures for new 
plant and equipment by all industrial groups for the third 
quarter of the current year at 3.8 billion dollars, an amount 
greater than the anticipated expenditures for the second quar
ter and 0.6 billion more than was actually spent during the 
first quarter.

The greatest potential expansion in private investment is 
in the field of residential and commercial construction. 
Because of high costs construction activity has leveled off, 
although demand for all types of building has never been 
more pressing. As the physical limitations which have inter
fered with efficient building operations during the first post
war years are now for the most part overcome, any considerable 
increase in construction activity hinges on a downward 
adjustment of costs. Building materials are increasingly 
becoming available to start the long delayed school, hospital, 
and public road construction programs and to reduce the 
considerable backlog of deferred maintenance, and any decline 
in private construction may be at least partly offset by an 
increase in Government construction. The large volume of 
State and municipal issues which was earmarked during the 
first half of 1947 for housing, highway, and irrigation projects 
points in this direction.

The greatest uncertainty which exists with respect to the
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trend of investment lies in the size of our net export surplus, 
which normally represents only a minor component of total 
investment. In view of the desperate need for food and 
industrial goods in many parts of the world, a drastic drop 
in our net export balance would have serious implications 
concerning economic and political conditions in many coun
tries. The critical problem is how continued net exports close 
to their present size can be financed. Nevertheless, it is likely 
that in the immediate future net exports at high levels will 
be supported by a combination of several sources of financing.

DEPARTM ENT STORE TRADE

The dollar volume of department store sales in the Second 
Federal Reserve District during July is estimated to have 
been 10 per cent larger than during the same month of last 
year, causing the seasonally adjusted index of sales to rise 
for the fifth consecutive month. Again clearances of seasonal 
merchandise were an important factor causing sales to rise. 
In addition merchants have resumed the prewar practice of 
promoting furniture sales in midsummer.

The pressure of the high cost of living has caused consumers 
increasingly to patronize basement stores. The charts shown 
below present a comparison of basement store sales with those 
in comparable main store departments for the period 1940 
to date.1 During the first year of the war, basement store 
sales as a whole increased more rapidly than main store sales, 
but in 1943 they declined while main store sales continued 
to increase. Basement stores were particularly affected in 1943

1 Indexes of department store sales and stocks for departmental 
groups in the basement, monthly from 1940 to date, together with 
supplemental tabulations of: (1 ) annual rate of stock turnover; 
( 2) annual receipts of merchandise; ( 3) distribution by departmental 
groups of sales and stocks; and (4 ) estimated dollar volume of sales 
and stocks in the base period may be obtained upon request from the 
Research Department, Federal Reserve Bank of New York.

Department Store Sales and Stocks for Departmental Groups 
in Main Store and in Basement,
Second Federal Reserve District*

Departmental groupf

Percentage 
distribution 

of 1946 
sales#

Percentage
change,
1946-47

Ratio of June 
stocks to 

sales \

Main
store

Base
ment

June
sales

June 30 
stocks 1941 1946 1947

Total ̂
Main store................................... 100.0 +  2 +  7 3.0 2.5 2.5
Basement.................................... 100.0 +16 — 6 2.1 2.2 1.8

Women’s coats and suits 
Main store................................... 6.1 +  5 —32 4.8 4.2 2.7
Basement.................................... 9.4 +11 —40 2.7 2.9 1.6

Women’s dresses 
Main store................................... 5.6 — 6 — 7 0.9 1.0 1.0
Basement..................................... 9.1 +10 +  1 0.6 0.8 0.8

Other women’s wear 
Main store................................... 9.5 — 2 —25 1.7 2.4 1.8
Basement.................................... 17.8 +  1 

— 1
—16 1.5 2.4 2.0

Women’s accessories 
Main store................................... 13.6 — 7 2.3 2.0 1.9
Basement.................................... 17.6 +  6 —12 1.6 1.8 1.5

Men’s wear 
Main store................................... 9.0 +10 +34 3.2 1.9 2.3
Basement.................................... 14.5 +47 

+  2

— 3 2.2 2.3 1.5
Men’s and women’s shoes 

Main store................................... 3.6 +38 3.7 2.1 2.9
Basement.................................... 7.2 +25 +15 2.4 2.7 2.5

Blankets, linens, sheets, towels 
Main store................................... 5.2 +  7 +32 3.8 2.3 2.9
Basement.................................... 7.0 +25 +15 2.8 2.6 2.4

Homefurnishings 
Main store................................... 25.2 +  5 +24 3.9 2.9 3.4
Basement.................................... 13.2 +  8 +  1 2.8 2.7 2.6

* June 1947 preliminary. , . , , , 
t Data for women’s apparel include misses’ and juniors’; men’s wear includes boys .
# Fiscal year ended January 31,1947. Total main store and basement figures include depart

ments not shown separately.
t Number of months’ supply at the June rate of sales.

by rationing and the growth of the armed forces, since a larger 
proportion of their total receipts than in the case of main 
stores is derived from the sale of shoes and mens clothing. 
Moreover, main store sales were less affected by these factors 
because good quality shoes were in greater demand than 
cheaper lines and because the decline in sales of civilian 
clothing in the main store was somewhat offset by sales of 
service uniforms and accessories.

Indexes of Department Store Sales for Departmental Groups in Main Store 
and in Basement, Second Federal Reserve District*

(1940 averages=100 per cent)
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The imposition of higher luxury taxes on April 1, 1944 
stimulated main store sales of accessories and fur coats in 
the latter part of 1943, as customers bought ahead to "beat 
the tax". Consequently, in 1944 fur coat sales declined, offset
ting a rise in sales of cloth coats and suits, whereas basement 
sales of coats and suits were little affected by the tax, and 
showed a sharp gain.

In 1944 and the first half of 1945, basement store sales 
as a whole increased at a slightly faster rate than main store 
sales, but thereafter, through the first half of 1946, the rate 
of increase of basement store sales again trailed the gains 
made by the main store. Price controls had increasingly caused 
materials and labor to be diverted into the production of 
higher priced goods with the result that many kinds of low 
cost, staple merchandise formerly sold in basement stores virtu
ally disappeared from the market. The acute shortage of 
cotton textiles affected the basement store more than the 
upstairs store. Clothing, blankets, linens, sheets, and towels 
contribute more to total sales in the basement store, and more 
of the merchandise in these departments is made of cotton 
than in the upstairs store. Basement store departments of 
such cotton products as mens work clothes, housedresses, and 
uniforms are often not fully duplicated in the upstairs store.

By the fall of 1946 the period of most acute shortages was 
over. The dollar volume of merchandise receipts by the 
basement stores increased about 40 per cent during the last
6 months of 1946 compared with the corresponding 1945 
period, although after allowance for price increases the gain

Department and Apparel Store Sales and Stocks, Second Federal 
Reserve District, Percentage Change from the Preceding Year

Locality
Net;

June
1947

sales

Jan. through 
June 1947

Stocks on 
hand 

June 30, 1947
Department stores, Second District---- +  5 +  9 +  8

New York City................................... +  4 +  8 +  6
Northern New Jersey......................... — 1 +  6 — 2

Newark............................................ — 4 +  4 — 2
Westchester County........................... +12 +11 +11
Fairfield County................................. +  3 +10 +  9

Bridgeport....................................... +  2 +10 +  7
Lower Hudson River Valley.............. +12 +15 +15

Poughkeepsie................................... +11 +10 +13
Upper Hudson River Valley.............. +  9 +11 +14

Albany............................................. +  9 +11 +15
Schenectady..................................... +  6 +  9 +  13

Central New York State.................... +  9 +13 +14
Mohawk River Valley.................... +  12 +10 +14

Utica............................................. +14 +10 +  6
Syracuse........................................... +  8 +15 +14

Northern New York State................. +30 +21
Southern New York State................. +  3 +14 +28

Binghamton..................................... +  1 +  9 +24
Elmira.............................................. +  1 +14 +24

Western New York State................... +10 +11 +20
Buffalo............................................. +13 +10 +18
Niagara Falls................................... +  3 +11 +  9
Rochester......................................... +  5 +  12 +24

Apparel stores (chiefly New York City). — 9 — 4 +  3

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District
(1935-39 average--100 per cent)

1946 1947

Item
June April May June

Sales (average daily), unadjusted................ 221 223 237 231
Sales (average daily), seasonally adjusted.. 243 235 253 254

Stocks, unadjusted........................................ 192 233 224 206
Stocks, seasonally adjusted.......................... 199 230 221 215

would be somewhat less. Also, most of the Government surplus 
goods sold by department stores was handled in the down
stairs departments. After July 1, 1946, increased purchases of 
consumer durables and rising food prices left a smaller propor
tion of the consumers’ incomes available for the purchase of 
clothing and shoes, and encouraged shopping for bargains. 
Consequently, in the second half of 1946 basement store sales 
began to rise more rapidly than main store sales, the margin of 
difference widening in 1947. In department stores that operate 
basement stores the proportion of basement store sales was 
18 per cent of total sales for the first half of this year, compared 
with 16 per cent in the same period of 1946.

The seasonally adjusted index of department store stocks 
at the end of June was the lowest since October 1946 and 
the dollar value of stocks was only 8 per cent greater than 
a year earlier. Since department store prices have risen con
siderably more than 8 per cent in the past year, it is evident 
that either substantial mark-downs have been taken, or there 
have been shifts to lower priced lines, or the physical volume 
of stocks is below year-ago levels. Actually reductions in both 
price and volume have occurred in differing degrees in many 
individual departments, while in some other departments (e.g., 
major appliances), both price and quantity of stock on hand 
have increased. The June ratio of stocks to sales, at 2.4, was 
about the same as in 1946 and in 1941.

Outstanding orders of Second District stores rose about 
30 per cent from May 31 to June 30. The major part of 
this increase was seasonal, but trade sources indicate that many 
orders normally placed in May had been held over until June 
in the hope of obtaining better values from suppliers.

Indexes of Business

1946 1947

Index
June April May June

Industrial production*, 1935-39 *= 100........
(.Board of Governors, Federal Reserve 

System)

170 187r 185 183p

Electric power output*, 1935-39 — 100.......
(Federal Reserve Bank of New York)

195r 224 224 222p

Ton-miles of railway freight*, 1935-39 =  100 
(Federal Reserve Bank of New York)

195 197 20 lp

Sales of all retail stores*, 1935-39 = 100.......
(Department of Commerce)

Factory employment

239 274 274p

151pUnited States, 1939 = 100.........................
(Bureau of Labor Statistics)

142 153 151

New York State, 1935-39 = 100...............
(New York State Department of Labor) 

Factory payrolls

125 130 127 125p

United States, 1939 = 100........................
(Bureau of Labor Statistics)

263 311r 312p

New York State, 1935-39 = 100...............
(New York State Department of Labor)

249 271 269 270p

Income payments*, 1935-39 = 100..............
(Department of Commerce)

Composite index of wages and salaries*#

241 263 265p

1939= 100..................................................
(Federal Reserve Bank of New York)

160 171 173p

Consumers’ prices, 1935-39= 100................
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(Federal Reserve Bank of New York)

133 156 156 157p

New York City.......................................... 86 82 80 88
Outside New York City........................... 75 88 88 88

* Adjusted for seasonal variation. p Preliminary. r Revised.
# A special monthly release tabulating the complete set of 15 indexes of hourly 

and weekly earnings computed by this bank will be sent upon request. A gen
eral discussion of the new indexes appeared in the November 1946 issue of this 
Review. Tabulations of the monthly indexes, 1938 to date, and descriution of 
component series, sources, and weights may be procured from the Research De
partment, Federal Reserve Bank of New York. A mimeographed article dis
cussing some of the technical problems involved is also available on request.
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INDUSTRIAL PRODUCTION

Federal Reserve index. Monthly figures; latest 
figure shown is for June.

CONSTRUCTION CONTRACTS AWARDED

F. W. Dodge Corporation data for 37 Eastern States. 
Nonresidential includes awards for buildings 

and public works and utilities. Monthly 
figures; latest shown are for June.

CONSUMERS* PRICES

Bureau of Labor Statistics* indexes. “All items” 
includes housefurnishings, fuel, and miscellaneous 

groups not shown separately. Midmonth 
figures; latest shown are for June.

MEMBER BANK RESERVES AND RELATED ITEMS

Wednesday figures; latest shown are for July 23.

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, July 30, 1947)

INDUSTRIAL production declined somewhat further in June and the early part of July. Value 
of retail trade continued to show little change, after allowance for seasonal changes. Prices 

of commodities traded in the organized markets generally advanced and prices of coal and iron 
and steel were increased.

Industrial  Prod u ction

Total output of manufactures and minerals, as measured by the Board’s seasonally adjusted 
index, which reached a postwar peak of 190 per cent of the 1935-39 average in March, had 
declined to 183 by June and a further reduction is indicated in July.

Durable goods production continued to decline slightly in June, reflecting mainly further 
small reductions in demand for various metals and metal products and building materials. Auto
mobile passenger car production, however, which has been limited by the available supply of 
steel sheets, increased in June. In July the rate of automobile production was reduced again, 
reflecting partly a temporary curtailment in supplies of steel. Production of steel was curtailed 
in the early part of July as a result partly of uncertainties surrounding the signing of a new 
wage contract in the bituminous coal industry, but at the end of July steel operations again were 
scheduled at a rate of 94 per cent of capacity.

Contraction in nondurable goods production continued in June, reflecting chiefly earlier 
declines in domestic demands for these goods as well as some slackening in export demands. 
Further reductions in output in the textile industry accounted for most of the decline in June, 
but there were also decreases in activity in most other nondurable goods lines except meat
packing, petroleum refining, and newsprint consumption.

Production of minerals decreased somewhat in June as a decline in production of bituminous 
coal more than offset gains in output of anthracite and crude petroleum.

Em p l o y m e n t

Employment in most types of nonagricultural establishments continued to show little 
change in June, after allowance for seasonal changes. Further reductions in employment in the 
textile and rubber industries were offset by increased employment in automobile plants and in 
some nonmanufacturing lines.

Constru c tio n

Value of construction contracts awarded, as reported by the F. W. Dodge Corporation, 
declined 10 per cent from May to June, reflecting chiefly a further decrease in awards for most 
types of private construction. Awards for public construction, following increases in earlier 
months of the year, showed little change. New dwelling units started, according to preliminary 
estimates of the Bureau of Labor Statistics, continued to increase in June and amounted to 
75,000 units as compared with 65,000 in June 1946.

D istribution

Department store sales in June and the first three weeks of July showed about the usual 
seasonal decline and were 6 per cent greater than in the same period last year. The Board’s 
seasonally adjusted index of sales was about 290 per cent of the 1935-39 average in May and 
June as compared with 270 during the first four months of the year. Value of sales at most 
other retail stores, after allowance for seasonal changes, has been slightly lower in recent months 
than during the first quarter of the year.

Despite a marked expansion in grain shipments in June and the early part of July, total 
loadings of railroad revenue freight declined considerably, reflecting the temporary curtailment 
in coal shipments in this period and a further decline in shipments of manufactured goods.

Co m m o d ity  Prices

Prices of commodities traded in the organized markets generally advanced somewhat in June 
and the early part of July. Prices of coal, pig iron, and various steel products were also increased 
in this period. Wholesale prices of chemicals and some other products were reduced. Toward 
the end of the month prices of wheat and cotton declined considerably.

Retail prices of foods increased somewhat in June and the consumers’ price index of the 
Bureau of Labor Statistics, at 157 per cent of the 1935-39 average, was slightly above the 
March peak.

Treasury Fin a n c e  a n d  Ba n k  Credit

On July 2, the Federal Open Market Committee of the Federal Reserve System directed the 
Federal Reserve Banks to terminate the policy of buying all bills offered at the fixed rate of 
y$ per cent and to terminate the repurchase option privilege on Treasury bills; the new policy 
applied to bills issued on or after July 10. The average rates bid on the weekly bill offerings 
rose to .74 per cent for the issue of July 24.

Additions to monetary gold stock during June and the first three weeks of July, together 
with a return flow of currency from circulation during July following a seasonal increase prior 
to July 4, resulted in a growth in member bank reserve balances. Required reserves increased, 
reflecting a further growth in deposits at member banks.

Commercial and industrial loans at banks in leading cities outside New York increased 
somewhat between early June and mid-July, following a decline which had been in progress 
since early April. Real estate and consumer loans continued to increase. Government security 
holdings at banks in leading cities increased by over 600 million dollars between June 4 and 
July 16 with most of the additions at New York City banks.
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MONEY MARKET IN AUGUST

The process of restoring greater flexibility to the interest 
rate structure was carried forward during the past month 
with the announcement on August 18 of the terms of the 
Treasury’s refinancing of certificates and notes maturing on 
September 1 and 15, respectively. At the same time, and 
supplementing action with respect to short term rates, the 
Treasury announced that it would offer a 2Vi per cent non
marketable bond late in September to institutional investors 
and commercial banks holding savings deposits, in accordance 
with its policy of meeting the investment requirements of 
various types of investors. The terms and subscription limits 
of this issue have not yet been announced.

In exchange for the certificates which will mature on 
September 1, amounting to 2,341 million dollars, the Treasury 
offered a like amount of certificates maturing in ten months 
and bearing a %  per cent coupon. This exchange, like the 
11-month certificate issue on the first of August, had the effect 
of reducing the number of certificate maturities; and, more 
important, it marked a change from the wartime pattern of 
interest rates. Holders of the maturing IV a  and \V i per cent 
notes outstanding in the amounts of 1,687 and 2,707 million 
dollars, respectively, are to be offered early in September a 
new issue of 12 Vi -month, 1 per cent notes. This offering 
also has the effect of concentrating maturities on a date 
following a quarterly period of heavy tax collections.

Another indication of the tendency toward a gradual firming 
of short term interest rates appeared early in the month when 
several large New York City banks raised their rate on loans 
to brokers and dealers secured by short term Treasury obliga
tions from 7/s  to 1 per cent. One bank also lifted its rates on 
dealer loans backed by long term Government securities from 1 
to 1 Va per cent and on loans secured by other long term issues 
from IVa to IV2 per cent. In the latter part of August, 
furthermore, several metropolitan banks also raised rates on 
bankers acceptances by Vs to Va per cent for short and long 
term bills.

Despite the somewhat higher rates (relative to maturities) 
offered by the Treasury in its September refunding program, 
there were indications of disappointment on the part of some 
banks and other holders of maturing notes who had hoped

for a refunding issue of longer maturity and bearing a coupon 
rate more nearly approaching the 1 Va and IV2 per cent 
coupons on the maturing notes. After the announcement, 
yields on the maturing issues, which had fallen as low as 
0.25 per cent, rose to about 0.60 per cent. Demand for these 
issues slackened considerably, and offerings increased as some 
banks undertook to replace their holdings by market purchases 
of the intermediate and longest maturities of Treasury bonds 
in order to prevent a fall in their earnings. As a result, prices 
of unrestricted bonds rose— a few issues to new high levels 
since the late summer of 1946.

Market interest in both unrestricted and restricted bonds 
had previously been stimulated as a result of the announcement 
around the middle of August that sales of Treasury bonds for 
Government investment accounts during July had reached the 
substantial total of 609 million dollars. The fact that the 
market had been able to absorb such a large volume of selling 
with little or no price changes (or even some price firmness) 
was interpreted as an indication of the underlying strength 
of the demand for the longer term Government bonds. In 
the three weeks ended August 21, prices of intermediate and 
long term taxable issues eligible for bank investment rose 
by about Va to nearly 54 of a point for various maturities. 
Advances in quotations of the restricted issues were also fairly 
sizable and amounted to about Ys of a point for the Victory 
Loan 2Vzs. During the remainder of the month prices of 
both groups of bonds leveled off. While the scheduled offering 
of a nonmarketable 2 Vi per cent bond apparently had little 
immediate effect on the demand for long term marketable 
issues, it is quite likely to moderate the demand for such bonds 
and to ease the upward pressure on their prices, since it will 
provide a suitable outlet for funds available for long term 
investment at a satisfactory yield.

In the market for Treasury certificates, the shorter maturities 
continued to be in relatively better demand than the longer 
maturities. Purchases of short term certificates by commercial 
banks, however, were not so extensive as in the preceding 
month and were confined chiefly to the early part of August. 
Sales of the longer term certificate maturities again were fairly 
large, reflecting bank needs for reserves as well as portfolio
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adjustments. Some banks and other investors sold their 
"rights” to the new 10-month certificate and switched into the 
November and December 1 maturities, apparently in the hope 
that higher rates might be offered on future refunding issues. 
As a result of these shifts, the Federal Reserve System sold 
moderate amounts of the shorter maturities early in August 
and made fairly substantial purchases of long-dated certificates 
throughout the month.

M em ber  Ba n k  R eserve Po sitio n s

Member bank reserve positions were relatively easy in the 
early part of August and again toward the close, but were 
subject to substantial drains in the intervening period. 
Treasury receipts and expenditures were approximately in 
balance in the week ended August 6, and needs for reserve 
funds arising from a moderate increase in currency in circula
tion and in required reserves were just about balanced by gains 
from payments out of foreign accounts with the Federal 
Reserve System and a small rise in Federal Reserve float. 
Bill holdings of the Reserve Banks declined sharply as 
New York City and other banks increased their holdings, 
either through repurchases of "old” bills from the Reserve 
Banks, or through purchases of the new issue directly from 
the Treasury, but certificate holdings were increased by net 
purchases in the market; on balance, total Government securi
ties held by the Reserve System declined 143 million dollars 
during the week.

Money market conditions tightened considerably in the 
next two weeks (ended August 20). Treasury receipts were 
augmented by heavy quarterly collections of social security 
taxes and of withheld income taxes. Although Great Britain 
withdrew another 150 million dollars from its credit in this 
period, disbursements were far below revenues, and Govern
ment deposits with the Federal Reserve Banks consequently 
rose 537 million dollars to 1,265 million dollars on August 20. 
Gains of funds from other transactions failed by a wide margin 
to make good the drain on bank reserves from Treasury 
operations, so that the banks were compelled to make sub
stantial sales of short term Treasury securities directly and 
indirectly to the Reserve System and to increase their 
borrowings.

During the week ended August 27, the Treasury drew 
down its balances with the Reserve Banks by 350 million 
dollars, as receipts declined and disbursements rose, chiefly as 
a result of transfers to British account of 300 million dollars. 
Thus, a substantial part of the net excess of Treasury expendi
tures reached the market indirectly in the form of payments 
from foreign deposits in the Federal Reserve Banks. Although 
other transactions absorbed a moderate amount of reserve 
funds, the money market turned slightly easier. Member 
banks utilized part of their added reserve funds to reduce 
their indebtedness to the Reserve Banks.

Reserve positions of the banks in New York City during 
most of the month were subject not only to a drain caused 
by net Treasury receipts, but also to pressure resulting from

substantial transfers of business funds to other parts of the 
country and from net currency payments to the public. The 
pressure was much lighter in the two weeks ended August 27 
than in the preceding weeks, because of a smaller excess of 
Treasury receipts and a smaller outflow of funds to other 
areas. In order to meet the drain on their reserve funds, the 
metropolitan banks borrowed from the Federal Reserve Bank 
from time to time and sold short term Treasury securities in 
the open market, part of which were absorbed by the Federal 
Reserve System.

M e m b er  Ba n k  Credit

Most of the change in total earning assets of the weekly 
reporting member banks in August occurred among banks 
outside New York, where both loans and investments rose 
somewhat. In New York City an expansion of bank loans 
was more than offset by a decline in Government security 
holdings, so that total loans and investments declined 
moderately.

In the loan category, the largest expansion came in com
mercial, industrial, and agricultural loans, in accordance with 
the usual seasonal pattern. But, as illustrated in the chart, 
the volume of business borrowing, after reaching a peak early 
last April and receding during the spring, has shown only a 
moderate increase in recent weeks. The growth in ‘ commer
cial” loans early this year was considerably greater than in the 
corresponding period in 1946, but subsequently has been 
considerably less rapid than last year, both at New York City 
and out-of-town banks. The change may be related to the 
slower rate of inventory accumulation in recent months. Loans 
extended by reporting institutions in other parts of the country 
have continued to increase more rapidly than at New York, 
however, reaching a new high level in August, while business 
credits extended by the metropolitan banks have yet to reach 
their April 1947 peak.

Compared with a year ago, there has been a substantial 
decline in total member bank credit. Total loans and invest-

Commercial Loans of Weekly Reporting Member Banks 
in 94 Cities*

B IL L  (ONS
OF DOLLARS

* Latest figure for New York City is for August 20; for outside New York 
City, August 13.
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ments of reporting banks in 94 leading centers declined 4.8 
billion dollars between August 21, 1946 and August 20, 1947, 
or 7 per cent; the decrease in New York City came to 9 per 
cent, against 6 per cent for the out-of-town institutions. The 
reduction in earning assets has been entirely in Government 
security portfolios, which declined in approximately equal 
proportion in both groups of banks. The major difference 
between New York and other banks was the much more sub
stantial increase in loans at the out-of-town banks than at 
the New York City banks— 3,072 million dollars, compared 
with 390 million. Not only did commercial loans of the out- 
of-town banks expand more rapidly, but their real estate loans, 
loans to banks, and all other loans (chiefly consumer credit), 
in the aggregate showed much larger increases. Security loans, 
mainly those collaiteraled by Government obligations, fell 
sharply and in approximately the same proportion at both 
groups of institutions, although in dollar amount the decline 
was larger among the New York City institutions.

By and large the loss of earning assets has been limited 
almost entirely to loans and investments bearing the lowest 
yield— security loans and short term Treasury securities. The 
expansion in other loans, in Treasury bond holdings, and in 
other securities, all of which offer higher average yields, has 
helped materially in sustaining the current gross earnings of 
many banks, even though it may not have prevented a shrink
age in their total assets.

FOREIGN SPENDING AND THE NEW  YORK  
M ONEY M ARKET
The New York money market has for many years played a 

preeminent part in financial settlements of the trade and other 
transactions of the United States with foreign countries. A  
large proportion of the nations foreign trade is cleared through 
the port of New York, and the City is by far the leading inter
national banking and financial center of the country. Most 
payments arising from international transactions of this country 
are made through New York’s banks, which play an important 
role in financing American foreign trade. Many foreign 
governments and central banks maintain accounts with the 
Federal Reserve Bank of New York and in many cases with 
New York commercial banking institutions (including agen
cies and branch offices of foreign banks) as well.

Reserve positions of the large City banks are therefore more 
immediately affected by changes in the country’s balance of 
payments than are those of banks elsewhere in the United 
States, since they bear the initial impact of a net excess of 
exports of goods and services over imports (or of imports over 
exports). This concentration of payments of international 
transactions through the New York money market was 
increased beginning in the thirties, when the imposition of 
foreign exchange restrictions in more and more countries 
resulted, in effect, in the settling of a large part of the inter
national balance of payments of the United States through the 
accounts of foreign governments and central banks with the 
Federal Reserve Bank of New York.

Thus, to a very large extent the international payments and 
receipts of the United States are reflected in the flow of funds 
through such accounts. This flow of funds has increased greatly 
since the end of the war, for two reasons. The first was the 
termination of lend-lease shipments and the substitution of 
cash settlements for most of this country’s net export balance. 
The second has been the very marked expansion of exports 
reflecting accelerated demand for American food, raw materials, 
and manufactures, the slowness of economic recovery in the 
war-ravaged areas of Europe and the Far East, and the sharp 
increase in the United States price level since June 1946.

The accelerated rate of foreign purchasing in the United 
States has been accompanied by a sharp increase this year in 
payments of funds out of the foreign official accounts with 
the Federal Reserve Bank of New York. Such disbursements 
approached 5 billion dollars in the first eight months of 1947, 
compared with less than iVz billion dollars in the whole of
1946 and a net amount of only 100 million dollars in 1945, 
as illustrated in the accompanying chart. Since the disburse
ments thus made for the acquisition of goods and services in 
this country have taken the form of transfers to business or 
banking accounts held by New York commercial banks, they 
have in the first instance been a substantial— in fact the largest 
and most continuous— source of reserve funds for the New 
York banks as a group during the last 17 or 18 months. 
However, since the goods shipped abroad originate in all parts 
of the United States, a large part of these funds tend to flow 
out of New York and are thus redistributed throughout the 
country.

A major portion of the funds disbursed so far this year out 
of foreign accounts in the Reserve Bank has been obtained 
from the United States Treasury, directly or indirectly, in the 
form of loans to Great Britain, France, and other countries

Net Disbursements from Foreign Deposit Accounts with the 
Federal Reserve Bank of New York, 1945-47* 

(Cumulated weekly from beginning of each year)
B IL L IO N S  
OF D O LLA RS

* Excess of disbursements to the New York money market over receipts 
from the market. Disbursements of funds by foreign central banks and 
governments include funds borrowed from the U. S. Government and the 
World Bank and Fund as well as their own dollar resources and the proceeds 
of sales of gold.
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Cumulated Net Gold Imports and Net Releases from 
Earmarked Stocks, 1939-47*

(Cumulated monthly from January 1, 1939)

1 9 3 9  1 94 0  1941 1 9 4 2  1 9 4 3  1 944  1945  1 946  1 94 7

* Decline denotes net export or increase in earmarked gold. July and 
August 1947 estimated.

(including loans of the Export-Import Bank).1 Drawings on 
the British credit alone amounted to 2%  billion dollars during 
the first 8 months of 1947, while funds actually made available 
to foreign countries by the Export-Import Bank this year 
amounted to more than 600 million dollars up to July 15. 
In addition, the World Bank and Fund have made smaller 
advances to foreign countries. The spending of these borrowed 
funds, however, does not tend to increase the reserves of the 
banking system as a whole, since it involves essentially a trans
fer of funds from taxpayers and investors to producers and 
distributors.

Foreign central banks and governments have also met their 
purchase commitments in the United States to a substantial 
extent by drawing upon their own reserves of gold and dollar 
assets. From the beginning of 1947 through the third week 
of August, they sold gold shipped from abroad or released 
from their gold stocks held under earmark in this bank in 
the amount of about 1.7 billion dollars,2 and reduced their 
dollar balances with the Reserve Bank slightly. The net gain 
of gold by the United States from these sources compares with 
a gain of less than 800 million dollars in the whole of 1946. 
As the accompanying chart shows, the postwar additions (up 
to August 20 of this year) to the United States monetary gold 
stock from net gold imports and releases from earmark fell 
only 200 million dollars short of the reduction in the gold 
stock caused during the war by net exports and transfers to 
earmark.

1 Not all the funds made available to foreign central banks and 
governments, however, are disbursed directly in New York; some 
portion, such as dollars used to maintain sterling convertibility, reaches 
the New York money market indirectly through accounts of third 
countries. Some funds are deposited directly with New York com
mercial banks, by-passing the Federal Reserve Bank.

2 The United States gold stock does not show a corresponding 
increase because of the reduction resulting from the 688 million 
dollar gold payment against this country’s quota in the International 
Monetary Fund.

Foreigners’ sales of gold to the Treasury and the use of previ
ously accumulated dollar balances to meet payments due in this 
country have had the effect of increasing reserves of member 
banks. Although the initial impact has been on the reserves 
of the New York banks, the funds have been distributed 
rapidly throughout the country. These payments have consid
erably eased the pressure on bank reserves by offsetting in large 
measure the recurrent losses of funds caused by Treasury net 
cash receipts and by redemptions of Government securities 
held by the Federal Reserve System. Had it not been for 
the retirement of Federal Reserve credit (in the form of 
decreased Reserve Bank security holdings), the additions to 
bank reserves resulting from these disbursements of foreign 
funds would have provided the base for a considerable further 
expansion of member bank credit, and would have tended to 
exert downward pressure on interest rates.

EARNINGS AND EXPENSES OF 
SECOND DISTRICT M EMBER BANKS
Net profits of the 37 central reserve New York City banks 

were about one-quarter less during the first six months of
1947 than during the similar 1946 period, and only slightly 
more than half the peak semiannual profits attained during the 
final half of 1945. Data for a number of the larger member 
banks in other principal cities and for a sample of the small 
banks in the Second District, shown in the accompanying 
table, indicate a decline in net profits of two fifths from a year 
ago for the large banks and one fifth for the small banks.

It does not necessarily follow, of course, that the results of 
member bank operations in the first half of the year are indica
tive of a continuing trend. In fact, there are reasons for believ
ing that bank profits in the latter half of the year may compare 
more favorably with the corresponding period last year than 
did profits for the first half of 1947. Net profits of many banks 
were substantially lower in the second half of 1946 than in 
the first half, reflecting the combined effects of the retirement 
by the Treasury of a substantial volume of securities held by 
the banks, reduced opportunities for profit-taking on securities 
owing to less favorable market conditions, and rising costs of 
operation. The shrinkage in profits did not continue at the 
same rate in the first half of 1947, and seasonal expansion 
of loans in the latter half of the year should help to offset any 
further reduction in income from investments and higher 
operating costs. It is quite possible, therefore, that final results 
for the year will show smaller percentage reductions in bank 
profits, compared with 1946, than did the figures for the first 
half. Nevertheless, it seems clear that the peak of profits was 
reached in 1945 for New York City banks, and it is likely 
that the peak for other banks in this District will prove to 
have been reached in 1946.

In the case of the New York City banks, the decline in net 
profits in the first half of 1947 compared with last year arose 
partly from a reduction in net current operating income (a 
reflection of lower operating income and higher operating ex
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pense) and partly from smaller additions to operating income 
through profits on securities sold and net recoveries. A  reduc
tion in income tax liabilities approximated the drop in aggre
gate net recoveries and profits on securities sold. Conse
quently, net profits before dividends were down about 22 
million dollars (25 per cent), or roughly the same amount as 
net current operating income before taxes. The heavier decline 
in net profits of the large banks outside New York City is 
explained by the exceptionally high level of profits at such 
banks in the first six months of 1946, and reflects mainly a 
sharper drop in aggregate profits on securities sold than in 
either the smaller banks or the large New York City banks. 
In all groups, rising salary and other costs of operation were a 
factor of some importance in the shrinkage in profits.

Gross operating income declined 3.0 per cent in the New 
York City banks, owing entirely to a reduction in income from 
Government securities, the effect of which was not fully 
offset by increased income from other sources, principally 
loans. The lower income from Government securities accom
panied a somewhat greater percentage reduction in these banks’ 
average holdings of such securities, as the reduction in hold
ings occurred in short term, low-yielding issues, reflecting 
largely the effects of the Treasury debt redemption program. 
Outside New York City both large and small banks continued 
to show moderate gains in gross income over the first half of
1946. In these banks, the drop in Government security income 
was less severe than in the case of the New York City banks 
and the rise in loan income was more pronounced, reflecting 
a much more substantial rise in commercial, industrial, and 
agricultural loans, in real estate loans, and in consumer loans. 
Furthermore, the rise in income from loans at the New York 
City banks was limited by substantial reductions in loans for 
purchasing and carrying securities. Among the other items 
of income, service charges on deposit accounts continued their 
upward trend in all groups of banks, the New York City banks

showing the sharpest rise. Miscellaneous income was 20 per 
cent higher in the New York City banks, but the gains were 
concentrated in a few institutions and were occasioned mainly 
by larger foreign department and foreign branch income.

Total current operating expenses showed approximately the 
same percentage rise in all groups of banks and reflected 
primarily higher salary and wage payments and substantial 
increases in other current operating expenses. The higher pay
roll expenses resulted from a further rise both in the number 
of people employed and in rates of pay, while other expenses 
reflected rising costs entering into the physical operation of 
banking, such as increased payments for light, heat, and office 
supplies and equipment. Interest paid on time and savings 
deposits in the New York City banks showed a greater rise 
than the average volume of such deposits. This may be ascribed 
in part to a greater than average rise in small accounts which 
carry a higher interest rate, and in part to a firming in rates 
paid. Outside New York City the volume of such deposits 
and interest payments increased about equally.

Profits on securities sold were sharply lower than a year 
ago in all groups of Second District banks as the lower level 
of Government security prices and previous profit-taking 
limited the amount of potential profits that could be realized. 
Recoveries of previously charged-off assets also were generally 
lower and the New York City banks, in which a drop in real 
estate recoveries was especially heavy, recorded the largest 
decline. Losses and charge-offs declined to very low levels in 
all groups of banks, and taxes on net income also were gen
erally lower. Reflecting the heavier drop in net profits before 
taxes, income tax liabilities were reduced most in the large 
banks outside New York City. Despite the reduction in profits, 
dividend payments continued the upward trend which began 
in 1944. However, all groups of banks retained substantial 
percentages of their net profits to strengthen their capital struc
ture and thus to provide added protection to their depositors.

Earnings and Expenses of Second District Member Banks 
First Six Months of 1947 Compared with First Six Months of 1946 

(Dollar amounts in thousands)

Item

New York”City banks Banks located outside New York City

37 central reserve 21 large banks 30 small banks

1946 1947
Per cent 
change 1946 1947

Per cent 
change 1946 1947

Per cent 
change

Interest and dividends on securities................................... 121,944 101,570 — 16.7 14,263 12,518 — 12.2 1,450 1,338 — 7.7
Earnings on loans........... ...................................................... 59,760 68,352 +14.4 6,447 9,308 +44.4 828 1,088 +31.4
Service charges on deposit accounts................................... 4,164 5,029 +20.8 929 1,102 +18.6 173 197 +13.9
Trust department income..................................................... 22,598 22,672 +  0.3 1,352 1,308 — 3.3 25 26 +  4.0
Other current income............................................................ 20,260 24,270 +19.8 2,561 2,521 — 1.6 130 128 — 1.5

Total current operating earnings..................................... 228,726 221,893 — 3.0 25,552 26,757 +  4.7 2,606 2,777 +  6.6

Salaries and wages—officers and employees....................... 66,550 76,830 +15.4 7,583 8,643 +14.0 668 753 +12.7
Interest on time and savings deposits................................. 3,293 3,917 +18.9 2,782 3,022 +  8.6 416 462 +11.1
All other current expenses.................................................... 50,123 54,553 +  8.8 7,175 7,933 +10.6 579 658 +13.6

Total current operating expenses..................................... 119,966 135,300 +12.8 17,540 19,598 +11.7 1,663 1,873 +12.6
Net current operating income, before income taxes. . . . 108,760 86,593 —20.4 8,012 7,159 — 10.6 943 904 — 4.1

Profits on securities sold....................................................... 26,665 12,648 — 52.6 9,467 1,066 —88.7 429 145 —66.2
14,063 8,215 —41.6 3,628 2,463 —32.1 279 236 — 15.4

Losses and charge-offs.......................................................... 15,975 12,003 —24.9 6,126 2,573 —58.0 274 193 —29.6
Taxes on net income............................................................. 44,114 28,259 —36.0 4,540 2,196 —51.6 332 252 —24.1

89,399 67,194 —24.8 10,441 5,919 —43.3 1,045 840 — 19.6
Dividends paid.................................................................. 35,382 39,268 +11.0 2,413 2,491 +  3.2 134 144 +  7.5
Retained earnings.............................................................. 54,017 27,926 —48.3 8,028 3,428 — 57.3 911 696 —23.6
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But the amount of additions to undistributed profits was 
smaller than in the first half of 1946 by nearly one fourth in 
the small banks covered by the study, and by about one half or 
more in the New York City banks and other large banks of the 
District.

THE W ORLD SUPPLY OF DOLLARS

In addition to the current extensive utilization of their gold 
and short term dollar assets, as discussed in the August Monthly 
Review} many foreign countries are drawing on American 
official and private credit lines, as well as on such additional 
dollar funds as are being made available by the International 
Monetary Fund and the International Bank for Reconstruction 
and Development. In a few instances, foreign countries also 
are liquidating their holdings of American long term securities. 
The present article reviews the various sources from which 
dollars are currently being obtained by foreign countries and 
the rate at which they are being exhausted, with particular 
emphasis on aspects not dealt with in the previous survey.

The accompanying table, while not giving a complete pic
ture, traces the most important present sources of dollars for 
foreign countries. In the first year after the end of the Euro
pean war (July 1945— June 1946), foreign countries as a 
whole did not resort to sales of gold to replenish their dollar 
balances,2 but in the following year the net gold inflow to 
the United States, including net releases from foreign earmark
ings with the Federal Reserve Bank of New York, reached
2 billion dollars. The acceleration of the inflow in recent 
months has been very noticeable, foreign net sales of gold 
having increased from 106 million dollars in the third quarter 
of 1946 to 361 million in the fourth quarter of that year, 617 
million in the first quarter of 1947, and 879 million in the 
second quarter of 1947. In July 1947, foreign countries lost 
an additional 246 million of gold to the United States.

Foreign official and private balances with the Federal Reserve 
Banks and with American commercial banks, after remaining 
practically unchanged on the whole during the first year after 
the end of the European war, declined by 1.1 billion dollars 
during the second year. The rate of foreign net drawings on 
these balances, which was 414 million dollars in the three 
months ended December 1946, reached 461 million dollars 
in the first quarter of 1947, but declined to 248 million in the 
second quarter.

With a view to increasing their dollar balances, some foreign 
countries are beginning or continuing to liquidate their hold
ings of American long term securities. Aggregate net sales, 
however, have so far been rather small, securities worth 234 
million dollars (at market prices) having been sold in the 
first post-V-E Day year, and 223 million in the following year. 
These sales represent mainly the liquidation of British and

1 “World Distribution of Gold and Dollar Assets,” Monthly Review, 
August 1947.

2 Some countries found it necessary to sell gold in substantial 
amounts, but others were able to add further to their holdings in this 
period.

Foreign Utilization of Gold, Dollar Assets, 
and United States Cash Credits*

(In millions of dollars; minus sign indicates a net 
accumulation of gold and dollar assets)

Quarter ended

Gold#

Reduction 
in foreign 
short term 

dollar 
balances t

Sales of 
long term 
American 
securities

Drawings on U. S. 
Government cash credits Increase in 

3hort term 
assets 
abroad 

reported by 
U.S.banks

Export-
Import
Bankf

British
credit

September 1945 —  188 — 371 30 13 _ — 105
December 1945 — 24 — 102 20 25 __ 123
March 1946 269 46 154 136 _ 39
June 1946 — 56 436 30 340 — 79

Total. . . 1 9 234 514 - 136

September 1946 106 —  19 137 249 400 105
December 1946 361 414 14 266 200 93
March 1947 617 461 50 267 500 90
June 1947 879p 248p 22p 242 950 135p

Total. .. l,963p 1 ,104p 223p 1,024 2,050 423p

Grand total.. l,964p l,113p 457p 1,538 2,050 559p
Mo.of July 1947 246p n.a. n.a. —  1 700 n.a.
Mo.of Aug. 1947 n.a. n.a. n.a. n.a. 600 n.a.

* Excluding war-settlement, lend-lease, and surplus-property arrangements, which have not 
given rise to dollar balances.

# Net foreign exports to the U. S. plus decrease in foreign earmarkings at Federal Reserve 
Bank of New York.

t Official and private balances; balances held by the World Fund and Bank are excluded, 
t Net disbursements (after repayments). In July 1947, repayments slightly exceeded 

disbursements, 
p Preliminary, 
n.a. Not available.
Source: Federal Reserve Bank of New York; Board of Governors of the Federa ]Reserve 

System; U. S. Department of Commerce; U. S. Treasury; and the Export-Import Bank.

Canadian holdings, and in recent months of Dutch and Latin 
American holdings also. The rate of liquidation may increase, 
however, since the Netherlands Government is promoting the 
voluntary liquidation of American securities by Dutch citizens, 
France has requisitioned American securities held by French 
citizens, and Sweden has recently taken a census of domesti
cally held foreign securities.

The amount of dollars that foreign countries may be able 
to obtain by liquidating American long term securities can 
be estimated on the basis of the United States Treasury census 
of foreign-owned assets as of June 14, 1941, adjusting the 
figures for net purchases and sales since June 1941 and for 
changes in market prices. On June 14, 1941, the market value 
of foreign holdings of United States securities amounted to 
2,700 million dollars, of which 1,843 million were common 
stock, 306 million preferred stock, 219 million corporate bonds, 
and the balance mainly United States Government, State, and 
municipal securities. At the present time the value of such 
holdings, after the adjustments mentioned above, is estimated 
at approximately 3,500 million dollars; the increase since 1941 
is due entirely to the rise in market prices. Of the aggregate 
amount, Europe accounts for about 2,100 million and Canada 
for 600 million dollars, the rest being distributed throughout 
the world. Among the European countries, the United King
dom holds more than 600 million dollars and Switzerland 
somewhat less than 600 million, the Netherlands over 400 
million, and France about 250 million. In the face of the 
current large British, Canadian, French, and Dutch balance of 
payments deficits, the holdings of American securities are thus 
of limited importance. Their utilization, moreover, depends 
on the willingness of the foreign owners to repatriate the 
securities or the ability of the foreign governments to requisi
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tion them under their exchange control powers. Part of the 
British-owned American securities are still pledged as col
lateral for the Reconstruction Finance Corporation loan granted 
in July 1941, of which 205 million dollars was outstanding 
as of March 1947.

Apart from utilizing their own gold and dollar resources, 
foreign countries have been obtaining dollars by drawing on 
American cash credits,3 particularly the Export-Import Bank 
loans and the special British credit. As is indicated in the 
table, the dollars procured from United States Government 
cash credits amounted to only 514 million in the first post-V-E 
Day year, this total representing net drawings on the Export- 
Import Bank credits. In the second postwar year, more than
3 billion dollars was obtained by drawing on Government 
credits. The increase in the rate of utilization of the British 
3,750 million dollar credit has been particularly rapid, the total 
used having increased from 600 million dollars at the end of
1946 to 3,350 million dollars at the end of August 1947. As 
to the Export-Import Bank loans, some 250 million dollars 
are currently being disbursed each quarter.4 The Reconstruc
tion Finance Corporation has made cash advances to the Philip
pine Government, of which 60 million dollars is outstanding 
at present.

Apart from the 400 million dollar balance of the British 
credit that is not to be drawn upon pending further British- 
American discussions, there were still available to foreign 
countries at the end of July 1947 some 944 million dollars of 
undisbursed Export-Import Bank commitments. Of these 
unutilized commitments, Europe still had 504 million dollars 
(of which France had 202 million, Italy 105 million, Norway 
50 million, Finland 22 million, and the Netherlands 7 million), 
the rest being mainly assigned to Latin America (241 million) 
and Asia (179 million).

Besides the British credit and the Export-Import Bank loans, 
cash credits, mostly short term, have been extended to foreign 
countries by the Federal Reserve Banks (against gold collat
eral) and by American commercial banks. The total of such 
credits outstanding increased by 136 million dollars in the 
year ended June 1946 and by 423 million dollars in the follow
ing year.

"New money” issues of foreign securities marketed com
mercially in the United States since the war have been negli
gible, the most outstanding issues being those floated in April 
and May 1947 by the Norwegian and Dutch Governments, 
in the amounts of 10 and 20 million dollars, respectively. 
There have also been some refunding issues, especially on 
Canadian and Australian accounts.

The International Bank began lending operations last May 
with a 250 million dollar loan to France, and in August it 
loaned 195 million dollars to the Netherlands, 40 million

3 "Cash credits” exclude war-settlement, lend-lease, and surplus- 
property arrangements, which have not given rise to dollar balances.

4 In July 1947, however, repayments exceeded disbursements by 
about 1 million dollars, mainly because France, whose drawings on 
her reconstruction credit had been averaging 60 million dollars a 
month, made no drawings in that month.

dollars to Denmark, and 10 million dollars to Luxemburg. 
The commencement of activity by the International Monetary 
Fund also has made some dollar funds available, 25 million 
having been granted to France and 6 million to the Nether
lands up to May 31, 1947, according to the Funds first state
ment of operations.

To summarize, in contrast to the small net drain on the gold 
and dollar resources of foreign countries as a whole in the first 
postwar year, in the twelve months ended June 1947 the draw
ings on foreign gold and dollar assets amounted to 3.3 billion 
dollars, while the utilization of American cash credits, Govern
ment and private, was 3.5 billion dollars. There are several 
reasons for the rapid rise in the utilization of gold and dollar 
assets and available dollar credit lines. First, for a year or so fol
lowing the end of the war in Europe foreign countries obtained 
American goods and services on deferred terms under war- 
settlement, lend-lease, and surplus-property arrangements, as 
well as from outright American grants and gifts, and conse
quently there was less urgent need for foreign countries in 
that period to draw heavily upon their gold and dollar assets. 
The earlier American credits and grants enabled foreign coun
tries to conserve their gold and dollar resources temporarily, 
thus contributing greatly to the maintenance of international 
liquidity in the immediate postwar period. Second, goods 
became more plentiful as the process of reconversion in this 
country advanced, with the result that foreign countries’ pur
chases in the United States increased. Third, the American 
price level rose considerably in the second postwar year, so 
that the available gold and dollar assets, as well as the proceeds 
of American cash credits, have been utilized much faster than 
had been expected after the end of the war. The rapid 
exhaustion in recent months of the British credit, which has 
been drawn upon at a rate greatly in excess of the normal 
flow of current transactions, has been due in part also to the 
gradual reestablishment of multilateral convertibility of current 
sterling— convertibility which had to be partly abandoned on 
August 20, 1947 as one of the emergency measures taken by 
the British Government to meet its present economic crisis.

At present foreign countries as a whole still possess some 
17 billion dollars in gold and short term dollar assets and about
3.5 billion dollars’ worth of American long term securities. 
There are also 400 million dollars still available from the 
United States Government credit to the United Kingdom, and 
(as of July 31, 1947) 944 million dollars of undisbursed com
mitments of the Export-Import Bank, and 807 million dollars 
of that bank’s uncommitted resources. In addition, the World 
Fund and Bank may grant additional financial assistance abroad 
before the end of the year. There are, however, legal and 
practical limitations upon the rate of lending by the Fund 
and the Bank, as well as upon the purposes for which their 
facilities may be used. The Fund’s maximum potential dollar 
aid (including aid already extended) is about 1 billion dollars 
during the first year of operations; none of it, however, is 
intended to be used for reconstruction or other purposes involv
ing long term loans, according to the Fund’s Articles of Agree
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ment. The Bank can lend from its own capital only about 
725 million dollars (representing the 20 per cent paid-in 
subscription of the United States plus the 2 per cent of other 
countries’ subscriptions that was paid in dollars). Any addi
tional dollar funds that the Bank makes available must first 
be raised by the sale of debentures on the United States invest
ment market.

The effective utilization of the dollar resources on which 
foreign countries may still draw depends, moreover, not only 
on the aggregate size of such resources, but also on their distri
bution by countries, which is highly irregular. The countries 
that are in greatest need of American food, raw materials, and 
manufactures are in many instances not the countries that hold 
large gold and dollar assets or unutilized dollar credit lines. 
Furthermore, even countries that still have gold and dollar 
assets available cannot actually utilize the entirety of their 
resources, since a large part represents legal or traditional 
currency reserves and another sizable portion consists of work
ing balances that have to be preserved in order to insure an 
uninterrupted flow of their foreign trade.

FARM  LOANS B Y  MEMBER BANKS  
IN  THE SECOND D ISTRICT1
This bank has recently participated in a nationwide study 

of agricultural lending by banks. The survey of farm loans 
at member banks throughout the country was conducted by the 
Federal Reserve System, and at nonmember insured banks 
by the Federal Deposit Insurance Corporation.

The survey covered both 'real estate loans secured by farm 
land” and "other loans to farmers.” The reporting banks fur
nished data on each farm real estate loan outstanding on June

1 A second article giving more detailed results of the survey will 
appear in the October issue of this Review.

20, 1947, and one out of every five of their "other loans to 
farmers” outstanding on that date. Included in the reports on 
farm real estate loans were the original amount of the mort
gage, date made, date due, appraised value of property, number 
of acres, type of farm, purpose of mortgage, amount outstand
ing on June 20, interest charged, and method of repayment. 
Information reported on "other loans to farmers” included the 
amount outstanding on June 20, date made, date due, interest 
rate, security pledged as collateral, purpose of loan, size of 
farm, type of farm, and net worth of borrower.

In this District 77 member banks participated in the survey; 
these banks accounted for 29 per cent of total farm real estate 
loans outstanding at all member banks in the District on 
June 30, 1947, and 40 per cent of the outstanding other loans 
to farmers. From the reports obtained from these banks, it 
is possible to estimate the number and amount of farm loans 
on the books of all member banks, and to analyze their char
acteristics. It is estimated that on June 20, 1947 all member 
banks in the Second District had on their books nearly 38,000 
farm loans, other than real estate loans, amounting to nearly 
39 million dollars, and more than 7,750 farm real estate loans 
amounting to nearly 25 million dollars. The fact that farm 
loans are so numerous in a period when farmers’ incomes are 
at record levels, and their cash positions greatly strengthened, 
appears to be attributable in part to the ability of farmers to 
undertake commitments for the improvement of their equip
ment and expansion of their operations which they were un
able to assume when their financial position was weaker. In 
part this lending results from purchases of farms by younger 
men who require financial assistance to establish themselves.

As shown in Table I, almost four fifths of the dollar amount 
and number of farm loans other than real estate loans out
standing on that date were made by banks with deposits of

TABLE I
Loans to Farmers Other than Real Estate Loans, Outstanding on June 20, 1947 at All Member 

Banks in the Second District*, by Type of Farm and Size of Bank

Number of loans Dollar amount of loans, in thousands

Type of farm

Banks with total deposits, 
in millions

Banks with total deposits, 
in millions

All
member
banks

Under
$2

$2
to

s io
Over
$10

All
member
banks

Under
$2

$2
to

$10
Over
$10

General............................................................................ 3,231 1,538 1,467 226 1,463 600 711 152

29,741 7,491 15,170 7,081 30,170 6,757 16,595 6,819

Poultry and eggs........................................... ................. 969 246 616 107 1,319 364 853 102

Livestock...................................................... ................... 137 24 52 60 215 17 108
p#

90

947 173 537 238 1,240 406 616 217

Truck (includes nursery products)............................... 1,093 603 288 202 2,033 1,029 166 838

Field crops....................................................................... 140 12 105 24 76 10 57 10

Potatoes........................................................................... 536 148 341 48 1,386 306 1,059 21

Part-time......................................................................... 335 160 92 83 198 49 82 67

227 74 118 36 587 108 410 68

Total, all types of farms**........................................ 37,952 10,812 18,798 8,342 38,925 9,745 20,659 8,521

♦ Estimated on basis of banks covered by the survey; because of rounding, figures do not necessarily add to totals. 
** Includes a small amount of loans not classified by type of farm.
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TABLE II
Loans to Farmers Other than Real Estate Loans, Outstanding on June 20, 1947 at All Member 

Banks in the Second District*, by Type of Farm and Size of Borrower

Type of farm

Number of loans

All bor
rowers**

Net worth of borrower

Under$2,000

$2,000
to

$9,999

$10,000
to

$24,999

$25,000
to

$99,999

$ 100,000 
and

Dollar amount of loans, in thousands

All bor
rowers**

Net worth of borrower

Under$2,000

$2,000
to

$9,999

$10,000
to

$24,999

$25,000
to

$99,999

$100,000
and

General...............................................

Dairy...................................................

Poultry and eggs...............................

Livestock............................................

Fruit....................................................

Truck (includes nursery products)..

Field crops..........................................

Potatoes..............................................

Part-time............................................

Other...................................................

Total, all types of farms**............

3,231

29,741

969

137

947

1,093

140

536

335

227

443

2,745

64

36

111
52

12
76

1,895

15,450

393

12
334

525

25

163

210
100

511

7,041

295
24 

232 
260

50

115

12
25

87

1,754

167

77

231

162

13

180

12
90

13

78

37

39

13

1,463

30,170

1,319

215

1,240

2,033

76

1,386

198

587

96

1,518

43

15
40

9

5
26

920

13,346

251

2
243

248

5

224

146

95

313

9,461

492

28

164

447

51

506

12
17

93

3,860

355

177

416

638

11
423

11
413

443

172

388

661

146

62

37,952 3,539 19,143 8,564 2,771 269 38,925 1,752 15,494 11,490 6,399 1,871

* Estimated on basis of banks covered by the survey; because of rounding, figures do not necessarily add to totals.
** Includes a small amount of loans not classified by type of farm and net worth.

less than 10 million dollars. Of the total amount and number 
of loans made by banks in this category, about one third was 
made by banks with deposits of less than 2 million dollars. 
As might be expected, the largest banks in the District, in
cluding the New York City banks, participated only to a 
relatively small extent in loans to farmers, since in most cases 
the resources of the smaller country banks are adequate to 
finance the credit requirements of the farmers located in their 
general vicinity.

Table II shows the dollar amount and number of these 
farm loans by type of farm and size of borrower. It indicates 
that about three fifths of the number of loans were made to 
small borrowers, those having a net worth of less than $10,000, 
while only 8 per cent of the loans went to borrowers with 
assets exceeding $25,000. However, the large borrowers—  
those with assets over $25,000— accounted for about 20 per 
cent of the total dollar amount, because on the average they 
borrowed larger amounts. More than three quarters of the 
loans outstanding, both in number and in dollar amount, 
were made to farmers engaged in dairying. The rather heavy 
concentration on dairy farm financing reflects the preponder
ance of this type of farming in Second District agriculture. 
This fact is readily explained by the general adaptability of 
the land to dairy farming together with the proximity of the 
largest milk market in the world. The development of the 
various dairymens cooperatives, frequently with the support 
of the banks, has given impetus to this industry. In addition, 
member banks in this District had outstanding loans totaling 
more than a million dollars to farmers engaged in the produc
tion of truck crops, fruit, potatoes, and poultry and eggs, and 
in general farming.

Table III shows the estimated number and dollar amount 
of "real estate loans secured by farm land” outstanding on

June 20 at all member banks in the District by type of farm 
and size of bank. It indicates that banks with deposits ranging 
from 2 to 10 million dollars accounted for more than 50 per 
cent of all farm mortgages, while banks with deposits exceed
ing 10 million dollars accounted for about 30 per cent. It also 
shows that nearly two thirds of the estimated 7,759 farm 
mortgage loans outstanding were made to farmers engaged 
in the dairy business.

Representatives of this bank visited each bank participating 
in the survey to assist in preparing the schedules, and through 
this personal contact obtained the benefit of the banker’s view
point and experience concerning the farm loan business. A 
number of banks in this District have developed comprehen
sive programs designed to expand their agricultural depart
ments. Several banks have employed graduates of agricultural 
colleges, while others have officers who are "farm minded” 
and who are familiar with the many problems associated with 
farming. These officers play an important part in formulating 
farm policies and practices of their banks and advise farmers 
with regard to their individual problems. Such banks have 
been successful in expanding their farm loan business, and 
not only have increased their earning power, but also have been 
helpful in promoting the development of agriculture and 
related activities in their communities. At the same time they 
have discouraged prospective borrowers from assuming com
mitments which would be likely to involve them in dif
ficulties.

Most of the banks visited agreed that, in general, the 
farmers are in a much stronger cash position today than before 
the war, either in the form of war bonds or in bank deposits. 
It was generally conceded that in many instances the farmers 
who are borrowing today are those who in 1939 were con
sidered in the "marginal” category with a rather poor credit
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TABLE III
Real Estate Loans Secured by Farm Land, Outstanding on June 20, 1947 at All Member Banks in the 

Second District*, by Type of Farm and Size of Bank

Type of farm

Number of loans Dollar amount of loans, in thousands

All
member
banks

Banks with total deposits, 
in millions

All
member
banks

Banks with total deposits, 
in millions

Under
$2

$2
to

$10
Over
$10

Under
$2

$2
to

$10
Over
$10

General............................................................................ 1,411 400 711 300 3,865 693 2,315 857
4,925 888 2,509 1,528 15,651 2,507 8,252 4,892

Poultry and eggs............................................................ 391 34 241 116 1,302 60 838 404

Livestock......................................................................... 34 6 20 8 164 7 140 18

348 23 193 132 1,272 70 537 664

Truck (includes nursery products)............................... 196 70 58 68 598 195 205 198

Field crops....................................................................... 10 — 10 — 29 ~ 29 —
Potatoes........................................................................... 127 48 75 4 454 98 348 8

Part-time......................................................................... 210 92 58 60 643 212 237 194

87 — 75 12 709 — 642 67

Total, all types of farms**........................................ 7,759 1,560 3,951 2,248 24,758 3,842 13,544 7,372

* Estimated on basis of banks covered by the survey; because of rounding, figures do not necessarily add to totals. 
** Includes a small amount of loans not classified by type of farm.

standing, but who are good risks today because of the sub
stantial increase in their incomes. But there was evidence of 
an awareness among the banks of the dangers of an over
expansion of credit to these "marginal” farmers, who in the 
event of a slackening of demand and price decline might have 
difficulty in meeting their commitments. This feeling has 
resulted in a more careful appraisal of loans being extended 
to farmers, and some banks have adopted a more conservative 
attitude than was the case last year or in the early part of 1947, 
in the form either of shortening maturities or of requiring 
more security for loans.

The bankers reported that farmers/in general, have moved 
towards greater mechanization at a rapid pace since the end 
of the war. This rapid mechanization is attributed to the high 
cost and shortage of labor, together with the increasing avail
ability of farm machinery. In addition, in the case of dairying, 
there has been an expansion of herds in order to increase 
the productive capacity of the farms. There has also been a 
sharp rise in feed prices, in the cost of machinery, livestock, 
and fertilizer, and in the general expenses of operating a farm. 
The bankers also reported that there had been an increase in 
retirements among farmers, either through turning over the 
operation of their farms to their sons, or selling to tenants or 
to farmers who had migrated to the area; many of these 
"retirements” had been delayed because of the war. It is also 
probable that some farmers have retired in order to take 
advantage of the high prices now being offered for their farms. 
A rather substantial number of the new owners have been 
young veterans, most of whom have had previous farming ex
perience and who were able to purchase farms through the 
benefits afforded them under the "GI” loan program. All of

these factors have contributed towards maintaining a relatively 
substantial volume of farm loans in this District at a time 
when farm income has been at or near record levels.

DEPARTMENT STORE TRADE

In August the monthly dollar volume of department store 
sales in the Second Federal Reserve District dropped below 
the peak year-ago level and the year-to-year drop was the first 
since February 1944. The seasonally adjusted sales volume is 
estimated to have declined about 2 per cent from the level 
that had been maintained from May to July, and to have been 
about 4 per cent below the all-time high of August 1946.1 
Trade sources indicate that the unusually warm weather 
adversely affected sales, especially during the first half of 
August.

For the first eight months of this year, the dollar volume 
of department store sales exceeded the total for the same 
months in 1946 by about 7 per cent. However, this gain was 
smaller than the estimated average increase in prices of mer
chandise sold in such stores. Department store executives 
expect the rate of increase in sales so far this year to be approxi
mately sustained during the balance of the year. Their predic
tions are based on the expected stimulus to women’s apparel 
sales caused by changes in fashions, on the effects of promotions 
of merchandise priced to attract customers, on removal of all 
restrictions on instalment buying November 1, and, to a certain 
extent, on veterans’ spending of the proceeds of cashed-in 
terminal leave bonds.

1 Total sales in August were about 8 per cent below those in
August 1946. The seasonally adjusted index allows for variations in
the number of shopping days; there was one less shopping day in 
August this year.
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It appears likely that the decline in department store 
inventories which has taken place during recent months may 
be reversed in the near future. At the close of July the season
ally adjusted index of stocks was again sharply lower, dropping 
to 18 per cent below the all-time high of last February. With 
the exception of last fall’s low caused by the delivery strike, 
the dollar volume of inventories in July was the smallest since 
June 1946. The ratio of stocks to sales was the lowest for 
any July on record.

Low stocks are found primarily in women’s wear depart
ments; at the close of July stocks for this group were 19 per 
cent below those on the corresponding date last year. Men’s 
wear stocks, however, were 12 per cent, and homefurnishings 
stocks 14 per cent, higher than a year ago. Many stores, having 
deferred placing orders for fall merchandise at the usual 
season, have experienced difficulties in obtaining deliveries of 
style merchandise now expected to be in demand. During 
August manufacturers of coats and suits in the New York 
market announced substantial price increases. Because of the 
short supply, trade sources indicate that retailers will have 
to accept the increase, and few cancellations are expected.

The accompanying chart shows the sharp increase that has 
recently taken place in outstanding orders. On May 31 of

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality
Net 

July 1947

sales

Jan. through 
July 1947

Stocks on 
hand 

July 31, 1947

Department store*, Second District---- +  8 +  8 — 2

New York City................................... +  9 +  8 — 5
Northern New Jersey......................... +  5 +  6 —  8

Newark............................................ +  3 +  4 — 8
Westchester County........................... +16 +12 +  6
Fairfield County................................. +  7 +10 +13

Bridgeport....................................... 4* 5 +  9 +12
Lower Hudson River Valley.............. +10 +14 +  6

Poughkeepsie................................... +  6 +10 +  5
Upper Hudson River Valley.............. +  8 +10 +  1Albany............................................. +  7 +10 +  2

Schenectady..................................... +  8 +  8 __ 3
Central New York State.................... +  4 +12 +  4

Mohawk River Valley.................... t-11 +10 +  4
Utica............................................. -13 +11 _  4

Syracuse........................................... - 1 +13 +  4
Northern New York State................. -17 +20
Southern New York State................. - 5 +12 +13

Binghamton..................................... - 2 +  8 +  5
Elmira.............................................. -  5 +11 +17

Western New York State................... +  7 +10 +10
Buffalo............................................. +  7 +10 +10
Niagara Falls................................... +  5 +10 +  2
Rochester......................................... +  8 +11 +10

Apparel stores (chiefly New York City). - 3 — 4 — 5

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average^ 100 per cent)

Item
1946 1947

July May June July
Sales (average daily), unadjusted................ 158 237 231 170
Sales (average daily), seasonally adjusted.. 236 253 254 254
Stocks, unadjusted........................................ 197 r 224 206 194
Stocks, seasonally adjusted.......................... 208 221 215 205

r Revised.

Estimated Dollar Volume of Sales, Stocks, and Outstanding 
Orders of Second District Department Stores, 1941-July 1947
M IL L !  ONS  
OF D O L L A R S

Source: Estimated from reports received by Federal Reserve Bank of 
New York. Stocks and orders at end of month.

this year outstanding orders were 65 per cent below those 
outstanding one year earlier. At the close of July, orders were 
not quite 50 per cent lower than a year previous.

Indexes of Business

Index
1946 1947

July May June July

Industrial production*, 1935-39 = 100........ 172 185 184 178p
(Board of Governors, Federal Reserve 

System)
Electric power output*, 1935-39 = 100....... 195 224 222 218p

(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 = 100 191 201 207p

(Federal Reserve Bank of New York)
Sales of all retail stores*, 1935-39 = 100....... 248 274 275p 274p

(Department of Commerce)
Factory employment

United States, 1939 -  100........................ 144 151 151 150p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100............... 123 127 125 121p
(New York State Department of Labor) 

Factory payrolls
United States, 1939 = 100........................ 267 312 319p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100............... 244 269 270 264p
(New York State Department of Labor) 

Personal income*+, 1935-39 = 100............... 259 277 279p
(Department of Commerce)

Composite index of wages and salaries*}: 
1939 = 100.................................................. 161 173 175p
(Federal Reserve Bank of New York) 

Consumers’ prices, 1935-39 = 100................ 141 156 157
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(Federal Reserve Bank of New York)
New York City.......................................... 93r 80 88 85 p
Outside New York City........................... 81 88 88 88 p

* Adjusted for seasonal variation. p Preliminary. r Revised,
f Index of seasonally adjusted annual rates computed by Federal Reserve Bank 

of New York from new series of personal income prepared by the U. S. Depart
ment of Commerce.

t  A monthly tabulation of the 15 component indexes of hourly and weekly 
earnings computed by this bank will be sent upon request. A general discus
sion of the new indexes appeared in the November 1946 issue of this Review, 
and a more detailed description in the Journal of the American Statistical 
Association for June 1947. Reprints of these articles are available on request. 
Tabulations of the monthly indexes, 1938 to date, and description of component 
series, sources, and weights may also be procured from the Research Depart
ment, Federal Reserve Bank of New York.
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INDUSTRIAL PRODUCTION

1939 1941 1943 1945 1947 1939 1941 1943 1945 1947

Federal Reserve indexes. Monthly figures; 
latest shown are for July.

DEPARTMENT STORE SALES AND STOCKS

1939 1940 1941 1942 1943 1944 1945 1946 1947

Federal Reserve indexes. Monthly figures; 
latest figure shown for sales is July, 

latest for stocks is June.

WHOLESALE PRICES

1939 1940 1941 1942 1943 1944 1945 1946 1947

Bureau of Labor Statistics* indexes. Weekly 
figures; latest shown are for week 

ended August 16.

LOANS AT MEMBER BANKS IN LEADING CITIES

Excludes loans to banks. Wednesday figures; 
latest shown are for August 13.

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, August 27, 1947)

I NDUSTRIAL production was at a lower level in July than in June, owing in part to influences 
of a temporary nature. Retail trade was generally maintained. Prices advanced during July 

and also the first half of August.

In d u s t r ia l  Pr o d u c t io n

Production of manufactures and minerals both declined in July and total industrial 
production, according to the Board’s seasonally adjusted index, was at 178 per cent of the 
1935-39 average. This was 6 points below the June level and 12 points below the March 
postwar high of 190. Scattered information now available indicates a somewhat higher level 
for August than for July.

Output of durable manufactures generally decreased in July. There was a marked reduction 
in steel output during the first two weeks of the month, when a coal shortage seemed imminent. 
Activity in shipbuilding was sharply reduced by work stoppages, and there was a moderate 
decline in activity in the machinery industry. Automobile output declined somewhat in July, 
and showed a further reduction in the first half of August, with production still limited by 
the sheet steel shortage. Nonferrous metal manufacturing continued to decline in July, partly 
as a result of some reduction in demand. Output of lumber and of stone, clay, and glass 
products was also at a lower level than in June.

Nondurable goods production continued to decline in July. There was a further reduction 
in textile output, owing in part to vacations of production workers but also to earlier slackening 
of demand. Output of rubber products also continued to decline. Production of paperboard 
was lower in July but increased in August to the earlier high level. In the canning industry 
production rose more than is usual in July but was considerably below the unusually high level 
of last season.

Mineral output declined in July. There was a sharp drop in bituminous coal and anthracite 
output, accounted for largely by vacations early in the month. Output of crude petroleum 
declined slightly but was still at a very high rate.

Em p l o y m e n t

Factory employment declined somewhat further in July, after allowance for seasonal 
changes, while employment in most other nonagricultural lines continued to show little change. 
Total Government employment was reduced by 120,000 to about 5,300,000 persons in mid-July, 
reflecting a reduction in Federal employment and also a decline of a seasonal nature in other 
Government employment.

Co n s t r u c t io n

Value of construction contracts awarded, according to the F. W. Dodge Corporation, rose 
in July, reflecting increases in awards for most types of private construction. Awards for 
private residential work were one-fourth larger than in June as contracts for hotels, apartment 
hotels, and one-family houses for sale or rent increased substantially. Value of awards for 
commercial and manufacturing building increased by about one third. Federal controls on 
private construction were largely eliminated as of June 30.

D is t r ib u t io n

Department store sales showed the usual seasonal decline in July, and the Board’s adjusted 
index remained at the high May and June level. In the first two weeks of August, sales showed 
less rise than usual and were 4 per cent below the corresponding period of a year ago whereas 
in July sales were 5 per cent higher than last year. This difference reflected in part the sharp 
temporary rise in sales which occurred in August a year ago, and unfavorable shopping weather 
in many sections this year.

C o m m o d it y  Prices

Prices of basic commodities in the middle of August were generally at about the advanced 
levels reached on July 15. Prices of corn, hides, and wool tops rose further in this period, 
while prices of cotton and vegetable oils declined. Higher corn prices resulted in part from 
deterioration of the corn crop, which on the basis of August 15 conditions was estimated at 
2.4 billion bushels as compared with the record crop of 3.3 billion last season. Lower cottor 
prices were attributable in some part to more definite prospects for a crop susbtantially above 
last season.

The general level of wholesale commodity prices advanced somewhat further from July 15 
to the middle of August, reflecting chiefly further increases in prices of meats, dairy products, 
and fuels, and a general advance of about 10 per cent in prices of iron and steel products. 
Prices of new automobiles were generally raised in this period. Steel scrap prices declined 
in the middle of August, following sharp advances in preceding weeks.

Ba n k  Cr e d it

Further additions to monetary gold stock, an inflow of currency from circulation, and 
purchases of Government securities by the Reserve Banks increased member bank reserve 
balances in July and the first three weeks of August. In August these additions to bank reserves 
were partly offset by a shift of funds to Treasury balances at Reserve Banks as a result of 
an excess of Treasury receipts over expenditures. Required reserves increased over the period, 
reflecting continued expansion of deposits at member banks.

Commercial and industrial loans at banks in leading cities increased sharply during July 
and the first half of August, particularly at banks outside New York City. Real estate and 
consumer loans showed further sustained growth. Government security holdings declined 
somewhat at banks in New York City but showed little change at other city banks.
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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  OF  N E W  Y O R K

V olume 29 O C T O B E R 1 9 4 7  No. 10

MONEY MARKET IN SEPTEMBER
Money market conditions were noticeably easier during most 

of the first half of September but tightened somewhat in the 
second half. Large net cash expenditures of the Treasury in 
connection with the redemption of veterans’ terminal leave 
bonds and the unexchanged portions of the Treasury certificates 
and notes maturing on September 1 and 15, interest payments 
on the public debt, and other transactions provided the banks 
with large amounts of funds in the three weeks ended 
September 17. In addition there were substantial disburse
ments from foreign accounts with the Federal Reserve Banks 
financed in large part from sales of gold to the Treasury, and 
a considerable expansion of Federal Reserve "float”. The funds 
obtained by the banks from these transactions were only 
partly absorbed by an unusually large increase of currency 
in circulation, resulting from the coincidence of the normal 
pre-Labor Day demand with heavy withdrawals of cash for 
the redemption of veterans’ terminal leave bonds, and by a 
sizable expansion in required reserves. The ease in the market 
led to a substantial reduction of Federal Reserve credit and 
a large increase in excess reserves, which were reversed in the 
remainder of the month as heavy payments of Federal income 
taxes brought renewed pressure on the banks’ reserve positions.

Despite accumulated balances of more than 900 million 
dollars in its deposit account in the Reserve Banks near the 
end of August, the Treasury withdrew 262 million dollars 
from its War Loan accounts in depositary banks early in 
September, in preparation for the cashing of veterans’ bonds 
beginning on September 2, and other large scheduled disburse
ments. By the tenth of the month more than 600 million 
dollars of terminal leave bond redemptions had been reported 
to the Reserve Banks and charged to the Treasury’s account. 
These payments, together with other substantial expenditures, 
brought the amount of Treasury balance in the Reserve Banks 
down to 243 million dollars. Although income tax collections 
were made at an accelerating rate in the following week, the 
payment of close to 400 million dollars in interest on the public 
debt on September 15 carried Treasury balances still lower 
on that date. Heavy tax receipts in the following two days, 
however, restored the balance to the previous week’s level.

An extraordinary increase of 447 million dollars in currency

in circulation in the week ended September 3 (the greatest 
weekly increase since the 1933 banking holiday) reflected the 
building up of supplies of vault cash by the banks to meet 
anticipated needs for the cashing of veterans’ bonds, as well 
as the usual month-end and Labor Day holiday requirements. 
The normal postholiday return flow of currency did not develop 
in the following week, when the redemption of veterans* 
bonds was proceeding at a rapid pace. The volume of redemp
tions slowed up noticeably in the week ended September 17, 
and currency returned from circulation as veterans spent or 
deposited at least part of the cash acquired earlier in the 
month, thus contributing to the general ease of the money 
market around mid-September.

A substantial portion of the net additions to bank reserves 
in the three weeks ended September 17 were used by the banks 
to retire Federal Reserve credit. This took the form largely 
of purchases of Treasury bills directly and indirectly from the 
Federal Reserve Banks and purchases of new issues of bills 
directly from the Treasury. As a result there was a net decline 
in Federal Reserve bill holdings of 612 million dollars in 
the three weeks ended September 17. At the same time, 
excess reserves of all member banks rose 300 million dollars. 
Most of the increase occurred among reserve city and country 
banks, and in large measure probably represented funds accu
mulated temporarily in anticipation of losses to be sustained as 
depositors paid their taxes.

The banks continued to shorten the maturities in their 
certificate portfolios, offering the longest maturities in the 
open market and investing part of the proceeds in short-dated 
certificates. Nonbank investors also sold a moderate amount 
of certificates of the longer maturities as well as a considerable 
amount of Treasury notes. As a result, the Federal Reserve 
System made net purchases of 173 million dollars of certificates 
and 105 million of Treasury notes in the two weeks ended 
September 10. In the following week, however, the System 
made small net sales of certificates. On balance Federal Reserve 
holdings of all Government securities declined 351 million 
dollars in the three-week period.

Despite the ease of money market conditions, the market 
supply of the three longest certificates dated July 1, 1948 was
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relatively heavy and shortly after the opening of subscriptions 
for the new 121/2 month 1 per cent notes, the terms of which 
were interpreted in the market as virtually establishing a 
1 per cent rate for one-year money, the yields on these 
certificate issues rose to 0.88 per cent on the basis of dealers’ 
bid price, or a slight discount from par. Yields of other 
certificates of indebtedness also rose slightly as part of the 
general realignment to the rate on the new notes, which yielded
0.98 per cent bid on a "when-issued” basis. Yields on new 
Treasury bill issues also advanced gradually to about 0.82 per 
cent. The Treasury's offer to exchange 1 year certificates 
bearing interest at 1 per cent per annum for the entire issue 
of 1.4 billion dollars of 7/s per cent certificates maturing 
October 1, announced September 22, confirmed the markets 
expectations with respect to the rate on oae-year money, and 
the slight firming of certificate yields early in the month.

A major part of the 612 million dollar reduction of Reserve 
holdings of Treasury bills, in the three weeks ended Septem
ber 17, represented repurchases by banks of "old” bills issued 
prior to July 10 which still carried the repurchase option at 
the pegged rate of Ys per cent, although a substantial amount 
of the decline came through redemptions of "old” bills which 
were not fully replaced by exchanges for "new” bills or 
subsequent purchases of such bills in the open market. Despite 
the gradual rise in yields of the "new” bills, however, the 
total volume of bills held outside the Federal Reserve System 
has apparently not expanded to any large extent. The amount 
of "unpegged” or "new” bills held by investors other than 
the Reserve System has grown since the first issue on July 10, 
but the gain has not been proportionate to the increase in 
the amount outstanding. Thus, although "new” bills accounted 
for about three quarters of all bills outstanding on Septem
ber 17, such issues comprised less than two thirds of the bill 
portfolios of investors other than the Reserve Banks.

Bank reserves were subjected to a substantial drain in the 
week ended September 24 as the full flow of quarterly income 
tax payments reached the Treasury, resulting in a large excess 
of receipts. Treasury deposits in the Reserve Banks rose 
560 million dollars during the week to 800 million dollars. 
In addition, the clearance of tax payment checks caused a 
reduction in Federal Reserve float of about 170 million dollars, 
which was only partly offset by a decrease in required reserves 
accompanying the decline in private deposits. Although pay
ments of taxes in cash brought some return of currency from 
circulation, and foreign disbursements of funds held with 
the Reserve Banks also tended to ease the drain somewhat, 
the net effect of all operations in the week was to exert 
substantial pressure on member bank reserves. Bank demand 
for Federal Reserve credit was large and Federal Reserve 
holdings of Government securities rose 362 million dollars, 
exceeding the decline in the first part of the month. The 
increase was entirely in bills; certificate and note holdings 
were reduced slightly. Excess reserves also declined about 
200 million dollars or about two thirds of the gain of the 
preceding three weeks, and the reduction would have been

larger, but for a temporary increase at New York City banks 
to bring their average reserves for the week up to the amount 
required.

The early part of the final week of the month witnessed 
a further reduction in member bank excess reserves, primarily 
because of income tax collections and purchases of new 
Treasury bills by some banks. The continued drain on reserves, 
together with preparations for quarterly bank statements, led 
to a substantial demand for Federal Reserve credit just before 
the close of the month.

On September 22, the Treasury announced the terms of 
its offering of non-marketable 2 Vi pet cent bonds. The 
maturity of the issue was set at 18 years (maturity date 
October 1, 1965), and subscriptions were restricted to insur
ance companies, savings institutions, pension, retirement, and 
endowment funds, fraternal benefit associations, credit unions, 
and commercial and industrial banks holding savings deposits 
or issuing time certificates of deposit in the names of indi
viduals and nonprofit organizations. Subscriptions of banks 
are limited to 25 per cent of the growth of such time and 
savings deposits between December 31, 1946 and June 30, 
1947, or $25,000, whichever is greater. Subscriptions of the 
other eligible investors are restricted to 25 per cent of the 
growth in their net assets (total assets less outstanding indebt
edness for borrowed money) in the same period, or $250,000, 
whichever is greater. Redemption values were so set that 
only if the bonds are held 8 or 9 years do their yields compare 
favorably with the current yields of outstanding marketable 
issues of corresponding maturities and only if the securities 
are held till maturity do they yield 2Yi per cent.

Some weakness developed in the market for outstanding 
Treasury bonds during the month, but the price declines 
reflected the absence of demand rather than extensive selling. 
In fact, the market for Treasury bonds was thin and inactive, 
and lower price quotations reflected more the dealers’ appraisal 
of market conditions than actual transactions. This more 
cautious attitude undoubtedly reflects the influence of the 
new issue which will absorb a substantial amount of long term 
investment funds seeking outlets with a satisfactory yield; it 
was even more apparent in the long term corporate bond 
market which is discussed in another section of this Review.

SECURITY MARKETS
A year has elapsed since the sharp decline in stock prices 

that began the day after Labor Day of 1946, following the 
downward drift of the preceding three months. Since that 
time prices have fluctuated between 113.2 and 131.3, as 
measured by Standard and Poor’s broad index of 402 stocks, 
a comparatively narrow range of about 18 points or 16 per 
cent from the low to the high point. At the low point, 
reached in May 1947, stock values were 29 per cent below the 
postwar peak reached a year earlier. However, many of the 
low priced issues had declined by 75 to 80 per cent from their 
peak prices. A subsequent recovery from the May lows added 
13 per cent to stock values by mid-July. Prices receded

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

October 1947



FEDERAL RESERVE BANK OF NEW YORK 103

slightly thereafter, and in the last week of September reached 
a point about 5 per cent below the July recovery peak. For 
the year ended September as a whole, there was only a nominal 
change of a few points in the price averages. Turnover of 
shares on the New York Stock Exchange fell off with the 
culmination of the decline in 1946 and has remained relatively 
depressed.

While the index of all stock prices fluctuated within a fairly 
narrow range during the past year, there have been wide 
variations among different industry groups. In general, over 
the year as a whole, the higher grade common stocks have made 
a better showing than the lower grades and the shares of capital 
goods industries have been stronger than those of consumers’ 
goods enterprises. Stocks of coal, petroleum, chemical, paper, 
building material, and shoe companies have recovered most 
from the May low point and have resisted most vigorously the 
general tendency to decline from the July highs. With the 
exception of shoes, share values of all these industrial groups, 
and of the automobile and shipping groups as well, were con
siderably higher toward the third week of September than a 
year ago.

By and large, variations in prices of stocks have reflected 
changes in the earnings positions of the different industry 
groups. The relatively strong issues reflected the expanded 
earning power of certain durable and capital goods industries 
and of the petroleum and paper companies, and the weaker 
groups reflected the decline (or slower rate of increase) of 
profits in the consumers’ goods and service industries such as 
the amusements, distilleries, some nondurable goods manu
facturing companies, and retail trade. Nevertheless, for the 
market as a whole, valuations placed on stocks in the past year 
have not increased at the same rate as current corporate profits. 
As indicated in the accompanying chart, stock prices have failed 
to reflect the marked expansion in profits beginning with the

Corporate Net Profits and Industrial Stock Prices, 
1939-47 Quarterly*

M IL L IO N S  1 9 3 5 -  3 9  =
OF DOLLARS 1 0 0  PER C EN T

* Profits, after taxes, are quarterly totals of 629 industrial corporations. 
Stock prices are quarterly averages of Wednesday figures for 354 industrial 
stocks; 1935-39 average =  100 per cent; third quarter of 1947 partly estimated 
by Federal Reserve Bank of New York.

Source: Profits, Board of Governors of the Federal Reserve System; stock 
prices, Standard and Poor’s.

second quarter of 1946. In fact, the slump in prices which 
occurred in the summer of 1946 came at a time when corporate 
sales and profits were rising to new record levels. On the 
other hand, market appraisals of stock values after the end of 
the war had apparently ignored the temporary adverse effect 
of reconversion on corporate earnings, and stock prices had 
continued to advance during the latter half of 1945 and the 
first five months of 1946. The present low level of stock 
prices relative to earnings undoubtedly reflects the uncertainty 
of investors with respect to the permanence of the current high 
levels of corporate profits. It is also likely that the many predic
tions of business recession have been a depressing factor 
throughout the year.

Bo n d  M a r k e t

The bond market has moved within a narrow range during 
the past three months. Yields on Treasury bonds declined 
slightly over this period but the return on obligations of other 
types of issuers rose somewhat. Among the more important 
influences affecting the market were the increase in short term 
interest rates which resulted from the unpegging of Treasury 
bill and certificate yields, substantial sales of Government bonds 
for Treasury investment accounts, and the large volume of new 
issues offered in the market or in prospect, including the World 
Bank bonds and the Treasury’s nonmarketable issue as well 
as corporate and municipal issues. The effect of these factors 
has been to bring pressure on the prices of corporate and 
municipal issues (i.e., to raise their yields). This pressure 
has led to price concessions on new offerings to the public as 
well as markdowns on outstanding, seasoned issues.

Yields of the highest grade corporate bonds, as measured by 
Moody’s Investors Service average yield on Aaa issues, rose 
gradually in the past three months from 2.55 in June to 2.66 
per cent near the end of September, highest since February
1945. This advance in long term bond yields may constitute 
a resumption of the gradual rise which got under way in April
1946, following the elimination of the Federal Reserve Banks’ 
preferential discount rate on Government securities maturing 
within a year, and which lasted through the rest of that year. 
The decline in Aaa bond yields in the first four months of 
this year and the subsequent leveling off through early June 
reflected the strength of the Treasury bond market and accom
panied some reduction in the volume of "new money” corpo
rate security offerings in the first five months of 1947. Second 
grade bonds (such as Moody’s Baa) have been less influenced 
by the moderate changes that have occurred in short term 
interest rates than by changes in stock prices. Their average 
yield has moved much more irregularly than that of Aaa 
issues, but it has also moved upward since early 1946 to a 
new high of 3.29 per cent late in September 1947— the highest 
since August 1945.

Most of the increase in corporate bond yields (decrease in 
prices) of the past three months came in September. This 
weakness in the corporate bond market has been attributed 
in part to reduced demand from institutional investors eligible 
to subscribe for the Treasury’s offering of long term, 2 Vz per
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cent, nonmarketable bonds, and to a rather large volume of 
flotations of "new money” issues.

The elimination of the excess profits tax and the reduction 
in 1946 personal income taxes (which reduced the value of 
tax exemption), and the sharp increase in new municipal 
security flotations were responsible for a substantial decline 
in municipal bond prices in the postwar period. Municipal 
bond yields rose from 1.57 per cent (Standard and Poor’s 
average) in July 1945 to 2.02 per cent in March 1947. Subse
quently there was some decline, but in the past three months 
the average rose slightly to 1.92 per cent in September (pre
liminary). Further substantial flotations of new municipal 
securities are in the offing. The pressure of these additional 
supplies, together with the possible further reduction in the 
value of the tax exemption feature of these securities if Federal 
income taxes are further reduced, have raised doubts as to the 
maintenance of the present price levels for long term municipal 
issues, apart from the effects of rising interest rates. This 
uncertainty has led in the last three months to a considerable 
demand for relatively short maturity issues, prices of which 
have advanced or at least held up better than those of the 
longer term bonds.

N e w  Se cu r ity  Issues

During the third quarter of 1947, the capital markets were 
called upon to provide an estimated total close to 1.8 billion 
dollars of new funds to business corporations, State and munici
pal governments, and the World Bank. The total of "new 
money” security offerings of the past three months was approxi
mately the same as that in the preceding quarter and in the 
fourth quarter of 1946. Refunding issues, on the other hand, 
amounted to only 400 million dollars, about a third below the 
April-June quarter and about half the quarterly average of
1946. Corporate financing for purposes of expanding plant, 
equipment, and working capital in the third quarter of this 
year came to about 900 million dollars. The usual summer 
slowdown in the volume of new financing was reflected in a 
decline of 200 million from the second quarter, and the July- 
September volume was about 600 million below the fourth 
quarter of 1946 (the peak period for a number of years), 
but, with these exceptions, was higher than in any other 
quarterly period since mid-1930. Announcements of extensive 
programs of facility expansion in the public utility and petro
leum industries, together with large anticipated capital expendi
tures of enterprises in other fields (as brought out in a recent 
SEC-Department of Commerce Survey), are expected to lead 
to continued large volumes of new corporate security flotations.

Almost all the refunding issues floated in the past three 
months were corporation securities. As reported in past sur
veys of the security markets in this Review, there was a con
siderable diminution in the flotation of refunding issues 
following the repeal of the excess profits tax and the resultant 
reduction of the "tax saving” derived from refunding called 
securities at a premium; and the gradual firming of interest 
rates beginning in April 1946, which has reduced the possible 
interest savings obtainable through refinancing, has also played

an important part in this development. Thus, corporation 
refunding issues in the third quarter were approximately one- 
third below those in the corresponding months of 1946, and 
about one-half the quarterly average for that year, which in 
turn was more than 40 per cent below the average for 1945.

Recent corporate financing has shown little departure from 
trends established earlier in the year. Bond issues have pre
dominated as public utility financing has continued to comprise 
a substantial proportion of the total (about one half). Stock 
issues have remained at the comparatively low levels prevailing 
after the substantial drop in prices of outstanding issues in the 
summer and fall of 1946.

From time to time the market for new issues has suffered 
from temporary periods of congestion. The latest instance 
of such a condition occurred in July, when a total of about 
one billion dollars of new securities (including one quarter 
of a billion dollars of attractively-priced World Bank bonds) 
was put on the market. Many investors, particularly the insur
ance companies, held back from purchasing several of the 
larger new public utility offerings which were considered too 
closely priced in relation to comparable issues outstanding. 
In several such cases, concessions from offering prices were 
necessary to move the issues from the underwriters’ shelves. 
Some offerings in July, however, were very successful, and 
in subsequent months underwriters have endeavored to adjust 
their pricing to current market developments.

The problem of pricing new issues has been made more 
difficult by the firming of interest rates in recent months and 
has become particularly important because underwriting 
spreads (the difference between the price to the public and 
the price paid by investment bankers to issuing corporations) 
have been narrowed considerably. This is attributed to com
petitive bidding among underwriters and others for new issues,

Domestic Corporate Security Issues for Refunding and for 
New Capital, Quarterly Totals, 1940-47*

B IL L IO N S
OF D O LLA R S

* Third quarter o f 1947 partly estimated by Federal Reserve Bank of New 
York.

Source: Com mercial and Financial Chronicle.
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the competition of large institutional investors seeking new 
securities direct from corporate issuers (private placements), 
and other factors.

The volume of new municipal securities (including issues 
of State and local governments ) offered in July to September 
1947 amounted to over 550 million dollars. This figure, which 
is partly estimated, is the lowest quarterly total for the year, 
but historically it represents a very high level. For the first 
nine months of the year new municipal financing totaled 1,850 
million dollars, which is twice the volume in the entire year
1946, and higher than the total of such financing for both new 
capital and refunding purposes in any year since the compila
tion of these figures was begun by the Commercial and Finan
cial Chronicle in 1919. Prior to 1947 the peak year had been 
1927, when 1,510 million dollars of new municipal securities 
were offered to the public. A few large State issues for the 
purpose of raising funds with which to pay bonuses to veterans 
were among the offerings of the past three months; the offer
ings also included housing bonds and bonds for other public 
works and improvement projects, as well as an issue for the 
purchase by a municipal authority of a privately-owned transit 
system.

Some congestion was noted in the municipal market, with 
unsold inventories of municipal issues in dealers’ hands reach
ing a record high of 146 million dollars on September 25. A 
large supply of additional securities still to come on the market 
is indicated by The Bond Buyer’s '‘inventory” of 6.2 billion 
dollars of proposed new State and municipal issues as of 
September 1. As of September 10, security issues involved 
in veterans’ aid proposals alone ranged between 3.6 and 3.7 
billion dollars, of which less than 900 million dollars had 
been sold. Only part of the unsold, proposed veterans’ issues 
are included in the "inventory” figures.

FARM LENDING BY MEMBER BANKS 
IN THE SECOND DISTRICT1
The recent survey of loans to farmers outstanding on 

June 20, 1947 at member banks in this District provided 
information on the interest rates charged on such loans, the 
farmers’ reasons for borrowing, and the amounts they borrowed.

In general, the interest rate data reported in the survey 
emphasized the relatively narrow spread in the rates charged 
farmers by member banks in the different parts of the District. 
All farm loans outstanding were made at rates between 4 and 
6 per cent. These data also indicated that the size of the lending 
bank is not an important factor in rate determination and 
that any variation in rates is more likely to be related to size 
of loan and net worth of borrower. The average interest rates 
charged tended to be somewhat higher for borrowers whose 
net worth is relatively low in view of the greater risk in 
lending to such borrowers. The survey also revealed that about

1 This is the second article covering the results of a survey of 
agricultural lending by member banks in the Second District; the first 
article appeared in the September issue of the Review. A more com
plete analysis of the data derived from the survey will be published 
soon in pamphlet form and will be available upon request from the 
Research Department, Federal Reserve Bank of New York.

half of the number of nonreal estate farm loans outstanding 
were in amounts of less than $500, and that some two thirds 
of the dollar amount of all loans were made to purchase 
livestock or machinery. Mortgage loans usually are for larger 
amounts and interest rates average somewhat lower than for 
other farm loans. About three quarters of the dollar amount 
and number of farm mortgages outstanding were made to 
enable the farmer to buy the property mortgaged. According 
to the survey, more than two thirds of the dollar amount and 
about three fifths of the number of farm mortgages outstanding 
on June 20, 1947 at member banks in this District were 
made between the beginning of 1946 and the survey date,
i. e., during a period when farm real estate prices were relatively 
high.

In ter e st  R ates  
It is estimated that nearly 85 per cent of the number and 

66 per cent of the dollar amount of nonreal estate farm loans 
outstanding at all member banks in the Second District on 
June 20, 1947 carried an interest rate of 6 per cent. Chart I, 
which shows the proportion of these loans outstanding at 
various interest rates in different sized banks, indicates that, 
in general, farmers are able to borrow (other than on real 
estate) at about the same rate regardless of the size of the 
lending bank. It also shows the relatively small percentage 
of loans made at less than 5 per cent by banks of all sizes. 
However, the interest rates on farm mortgages (Chart II) 
were generally lower than on other loans to farmers and there 
was also some variation in the rates charged by banks of 
different sizes. Some 45 per cent of the dollar amount and 
31 per cent of the number of farm mortgages outstanding 
were at rates ranging between 4 and 5 per cent, while only 
10 per cent of the dollar amount and 16 per cent of the

Chart I
Interest Rates Charged on Loans to Farmers, Other than 

Real Estate Loans, by Second District 
Member Banks of Various Size

(Percentage distribution of number and dollar amount of loans*)

* Derived from survey of agricultural loans outstanding on June 20, 1947.

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

October 1947



106 MONTHLY REVIEW, OCTOBER 1947

Chari: II
Interest Rates Charged on Real Estate Loans to Farmers 

Secured by Farm Land, by Second District 
Member Banks of Various Size 

(Percentage distribution of number and dollar amount of loans*)
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* Derived from survey of agricultural loans outstanding on June 20, 1947.

number were made at 6 per cent. The percentage of loans 
made at rates between 4 and 5 per cent ranged from 28 per 
cent of the dollar amount in the group of smallest banks, to 
56 per cent in the largest banks, and from 16 to 43 per cent 
of the number of loans in the smallest and largest banks, 
respectively. The generally lower rates charged by the larger 
banks on farm mortgages may be explained in part by the 
larger volume of loans at 4 per cent which were in many 
instances made to meet the competition of other lending 
institutions.

As a supplement to the data reported on each loan the banks 
in the survey were asked to list the prevailing interest rates 
charged farmers in 1930, 1.940, and today. Virtually all 
of the banks in the survey reported that in 1930 their rate 
on farm mortgages was 6 per cent; by 1940, about one third 
of the number of banks had lowered their rate to 5 per cent. 
Today, more than two thirds maintain a prevailing rate of
5 per cent, and less than one fifth charge higher rates— from
5 to 6 per cent. On other loans to farmers the interest rates 
charged have also declined, but not so definitely as in the case 
of farm real estate loans. At present, about two thirds of the 
banks charge 6 per cent. The remainder of the banks reported 
rates varying from 4 to 5*/2 per cent, with the largest number 
(about one fifth) charging 5 per cent, whereas in 1930 all 
of the banks charged 6 per cent.

Most of the bankers visited in connection with the survey 
felt that stable rates of interest near present levels are an 
important factor in maintaining a satisfactory earnings position 
— especially in those banks whose farm loans represent a 
substantial part of their earning assets. They explained that

because the servicing of farm loans and mortgages is somewhat 
costly, the net return in most cases is considerably less than 
the rate charged. This, together with the fact that a more 
cautious lending policy has been adopted by a number of 
banks, leads to the conclusion that interest rates on farm 
loans will probably be maintained at or near present levels. 
An important factor in the relatively high rates charged on 
farm loans is their comparatively small size in most cases.

Size  o f  Lo a n  
A breakdown of the number and dollar volume by size 

of loan, as shown in Table I, reveals that more than two thirds 
of the estimated 38,000 nonreal estate farm loans outstanding 
at all member banks on the survey date were in amounts of 
less than $1,000 and about 50 per cent were for less than 
$500. The number of small farm borrowers currently being 
served by member banks throughout the District is thus rather 
substantial. The small amounts presently being borrowed by 
individual farmers reflect in turn the relatively small-scale 
nature of individual farm operations in this District. About 
28 per cent of the number of loans were in amounts ranging 
between $1,000 and $4,999 and less than 4 per cent of the 
number were in amounts of $5,000 or larger. In dollar amount, 
loans under $1,000 accounted for more than one fifth of the 
loan aggregate, while loans in amounts between $1,000 and 
$4,999 constituted more than half of the total. In the case 
of real estate farm loans the average loan, as might be expected, 
was substantially larger than in the case of other loans to 
farmers and about half of these loans were in amounts of 
$2,500 or more, about one third ranged between $1,000 and 
$2,499, and some 16 per cent were for less than $1,000.

The results of the survey reveal a relationship between 
the average size of nonreal estate farm loans and the interest 
rates charged, the size of the borrower, the purpose of the 
loan, the length of maturity, and the type of collateral utilized. 
There appears to be no question that in a number of cases 
the rates charged varied inversely with the size of the loan, 
reflecting the relatively greater costs involved in the handling 
of small loans. Furthermore, it is natural that the operators 
of the larger farms should tend to borrow larger amounts 
than the smaller agriculturists, and that the purpose of the 
loan should be a factor in determining how much was borrowed

Table I
Percentage Distribution of Agricultural Loans, Outstanding on June 2 0 , 

1947, at A ll M ember Banks in the Second D istrict*, by Size of Loan

Size of loan 
(In dollars)

Loans to farmers other 
than real estate

Real estate loans secured 
by farm land

Number
Dollar

amount Number
Dollar

amount

Less than 500............... 50.1 9 .8 5.2 0 .5
500 to 999............... 18.4 11.9 10.8 2 .5

1,000 to 1,499............... 9 .8 10.9 10.8 4.1
1,500 to 2,499............... 9 .8 17.1 23.0 14.4
2,500 to 4,999............... 8 .4 25.2 33.3 37.5
5,000 to 9,999............... 3 .0 17.6 14.3 29.4

10,000 to 24,999............... 0 .5 6.2 2 .5 10.6
25,000 to 49,999............... — 1.3 0 .1 1.0
50,000 and over............... — — —

100.0 100.0 100.0 100.0

* Estimated on basis of banks covered by the survey.
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Table II
Loans to Farmers Other than Real Estate Loans, Outstanding on 

June 20, 1947, at All Member Banks in the Second District*, 
by Type of Farm and Purpose of Borrowing'

Percentage distribution of dollar amount within 
each type of farm group

Type of farm
All loans, 
in thou
sands of 
dollars

To pay 
produc
tion or 
living 
costs

To buy 
or im
prove 

land or 
buildings

To buy 
machin
ery or 

livestock

To
repay
debts

For
other

purposes

Purpose
not

known

General................................ 1,463
30,170

1,319
215

35.4 5.2 54.3 2.1 _ 3.1
Dairy................................... 9.8 9.0 74.1 6.0 0.2 0.9
Poultry and egg................... 70.6 6.2 22.0 0.5 0.7
Livestock............................. 3.7 96.3 __
Fruit.................................... 1,240

2,033
76

75.2 1.9 22.4 __ __ 0.5
Truck (inc. nursery products) 
Field crops...........................

54.5
55.3

2.9 42.3
44.7

— — 0.3

Potato.................................. 1,386
198

82.3 6.0 10.7 0.1 __ 0.9
Part-time............................. 28.3 71.2 0.5 __
Other.................................... 587 47.5 25.0 27.1 0.4 __

Total, all types of farms**. 38,925 20.5 8.2 65.2 4.8 0.2 1.1

* Estimated on basis of banks covered by the survey; because of rounding, figures do not 
necessarily add to totals.

** Includes a small amount of loans not classified by type of farm.

and what collateral was used. In turn, the amount borrowed is 
sometimes (although not necessarily) a factor in the terms 
of repayment or maturity— more so in farm real estate loans 
than in other loans to farmers.

Purpose of Borrowing

As shown in Table II, it is estimated that nearly two thirds 
of the dollar amount of nonreal estate farm loans outstanding 
at all member banks in this District were made to enable 
farmers to buy machinery or livestock. More than half of 
the number of loans were made for this purpose. This 
reflects, to a relatively large extent, the increasing costs of 
replenishing and expanding dairy farmers’ herds and the 
higher degree of mechanization which has taken place on all 
types of farms. Production and living costs accounted for 
some 30 per cent of the number of loans and about 20 per 
cent of the dollar volume. Farmers producing fruit and 
potatoes did roughly three quarters of their borrowing for 
the purpose of meeting such costs, since in most instances 
their incomes are largely dependent upon seasonal crops and 
are not as stable as, for example, the incomes of dairy farmers. 
Less than 5 per cent of the dollar amount of loans was made 
to enable farmers to repay debts, indicating to some extent 
the relatively strong financial condition of farmers in general. 
About 8 per cent of the loans outstanding were made to permit 
the borrower to buy or improve land or buildings.

More than three quarters of the farm mortgages outstanding 
on June 20 at all member banks in this District, both in dollar 
amount and number of loans, were made to permit the 
borrower to buy the property mortgaged, and about 7 per cent 
were made for the construction or repair of buildings, 3 per 
cent for the purchase of other land, and some 10 per cent for 
other reasons, primarily for purchases of equipment and 
livestock.

AGRICULTURE IN THE SECOND DISTRICT
In the past few years, agricultural producers in the Second 

Federal Reserve District, like those in the rest of the country, 
have been enjoying the highest receipts from farm marketings

in history. Since cash receipts of farmers during the first 
half of this year in New York and New Jersey were running 
22 per cent above the corresponding period of last year, it 
appears likely that the cash income of Second District farms 
during 1947 will top one billion dollars for the first time 
on record. This compares with an average for the years 
1935-39 of between 350 and 400 million dollars. Much of 
the gain over prewar levels in agricultural income has been 
due, of course, to the steady rise of farm prices. Nevertheless, 
marked gains in the physical output of many products have 
also contributed to the advance.

In New York State, which accounts for over 85 per cent 
of the Second District’s farm marketings, output of dairy 
and poultry products and fruits has been maintained at a high 
level. Nearly two thirds of the sales volume of farm produce 
in New York and in the District is concentrated in these 
lines. During the first eight months of this year, milk pro
duction, in which New York is second only to Wisconsin, 
averaged 6 per cent higher in physical volume than in the 
corresponding period last year. Egg output in New York and 
New Jersey was up 3 per cent in volume during the same 
period.

The New York State fruit crop, as estimated by the 
Department of Agriculture on September 1, will be somewhat 
better than average this year. The commercial apple crop is 
estimated at over 16 million bushels, 6 per cent larger than 
last year and the second largest in the nation. The New York 
grape crop, which is the largest outside California, appears 
to be somewhat below last year’s volume, but is still 18 per 
cent higher than the average of the ten preceding years. The 
yield of pears and cherries in New York is estimated to be 
up sharply from last year, but the peach crops in both 
New York and New Jersey have been below last season’s 
total. In each instance, however, the crop promises to be 
above the ten-year average.

Output of basic feed grains, important to an area of dairy 
and poultry farms, has dropped sharply this year to approxi
mately half of the 1946 level. The New York State Depart
ment of Agriculture and Markets estimates feed grains in 
this State will total about 418,000 tons in 1947, compared 
with 828,000 tons last year and a ten-year average of 626,000 
tons. The corn crop in the Second District is down one fifth 
from 1946 and the crop of oats is less than half of last year’s. 
These are partly offset, however, by a good wheat crop, about 
60 per cent above the 1946 level.

Potato production is expected to be about one-fifth less 
than last year’s crop, whose record-breaking size caused a 
serious surplus problem. Potatoes are an important crop in 
this District, since New York is the third largest potato- 
producing State and New Jersey the eighth. Altogether the 
Second District produces about 11 per cent of the nation’s 
potatoes.

Although sharp, the gains in farm incomes in this area have 
not been so spectacular as in other areas of the country. 
Incomes in sections specializing in grain and livestock pro
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Table I
Distribution of Value of Farm Products Sold 

(Crop year 1944)

Per cent of total

Type

Dairy products.........................................................
Poultry and poultry products...............................
Grain, hay, and other field crops*.......................
Vegetables..................................................................
Livestock and livestock products (except dairy

and poultry).........................................................
Fruits and nuts.........................................................
Horticultural specialties.........................................
Forest products........................................................

Total value of farm products sold. 100.0

* Includes potatoes.
Source: Computed by the Federal Reserve Bank of New York from United States 

Census o f Agriculture: 1945.

duction have profited to a much greater extent from the 
wartime and postwar increase in demand and the rise in prices. 
A further indication of this trend lies in the movements of 
farm real estate prices. In New York State, the average value 
per acre of farm real estate in July 1947 was 59 per cent 
above the 1935-39 average, and in New Jersey the rise was 
63 per cent. In the country as a whole, however, prices were 
nearly double the prewar level and in some States the rise in 
real estate values ranged as high as 170 per cent.

The basic reason for this District’s more moderate gains 
lies in the structure of its agricultural economy. Table I shows 
the differences between the Second Federal Reserve District 
and the rest of the country in the sources from which farm 
cash income is derived. In this District, the chief agricultural 
pursuit is dairy farming, which accounts for nearly one half 
of the total value of farm products sold. In the rest of the 
country, however, only one seventh of farm income comes 
from dairying. Vegetable production accounts for about twice

as great a share of the total here as in the rest of the 
United States. Poultry farming yields nearjy one sixth of total 
income in this District compared with one tenth in the rest 
of the United States. The importance of these lines is a 
reflection not only of adaptation to soil and climatic condi
tions, but also of the proximity of mass markets on the heavily 
populated Eastern seaboard. An overwhelming share of the 
dairy and poultry products is marketed as fresh milk and 
eggs, while truck gardening is predominant in vegetable pro
duction. The greater importance here of horticultural special
ties— flowers, seeds, and nursery products— is also a reflection 
of the big city markets.

The lines which account for nearly two thirds of the 
agricultural output of the rest of the country— grain and other 
field crop production and livestock raising— contribute only 
about one sixth of the Second Districts farm income. If the 
Census of Agriculture did not classify potatoes with "other 
field crops,” the share of these groups in the District total 
would be still lower, probably about one tenth.

Wartime trends in farm production and shifts in the 
structure of the farm economy are revealed by the 1945 Census 
of Agriculture, published this year by the U. S. Department 
of Commerce, and are summarized in Table II. The Second 
District followed the national pattern of achieving higher 
output with decreasing numbers of farm workers. About 
10 per cent fewer farmers and farm laborers harvested more 
than 71/2 million acres of crops in 1944— an increase of
6 per cent over the 1939 acreage. New York State alone 
produced in 1944, 76 million gallons more milk, 24 million 
dozen more eggs, and 8 million more chickens than in 1939.

The national tendency toward greater concentration of farms 
was also apparent in this District. Between April 1940 and

Table II
Selected Data on Agriculture in the Second Federal Reserve District and in the United States

(1940 and 1945 Census data)

Second District
Per cent change

Item Unit
Second
District

United
States

as per cent of 
United States 

total
Second
District

United
States

January 1, 1945* April 1, 1940 to January 1, 1945

Farms...................................................................................................... Thousands 165 5,859 2.8 —  2 —  4
Land area in farms.............................................................................. Millions of acres 19 1,142 1.6 +  3 +  8 

+  38 
—  14

Value of farms...................................................................................... Millions of dollars 1,353 46,389 2.9 +  17
Farm labor force................................................................................... Thousands 261 8,373 3.1 —  10
Cropland harvested............................................................................. Millions of acres 7 353 2.1 +  6 +  10 

+  7
Tenure

Owners................................................................................................ Thousands 127 3,301 3 .8 —  2
Part-owners and managers............................................................ 24 699 3 .4 +  39 +  7
Tenants.............................................................................................. “ 14 1,858 0 .8 —  36 —  21

1944 crop year* 1939 to 1944 crop year

Value of all farm products................................................................. Millions of dollars 646 18,108 3.6 +101 +132
All farm products sold .................................................................... 595 16,231 3.7 +107 +143

All crops......................................................................................... <( «« • • 176 7,508 2 .4 +  99 +143
Grain,hay, and other field crops#...................................... << a n 58 5,621 1.0 +  75 +128
Fruits and nuts........................................................................ <« «« << 39 1,079 3.6 +162 +265
Vegetables................................................................................. <t <t << 49 577 8 .5 +137 +189
Horticultural specialties......................................................... << ii n 31 231 13.5 +  55 +  79

All livestock and livestock products....................................... ii ii ii 414 8,645 4 .8 +111 +144
Dairy products......................................................................... ii ii ii 275 2,531 10.9 +112 +126
Poultry and products............................................................. ii ii it 92 1,587 5.8 +129 +186
Other livestock and livestock products.............................. ii ii ii 47 4,527 1.0 +  78 +142

Forest products............................................................................ ii ii u 4 78 5.1 +  56 +100
Farm products used by farm household.................................... ii .1 ii 52 1,878 2 .7 +  53 +  66

* Because of rounding, figures do not necessarily add to totals. Percentages computed from unrounded data.
# Includes potatoes.
Source: Computed by the Federal Reserve Bank of New York from United States Census o f  Agriculture: 1945.

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

October 1947



FEDERAL RESERVE BANK OF NEW YORK 109

January 1945, the number of farms decreased 2 per cent and 
the average size of a farm rose 5 per cent to 114 acres. The 
latter is, however, still well below the national average of 
195 acres per farm. In 1945, 90 per cent of the District’s 
farm operators were either owners or part-owners of their 
land, in contrast to 68 per cent in the country as a whole. 
Farm tenancy decreased by more than a third in this area 
between 1940 and 1945, indicating not only a greater pro
portion of owners but also a net movement out of agriculture.

Mechanization accounted for part of the increase in agricul
tural productivity. Second District farms had more than 
104,000 tractors, an increase of 38,000 over 1940, and over 
half the farms had at least one tractor. Despite wartime 
curtailment of automobile and truck production, the number 
of trucks on farms rose 18,000 or 28 per cent, while the 
number of autos rose 6 per cent. About 83 per cent of Second 
District farms were electrified, and nearly 90 per cent had 
radios. Only 60 per cent of the farmhouses had running 
water and only 53 per cent had telephones. For all types 
of facilities, however, the percentages were well above the 
national average.

The principal lines of agricultural activity in this Dis
trict are for the most part not among those in which prices 
have been rising spectacularly in recent years. New York 
State, which ranked seventh in value of cash receipts from 
farm marketings in 1935-39, had fallen to thirteenth place in
1946, while New Jersey had fallen from thirtieth to thirty - 
fourth place. The high prices for meats have, of course, widened 
the market for this District’s output of eggs, cheese, poultry, 
and similar meat substitutes. However, the increasing prices 
of feed grains, stemming largely from the short corn crop, 
seriously affect the production costs of the dairy and poultry 
farms. Not only has the tonnage of feed grains produced in 
New York State fallen far below normal this year, but the 
quality of the hay crop is much inferior for feeding to dairy 
cattle. Consequently, farmers in this State must now buy 
larger quantities of feed at rising prices. The price received 
by New York farmers for milk in July 1947 was 9 per cent 
below that received in the same month last year, according to 
the State Department of Agriculture and Markets. During 
the same period, however, the cost of feed (concentrates, per 
hundred pounds) rose 9 per cent and in the following two 
months there was a further advance of 6 per cent. When retail 
prices for eggs and dairy products have advanced in response 
to increased costs and greater demand, there has been a 
noticeable stiffening of consumer resistance.

THE BRITISH ECONOMIC PROBLEM
Since the end of the war, as during the war, Great Britain 

has lived in a state of acute emergency. Reduced to bare essen
tials the problem faced by the United Kingdom consists in the 
very great increase in the demands on its economic system and 
the serious shrinkage in the means available to meet those 
demands. Both of these developments are consequences of the

war and its aftermath. The increase in requirements confront
ing Britain’s domestic and foreign resources is noticeable in all 
brackets of her national economy. Instead of the 400 thousand 
men in the Armed Forces in 1938, over a million are required 
now. Instead of the 16 million pounds spent overseas by the 
government in 1938, at least 175 million are being thus cur
rently absorbed. Instead of the 30 million pounds paid as inter
est, etc., to foreign holders of British securities, over 70 million 
have to be transferred abroad for this purpose today. Further
more, the swelling of the social services (owing partly to vet
erans’ benefits and partly to the welfare policies of the govern
ment) and the political necessity of maintaining a standard 
of living that, on the average, is not much lower than before 
the war bring the total civilian outlay well above the prewar 
level. At the same time, the necessity of repairing war damages 
and replenishing inventories, as well as the extraordinary war
time wear and tear of productive facilities, have almost doubled 
(as compared with 1938) the replacement needs of the British 
economy.

At least equally telling has been the influence of the war 
on the other side of the ledger— on the means available to 
meet the enlarged requirements. Owing to the physical com
position of Britain’s domestic output as it developed over the 
past century, only a relatively small part of it is designed to be 
consumed in the British Isles; the balance, consisting mainly 
of industrial goods, has to be exported in exchange for food 
and raw materials. The terms of this exchange are therefore 
of paramount importance. During the interwar period they 
were, on the whole, very favorable to Britain. Although the 
depressed state of world markets during the thirties reduced 
the total demand for British goods and to some extent caused 
underemployment in Britain, the relative prices then prevail
ing enabled Britain to import cheap food and raw materials, 
at the same time securing relatively high prices for her indus
trial exports. This situation has drastically changed. Britain, it 
is true, can sell abroad everything she is able to export, and 
the prices of British exports have risen significantly. The cost 
of British imports, however, has soared even more, with the 
result that for the same amount of domestic effort Britain today 
receives from abroad less food, fewer raw materials, fewer 
services, than before the war.

Yet, even with the exceptionally favorable terms of trade 
enjoyed by Britain before the last war, Britain’s relatively high 
standard of living was made possible only by her earnings 
abroad and some liquidation of her foreign assets. From these 
sources were obtained 300 million pounds in 1938, or 6.5 per 
cent of the British national expenditure. Between September 
1939 and June 1945 the necessity of selling foreign investments 
and accumulating sterling liabilities to foreigners in order to 
meet war expenditures resulted in a reduction of Britain’s 
foreign assets at a greatly accelerated pace— by about 4,500 
million pounds. Annual revenue from abroad on account of 
interest, dividends, etc., diminished by about 50 million pounds. 
The gap between total available resources and requirements
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thus took on dangerous proportions and in 1946 it amounted 
to 400 million pounds, which had to be borrowed abroad.1

There are four ways in which this deficit might be reduced 
or eliminated:

1. The terms of trade might improve sufficiently to provide 
the British with more imports for the same quantity of exports. 
Such a change, however, clearly depends, not on the British 
themselves, but on the relative prices prevailing in world mar
kets. There is no reason to expect early relief from this source. 
Moreover, any shift of relative prices in Britain’s favor might 
well be accompanied by a slump in the demand for British 
goods. The net result of these two opposing tendencies cannot 
be readily predicted, but it cannot be assumed that it would 
necessarily mean a material improvement in Britain’s over-all 
position.

2. British output might be increased, either by raising the 
production of goods for the home market from domestic re
sources, thus reducing import requirements, or by expanding 
the volume of commodities available for export. Both have been 
the objective of the production drive of the British Govern
ment during the past two years. But while reconversion and 
the restoration of output to prewar levels have on the whole 
been successful (Britain’s production today, indeed, may be 
even larger than in 1938), the effort to lift production further 
is encountering formidable obstacles.

Most important of these obstacles is the shortage of coal. 
From 228 million tons in 1938, Britain’s output dropped to 
less than 190 million tons in 1946, or barely sufficient to take 
care of her domestic requirements at the present high employ
ment level. It leaves nothing for exports, which before the 
war amounted to over 40 million tons of coal a year. The 
reasons for the coal deficiency are peculiar to the coal mining 
industry only in part. To a large extent they are the same 
factors that limit output in many other branches of British 
manufacturing. For example, industrial equipment has been 
poorly maintained, a large part of it is obsolete, and production 
methods in some lines are old-fashioned; productivity is there
fore low. The imperative modernization of British indus
try in order to increase its productivity would require 
a heavy investment of capital. The circle becomes vicious, 
since large outlays on machinery would necessitate a further 
diversion of domestic and foreign resources from immediate 
consumption. Yet in the absence of such outlays a major 
increase in total output is problematical. The government 
therefore intends to carry through a considerable volume 
of industrial reequipment, but the ambitious original program 
has had to be severely trimmed. Concomitantly the earlier goal 
of raising exports to 140 per cent of the 1938 level by the 
end of 1947 has had to be abandoned; what is now hoped for 
is to reach the 140 per cent level by the middle of 1948, 
but the attainment of even this goal is by no means assured.

3. Total requirements might be reduced. Such a reduction

1 Gross foreign borrowings, including drafts against the American 
and Canadian Government credits, amounted to 532 million pounds, 
but there were offsetting credit items totaling 132 million.

was provided for a few weeks ago in the British Government’s 
emergency program. Importations of food, tobacco, gasoline, 
and films are to be seriously curtailed. Government expenditures 
abroad (for the maintenance of military establishments in the 
Near East, Greece, Germany, and elsewhere) are to be reduced, 
and, as mentioned above, the outlay on imported investment 
goods will be cut. The total savings that may be thus achieved 
are officially estimated at about 230 million pounds for the 
fiscal year 1947-48. The success of this effort to reduce the 
balance of payments gap, however, depends on a number of 
factors. The international political situation and the outcome 
of negotiations with other countries will determine the extent 
to which the British can curtail their foreign commitments. 
World price developments in the next twelve months will 
decide whether the import cuts made will actually save the 
estimated amount of foreign exchange.

4. Foreign resources might be drawn upon to meet the 
deficit. The American credit of 3,750 million dollars which 
was intended to fill the gap for about four years has not 
achieved that purpose. The expectation that it would give 
Britain a sufficient breathing spell in which to balance her 
international accounts by increasing her output as well as by 
reducing her requirements has proved to be too optimistic: 
except for 400 million dollars, the credit is already exhausted. 
The recovery of British domestic production proceeded more 
slowly than had been expected, the fuel crisis during the winter 
of 1946-47 in particular constituting a serious setback. Exports 
increased, but not as much as had been anticipated. Meanwhile 
governmental expenditures abroad continued on a large scale. 
A part, even if only a very small part, of the indebtedness 
to foreigners incurred by Britain during the war had to be 
repaid. Part of the exports went to countries that were unable 
to pay for them except in the form of blocked local currencies. 
At the same time domestic consumption and investment, 
which had been severely reduced during the war, had to be per
mitted a moderate increase. Another important factor respon
sible for the rapid expenditure of the American credit has been 
the great rise in American prices which took place after the 
credit was arranged. It is estimated that the value of the credit 
in real terms was reduced by the American price increases since 
its negotiation by about 30 to 40 per cent. To make matters 
worse, the hope was not fulfilled that foreign countries would 
make only moderate use of the permission granted them during
1947, particularly after July 15, 1947, to convert (indirectly) 
their sterling balances into dollars. There was a "run on the 
bank”.

As a result, Britain still faces most of the problems that 
confronted her when the loan was granted. Should the new 
austerity and export expansion program mentioned above suc
ceed, the total gap between British resources and requirements 
would be narrowed to about 140 million pounds (560 million 
dollars) in the coming year. This, however, may be an over- 
optimistic estimate, and one billion dollars seems a more 
realistic figure for the probable deficit. Moreover, another 400
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to 500 million dollars a year will have to be provided to meet 
the dollar requirements of the sterling area.

What are Britain’s chances of coping successfully with this 
deficiency? One line of defense consists of about 2.4 billion 
dollars’ worth of gold and dollar reserves held by the British 
Government. While it would be dangerous to reduce this 
ultimate reserve below some minimum level, it can be and has 
been drawn upon to help meet present needs. Of the American 
loan, 400 million dollars are still left, as is an approximately 
similar amount of the Canadian credit (provided the United 
States is willing, and Canada able, to release these amounts). 
Other dollar assets could be added to make up a substantial 
sum for meeting urgent short term requirements. Some fur
ther help from the British Commonwealth can no doubt be 
expected and, in addition, some capital funds may be obtained 
from or through the International Bank for Reconstruction and 
Development, and some further temporary relief may be had 
from the International Monetary Fund. There is thus no cause 
for alarm so far as Britain’s short-run prospects are concerned.

Merely keeping the wolf from the door for a few years, how
ever, is no solution of the British problem. A lasting equili
brium between British resources and requirements, with a 
decent standard of living on the British Isles, can be reached 
only though a large and rapid increase in productivity by men 
and machines. Thorough modernization of British industry, as 
well as its reorganization and reconstruction, to serve the 
demands of a changed and still changing world market, and, 
temporarily at least, the maximum utilization of British agri
cultural resources, are the most important signposts on Britain’s 
road to permanent recovery. To accomplish this Britain requires 
increased domestic saving and investment, as well as dollars 
to pay for necessary imports of equipment, raw materials, and 
food. To whittle away available reserves on current consump
tion unless such a long-range program is in prospect would 
only mean postponement of her problem. A real solution will 
depend on the extent to which Britain can concentrate her 
available resources, together with such help as she may receive 
from this country, on a long-range program of economic 
reconstruction.

DEPARTMENT STORE TRADE

Department store sales in the Second District failed to make 
as great a gain as usual from August to September, despite 
the extensive cashing in of terminal leave bonds beginning 
September 2. Protracted hot weather during the first half of 
the month, which delayed effective promotions of fall mer
chandise and retarded shopping generally, and probably also 
consumer resistance, resulting primarily from sharply rising food 
prices, held the daily average gain to 30 per cent,1 considerably

1 Preliminary estimate.

below the usual August to September increase. As a result, 
seasonally adjusted average daily sales during September, 
although about 10 per cent larger than in September 1946, 
are estimated to have declined 8 per cent below August of 
this year. In the latter half of the month, however, trade 
was stimulated by more seasonable weather, and gains over 
the corresponding period last year, when business was ham
pered by the delivery strikes, were large.

The influence of rapidly rising consumers’ prices over the 
last year and of greater availability of all types and grades 
of merchandise are evident in a changing pattern of department 
store sales. The accompanying chart shows that the dollar 
volume of basement sales has increased more rapidly than 
that of main store sales during the period February through 
August of this year, compared with the same period last year. 
With a few minor exceptions the disparity between main and 
basement departmental groups occurred in each of the months 
over which the charted data have been cumulated. The one 
exception to the general trend, homefurnishings, results from 
the lack of close comparability between the two departments 
in the main and basement stores. The homefurnishings group 
in the main store specializes in furniture and other large 
durable commodities, the production of which was severely 
curtailed during the war. Many "big ticket” commodities such 
as washing machines and console model radios have only 
recently become available in quantity; the deferred demand is 
still substantial for many such durable products. The basement, 
on the other hand, carries in its homefurnishings group mostly 
smaller items which came on the market in abundance shortly 
after reconversion got under way and for which the backlog 
of demand has been largely exhausted. It is noteworthy,

Department Store Sales in Main Store and in Basement, by 
Departmental Groups, Second Federal Reserve District* 
(Percentage change, Feb.-Aug. 1946 to Feb.-Aug. 1947)

T O T A L

M E N ’ S WEAR

M E N ’ S & W O M E N ’S SHOES

B L A N K E T S ,  L I N E N S ,  
S H E E T S , T O W E L S

WO MEN’S A C C E S S O R I E S  

OTHER W O M E N ’S W EA R 

W O M E N 'S  D R E S S E S  

H O M E F U R N I S H  IN G S  

W O M E N ’S CO ATS & S U IT S

W777r////A
MAIN STORE 
BASEMENT

/)///////////'////////////\

h/?)/////)//,\ | ; 
■ ! I I I
7U77f\ \ !

PE R  C E N T  - 1 0 +  10 + 2 0  + 3 0  + 4 0  + S 0

* Data for women’s apparel include misses’ and juniors’ ; men’s wear includes 
boys’. Total main store and basement figures include departments other than 
those shown separately.

#  Less than one per cent.
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however, that the main store failed to register a substantially 
larger increase in this group than the basement.

Sales of women’s coats, suits, and dresses, which are impor
tant in total department store sales, decreased in the main 
store while gaining in the basement. Although sales of mens 
wear increased even more substantially (almost 50 per cent) 
in the basement, they rose only 8 per cent in the main store.

During recent years, until 1947, gains in basement sales 
have accounted for about 10 per cent of store-wide gains; 
this proportion has been drastically altered during the period 
under review. As shown in the table opposite, during the 
February-August period this year basement departments 
accounted for not less than half of the total sales gains over 
last year. Since the sales of several large stores which have 
no basements are included only in the main store figures, the 
shift to basement type merchandise is probably understated.

Basement departments have traditionally featured lower 
priced lines than comparable departments in the main store. 
Consequently it is to be expected that in a period of rapidly 
rising prices consumers would tend to increase the proportion 
of their purchases in the basement. Another noteworthy devel-

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net i 

August 1947

sales

Jan. through 
August 1947

Stocks on 
hand 

Aug. 31, 1947

Department stores, Second D istrict.. . . —  9 +  6 —  2

New York C ity ...................................... —  8 +  6 —  6
Northern New Jersey........................... — 11 +  3 —  8

Newark................................................. — 13 +  1 —  8
Westchester County.............................. —  7 +  9 +  6
Fairfield C ounty.................................... —  6 +  8 +  1

Bridgeport........................................... —  6 +  7 —  1
Lower Hudson River Valley............... —  7 +11 +  9

Poughkeepsie...................................... —  6 +  7 +  6
Upper Hudson River Valley............... —  9 +  8 +  3

Albany................................................. —  9 +  8 +  3
Schenectady........................................ — 12 +  6 0

Central New York State..................... — 11 +  9 +  8
Mohawk River Valley..................... 0 +  9 +  5

Utica................................................. +  1 +  9 —  5
Syracuse............................................... — 16 +  9 +  9

Northern New York State.................. +  9 +19
Southern New York State................... —  7 +10 +  13

Binghamton........................................ — 12 +  5 +  6
Elmira.................................................. —  5 +  8 +  14

Western New York State.................... — 10 +  8 +15
Buffalo................................................. — 13 +  7 +18
Niagara Falls...................................... — 11 +  7 +10
Rochester............................................ —  7 +  9 +  8

Apparel stores (chiefly New York C ity ). — 26 —  7 —  9

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 

(1935-39 average^ 100 per cent)

Item
1946 1947

August June July August

Sales (average daily), unadjusted................. 189 231 170 179
Sales (average daily), seasonally adjusted.. 259 254 254 246

Stocks, unadjusted............................................ 221r 206 193r 215
Stocks, seasonally adjusted............................. 212r 215 204r 207

r Revised.

Year-to-Year Percentage Increases in Total Department Store Sales, 
February-August, and Their Percentage Distribution between 

Main Store and Basement, Second Federal Reserve District

February-August

Percentage 
increase from 

preceding 
year Share in total increase

Total store Main store Basement

1941........................................................... 13 90 10
1945........................................................... 14 90 10
1946........................................................... 38 92 8
1947........................................................... 3 49 51

opment has been the greater use of credit by consumers; the 
volume of open book credit outstanding at a large sample 
of Second District stores at the end of August was more 
than 15 per cent larger than a year ago, although sales had 
by no means increased in the same proportion. Inasmuch 
as credit sales are made mainly in the main store, they tended 
to support main store business.

The table also indicates that during the recent seven-month 
period the rate of increase in total sales has declined con
siderably below the tremendous gain achieved during the first 
year of peace and also below wartime rates of increase.

Indexes of Business

1946 1947

Index
August June July August

Industrial production*, 1935-39 =  100........
(Board of Governors, Federal Reserve 
System )

178r 184 177 182p

Electric power output*, 1935-39 =  100........
(Federal Reserve Bank of N ew  York)

202 222 218 229p

Ton-miles of railway freight*, 1935-39 = 100
(Federal Reserve Bank of N ew  York)

194 209 192p

Sales of all retail stores*, 1935-39 =  100........
(Department of Commerce)

Factory employment

261 275 275 272p

United States, 1939 =  100...........................
(Bureau, of Labor Statistics)

148 151 150 153p

New York State, 1935-39 = 100................
(New York State Department o f Labor) 

Factory payrolls

127 125 121 127p

United States, 1939 = 100...........................
(Bureau of Labor Statistics)

284 320 314p

New York State, 1935-39 =  100................
(New York State Department of Labor)

259 270 265 275p

Personal income*#, 1935-39 =  100...............
(D  partment of Commerce)

Composite index of wages and salaries*!

264 284 287p

1939 =  100.......................................................
(Federal Reserve Bank o f N ew  York)

163r 176 177p

Consumers’ prices, 1935-39 =  100.................
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of N ew  York)

144 157 158p

New York C ity............................................. 88 88 85p 86 p
Outside New York C ity .............................. 85 88 88p 92p

* Adjusted for seasonal variation. p Preliminary. r Revised.
# Index of seasonally adjusted annual rates computed by Federal Reserve Bank 

of New York from new series of personal income prepared by the U. S. De
partment of Commerce.

t  A monthly tabulation of the 15 component indexes of hourly and weekly earn
ings computed by this bank will be sent upon request. A general discussion of 
the new indexes appeared in the November 1946 issue of this Review, and a more 
detailed description in the Journal of the American Statistical Association for 
June 1947. Reprints of these articles are available on request. Tabulations of 
the monthly indexes, 1938 to date, and description of component series, sources, 
and weights may also be procured from the Research Department, Federal 
Reserve Bank of New York.
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INDUSTRIAL PRODUCTION

Federal Reserve index. M onthly figures; latest 
figure shown is for August.

CONSTRUCTION CONTRACTS AWARDED

F. W . Dodge Corporation data for 37  Eastern States. 
Nonresidential includes awards for buildings and 

public works and utilities. M onthly figures; 
latest shown are for July.

CONSUMERS’ PRICES

Bureau of Labor Statistics* indexes. “ A ll item s”  
includes housefurnishings, fuel, and miscellane

ous groups not shown separately. Midmonth  
figures; latest shown are for July.

MEMBER BANK RESERVES AND RELATED ITEMS

W ednesday figures; latest shown are for 
September 17.

MONTHLY REVIEW, OCTOBER 1947

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, September 26, 1947)

I NDUSTRIAL output in August recovered most of the decline shown in July. Total value of 
retail trade continued to show little change. Prices of goods in wholesale and retail markets 

advanced further to new high levels.

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 182 per cent of the 
1935-39 average in August as compared with 177 in July and 184 in June. Most of the August 
advance was due to increases in output of nondurable manufactured goods and minerals to levels 
slightly above June rates. Activity in industries manufacturing durable goods increased somewhat 
in August but remained 3 per cent below the June level.

Output of steel rose to a rate of 90 per cent of capacity in August, and indications are that 
it will average about that rate in September. Automobile production declined further in August, 
but advanced sharply in September. Output of lumber and most other building materials advanced 
in August, following decreases in July, while output of nonferrous metal products continued 
to decline.

Output of most nondurable goods increased in August, reflecting in part a recovery from 
exceptional vacation influences in July and in part increased domestic demand in such lines as 
textiles and leather products. Output of manufactured food products continued to advance 
somewhat more than is usual at this season.

Coal production rose sharply in August, the first full month of operations under the new 
wage contracts, but output for the month was still below the rate prevailing early this year. Output 
of crude petroleum showed a further slight advance.

Em p l o y m e n t

Employment in manufacturing increased in August, following a decline in July, and was 
somewhat larger than in June, reflecting chiefly seasonal increases in the food and apparel 
industries. A further rise in construction employment occurred in August. The number of persons 
unemployed declined to an estimated 2.1 million persons, which was about the same as a 
year ago.

Co n s t r u c t io n

Value of contracts awarded for construction, as reported by the F. W. Dodge Corporation, 
rose by one fourth from July to August and was higher than in any month since the postwar 
peak of May 1946. Increases occurred in all major types of construction but were especially 
marked in awards for public utility construction, which more than doubled. Awards for all 
other nonresidential construction rose somewhat, while value of awards for residential building 
increased by more than one fourth. The number of new permanent houses started in August 
was estimated by the Bureau of Labor Statistics to be 83,000 units as compared with 80,000 last 
month and 65,000 a year ago.

D is t r ib u t io n

Department store sales in August and the first half of September increased by less than the 
usual amount at this time of the year. Value of sales was about two per cent less than in the 
corresponding period last year. Retail sales at all types of stores were about five per cent larger in 
August than in the same month a year ago, reflecting chiefly increased sales of durable goods. 
Value of sales of most nondurable goods was only slightly larger, although retail prices were 
considerably higher than in August 1946.

Loadings of railroad revenue freight increased considerably in August to a rate slightly 
above the same month a year ago. The August increase reflected a sharp rise in coal shipments 
and a substantial gain in loadings of miscellaneous freight. In the early part of September freight 
carloadings continued at a high level, after allowance for the usual Labor Day influence.

C o m m o d it y  Prices

The general level of wholesale commodity prices advanced further from the middle of 
August to the middle of September, and exceeded the peak reached in March of this year by 
about five per cent. Prices of farm products and foods showed the largest increases., Prices 
of many industrial commodities have risen sharply since June.

Retail prices increased about one per cent from June to July, according to preliminary figures 
for the consumers’ price index of the Bureau of Labor Statistics. Rent levels in the six cities 
surveyed showed somewhat less than one per cent rise in July, which was the first month 
affected by the new controls permitting increases of 15 per cent on new leases extending through 
1948. Indications are that retail prices have risen further since that time.

Ba n k  Cred it

Further large gold inflows and a shift of funds from Treasury and foreign balances at 
Reserve Banks to accounts held at commercial banks in August and the first half of September 
provided funds for a substantial expansion in member bank reserves, a large outflow of currency 
associated with cashing of veterans’ Terminal Leave Pay bonds, and a decline in Federal 
Reserve holdings of Government securities. Required reserves increased considerably during the 
period reflecting large additional expansion in bank deposits.

Commercial and industrial loans at banks in leading cities continued to increase sharply 
in August and early September. Consumer and real estate loans also expanded further, and 
holdings of Government securities showed little change.
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F E D E R A L  R E S E R V E  B A N K  OF  N E W  Y O R K
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MONEY MARKET IN OCTOBER
Delayed reactions to steps previously taken in the field of 

credit policy and debt management, and immediate reactions to 
indications of further steps in the same area and in the same 
direction, were important influences in the money market dur
ing October. The initial response of the market to the rise in 
the rate on three-month Treasury bills, which began early in 
July, to the subsequent advance in the issue rate of one-year cer
tificates of indebtedness from %  of 1 per cent to 1 per cent, 
and to the announcement of a Treasury offering of a special 
investment series of 2J/2 per cent bonds, was slow and slight. 
As the rate on Treasury bills moved upward to somewhat above 
0.80 per cent at the close of September, however, and the new 
long term Treasury bonds were actually sold, the repercussions 
were more pronounced. Finally, the announcement on October 
20 that the Treasury would refund approximately 1.8 billion 
of twelve-month certificates maturing November 1 with an 
eleven-month issue at 1 per cent per annum, was interpreted 
by the market as an indication that the rate paid by the Treas
ury for one-year money would rise above the 1 per cent level 
established on October 1, and that short term rates generally 
would probably rise further. And Treasury calls on War Loan 
accounts with depositary banks, for payment of about 800 mil
lion dollars in the last week of the month, in the face of the 
announced "rollover” of the November 1 certificates, injected 
a further note of uncertainty into the market. It became clearer, 
in fact, that influences which were contributing to an undesir
able expansion of bank credit were being combatted by means 
of available measures of credit policy and debt management. 
At the end of the month it was announced that Federal Reserve 
holdings of Treasury certificates maturing November 1 were 
being redeemed instead of being exchanged for the new issue 
of 11-month 1 per cent certificates, thus reducing the amount 
of Federal Reserve credit in use. It was further announced that 
the Treasury would redeem 100 million dollars of a bill issue 
maturing on November 6 largely with funds withdrawn from 
War Loan accounts in depositary banks.

Actual further upward readjustment in short term money 
rates during the past month came largely in the form of a 
higher average discount rate on new Treasury bill issues. On 
October 2, the last bill carrying the repurchase option privilege

and the "pegged” rate of Ys of 1 per cent matured, and yields 
on issues then outstanding ranged from 0.76 to 0.83 per cent. 
The rate advanced moderately to 0.88 per cent on bills dated 
October 30. At the new level, the three-month bill rate was 
slightly above the rate paid by the Treasury on one-year cer
tificates prior to August.

As a result of the firming of short term rates, and uncer
tainty as to the future course of such rates, the tendency of 
banks to reach out for longer term unrestricted Treasury 
bonds diminished, thus shrinking the market for sales of such 
bonds by nonbank investors and, indirectly, the demand of 
the latter for restricted issues. A continuing strong business 
demand for bank loans, which improved the earnings position 
of the banks, was also a factor in the declining appetite of 
commercial banks for longer term, higher yield bonds. And, 
of course, the sale of a new issue of nonmarketable Treasury 
bonds early in October, which absorbed about 870 million dol
lars of private funds available for investment, contributed to the 
turn in the long term market. The yield on the Victory Loan 
issue of December 1967-72 rose from 2.32 per cent at the 
end of September (unchanged from August 31) to 2.40 per 
cent on October 30. Weakness in the corporate bond section 
of the market was most marked during the first half of the 
month, continuing a movement which had begun in September, 
and which has led to a noteworthy widening of the spread 
between yields on Treasury bonds and high grade corporate 
issues. Moody’s average yield of Aaa corporate issues advanced 
from 2.56 per cent at the end of August to 2.67 per cent at 
the end of September, and rose further to 2.72 per cent in 
the middle of October. As shown in the accompanying chart, 
the recent increases in bond yields have brought the average 
yield on corporate issues to new highs for several years, and 
the yields on restricted Treasury 2Vis of December 1967-72 
and the "bank eligible” 2’s of December 1952-54 to at or 
near the levels reached in the latter part of 1946.

Unsettlement in corporate bond prices was particularly 
noticeable in the new issues market. Many issues recently 
offered to the investing public were carried to substantial 
discounts from the prices at which they were originally sold, 
making it obvious that new issues, to be successful, would
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Yields on Selected Treasury and High Grade Corporate Bonds*

* Wednesday dates; latest figures are for October 29, 1947.
Source: Federal Reserve Bank of New York and M oody’s Investors Service.

have to carry higher coupons. In fact, successively higher 
yields, as compared with yields of similar seasoned issues, were 
offered and finally found a ready market. For example, a 
large Aaa bond issue of a telephone company was offered to 
the public on October 22 at a yield of 3.07 per cent to matur
ity, as compared with a yield of 2.90 per cent on an outstand
ing issue of the same company of almost the same maturity.

M ember Ba n k  Reserve Positions

The recent tendency of member banks to hold more excess 
reserves continued into the first half of October. Surplus 
reserves rose 200 million dollars in the two weeks ended Octo
ber 15 to 1.3 billion, highest since January 1946. A part of 
this gain, however, was temporary, reflecting an unusually large 
surplus position that prevailed at the New York City banks 
for a few days, and excess reserves fell 450 million dollars 
in the next two weeks.

The trend toward higher short term interest rates, following 
the elimination of the buying and repurchase option on 
Treasury bills at the fixed rate of Ys per cent and the aban
donment of the long established rate of %  per cent on one- 
year Treasury certificates of indebtedness, together with the 
absence of assurance, conveyed by these changes, that immedi
ately available reserve funds can be obtained by means other 
than borrowing from the Reserve Banks, may have been at 
least partly responsible for the higher level of excess reserves 
in the last two months. The banks are no longer able tempo
rarily to invest their surplus funds with assurance that they 
can sell short term Government securities directly or indirectly 
to the Reserve Banks without loss in case of subsequent needs 
for funds, and they cannot ordinarily obtain reserve funds for 
the securities they sell until the second day following the day 
of sale. Thus, despite the large decline during the two weeks 
ended October 29, it may be that the banks will continue to

hold larger average amounts of excess reserves than has been 
their practice in recent years, in order to be in a position to 
meet sudden needs for reserve funds, and that they may tend 
to borrow from the Reserve Banks more frequently than in 
the past in times of substantial pressure on reserves.

The ease of member bank reserve positions, which was 
reflected in the high level of excess reserves around the middle 
of the month, came principally from a sizable excess of 
Treasury cash disbursements over receipts, some increase in 
Federal Reserve "float,” and large net expenditures from 
foreign accounts with the Reserve Banks. Treasury disburse
ments were augmented by the cash redemption of the unex
changed portion of Treasury certificates maturing October 1 
and of the entire 759 million issue of 414 per cent bonds on 
October 15. In connection with the bond retirement opera
tion, however, the Treasury called for payment by depositary 
banks of almost 610 million dollars on the day the bonds 
were due. Nevertheless, disbursements were about 200 mil
lion dollars greater than receipts in the first two weeks of the 
month and the Treasury’s balance with the Reserve Banks 
fell from 1,053 million dollars on October 1 to 836 million 
on October 15.

Foreign expenditures were financed almost entirely by sales 
of gold to the Treasury, which amounted to nearly 200 million 
dollars in this period. As a result, the country’s monetary 
gold stock rose to 22.2 billion dollars, approximately equiva
lent to the peak level reached in October 1941, after allow
ance for this country’s gold subscription of 688 million dollars 
to the International Monetary Fund, and actually surpassed 
that peak by the end of the month.

Only a part of the gains of bank reserves derived from these 
various transactions in the first half of the month was absorbed 
by an increase in currency in circulation which amounted to 
97 million dollars. Of the net increase in available reserve 
funds, 184 million dollars, or somewhat less than half, were 
used to reduce borrowings and to purchase short term Treasury 
securities indirectly from the Reserve Banks, while the remain
ing 224 million dollars went into excess reserves.

In the week ended October 22, total Reserve Bank credit 
was reduced substantially. Holdings of Government securities 
showed a net decrease of 446 million dollars and loans to 
member banks were reduced 21 million dollars further. 
Treasury net disbursements, a decline in currency circulation 
(reversing the flow of the two previous weeks), and net pay
ments out of foreign deposit accounts with the Reserve Banks 
were the major factors providing the banks with additional 
reserves and were only partly offset by a rise in required 
reserves. Thus, a large part of the retirement of Federal 
Reserve credit resulted in a reduction amounting to approxi
mately 290 million dollars in excess reserves, bringing the 
total down to 980 million on October 22.

Owing to weather conditions that kept airplanes from taking 
off and landing at New York for a few days beginning with
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October 15, thereby delaying the shipment of checks by 
air, there was a very sharp expansion of Federal Reserve 
"float,” principally in New York City and to a lesser extent 
in other areas. Thus, for a few days there was a substantial 
expansion of excess reserves, a large part of which occurred 
among the New York City banks. Money market conditions 
eased and the rate on immediately available "Federal funds” 
declined sharply to 1-16 of 1 per cent on October 22. The 
large volume of excess reserves enabled member banks, 
especially the New York City institutions, to purchase a sub
stantial amount of short term Treasury securities.

Money market conditions tightened considerably in the last 
statement week of the month, however. Treasury receipts aug
mented by calls on War Loan accounts of almost 200 million 
dollars each on October 24 and 27 and 203 million dollars each 
on October 28 and 29 were substantially larger than disburse
ments, while a sizable reduction in Federal Reserve "float” also 
tended to absorb reserve funds, although there were partial 
offsets in further expenditures from foreign accounts with the 
Reserve Banks and a decline in currency in circulation. As a 
result of the net drain on their reserves, member banks sold a 
substantial volume of short term Treasury securities in the 
open market, especially Treasury notes, most of which were 
absorbed by the Federal Reserve Banks, and also increased 
their borrowing sharply. Member bank excess reserves declined 
further to 820 million dollars on October 29.

M ember Ba n k  Credit

Reflecting generally buoyant business conditions, the demand 
for bank loans from individuals, farmers, and business enter
prises gained momentum in recent weeks. Total loans of the 
weekly reporting member banks in 94 leading cities increased 
579 million dollars in the four weeks ended October 22, with 
a sharp increase in business loans and smaller increases in real 
estate and "all other” loans, partly offset by reductions in 
security loans and loans to banks. Commercial, industrial, and 
agricultural loans rose 660 million to 13.6 billion dollars on 
October 22, the largest increase in any four-week period this 
year. The rate of gain was much more rapid at New York 
City banks than at the banks in other principal cities, but 
practically all of the rise of real estate and "all other” loans in 
this period took place at out-of-town banks. These banks also 
reported a moderate increase in security loans as against a 
decline of 130 million dollars reported by the New York City 
banks. This decrease was concentrated almost entirely in the 
week ended October 22 when a sharp reduction in loans to 
Government security dealers took place as the latter reduced 
their portfolios. In the last statement week of the month, the 
New York City banks reported a further sharp rise in business 
loans and smaller gains in each of the other loan categories.

Government security holdings of the weekly reporting mem
ber banks declined 48 million dollars in the four weeks ended 
October 22. Bond holdings fell 188 million reflecting the

redemption of the 4*4 per cent Treasury bonds in the middle 
of the month. Bond portfolios of the reporting banks outside 
New York City actually rose in this period owing to sizable 
purchases of nonmarketable bonds offered early in the month 
and to replacements of part of their holdings of the redeemed 
bonds. Bond holdings of the New York banks, on the other 
hand, fell 222 million dollars. Holdings of the other types of 
Treasury obligations, principally bills, fluctuated sharply in 
accordance with changes in money market conditions, falling 
in the first two weeks of the period and rising in the next two. 
On balance, the out-of-town banks reported a small net decrease 
in their holdings of such securities, while the New York City 
banks made substantial net purchases of bills and a small 
amount of certificates which were only partly offset by a sizable 
decline in their holdings of Treasury notes. In the week ended 
October 29, the metropolitan institutions sold 276 million dol
lars (net) of short term securities, chiefly bills and notes, 
reflecting pressure on their reserve positions resulting from 
large Treasury withdrawals from War Loan accounts.

TERMINATION OF CONSUMER 
CREDIT REGULATION
On November 1 control over consumer credit by the Federal 

Reserve System came to an end. On October 27 the Board 
issued the following statement:

The instalment credit controls exercised by the Board of Gov
ernors of the Federal Reserve System under Regulation W , pursuant 
to Executive Order No. 8843, will cease to be operative after Novem
ber 1, 1947, in accordance with the resolution of Congress approved 
on August 8, 1947.

Generally speaking, the instalment terms prescribed by this regu
lation called for maturities of not more than fifteen months and 
down payments of at least one-third. The continuance of strong 
inflationary pressures has confirmed the belief of the Board that this 
is no time for the relaxation of terms by banks, finance companies 
and instalment sellers. Demand for automobiles and many other 
durable goods specifically covered by the regulation is still far in 
excess of supply. Easier credit will not add to the supply. It can 
only intensify demand and accentuate the upward pressure on prices. 
Easier terms should await a time when growth of credit is needed 
to maintain full production. That time has not arrived and it is 
not in immediate prospect. Employment and national income are 
at all time peaks. Inflationary forces continue to exert powerful 
upward pressures on the general price level. There could not be a 
worse time to encourage the public to go deeper and deeper into debt.

Notwithstanding Regulation W  and continued shortages particu
larly of consumers’ durable goods, instalment credit, on which the 
regulation has been focused, has expanded by more than three billion 
dollars since the end of the war. Even this is too rapid a rate of 
growth under the prevailing inflationary conditions. Experience has 
shown that rapid and excessive expansion of this type of credit is 
followed by a sharp reversal, thus contributing greatly to economic 
instability.

As has been stated by the President, "It will be in the public 
interest for every merchant and financial agency extending instal
ment credit to avoid undue relaxation of terms. It will be far better 
to reduce prices rather than to relax terms in seeking new customers. 
Self-restraint on the part of those who use credit as well as on the 
part of those who extend it will reduce the danger of an over
expansion of instalment credit which would inevitably be followed 
by severe contraction, thereby contributing to unemployment and 
reduced production.”

The primary responsibility for avoiding excesses now rests upon 
the lenders and vendors who have been subject to the regulation. 
Their interest and that of the nation will be served best if they 
refrain from taking undue advantage of the end of the regulation.
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The Board of Governors urges all who participate in the extension 
of instalment credit to recognize and do all within their power to 
avert through self-imposed restraints the dangers inherent in easy 
terms that result in overexpansion of consumers’ instalment credit.
Restrictions on the extension of consumer credit were origi

nally imposed in September 1941 as a wartime anti-inflationary 
measure. Maximum terms were set for all types of instalment 
sales or loans, and restrictions were placed on charge accounts 
and other forms of consumer credit.

On December 1, 1946 controls were removed from all types 
of consumer financing except instalment contracts covering 
purchases of 12 major types of consumer durable goods which 
were still in relatively short supply. Ever since Congress decided 
that these remaining controls should be lifted on November 1,
1947, the probable effect of the discontinuation of Regulation 
W  on the expansion of consumer credit, particularly in the 
financing of consumers’ durable goods, has been debated.

The amount of consumer credit in use was reduced sharply 
after 1941 and remained at a relatively low level until the end 
of the war as a result both of Regulation W  and the wartime 
shortages of such major consumer durables as automobiles, 
which normally account for a large fraction of total instalment 
credit purchases. Since the end of hostilities, the amount of 
consumer borrowing has expanded very rapidly. In the two 
years between the end of August 1945 and August 1947 the 
amount outstanding is estimated to have risen from 5.6 billion 
dollars to 11.2 billion, an all-time high.

The pattern of growth in recent months of the different 
types of consumer credit, however, shows rather marked dif
ferences, as the accompanying chart indicates. Between the fall 
of 1945 and the end of 1946 all principal types of credit rose

Consumer Credit Outstanding by Major Types, 1945-47 
(Estimated amounts outstanding at end of month)

'SERVICE CREDIT 

1945 1946 1947

sharply, although consumers’ durable goods were still relatively 
scarce and credit restrictions were not eased until late in the 
year. At the end of 1946 charge accounts, single-payment loans, 
and service credit were at record levels; instalment credit, which 
had experienced the sharpest wartime contraction, however, 
was still more than a third below its 1941 peak.

Since the beginning of 1947 outstanding charge accounts 
and single-payment loans have tended to level off. The failure 
of single-payment loans to increase further may be partly 
explained by the fact that banks, which are the principal 
lenders in this field, favor increasingly the instalment loan 
technique. Charge account sales still account for a somewhat 
smaller proportion of total sales than they did before the war, 
despite the fact that retail stores generally have been doing a 
considerable amount of promotional work in order to increase 
the number of their charge customers. Department stores 
charged approximately 38 per cent of their sales during the 
first 8 months of 1947 compared with 43 per cent in 1941.

Charge accounts are still roughly 25 per cent below the 
amount that might be expected on the basis of their prewar 
relationship to disposable income. Since charge accounts were 
freed from Government controls nearly a year ago, their failure 
to rise to a level comparable with prewar experience may indi
cate that the current substantially higher level of income pay
ments and shifts in the distribution of disposable income may 
have significantly altered consumers’ use of this form of retail 
credit. Following the termination of controls over charge 
accounts at the end of 1946, however, the number of days 
elapsing before the average account is paid is rapidly approach
ing the prewar norm. In 1940 and 1941 the average for 
department stores was approximately 65 days. Under Regula
tion W  it dropped to about 48, and then in the first 8 months 
of 1947 rose to about 57 days.

Instalment credit has been rising steadily ever since the end 
of the war. Between the end of August 1945 and August 1947 
total instalment credit outstanding increased 3.2 billion dollars, 
or 162 per cent, and accounted for more than half of the total 
consumer credit expansion. Approximately 770 million dollars 
of the total increase represented outstanding instalment con
tracts originated by automobile dealers and 840 million instal
ment cash loans made directly to consumers by commercial 
banks.

A marked increase has been evident during the past year or 
so in the number of department stores which, in addition to 
encouraging a growth in the number of their regular charge 
account customers, have initiated or revived some sort of revolv
ing credit plan as a means of combating declining sales volume 
or prospective declines. Under such plans a customer is usually 
given a maximum line of credit equal to six times the amount 
he can afford to pay each month. He may then charge any 
item in the store to this account so long as the total amount 
outstanding at any one time does not exceed his maximum.

Whether instalment credit will rise sharply following the
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termination of controls depends primarily on two factors: first, 
the available supply of consumers* durable goods, particularly 
automobiles; and second, the extent to which instalment terms 
— the size of down payments and the length of repayment 
periods— are eased. The supply of major consumer durables 
depends heavily on the steel supply situation which is currently 
very tight.

In comparison with the maximum terms that have been in 
force for the past 11 months (20 per cent down on furniture 
and rugs and 3 3^  per cent on other controlled items, with 
15 months to pay the balance), the American Bankers Asso
ciation has recommended the following new schedule of terms: 
new automobiles, 33J  ̂ per cent down, 24 months to pay; 
other major durables, 20-25 per cent down, 18 to 36 months 
to pay depending upon the type of merchandise. The majority 
of the members of the American Industrial Bankers Association 
report that they will adopt similar terms. Members of the 
National Retail Dry Goods Association have reported that 
their terms for soft goods will be 33J  ̂ per cent down with
6 months to pay, and for major durables 20 per cent down 
with 12 to 18 months to pay. Most of the large mail order 
houses, however, are adopting a general schedule of 10 per cent 
down, 18 months to pay.

In the last few months, however, it appears that the actual 
average terms of instalment contracts have been below the per
missible limits either because the principal lenders and mer
chants have not taken full advantage of the maximum terms 
permitted under Regulation W , or because customers have 
made payments more rapidly than required. The accompany
ing table gives the average number of months that selected 
types of instalment contracts were outstanding in 1941, 1945, 
and the first 8 months of 1947. The only type of contract in 
this list which approached the legal limit of 15 months was the 
retail automobile paper held by sales finance companies which 
had an average term to final payment of 14 months1. This type

1 The automobile paper held by the commercial banks and par
ticularly by the sales finance companies includes some items such as 
trucks and airplanes which were not covered by Regulation W . The 
average term of sales finance company passenger paper may be shorter 
than that held by the banks because it includes a relatively larger 
amount of used-car paper.

Average Term of Instalment Sale or Loan Contracts 
of Selected Agents,* 1941, 1945, and 1947 

(Number of months to maturity)

Agent and type of contract 1941 1945 1947#

Commercial banks 
Automobile loans

Purchased............................................ n.a. 10 11
Direct ............................................. n.a. 10 12

Other retail loans................................... n.a. 10 12
Personal instalment cash loans.......... n.a. 11 12

Sales finance companies
Retail automobile paper...................... 18 11 14

Small loan companies................................ 12 9 11
Department stores............. ....................... 10 5 6
Furniture stores.......................................... 17 8 8

n.a. Not available. 2
* Derived by formula number of months = —zz——-------7:-----1 (collection ratio iscollection ratio

collections during month divided by balance at beginning of month) from basic 
data published by Board of Governors of the Federal Reserve System.

# Average of first eight months.

of paper also showed the greatest increase in length over 1945. 
In the first 8 months of 1947 instalment paper of commercial 
banks and small loan companies averaged 11 or 12 months. 
The average repayment period of department and furniture 
store instalment credit was particularly short in comparison 
with both prewar practice and Regulation W  requirements. 
However, the fact that a greater proportion of soft goods is 
currently being sold on the instalment plan than was true in
1941, owing both to the relative shortage of hard goods and 
to the increasing promotion of revolving credit and other plans, 
probably weights the department store figures. Furniture store 
figures may also be weighted, but probably not to any con
siderable degree, by the fact that during and since the war 
many furniture stores have diversified their merchandise and 
have carried a larger amount of soft goods, on which instalment 
terms are normally considerably shorter.

A number of credit men have expressed the opinion that 
while terms will be liberalized to some extent following the 
end of Regulation W , and while credit is being used in
creasingly to promote sales, particularly in the soft goods lines, 
no very sharp increase in the growth of consumer credit is 
likely to occur in the near future, or at least until the supply 
of durable goods is more nearly equal to demand. Speaking 
in Montreal last month, the manager of the credit management 
division of the National Retail Dry Goods Association stated:

While instalment terms will be liberalized when credit restric
tions are removed by elimination of Regulation W  on November 1, 
retailers are determined to continue the extension of credit on a 
sound and conservative basis.

Representatives of other major groups in the instalment financ
ing field have made similar statements. The American Bankers 
Association in publishing its recommended schedule of terms 
(which a number of banks have announced they are adopting) 
stated:

All bankers recognize the necessity of keeping the terms on instal
ment credit on a sound basis. Excessive debt should not be made 
attractive and merchandised in easy payments. The days of a dollar 
down and a dollar a week should not return.

Some businessmen, however, feel that the end of Regulation 
W  will mark the return of keen competition in the field of 
credit terms, and that credit terms will be strongly influenced 
by the necessity for maintaining high volume to meet today’s 
high operating costs. A recent survey conducted by the 
N.R.D.G.A. indicated that while 75 per cent of replying retail 
stores contemplated no change in their own credit policies, 65 
per cent of them anticipated highly competitive conditions to 
materialize any time from ’ shortly after November 1” to 
"sometime in 1949”.

The need for a conservative and cautious approach to any 
liberalization of credit policies expressed by many leaders in the 
consumer credit field is evident. With consumers’ spendable 
incomes at record levels and our material and human resources 
nearly fully employed, the danger that unsound credit practices 
will add to inflationary pressures is great.
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Beginning with the end of 1945, there has been a 
decided reversal of the wartime growth in the proportion 
of security investments to total loans and investments and 
the accompanying decline in the proportion of loans at 
commercial banks. This tendency for loans to regain their 
prewar importance in bank total assets continued during 
the first half of 1947. The continued shift in asset composi
tion arose from a further expansion in lending at a time 
when the Treasury was continuing its debt retirement pro
gram. The greatest increase in the ratio of loans to assets 
occurred at nonmember insured banks, whereas this ratio 
changed only slightly at leading member banks which report 
weekly. At member banks which do not report weekly the 
rise in the ratio of loans to total assets was almost as great 
as at insured nonmember banks.

Differences in relative gains in the ratio of loans to assets 
reflect both uneven rates of loan expansion and the uneven 
effects of the redemption of Treasury securities. On the one 
hand, the percentage increase in loans outstanding was most 
rapid at nonmember insured banks, which are mostly “coun
try banks,” and was smallest at weekly reporting member 
banks in the principal cities. On the other hand, the large 
share of Treasury securities and Government deposits held 
by the large city banks led to a greater proportionate drop 
in their security portfolios. Part of this reduction, however, 
was attributable, not to the direct effects of Treasury redemp
tions, but to market sales induced by withdrawals of funds 
by correspondent banks. Thus the use of current Government 
revenues to retire public debt resulted in a reduction of 
another category of assets— demand balances with other 
banks— on the books of both nonmember and nonreporting 
member banks. It appears that the share of income taxes 
paid by depositors at the two nonreporting groups of banks 
was greater than the holdings of those banks of the securi
ties redeemed by the Treasury. As a result the larger pro
portionate drop in Government security holdings of the 
weekly reporting banks was about matched by the greater 
reduction of deposit balances with city correspondents at 
the other two groups.

The lower percentage rate of expansion of loans at the 
weekly reporting member banks in principal cities has 
been evident since the end of the war, as was pointed out 
in the June 1947 issue of this Review.. The decline in 
security loans— especially loans on Government securities, 
which were so largely concentrated in these banks— was 
chiefly responsible for the relatively small increase in total 
loans of such banks in the immediate postwar period. In the 
first half of 1947, loans on securities again decreased, but 
their importance in the total had already receded to a point 
(14 per cent of total loans at the end of 1946) where a 
further decline did not so substantially offset increases in other 
categories. The percentage decrease in security loans in the

COMMERCIAL BANK LENDING IN 1947 other two classes of banks was larger in that period, as 
indicated in Table I, but at these banks security loans 
were much less important in their total volume of loans 
(3 and 4 per cent, respectively).

The principal cause of the variation in the growth of 
loans was the difference in the rate of increase of busi
ness and agricultural loans. The effect of the slackening 
of the rate of accumulation of inventories during the first 
half of 1947 on the expansion of such loans in all classes 
of banks was clearly perceptible. At the reporting banks in 
principal cities, where business and agricultural loans com
prised nearly 60 per cent of total loans, the half-yearly 
gain was only about 4 per cent. Such loans rose more rapidly 
at the other banks, partly because these banks extend more 
agricultural loans, which clearly were increasing faster. 
Another possible cause of the more rapid rise at the "coun
try” banks may have been a shift in the incidence of inven
tory financing from the larger centers to the smaller com
munities.

The pace of growth of real estate loans, too, slowed notice
ably at all classes of banks during the first half of 1947, 
reflecting a lag in new construction and a leveling off of 
real estate prices. At the nonmember banks where the pro* 
portion of real estate loans was greatest, amounting to over 
40 per cent of total loans, the percentage increase was least. 
On the other hand, at the weekly reporting member banks, 
where the fraction of real estate loans to the total was only 
about one eighth, the percentage gain was greatest. This pat
tern may have conformed to the distribution of housing 
starts and completions. Housing starts in 1946 were greatei 
than completions and a large backlog of uncompleted dwell
ings was carried over into 1947. When this backlog began 
to be cleared up as building materials became more abun 
dant, completed dwellings were sold and mortgages on such 
homes increased the banks’ real estate loan portfolios. The 
backlog may have been disproportionately great in larger 
centers where housing needs were greatest, and may thus

Table I
Changes in Loans of Insured Commercial Banks in the First Half of 1947 

Classified by Type of Loan and Bank*
(Amounts in millions of dollars)

Type of bank

Type of loan

Member

Nonmember
Weekly reporting! Other

Amount
Per
cent Amount

Per
cent Amount

Per
cent

Business and agricultural 

Total loans_____

—  271 
+  445 
+  487 
+  380

—  9 .9  
+  3 .9  
+ 1 9 .6  
+ 1 3 .3

—  41 
+309 
+395 
+255

— 16.7
+ 1 1 .5
+ 1 3 .8
+ 1 7 .3

—  18 
+185 
+215 
+175

— 11.7
+ 1 3 .8
+ 1 2 .3
+ 2 1 .8

+ 1,041 +  5 .4 +918 + 1 2 .6 +557 + 1 3 .8

* Excludes banks in the possessions of the United States and thus differs slightly 
from data published by the Federal Deposit Insurance Corporation, 

t End-of-month data estimated from Wednesday figures.
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have contributed to the more rapid rise in real estate loans 
at banks located in those centers.

The category of * all other loans” expanded less rapidly 
at both classes of member banks than during the previous 
year. Consumers* loans, which account for a considerable 
portion of this category, probably slackened their rate of 
growth because of the leveling off in the output of durable 
goods during the first half of 1947. An increased participa
tion in the consumer loan market by nonmember banks may 
be responsible for their more rapid increase in such loans. 
The rate of entry of such banks into the consumer credit 
field was almost certainly greater.

Table II
Changes in Loans of Weekly Reporting and Other Member Banks 

June 30-August 27, 1947 
(Amounts in millions of dollars)

Type of bank

Loans on securities Other loans Total

Amount Per cent Amount
Per
cent Amount

Per
cent

Weekly reporting banks — 294 — 12.0 +  936 + 5 .2 +  642 + 3 .1

Other member banks. . . —  31e — 15.1 +  434e + 5 .4 +  403 + 4 .9

T ota l.................... — 325e — 12.2 + l,370e + 5 .3 +  1,045 + 3 .6

e Estimated by Federal Reserve Bank of New York.

Since the end of June, loans of member banks have 
expanded sharply. Total loans in weekly reporting member 
banks increased through August at a lower rate than loans 
in the nonreporting class, owing to a further contraction in 
security loans. Loans other than those on securities showed 
almost the same rate of increase at both reporting and non- 
reporting member banks between the end of June and the 
end of August. Business and agricultural loans at reporting 
member banks increased at a substantially greater rate than 
during the first half of the year, apparently in response to 
seasonal influences as well as to further increases in inven
tories. The percentage increase in July and August— about 
5 per cent—was less than that for the following six weeks, 
again in conformity with the prewar seasonal pattern. If 
this pattern is maintained in the ensuing months, the rate 
of increase in business loans, which continued high at the 
reporting member banks in October, should slacken in the 
remainder of the year, especially toward the end.

THE RECENT RISE IN 
CONSTRUCTION ACTIVITY  
During the first half of 1947, both residential and non

residential construction fell short of the high volume that had 
been anticipated. In the third quarter, however, there was a 
sharp spurt in building activity, as the following table indicates. 
The value of construction put in place showed twice the nor
mal seasonal increase between the second and third quarters. 
The value of private nonfarm housing erected during Septem
ber was 475 million dollars, the highest since the end of the

war and probably close to the peak reached during the housing 
boom of the twenties. Private nonresidential construction in 
September was slightly above the 1946 peak. Public construc
tion, including institutional, military, and public works projects 
and housing financed with government funds, has been running 
somewhat above last year, although far below wartime levels.

In part this recent rise in building activity has been the result 
of the removal of Federal controls on nonresidential construc
tion on June 30. Value of work on stores, restaurants, and 
garages, for instance, rose 22 per cent during the third quarter, 
although such work ordinarily declines at this time of year. A 
factor in the rise in residential activity has been the removal 
of rent control on newly constructed housing, and the lifting of 
restrictions on erection of larger and more expensive dwellings.

Another important factor has been the continued strength 
of building costs. During 1946 and the early part of 1947 
construction costs were rising so rapidly and so unpredictably 
that most contractors refused to accept work on anything but 
a cost-plus basis. Furthermore there was a widespread feeling 
that building costs would soon decline, which caused many 
firms, individuals, and State and local government authorities 
to defer all but the most urgent construction plans. Building 
costs have now stabilized sufficiently to allow many contractors 
to quote firm prices, but they are still rising, though somewhat 
more gradually, and no sizable drop is in sight for the immedi
ate future. As a result, many of the projects deferred in antici
pation of lower construction costs have been revived and are 
contributing to the current spurt in building activity.

In spite of the recent increase, the total for the year 1947 is 
not likely to come up to earlier expectations. The volume of

Construction Activity Indicators by Quarters 
(1939 average =  100)

Item
1946 1947

I II III IV I II III

New construction activity
Residential............................................ 82 142 212 218 177 195 253
N onresidential...................................... 110 156 201 183 154 189 234

Construction contracts awarded 
Residential............................................ 140 350 258 195 224 216 245
N onresidential...................................... 176 240 209 160 156 210 237

Dwelling units started............................ 110 154 144 113 111 170 197
Dwelling units completed..................... 40 60 101 139 140 142 166

Construction costs.................................. 147 156 165 171 183 190 197

Construction labor —  average hourly 
earnings................................................. 152 154 160 166 172 177 180*

Building materials— wholesale prices.. 135 142 147 161 192 195 198

Building materials—production........... 95 125 142 139 125 138 142*

Construction employment..................... 98 125 147 148 132 147 164

* Based on July and August data.
Source: New construction activity (value in current prices of work put in place)—  

U. S. Departments of Commerce and Labor.
Construction contracts awarded (value for 37 Eastern States)— F. W . 

Dodge Corporation.
Dwelling units started and completed (new permanent nonfarm dwellings 

— completions in 1939 assumed equal to starts), average hourly earnings of 
private building construction workers, wholesale prices of building materials, 
and number of wage and salary workers employed in construction —  U. S. 
Bureau of Labor Statistics.

Construction costs (composite index) and building materials production 
(index of physical volume)— U. S. Department of Commerce.
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new construction expenditures for the first ten months of 1947 
has totaled over 10 billion dollars and it now appears likely that 
the total for the year will be about 12 billion, compared with 
the forecasts of 15 or 16 billion dollars at the start of this year. 
Although the value of new construction so far this year is 
running 28 per cent above the corresponding period of last 
year, the bulk of the increase apparently has been due to rising 
prices. The Department of Commerce composite index of con
struction costs has averaged about 22 per cent above 1946 dur
ing the first three quarters of this year, which would indicate 
an increase in physical volume of construction of less than 10 
per cent.

During 1946, under the impetus of the Veterans’ Emergency 
Housing Program, builders started work on 1,001,800 new 
dwelling units of all types, including temporary accommoda
tions, trailers, and conversions, and completed 642,300. Per
manent new family dwelling units accounted for 670,500 of 
the units started and 437,800 of the completions. During the 
first nine months of 1947, with Government control of the 
housing program largely abandoned, 615,000 new permanent 
units were started and 576,000 were completed. By early 
August this year more permanent dwellings had been com
pleted than in the entire year 1946. This largely reflects the 
extremely low level of construction activity at the start of 1946 
and the delays and bottlenecks encountered in obtaining build
ing materials and labor during the year. The beginning of
1947, on the other hand, witnessed a housing program in full 
swing and a backlog of 370,000 partly completed homes.

Private nonresidential construction has been proceeding at 
an accelerated rate. Since the end of the war it has consistently 
accounted for about 40 per cent of the total value of new con
struction, compared with only one fourth in 1939, whereas 
residential construction accounted for approximately one third 
of the total in both 1939 and the first three quarters of 1947. 
Inasmuch as much of the large volume of Government-financed 
wartime industrial expansion was not readily adaptable to 
peacetime production, industrial building has been maintained 
at a high rate in the past two years. Reconversion of war plants 
and expansion of civilian production facilities have kept the 
physical volume of private industrial building at the highest 
level on record except for 1929, although there appears to have 
been some tapering off in recent months. Privately financed 
public utilities have also maintained their expenditures at a 
high level during 1947. Telephone companies and electric util
ities have undertaken considerable expansion of facilities to 
meet the large backlog of demand accumulated during the war 
and the growing needs for their services.

Commercial construction, despite a rise since the end of con
trols, has failed to equal the 1946 peak. Commercial building 
was more severely curtailed during the war than either indus
trial or utility construction. Not only were stores, restaurants, 
and other commercial buildings needed for war-expanded com-

B I L L I O N S

Value of New Construction W ork in the United States, 1942-47

OF D O L L A R S

Source: Estimates of value of work put in place prepared jointly by the 
U. S. Departments of Commerce and Labor.

munities, but facilities are also in demand for the new resi
dential developments being built. A large volume of com
mercial construction was started immediately after the elimina
tion of wartime controls, but early in 1946 further new projects 
were curtailed in favor of the veterans’ housing program. The 
physical volume of activity this year, although below 1946, 
compares favorably with prewar levels.

Public construction activity soared to unprecedented heights 
during the war. The construction of military installations and 
Government-financed industrial facilities reached a peak in
1942, as shown in the accompanying chart. Since the end of 
the war, public construction has dropped in importance to well 
below prewar proportions. In 1946 there was great emphasis 
on veterans’ emergency housing, but this year the amount of 
public housing activity has been sharply lower. In some cases 
high construction costs have retarded public construction proj
ects, but in many other cases State and local governments are 
proceeding with the building of schools, hospitals, roads, and 
other public works deferred during the war.

The high rate of construction expenditures has been a major 
factor in sustaining current high levels of employment and 
income. The demand for housing continues strong, as indi
cated by a recent Federal Reserve survey of consumer buying 
plans, and the residential building boom should continue next 
year, unless rising prices or unexpected curtailment of income 
force many potential buyers out of the market. Expenditures 
on plant and equipment, as estimated by the Securities and 
Exchange Commission, are expected to reach a new postwar 
peak in the last quarter of this year, reflecting a high degree 
of business confidence in the immediate business outlook. In 
general, a high level of building activity, both in physical vol
ume and in dollar expenditure, is in prospect for 1948 if costs 
are not increased appreciably further.
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DEPARTMENT STORE TRADE
The arrival of cooler weather in the latter half of Sep

tember and very early part of October brought active 
response from shoppers; sales in Second District department 
stores were very brisk during this period. Dollar volume 
during the week ended October 4 was the largest for any 
week of the year to date. During the following three weeks 
when the weather again turned very warm, sales ran con
sistently below the first weeks high although somewhat 
above the average for September. The over-all increase 
between September and October this year was less than the 
usual amount, however, and consequently a preliminary esti
mate of this banks seasonally adjusted index of sales for 
October shows a decline from September and is more than 
10 per cent below the high levels of May, June, and July.

Sales in October of this year, on a preliminary basis, were a 
little more than 25 per cent above October 1946. The exact 
meaning of this gain is difficult to assess, however, for during 
October last year sales in New York City and Newark (which 
usually account for more than two thirds of total reported 
District sales) were severely hampered by the delivery and 
trucking strikes. The prospect before the customer of waiting an 
indefinite time for purchases to be delivered or of having to 
carry packages home deterred shopping greatly in these two 
very large areas. Furthermore, the trucking strike interfered 
with the flow of merchandise to the stores. On a seasonally 
adjusted basis, October was the lowest month in 1946.

Stocks  a n d  O u t s t a n d in g  O rders

Reports from stores which account for about three fifths of 
total department store sales in the Second Federal Reserve 
District indicate that during the past year, department stores 
in this District have adjusted their merchandise commitments 
(stocks on hand plus outstanding orders) to a more nearly 
normal relationship to sales than was maintained throughout 
the war and until the closing months of 1946.

From the time of our entry into the war, through the third 
quarter of 1946, a combination of factors caused department 
stores to extend greatly their merchandise commitments. In 
the very early war period, because of the prospect of higher 
prices and of an anticipated shortage of consumers’ goods, 
department stores built up their stocks at a very rapid rate. 
During the summer of 1942, inventories of reporting stores 
reached a peak which was not exceeded until a full year after 
the end of the war. They were reduced sharply during the fall 
and Christmas seasons of 1942 in accordance with wartime 
controls on retail inventories, and remained at relatively low 
levels for the next three years. In the meanwhile, a growing 
volume of sales, continuous pressure on prices (visible in 
upgrading of merchandise as well as in increased prices) —  
both arising from swelling consumer incomes— and increasing 
difficulties in obtaining deliveries, led to a rapid increase in

forward orders for merchandise. In the face of a tight supply 
situation, stores deliberately duplicated orders extensively, par
ticularly during the twelve months ended in August 1946, in 
an effort to obtain from one supplier or another the goods 
needed to meet unprecedented consumer demands. By the end 
of August 1946, the dollar volume of outstanding orders of 
the group of stores that report such data were six and one-half 
times the volume at the close of August of 1940, although sales 
of these stores for the first eight months of 1946 were less 
than two and one-half times sales for the corresponding period 
in 1940.

The flow of merchandise had increased rapidly by the fall 
of 1946, and in some lines stocks suddenly were built up to 
higher levels than were required to support the current volume 
of sales. Stores were quick to recognize the uneven distribu
tion of stocks. In the face of a certain amount of consumer 
resistance, and fearing that prices might decline from levels 
reached after the liquidation of the O.P.A., stores conducted 
widespread clearance sales at substantial markdowns. New 
orders were placed in much more modest volume during the 
nine months following August 1946, and for the first time in 
several years overdue orders were canceled by a number of 
stores.

By the end of May 1947 outstanding orders declined to less 
than one third of their peak volume. The flow of merchandise 
during the preceding nine months became more closely related 
to departmental needs, enabling stores to achieve a much more 
balanced inventory position. Thus, merchandise commitments 
relative to sales in the months after August 1946 gradually

Indexes of New Orders and Sales for a Representative Group 
of Department Stores, Second Federal Reserve 

District, 1945-47*
(1940 averages =  100 per cent)

1 9 4 5  1 9 4 6  1 9 4 7

* New orders (not seasonally adjusted) estimated from sales and changes 
in stocks and outstanding orders reported by a group of identical department 
stores. Index of sales is seasonally adjusted and is based on a slightly larger 
sales volume.
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came closer to the relationship prevailing in the corresponding 
months of 1940. By May 1947, the ratio of end-of-month 
merchandise commitments to monthly sales was practically the 
same as it had been in the same month of 1940.

During the summer of 1947 receipts of merchandise were 
light and earlier expectations of a price decline were not ful
filled. Encountering unexpected difficulties in obtaining deliv
eries, and fearing to be caught short of merchandise for the 
coming season, stores once again expanded their volume of 
new orders considerably. At the end of September 1947, as 
shown in the accompanying bar chart, the ratio of merchandise 
commitments to sales during the month stood at 4.3, somewhat 
higher than in September 1940 (when the ratio was 3.4) but 
well below the ratio for the same month of 1946 and several 
preceding years. The solid portion of each bar— which repre
sents the ratio of stocks to sales— shows the relatively low level 
of stocks at the end of September of this year. Outstanding 
orders, on the other hand, were relatively high. Nevertheless, 
buying policies on the whole have remained fairly cautious.

Ratios of September Stocks and Outstanding Orders to Sales 
for a Representative Group of Department Stores, 

Second Federal Reserve District*

1940

1 9 4 2

1945

1946

1947

3.0 4.0 
R A TIO

* Stocks and orders are for end of month. Ratios computed from data
reported by a group of identical department stores.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality
Net sales

Stocks on 
hand 

Sept. 30, 1947Sept. 1947
Jan. through 

Sept. 1947

Department stores, Second District----- +19 +  8 +  6

New York C ity ...................................... +22 +  8 + 10
Northern New Jersey........................... +20 +  5 —  8

Newark................................................. +17 +  3 —  9
Westchester County.............................. +20 +10 +  1
Fairfield C ounty.................................... +  5 +  7 +  2

Bridgeport........................................... +  2 +  7 +  1
Lower Hudson River Valley............... + 14 +11 +  6

Poughkeepsie...................................... +  12 +  8 +  2
Upper Hudson River Valley............... +17 +  9 +  2

Albany.................................................. +18 +  9 +  6
Schenectady........................................ +10 +  6 —  6

Central New York State. . . . ............. +  8 +  9 —  3
Mohawk River Valley...................... +14 +  9 +  3

Utica................................................. +  9 +  9 —  1
Syracuse............................................... +  5 +  8 —  6

Northern New York State.................. +39 +21 —
Southern New York State................... +15 +10 +  9

Binghamton........................................ +11 +  6 +  1
Elmira.................................................. +13 +  8 + 14

Western New York State.................... +14 +  8 +  9
Buffalo................................................. +17 +  8 +13
Niagara Falls...................................... +  5 +  7 —  1
Rochester............................................. +12 +  9 +  1

Apparel stores (chiefly New York C ity ). —  1 —  6 —  9

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average--100 per cent)

Item
1946 1947

Sept. July August Sept.

Sales (average daily), unadjusted................. 214 171r 179 244
Sales (average daily), seasonally adjusted.. 206 255r 246 234

Stocks, unadjusted............................................ 216 193 215 227
Stocks, seasonally adjusted............................ 200 204 206r 210

Indexes of Business

Index
1946 1947

Sept. July August Sept.

Industrial production*, 1935-39 =  100.......
(Board of Governors, Federal Reserve 
System)

180 176r 182 185p

Electric power output*, 1935-39 =  100........
(Federal Reserve Bank of New York)

204 218 229 238p

Ton-miles of railway freight*, 1935-39 =  100 
(Federal Reserve Bank of New York)

199 188 210p

Sales of all retail stores*, 1935-39 =  100........
(Department of Commerce)

Factory employment

260r 277r 274 288v

United States, 1939 =  100...........................
(Bureau of Labor Statistics)

150 150 154 156 p

New York State, 1935-39 =  100................
(New York State Department of Labor) 

Factory payrolls

129 121 127 130p

United States, 1939 =  100...........................
(Bureau of Labor Statistics)

290 314 322p

288pNew York State, 1935-39 =  100................
(New York State Department of Labor)

265 265 275

Personal income*, 1935-39 =  100 .................
(Department of Commerce)

Composite index of wages and salaries*t

260 286 283p

1939 =  100......................................................
(Federal Reserve Bank of New York)

164 176p 176p

Consumers’ prices, 1935-39 =  100.................
(Bureau of Labor Statistics) 

Velocityofdemanddeposits*#, 1935-39 =100 
(Federal Reserve Bank of New York)

146 158 160p

New York C ity.............................................. 90 83 88 88
Outside New York C ity .............................. 79 82 86 86

r Revised.

* Adjusted for seasonal variation. p Preliminary. r Revised.
t  A monthly release showing the 15 component indexes of hourly and weekly 

earnings computed by this bank will be sent upon request. Tabulations of the 
monthly indexes, 1938 to date, together with information on component series, 
sources, and weights, and reprints of articles describing the indexes may also 
be procured from the Research Department.

# These are new series for the period 1935 to date based on “ annual rate of turn
over of demand deposits except interbank and Government”  published by the 
Board of Governors. These rates have been adjusted for seasonal variation and 
placed on a 1935-39 base by this bank. Tabulations of monthly data, both ad
justed and unadjusted, are available on request from the Research Department. 
The series formerly published was discontinued because of the revision in the 
weekly reporting member bank series.
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INDUSTRIAL PRODUCTION

Federal Reserve indexes. Monthly figures; latest 
shown are for September.

CONSUMERS’ PRICES

Bureau of Labor Statistics* indexes. “All items” 
includes housefurnishings, fuel and miscellane
ous groups not shown separately. Midmonth 

figures; latest shown are for August.

LOANS AT MEMBER BANKS IN LEADING CITIES

Excludes loans to banks. Wednesday figures; 
latest shown are for October 15.

MEMBER BANK RESERVES AND RELATED ITEMS
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National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, October 25, 1947)

I NDUSTRIAL output and employment expanded somewhat further in September. Value o f  retail 
trade increased, reflecting partly a further rise in prices. In the early part of October depart

ment store sales declined. Prices of wheat, hides, rubber, and steel scrap showed marked advances, 
while prices of most other basic commodities showed little change.

INDUSTRIAL PRODUCTION

Output of manufactured products and minerals showed some further rise in September, 
and the Board’s seasonally adjusted index of industrial production advanced three points to 185 
per cent of the 1935-39 average. This was the same as the May index and 5 points below the 
postwar peak in March of this year.

Activity in durable goods industries as a group increased further in September owing mainly 
to larger output of steel and of most types of machinery and transportation equipment. Steel 
production was temporarily curtailed around the middle of the month as a result of an industrial 
dispute, but advanced sharply in the latter part of the month and continued to rise in October, 
reaching a scheduled rate of 97 per cent of capacity. Output of passenger automobiles and trucks 
rose sharply in September, but declined again in the early part of October. Production of rail
road equipment, chiefly freight cars, showed a substantial gain in September, reflecting in part 
improved supplies of materials. Output of building materials was maintained in large volume 
to meet demands arising from the advanced rate of construction activity.

The Board’s index of nondurable-goods output showed a slight increase in September, reflect
ing mainly increased production of rayon textiles, paperboard, and petroleum products. Activity 
at cotton mills and output of manufactured food products and some other nondurable goods 
showed little change from the level of the preceding month.

Minerals production rose further in September, reflecting a new record rate of crude petro
leum output and a substantial gain in coal production. Output of bituminous coal advanced 
seven per cent and was close to the same volume produced in September of last year. Output 
of fuels continued to rise in early October, under the pressure of exceptionally strong demand.

Em p l o y m e n t

Nonagricultural employment increased by 450,000 persons in September, and was at the 
record level of 43 million, according to Bureau of Labor Statistics figures. The increase largely 
reflected seasonal gains in nondurable goods manufacturing and trade, and in the number of 
school employees of State and local governments.

Co n s t r u c t io n

The value of new construction activity on projects under way, as estimated by the Depart
ments of Commerce and Labor, increased somewhat further in September. Work was started on
88,000 new dwelling units in September, an increase of 2,300 from August, and work was 
completed on 77,000 units. The value of construction contracts awarded, as reported by the 
F. W. Dodge Corporation, declined in September following a sharp increase in August, and was 
at about the level of other recent months. Declines occurred in most lines, but the greatest 
reduction took place in public utilities, which had increased most markedly in August.

D is t r ib u t io n

Department store sales increased by more than the usual amount in September, owing in 
part to the advent of cooler shopping weather and the expenditure of proceeds from redemption 
of terminal leave bonds. Sales at other retail stores also increased, reflecting chiefly higher prices 
for foods and a larger volume of purchases of durable goods. In the early part of October 
department store sales declined considerably from the high rate reached at the end of September.

Shipments of railroad revenue freight continued to advance in September and the early 
part of October. The usual large seasonal rise in loadings of miscellaneous freight and further 
gains in coal shipments accounted for most of the increase.

Co m m o d it y  Prices

The general level of wholesale commodity prices in the middle of October was at the 
advanced level reached in the middle of September. Prices of wheat and some other farm 
products and foods reached new high levels. Prices of butter, corn, and meats, however, declined, 
following earlier sharp increases. Wholesale prices of most groups of industrial commodities 
continued to show advances in the early part of October.

Retail prices rose further by about one per cent from July to August with the largest 
increases shown in prices of foods and fuels. Further marked advances in retail food prices have 
occurred since August.

Ba n k  Cr e d it

Commercial and industrial loans at banks in leading cities continued to increase substantially 
during September and the first half of October. Real estate and consumer loans also showed 
further growth. Holdings of Government securities declined somewhat, reflecting Treasury 
retirement of bonds maturing on October 15.

Additions to monetary gold stock continued to supply reserve funds to banks. Treasury 
balances at Reserve Banks, which were expanded considerably in late September as a result of 
large quarterly tax receipts, declined in October. The effects of these fluctuations on the reserve 
positions of banks were offset by changes in Federal Reserve holdings of Government securities, 
which increased in the latter part of September and declined during the first three weeks of 
October.
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F E D E R A L  R E S E R V E  B A N K  OF  N E W  Y O R K

V olu m e 29 D E C E M B E R 1 9 4 7 No. 12

MONEY MARKET IN NOVEMBER

During the past month, the money market continued to 
react to measures taken to restrain unnecessary expansion of 
bank credit. Short term interest rates continued to rise and 
this rise, together with the further pressure brought to bear on 
bank reserves through redemptions of maturing Treasury 
securities held by the Reserve Banks and developments in the 
corporate and municipal security markets, contributed to a 
further increase in yields of all types of long term bonds.

The rise in short term interest rates was confined largely 
to rates on short term Treasury securities, although at least 
two banks announced increases in their rates on loans secured 
by Treasury obligations and one large New York bank revised 
upward its buying rates on bankers acceptances. The average 
yield on new Treasury bills rose from 0.87 per cent for the 
last issue in October to 0.94 per cent for the last issue in 
November. Yields on outstanding certificates of indebtedness 
and Treasury notes rose following the announcement that an 
issue of 13-month, lVs per cent notes dated December 1 
would be offered in exchange for the 7/s per cent certificates 
maturing December 1 and an issue of 2 per cent bonds matur
ing December 15 (with an adjustment for accrued interest in 
the case of the bonds). The terms of the new offering were 
interpreted in the market as forecasting a lVs per cent rate 
for one-year money, and dealers’ bid prices of the two issues 
of one per cent certificates and one issue of one per cent notes, 
all three of which mature October 1, 1948, fell below par.

Redemption, with funds withdrawn from War Loan deposit 
accounts, of approximately 200 million dollars of Federal 
Reserve Bank holdings of Treasury certificates maturing 
November 1, which were not exchanged for the new certificate 
issue that was offered, and of about 100 million dollars weekly 
of expiring Treasury bill issues, most of which were held by 
the Federal Reserve Banks, brought continuous pressure on 
member bank reserve positions from this source throughout 
November. The Treasury also exerted some pressure on bank 
reserves by maintaining its balances with the Reserve Banks 
considerably above the one billion dollar level during most of 
the month, replenishing them through withdrawals from War 
Loan accounts when Government disbursements tended to 
produce a substantial net excess of expenditures. Thus, the

War Loan call of 548 million dollars scheduled for December 1 
was made largely in anticipation of sizable cash redemptions 
for Federal Reserve Banks and nonbank investors of maturing 
certificates as well as other disbursements. By issuing this call 
the Treasury forestalled any easing of the money market 
through a net excess of disbursements of previously accumu
lated funds on deposit with the Reserve Banks.

Another step to combat undue expansion of bank credit 
came in the form of a joint statement of Federal and State bank 
supervisory authorities, calling upon the banks to curtail loans 
for the financing of speculative activities and generally to 
exercise extreme caution in their lending policies. The text of 
this statement appears on another page of this Review.

In response to the steps taken to keep bank reserve positions 
under some pressure, the banks lightened their portfolios of 
some types of Treasury securities and continued to reduce the 
average maturity of their remaining holdings. They made 
substantial sales of Treasury notes and the longer-dated cer
tificates, the July 1 and particularly the October 1, 1948 
maturities, and purchased short term certificates and Treasury 
bills, most of the supply coming indirectly from the Federal 
Reserve System. In this way, the banks placed themselves in a 
more favorable position to take advantage of any higher rates 
the Treasury might offer in subsequent short term financing 
and to meet any further pressure on their reserves resulting 
from Treasury debt retirement operations or other transactions.

Even in periods of temporary easing of reserve positions, 
such as occurred in the week ended November 19 because of 
a return of currency from circulation and an unusually large 
increase in Federal Reserve ''float” which resulted from delay 
in air shipments of checks collectible throughout the country, 
the commercial banks continued to make net sales of Govern
ment securities. In that week, however, they repaid a sub
stantial portion of their borrowings from the Federal Reserve 
Banks. In the four weeks ended November 26, the Federal 
Reserve System made large purchases of Treasury certificates 
and notes, but these purchases were more than offset by 
redemptions and sales of Treasury bills. Part of the Treasury 
bills appear to have been absorbed by nonbank investors.
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The rise in interest rates, together with the increased availa
bility of corporate securities and mortgage loans, caused further 
unsettlement in the bond market and prices of Treasury bonds 
of all maturities except the very shortest as well as corporate 
obligations of all grades showed sizable declines. Partially tax 
exempt Government issues were particularly depressed, partly 
because they had been high relative to taxable issues and partly 
because the market in such issues is particularly thin. Long 
term “bank eligible” issues also were weak as the banks tended 
to shorten their bond portfolios. Sales of the shorter bond 
maturities were fairly large at times, reflecting chiefly adjust
ments of bank reserves. The long term restricted issues also 
declined— the June and December 2 ^ ’s of 1967-72 to about 
101.

The Treasury bond market continued to be characterized 
by absence of demand and in order to maintain orderly market 
conditions, the Federal Reserve System made purchases of 
220 million dollars in the three weeks ended November 26. 
In the first week when 30 million of Treasury bonds were 
acquired, they were all short maturities and reflected mainly 
adjustments of bank reserves to required levels. In the second 
and third weeks, however, the purchases included about 163 
million dollars of bonds with final maturities beyond five years. 
Prices of the long term restricted issues held steady after the 
second statement week of the month (ended November 12). 
Bank eligible issues, particularly the longer maturities, on the 
other hand, continued to recede during the following weeks.

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

Growing concern with the continuing increase in bank 
credit has been related to the fact that the resultant increase 
in the volume of the means of payment has not been accom
panied by any appreciable expansion in the volume of goods 
available for consumption. Rapidly expanding bank loans have 
accompanied higher commodity prices,

As indicated in the accompanying chart, the major factor 
in the expansion of bank credit since 1945 has been the rise 
in the volume of bank loans, particularly commercial, indus
trial, and agricultural loans, and to a lesser extent real estate 
and other loans. In the first half of 1946, the growth in these 
types of loans was just about offset by a contraction in security 
loans, especially loans on Government securities. The expan
sion of loans other than security loans was greatly accelerated 
in the last half of 1946 and in 1947, however, more than 
counter-balancing the continued reduction in security loans. 
"Commercial” loans in particular advanced rapidly, the weekly 
reporting member bank data showing new high records each 
week for the nineteen weeks through November 19. Purchases 
by commercial banks of unrestricted Treasury bonds from 
nonbank investors also added to the volume of demand 
deposits of individuals, partnerships, and corporations in 1946 
and 1947, as did their (net) purchases of corporate and State 
and municipal issues.

Large-scale Treasury redemption of maturing or called obli
gations held by the banking system was the most important

Loans and Investments of All Weekly Reporting Member Banks, 1946-47*
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single factor restraining the expansion of bank credit and 
deposits. Redemption of securities in 1946 was effected 
principally with funds previously accumulated in War Loan 
deposit accounts from the sale of Victory Loan issues to the 
public. A large part of the retired securities were held by the 
banks so that their redemption did not add to deposits of 
the public; but to the extent that the securities were held by 
nonbank investors additions to the volume of private deposits 
did result. In 1947, however, debt redemption came principally 
from net tax receipts so that the retirement of Treasury 
securities held by nonbank investors merely resulted in a shift 
of deposits from taxpayers to investors, while the payment of 
securities held by the banks effected a reduction in deposits.

As a result of redemptions and sales directly and indirectly 
to the Federal Reserve System, the decline in short term 
Government security holdings of the reporting banks exceeded 
the net expansion of all other types of bank credit in the 
eighteen months ended June 30, 1947, and it was not until 
after the middle of this year that the expansion of loans 
brought an increase in the over-all total of loans and invest
ments. Demand deposits of individuals, partnerships, and 
corporations, however, rose gradually throughout this period, 
except for a rather sharp temporary decline in the first quarter 
of this year which was attributable to large Treasury receipts.

STATEMENT BY BANK SUPERVISORY 
AUTHORITIES
A joint statement was issued on November 24, by the Board 

of Governors of the Federal Reserve System, the Comptroller 
of the Currency, the Federal Deposit Insurance Corporation, 
and the Executive Committee of the National Association of 
Supervisors of State Banks, as follows:

Our country is experiencing a boom of dangerous proportions. 
The volume of bank credit has been greatly inflated in response to 
the needs for financing the war effort. Domestic and foreign demands 
for goods and services are exerting a strong upward pressure on 
prices in spite of the high volume of our physical production. These 
demands would be inflationary without any further increase in the 
use of bank credit, but the demand is being steadily increased 
through continued rapid expansion in bank loans, in addition to 
other factors outside the control of the banking system.

A substantial increase in production, agricultural as well as indus
trial, would be highly beneficial. However, increases can only 
take place slowly and to a limited degree. In industry, they are 
dependent upon corresponding increases in the available supply of 
basic raw materials, plant capacity, and the number and produc
tivity of the labor force. Therefore a further growth of outstanding 
bank credit tends to add to the already excessive demand and to 
make for still higher prices.

The Board of Governors of the Federal Reserve System, the 
Comptroller of the Currency, the Federal Deposit Insurance Corpo
ration, and the Executive Committee of the National Association 
of Supervisors of State Banks are unanimously of the view that 
present conditions require the bankers of the country to exercise 
extreme caution in their lending policies. It is at times such as 
these that bad loans are made and future losses become inevitable.

It is recognized that a continued flow of bank credit is necessary 
for the production and distribution of goods and services. The 
banks of the country have adequately met this important need in 
the reconversion period. Under existing conditions, however, the 
banks should curtail all loans either to individuals or businesses

for speculation in real estate, commodities or securities. They should 
guard against the overextension of consumer credit and should not 
relax the terms of instalment financing. As far as possible exten
sion of bank credit under existing conditions should be confined 
to financing that will help production rather than merely increase 
consumer demand.

The bank supervisory authorities strongly urge directors to see 
that their banks follow these policies and maintain adequate capital 
in relation to risk assets.

MUNICIPAL FINANCING IN THE 
POSTWAR PERIOD

The undertaking of projects postponed during the war and 
of capital improvements and extensions of services made neces
sary by war and postwar growth and geographic shifts of 
population, and the payment of bonuses and other benefits 
to veterans have brought State and local governments into 
the capital market for a record volume of funds. Offerings 
of new municipal government1 securities rose sharply following 
the end of the war. In the first ten months of 1947 the value 
of new municipal issues exceeded the amount sold in any 
previous full year on record.

In spite of the growth of substantial postwar reserves, capital 
expenditures and payments to veterans by State and munici
pal governments since the war have been so large as to require 
substantial financing in the capital market. The volume of new 
municipal security issues, exclusive of refunding issues, rose 
from one-half billion dollars in 1945 to about one billion in 
1946, and exceeded 2 billion dollars in the first eleven months

1 The term "municipal” securities will be used in this article to 
denote those of both State and local governments.

New State and Local Government Bond Issues by Major 
Purpose, 1946-47 Quarterly Totals*
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of 1947. The trend of new municipal issues classified by 
purpose of issue is shown for the larger nationally distributed 
issues in the preceding chart, by quarters for 1946 and the 
first three quarters of 1947. As illustrated in the chart, 
the major purpose of the new offerings has been to finance 
capital improvements, including new schools, hospitals, public 
buildings, street and highway construction, and facilities for 
recreation, and expansion of municipal utilities such as sewer 
and water systems, garbage disposal facilities, airports, and 
transit systems (including purchase of the privately-owned 
transit system by one large municipality in 1947). Veterans’ 
benefit bonds consisting almost entirely of bonus issues also 
bulked large, exceeding 680 million dollars in 1947 through 
November as compared with 92 million in 1923, the previous 
peak. Bonus issues are likely to surpass this year’s figure in
1948, if all the bonus bonds voted at the last election are 
issued in the coming year.

On the whole, the capital market has received the heavy 
volume of new municipal financing very well, although a few 
periods of congestion have arisen when the volume of new 
issues temporarily expanded beyond the absorptive capacity 
of the market. To some extent, these congested conditions 
coincided with pronounced declines in prices of outstanding 
issues and were both cause and effect of such declines. Thus, 
from time to time, underwriters’ inventories of undigested 
issues rose to substantial totals, and markdowns often had to 
be taken in order to reduce them.

The slump in prices and the uncertainty concerning future 
developments led to a demand for shorter term maturities and 
the longer issues became harder to depose of. A few offerings 
of new issues by municipalities (all of which are made through 
competitive bidding) failed to receive bids at such times and 
had to be withdrawn. To some extent, this experience paral
leled that in the underwriting of new corporate securities. 
However, since the Banking Act of 1933 does not prohibit 
underwriting of new municipal issues by commercial banks, 
the volume of underwriting capital available is larger in the 
municipal than in the corporate market, and the potential 
capacity for holding unsold issues pending stable market con
ditions is greater.

T h e  R ise in  M u n ic ip a l  Bo n d  Y ields

The current heavy supply and the prospects of a continued 
large volume of new issues constitute only one of three major 
forces which have been working toward lower prices and 
higher yields of municipal securities since early 1946. The 
other two are the intermittent but rather general rise in 
interest rates and the declining value of the tax exemption 
privilege enjoyed by municipal bonds. The value of the tax 
exemption has been reduced as a result of reduced personal 
income tax rates and the elimination of the excess profits tax, 
and may be reduced more if there are further reductions of 
personal income tax liabilities.

Yields on Long Term Treasury Bonds and High Grade 
Municipal and Corporate Bonds, 1939-47
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Source: U. S. Government bonds, Treasury Department; Aaa corporate 
bonds, M oody’ŝ  Investors Service; municipal high grade bonds, Standard & 
Poor’s Corporation. November 1947 preliminary.

As a result of the operation of these factors, yields on high 
grade municipal bonds have risen sharply. At the same time 
the spread between the yields on better quality municipal 
issues and the yields on long term Government bonds and high 
grade corporate bonds has narrowed, as illustrated in the 
accompanying chart. Standard and Poor’s average yield on 
high grade municipal bonds rose from a low point of 1.45 
per cent in April 1946 to slightly over 2 per cent in 
March 1947 and to 2.15 per cent in November of this year 
(preliminary).

At the current yields, municipals have become more attrac
tive to individual investors in the higher income brackets and 
to corporate investors subject to a 38 per cent tax. To produce 
an equivalent net return, yields of corporate or taxable Treasury 
bonds for individuals in the $25,000 surtax bracket, and for 
corporate taxpayers would have to be approximately 4.9 and 
3.5 per cent, respectively, or well above the yields at which 
high grade corporation or Government bonds are currently 
selling in the market. It is possible, therefore, that the reaction 
in municipal bond prices during the past 18 or 19 months has 
discounted, at least in part, the effects of a future lowering 
of the individual income tax burden. However, there is still 
the possibility of unsettling effects on the market if new issues 
are brought out too fast for the absorptive capacity of the 
market.

D ist r ib u t io n  o f  O w n e r sh ip

The distribution of the ownership of municipal bonds is 
influenced to a considerable extent by the advantages arising 
from their exemption from Federal and local income taxes. 
Whereas a large part of the investment of the public’s savings 
in other types of instruments of indebtedness is effected through 
intermediaries such as life insurance companies and mutual
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savings banks, a considerable part of the investment in munici
pal issues is made directly by individuals, largely those in the 
higher income brackets, and by personal trust funds. As shown 
in the accompanying chart, individuals, partnerships, and per
sonal trust accounts have owned more than 40 per cent of 
the municipal debt outstanding in most of the years since 1936, 
and more than 50 per cent of all such debt privately held in 
all of the years since 1936. Holdings of this group of investors 
declined during the war but at a slower rate than the retirement 
of State and local government debt. However, the very high 
level of taxation in recent years has greatly reduced the poten
tial accumulation of savings by individuals in the upper income 
brackets, and thus has apparently reduced this most important 
single market for municipal securities, although it has strength
ened the incentive to invest in tax-exempt securities.

Commercial banks rank second as investors in municipal 
bonds. In view of the decline in total outstanding municipal 
debt and of the fact that bank holdings increased, it appears 
that commercial banks apparently were net purchasers of such 
issues during the war. The banks normally tend to hold the 
shorter maturities (up to 10 years). The high excess profits 
tax apparently was one cause of the increase in bank holdings 
of municipals toward the close of the war when more and 
more banks reached the excess profits tax brackets. But the 
tax exemption value of such securities is still substantial and 
some commercial banks have been among the most vigorous 
buyers of municipals since the repeal of that tax.

Insurance companies, and especially the mutual savings 
banks, have become minor factors in the market for municipal 
bonds in recent years. Having little to gain from the tax 
exemption privilege, they took advantage of the strong market

Distribution of Ownership of State and Municipal Bonds, 
June 30, 1937-47
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Source: A nnual R eport o f  the S ecretary o f  the T reasury, 1 9 4 6 ; June 30, 1947 
estimated by the Federal Reserve Bank of New York.

in municipals during the war to sell them at substantial profits 
to those who had much to gain. Undoubtedly they also failed 
to replace some of their holdings of matured issues. Since these 
institutions are primarily long term investors, their absence 
from the market has thrown the major burden of absorbing 
new long term securities on individual investors and personal 
trust accounts. The recent rise in the yields on high grade 
municipal bonds, however, has increased their attractiveness 
relative to the yields on Treasury bonds and high grade cor
porate issues.

UNITED STATES TRADE WITH THE 
“MARSHALL PLAN” COUNTRIES
One of the most striking factors in Europe’s failure to regain 

economic stability since the war is the lagging of its exports 
to the United States. These are still far below prewar not only 
in volume, but even in most cases in value, notwithstanding 
the rise in prices. This lagging of exports to this country is 
particularly serious because the European economic problem 
today takes the form so largely of a dollar shortage and 
therefore is greatly aggravated by Europe’s inability to restore 
its sales to this country.

United States exports to the so-called "Marshall Plan” 
countries— those included in the European Recovery Pro
gram— and their dependencies in the third quarter of 1947 
were more than 300 per cent above the 1936-38 rate, less than 
half of this increase being attributable to higher prices.1 Our 
imports from these countries, on the contrary, expanded only 
28 per cent in value during the same period. Since United 
States import prices as a whole have risen about 111 per cent, 
these imports in terms of physical volume are actually running 
at least one-third under the prewar level.

Because of the importance of the dollar shortage and of 
the program to meet it now being considered by Congress, 
the current foreign trade of the United States with the various 
“Marshall Plan” countries is of particular interest at this time. 
A comparison with prewar trade has therefore been summar
ized in the accompanying table. Not only are the sixteen 
countries and Germany shown, but their dependencies as well, 
since the latter cannot be excluded from any consideration of 
the dollar shortage.2 The postwar trade figures for Germany, 
although nominally for the entire country, cover for practical 
purposes only Western Germany.

As there seems to have been a turn downward in the trend of 
United States trade toward the end of the first half of 1947, 
especially as to exports, data are given separately for the first 
half and for the third quarter of this year. These are expressed

1 The Department of Commerce’s unit value index of all domestic 
exports in July-September averaged 194 per cent of the 1936-38 
average.

2 French Indo-China and the Netherlands East Indies, although
shown separately, are not included in the totals because of the present 
political uncertainties in these regions.
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E ffects o f the W ar on U. S. Trade with the “ Marshall P lan”  Area 
(In m illions o f  dollars; exports include re-exports; im ports com prise general im ports)

Region

U. S. exports U. S. imports Increase in U. S. export surplus 
over 1936-38*

1936-38
average 1946

Annual rate as of

1936-38
average 1946

Annual rate as of

1946

Jan.-June 
1947 (an

nual basis)

July-Sept. 
1947 (an

nual basis)
Jan.-June

1947
July-Sept.

1947
Jan.-June

1947
July-Sept.

1947

Austria.................................................................. 2.8 a 45. Sd 45.2d 14. Od 4.9a 1.5 3.0 4.4 + 46.4 + 44.3 + 11.7
Belgian area.......................................................... 78.9 302.9 528.8 589.2 60.8 95.9 70.8 112.0 + 188.9 + 439.9 + 459.1

Belgium and Luxembourg.................................. 77.0 279.1 474.2 537.2 68.6 77.4 64.2 55.2 + 183.3 + 401.6 + 463.6
Belgian Congo.................................................... 1.9 23.8 54.6 52.0 2 .2 18 .5e 16 .6e 5 6 .8e + 5 .6 + 38.3 4 .5

British area........................................................... 579.8 1,031.1 1,662.6 1,541.6 415.2 380.6 726.8 553.6 + 485.9 + 771.2 + 823.4
United Kingdom................................................ 499.2 855.6 1,240.4 1 ,124.4 173.8 156.4 202.0 205.6 + 373.8 + 713.0 + 593.4
Otherf................................................................ 80.6 c 175.5 422.2 417.2 241.4c 224.2 524.8 348.0 + 112.1 + 58.2 + 230.0

Denmark............................................................... 18.1 38.1 93.8 69.6 4.4 4.3 6.0 3.6 + 20.1 + 74.1 + 52.3
15.9 28.2 80.6 116.0 1.3 2.2 2.4 3.2 + 11.4 + 63.6 + 98.2

French area.......................................................... 158.7 867.0 1,090.6 882.0 76.2 81.6 78.6 50.4 + 702.9 + 929.5 + 749.1
142.6 712.0 919.8 745.6 65.0 62.8 53.0 3 8 .4 + 571.6 + 789.2 + 629.6

Other X................................................................ 16.1 155.0 170.8 136.4 11.2 18.8 25.6 12.0 + 131.3 + 140.3 + 119.5
French Indo-China§ .......................................... 2 .9 8.1 20.8 30.4 6.0 41.8 6 .2 3 .6 — 30.6 + 11.5 + 23.7

114.1a 82.3 d 162.2d 144.Sd 86.1a 3.2 4.2 7.2 + 51.1 + 130.0 + 109.6
Greece................................................................... 6.7 142.8 179.4 163.2 14.3 23.7 20.4 4.0 + 126.7 + 166.6 + 166.8
Iceland.................................................................. 0.1 11.6 17.8 16.4 1.1 5.9 4.0 2.0 + 6.7 + 14.8 + 15.4

64.7 370. Id 574.2d 370.Od 43.2 68.7 43.0 29.2 + 280.5 + 509.7 + 319.3
112.3 259.8 471.8 396.8 66.0 75.2 105.0 114.8 + 138.3 + 320.5 + 235.7

Netherlands........................................................ 81.2 221.7 386.4 330.0 44.9 22.9 19.4 38.8 + 162.5 + 330.7 + 254.9
Other .............................................................. 31.1 38.1 85.4 66.8 21.1 52.3 85.6 76.0 — 24.2 — 10.2 — 19.2
Netherlands East Indies§ ................................... 22.1 73.3 128.8 76.4 84.6 33.8 35.8 20.8 + 102.0 + 155.5 + 118.1

Norway................................................................. 20.1 78.9 162.0 169.6 21.1 13.2 19.6 16.8 + 66.7 + 143.4 + 153.8
Portuguese area.................................................... 19.4 74.6 124.4 127.6 7.2 43.4 36.4 21.2 + 19.0 + 75.8 + 94.2

Portugal............................................................. 11.6 60.0 97.2 94.8 6.6 23.3 21.8 13.6 + 31.8 + 70.5 + 76.3
7.9b 14.6 27.2 32.8 0 .6b 20.1 14.6 7 .6 12.8 + 6.3 + 17.9

57.3 206.2 448.4 428.0 50.6 47.1 69.2 133.2 + 152.4 + 372.5 + 288.1
Switzerland........................................................... 9.3 108.4 185.4 188.8 23.5 98.5 83.8 74.0 + 24.1 + 115.8 + 129.0
Turkey.................................................................. 11.5 36.7 94.6 67.6 15.5 68.3 71.4 12.0 — 27.6 + 27.2 + 59.6

Total “Marshall Plan” area§............................... 1,269.7 3,685.1 5,921.8 5,285.2 891.4 l,013.3e 1,344.6c 1,141. 6c +2,293.5 +4,198.9 +3,765.3
“ Commercial” trade ordy**................................... 1,269.7 8,248.3 6,687.6 5 ,146.8v 891.4 1 ,0 13 .Se l,344 .6e 1 ,1 41 -6e + 1 ,8 5 6 .7 + 3 ,8 6 4 .7 + S ,62 6 .9p
Per cent of “ Marshall Plan” area to world total.. . 42.8 37.8 39.2 38.7 35.8 20.6 23.6 21.6 — — —
All other areasft................................................... 1,696.8 6,054.3 9,186.0 8,375.2 1,597.4 3,894.9e 4,380.6c 4,178.4c +2,060.0 +4,706.0 +4,097.4

World total f t ....................................................... 2,966.5 9,739.4 15,107.8 13,660.4 2,488.8 4,908.2c 5,725.2c 5,320.0c +4,353.5 +8,904.9 +7,862.7

* Or decrease in U. S. import surplus; — =  decrease In U. S. export surplus or increase in import surplus.
f Comprises all British dependencies and mandates except Newfoundland and the Anglo-Egyptian Sudan; also excludes Australia, Canada, Eire, India (and Pakistan), New Zealand, and the Union 

of South Africa.
% Comprises ail French dependencies except French Indo-China; excludes Syria and Lebanon.
§ French Indo-China and the Netherlands East Indies are not included in area totals.

1 Comprises Curacao (Netherlands West Indies) and Surinam (Dutch Guiana); excludes Netherlands East Indies.
# Comprises Portuguese dependencies.

** Excludes “ noncommercial” exports, i.e.. UNRRA and private relief, shipments under Greek-Turkish aid and post-UNRRA programs, and such lend-lease exports as are not to be paid for. 
ft  Includes “ noncommercial” exports.
a. 1936-37 average.
b. Excludes Portuguese Asia.
c. Excludes Burma.
d. Excludes shipments to U. S. armed forces for distribution to civilian population.
e. Excludes shipments of uranium and related commodities; such shipments are currently excluded from all United States trade data, 
p. Preliminary.

throughout, however, in terms of their annual rates so as to 
facilitate comparison with 1946 and with the 1936-38 average. 
Finally, in order to bring out the combined effects of the 
changes in exports and imports as factors in the dollar drain, 
the net change from the prewar United States trade balance 
with each country is shown as of 1946 and, in terms of the 
annual rate, as of the first half and the third quarter of 1947.

What stands out from these figures is that by the first half of 
this year the United States export balance with the "Marshall 
Plan” countries was at the rate of nearly 4.6 billion dollars 
annually, compared with less than 400 million before the war—  
an increase of 4.2 billion in the annual rate. Even at the lower 
third-quarter trade level, the export balance was still at the 
annual rate of nearly 4.1 billion.3 This was more than accounted

3 Even on a so-called ‘ commercial” basis— i.e., excluding United 
States exports under the various forms of private and Govern
mental aid— the deterioration of the trade balance as of the two 
periods was still 3.9 billion and 3.5 billion, respectively, as shown in 
the table.

for by the very sharp rise in our exports to the area— a rise 
that aggregated 4.7 billion dollars annually as of the first half 
of 1947 and was still 4.0 billion as of the third quarter.4 Such 
a rise of course was largely unavoidable if European recon
struction was not to be indefinitely delayed.

United States imports from these countries were only 453 
million dollars a year above prewar as of the first half of this 
year, and only 250 million as of the third quarter. This obvi
ously contributed little toward covering the greatly expanded 
dollar requirements of the area. Under prewar conditions, a 
level of economic activity in this country as high as in 1947 
would have led to United States imports far above present 
levels, and the dollar problem would have been proportionately 
reduced.5 Assistant Secretary of Commerce Bruce recently 
stated that the normal (i.e., prewar) relation of imports to

4 Or 4.3 billion and 3.7 billion, respectively, on a 'commercial” 
basis.

5 Under "normal” conditions, the import requirements of the 
"Marshall Plan” countries of course would also have been much less.

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

December 1947



FEDERAL RESERVE BANK OF NEW YORK 131

industrial activity in the United States would have called, under 
the domestic conditions now prevailing, for total imports into 
this country at the rate of 9 billion dollars annually instead of 
the 5.7 billion rate at which they were actually running during 
the first half of this year. Not all of this disparity, of course, is 
attributable to the "Marshall Plan” area, since other parts of 
the world also have failed to expand their exports to the United 
States in anything like the same proportions as their imports 
from us. However, the "Marshall Plan” countries, which sup
plied us with 35.8 per cent of our total exports in 1936-38, 
furnished only 23.5 per cent in the first half of 1947 and 21.5 
per cent in the third quarter. Were our imports running at a 
"normal” level in terms of our present rate of domestic business 
activity, and were those countries supplying the same propor
tion of the total as before the war, they would now be supply
ing us with goods at the rate of 3.2 billion dollars a year, or 
close to 2 billion dollars more than the actual rate in the first 
half of 1947, a difference that would obviously have greatly 
relieved their dollar problem.

Wide differences of course prevail between the respective 
performances of the exbelligerents, neutrals, and dependencies, 
that make up the "Marshall Plan” area. All the neutrals are 
exporting to us far more in value and probably more in volume 
than before the war.6 The various dependencies likewise have 
greatly increased their sales to us. But apart from the United 
Kingdom, and also Iceland, not one of the other countries is 
currently exporting to us as much, even in value, as in 1936-
38,7 and probably not half as much in terms of volume. The 
United Kingdom, it is true, has succeeded in raising its sales 
to us to a level about 12 per cent above prewar, but even this, 
in terms of volume, represents a loss of close to 40 per cent.

The reduced exports of the exbelligerents and their extremely 
large reconstruction needs, however, are by no means solely 
responsible for the extent to which the total United States 
export balance with countries of this area has increased.8 The 
trade balances of the former neutrals have turned adverse on 
a scale quite comparable, in proportion to the size of their 
trade, to that of the exbelligerents. For although their exports 
to the United States have in most cases shown far more sub
stantial increases, their purchases in this country have increased 
so greatly, even though they do not have the same urgent 
reconstruction needs, that their favorable export performance 
has been far more than offset. In the event, however, that they 
are compelled by lack of dollars to curtail their purchases

6 The low level of imports from Turkey in the third quarter 
apparently reflects merely a temporary hiatus in the tobacco movement.

7 The irregular character of Greek exports, largely consisting of 
tobacco, makes difficult any accurate estimate of Greece’s current annual 
rate of sales to the United States.

8 United States exports to Austria, Germany, Greece, Italy, and
Turkey include appreciable— in some cases predominant— amounts of 
noncommercial shipments in various forms of private and Govern
mental aid from this country.

United States Foreign Trade with the “Marshall Plan” Area 
(Monthly basis)

M IL L IO N S  
OF D OL LA RS

N ote: “ Noncommercial”  exports comprise shipments under U N R R A  and 
private relief, under the Greek-Turkish aid and post-U N RR A  programs, and 
under lend-lease to the extent that payment is not called for.

Source: Compiled by Federal Reserve Bank of New York from U. S. Depart
ment of Commerce data.

here, they will at least be able to do so at less cost to their 
economies than can the exbelligerents.

As the summary data at the bottom of the table indicate, 
the United States export balance with the rest of the world 
and its increase over prewar levels have both been about as 
large as in the case of the "Marshall Plan” countries.9 Many 
of the other countries, however, accumulated substantial 
amounts of dollar balances and gold during the war, and hence 
have been better able to pay for a large volume of imports 
from the United States. Nevertheless such countries in a num
ber of cases have been exhausting their supplies of dollars 
and gold with such rapidity that they have been impelled to 
impose import restrictions in recent months. This situation 
is reflected to some extent in the figures for the third quarter 
of 1947.

9 This reflects in part those former belligerents and occupied areas 
in Eastern Europe and in Asia that are outside the "Marshall Plan” 
area.

EXPORT CREDIT INFORMATION ON LATIN 
AMERICAN COUNTRIES

In May 1947, this bank with the cooperation of 12 New 
York City banks inaugurated a series of reports designed to 
supplement the available information on export credit condi
tions in Latin American countries. Under this plan the 12 
banks report monthly their draft collection experience in each 
Latin American country, listing the number of collections that 
are paid promptly and the number that are paid in various 
degrees of slowness. In addition, each bank lists the dollar 
amount of collections outstanding at the end of each month 
and the dollar amount of confirmed letters of credit outs tan cl-
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Degree of Promptness in Collections Paid by Latin American 
Countries as Reported by Twelve New York City Banks 

(In per cent of number of items paid)
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ing. From these reports this bank prepares a monthly press 
release which is available upon request1.

In the first press release covering this series the hope was 
expressed that the information would be useful to all segments 
of the export community in that it would point out any trends 
that might develop in the promptness in which Latin American 
collections were paid, and that it would also permit studies 
of the growth or contraction in the volume of collections and 
confirmed letters of credit outstanding at the 12 banks. While 
it is still too early in the series to appraise fully the worth of 
these data, it is possible to observe certain trends from the 
first six months. There is definite evidence of a slowing down 
in the payment of collections in Latin America during this 
period, although in the past two months the change has been 
slight. There has also been a continuous decline in the volume 
of confirmed letters of credit outstanding at the 12 banks and 
a rise in total collections outstanding. However, in using these 
figures it must be emphasized that they are meaningful only 
when used with other available data on credit conditions in 
Latin America. The imposition of new exchange regulations 
in a number of Latin American countries has resulted in some 
cases in a slowing down of collections in those countries. As 
a result of these regulations, the speed of collection has become 
more closely allied to the degree of essentiality of the goods 
shipped and the ease with which foreign exchange licenses 
may be obtained. Therefore in using these data it is necessary 
to bear in mind, among other factors, the exchange regulations 
in particular countries as they affect particular merchandise,

1 The July issue of the Monthly Review explained the nature and 
purpose of this series.

■  ■  ■

I IS 
■ I I

the dollars available in the country, and other pertinent data 
relating to the general economic condition of the country.

The general slowing down in the payment of collections in 
Latin America— at least in those items handled by the 12 
reporting banks which comprise a large share of Latin Ameri
can business transacted in New York City— is reflected in the 
accompanying chart. The chart shows the percentage of total 
Latin American collections paid promptly during each of the 
six months under study, and the percentage of items that were 
30, 60, 90, and over 90 days slow. It indicates that the per
centage of collections paid promptly for Latin America as a 
whole declined from 65.7 per cent during May to 55.4 per 
cent during October. However, the rate of decline has slowed 
down and between August and October the proportion of 
prompt collections declined less than one percentage point. 
Collections paid 60 days slow accounted for 7.6 per cent of 
the total in May, compared with 10.6 per cent in October; 
items 90 days slow rose from 3.4 per cent to 6.1 per cent; 
and those over 90 days slow increased from 3.4 per cent in 
May to 7.9 per cent of all collections paid in October.

Promptness has varied considerably from one country to 
another, as may be seen in Table I. In Brazil and Colombia, 
there has been a substantial decline in the proportion of prompt 
payments. Collections in Brazil declined from 61 per cent 
prompt in May to 33 per cent in October, while during 
the same period prompt collections in Colombia declined 
from 65 per cent to 40 per cent. The number of collections 
paid in Brazil during October reached the lowest level since 
May. Brazil, however, presents a special case owing to the 
introduction of new exchange regulations in June of this year. 
An immediate slowdown of collections appears to have resulted, 
which will continue to be reflected in the figures until the back
log has been liquidated. From the data reported by the banks

Table I
Number of Collections Paid Promptly in Percentage of Total Number of 

Collections Paid by Individual Countries, May to October 1947 
(According to the schedule of promptness for each country)

Country
Prompt

payment May June July Aug. Sept. Oct.
2 months 44.7 41.8 40.6 35.0 43.7 33.3
2 months 50.0 73.3 55.9 61.0 41.6 55.7
6 weeks 61.0 60.5 47.5 38.3 38.1 33.2

Chile................................ 2 months 48.6 53.3 51.5 48.6 43.2 46.4
7 weeks 64.8 53.1 55.7 39.6 44.0 40.0
2 months 27.4 46.6 32.8 48.2 25.5 23.3
3 weeks 86.5 79.5 79.9 83.7 77.9 79.0

Dominican Republic. . . 1 month 76.8 65.6 76.5 82.8 78.7 70.8
6 weeks 60.6 51.7 55.6 44.3 43.6 47.8
6 weeks 73.0 61.7 78.0 73.6 67.3 60.9
1 month 81.5 76.0 65.6 70.8 76.8 75.7
1 month 58.8 57.6 56.5 57.3 56.0 58.3
1 month 74.3 71.8 70.2 69.9 73.1 69.2
6 weeks 79.0 73.5 74.0 63.3 77.9 79.8
1 month 86.5 80.8 85.4 73.4 83.1 86.3
2 months 39.3 58.4 81.3 54.7 28.2 31.3

Peru................................ 2 months 59.5 58.7 60.6 51.3 55.7 67.2
1 month 53.4 68.7 61.4 48.3 47.0 60.2
2 months 49.4 43.4 48.1 50.3 53.1 44.4
6 weeks 66.5 65.6 61.2 64.9 59.0 61.5

British Guiana.............. 6 weeks 69.2 74.0 58.0 56.6 64.9 61.5
Dutch Guiana............... 5 weeks 57.8 58.5 39.8 39.1 49.4 67.3
French Guiana.............. 5 weeks — — — 100.0 — 50.0

All countries......... — 65.7 6 3 .Or 60.6 56.1 55.8 55.4

r Revised.
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Table II
Collections Outstanding and Confirmed Letters of Credit Outstanding as Reported 

by Twelve New York City Banks, May to October 1947 
(End-of-month data in thousands of dollars)

Country
Collections outstanding Confirmed letters of credit outstanding

May June July August September October May June July August September October

Argentina........................................ 11,880 12,456 12,682 13,332 13,739 13,164 154,083 143,705 144,615 136,979 137,022 138,688
Bolivia............................................. 1,722 1,763 1,669 1,573 1,786 1,925 5,323 4,659 5,687 5,159 6,483 6,091
Brazil............................................... 44,927 46,900 52,473 49,791 47,437 50,460 39,302 38,033 31,630 32,488 32,318 31,390
Chile................................................ 5,509 6,027 6,677 7,292 7,161 8,607 11,823 11,479 10,771 9,010 6,685 5,863
Colombia.......................................... 8,104 8,879 7,755 7,913 7,223 6,300 22,284 18,031 16,991 16,034 16,817 15,453
Costa Rica....................................... 2,176 2,410 2,284 2,378 2,220 2,412 343 311 550 528 419 468
Cuba................................................ 4,791 4,793 5,014 4,759 5,073 5,319 12,003 11,688 ll,612r 9,004 14,598 15,674
Dominican Republic........................ 250 247 283 322 269 367 345 643 440 489 873 474
Ecuador........................................... 1,779 1,921 1,776 1,584 1,598 1,554 3,871 3,190 2,716 3,493 2,365 2,511
Guatemala....................................... 282 373 625 645 633 686 592 625 660 527 475 610
Haiti................................................ 138 56 83 228 255 539 259 115 155 272 154 139
Honduras......................................... 432 493 623 497 521 492 535 508 423 431 410 439
Mexico............................................. 4,957 4,985 5,383 4,926 5,126 4,835 31,288 28,618 28,414 34,441 33,964 34,201
Nicaragua........................................ 236 197 236 319 297 237 359 235 112 78 75 47
Panama............................................ 1,209 1,289 1,504 1,321 1,312 1,361 3,788 3,040 3,203 2,825 3,060 2,889
Paraguay......................................... 372 408 413 447 397 307 1,381 1,770 1,974 1,910 1,322 1,611
Peru................................................. 4,121 3,582 3,298 3,663 3,958 4,127 1,798 1,870 2,245 3,188 3,237 2,044
Salvador.......................................... 236 248 425 581 580 556 1,389 1,560 1,825 1,638 1,701 1,913
Uruguay.......................................... 649 1,117 1,694 2,741 3,001 1,906 12,339 10,656 9,707 8,447 4,983 5,465
Venezuela........................................ 6,024 6,480 7,316 7,150 7,053 7,338 23,379 26,026 22,123 23,673 22,154 18,245
British Guiana................................. 96 74 96 174 156 117 — — — —

Dutch Guiana.................................. 201 212 r 196 259 194 173 472 429r 336 298 181 112
French Guiana................................. 5 5 2 11 6 5 — — — _

All countries......................... 100,096 104,915r 112,537 111,906 109,995 112,787 326,956 307,191r 296,189r 290,912 289,296 284,327

r Revised.

it cannot be determined whether current collections in Brazil 
are being liquidated more rapidly than those of several months 
ago. However, it is believed that the payment of collections 
is apt to be more prompt on merchandise which is considered 
essential under the Brazilian regulations and on which 
exchange licenses can be readily obtained. Costa Rica through
out the entire six months showed the largest percentage of 
payments over 90 days slow. In October, more than half the 
collections paid through the reporting banks by Costa Rica 
were over 90 days slow. During the entire six months under 
review Cuba, Dominican Republic, Haiti, Mexico, Nicaragua, 
and Panama led in paying promptly, ranging from about 63 
per cent prompt to nearly 87 per cent prompt.

Table II lists, by countries, the total collections and confirmed 
letters of credit outstanding at the 12 banks at the end of each 
month from May through October. It shows that total Latin 
American collections outstanding at these banks increased 
from 100.1 million dollars in May to 112.8 million dollars 
at the end of October. Outstanding collections on exports to 
Brazil rose more than 5V2 million dollars during this six 
months’ period and accounted for the largest part of the over
all increase; Chile increased more than 3 million dollars in 
outstanding collections while Argentina, Uruguay, and Vene
zuela showed rises of over 1 million dollars. These increases 
in collections outstanding reflect, in part, the growth in the 
amount of unpaid and overdue collections. The increases are 
even more significant when it is recalled that the decline in 
exports to Latin America in recent months, according to 
United States Department of Commerce figures, should have 
produced a shrinkage in collections outstanding if promptness 
had been well maintained.

Confirmed letters of credit outstanding (Table II) at the 
12 banks declined rather substantially during the past six 
months from a total of 327.0 million dollars outstanding at 
the end of May to 284.3 million dollars at the end of October. 
The largest declines occurred in Argentina, Brazil, Chile, 
Colombia, Uruguay, and Venezuela. Offsetting this decline 
somewhat was an increase of about 3 million dollars in the 
credits outstanding for Cuba and Mexico. The decline in letters 
of credit has been the result, partly of the over-all reduction 
in exchange availabilities, and partly also of the greater selec
tivity in the allocation of exchange for different categories of 
imports. This is particularly applicable to those countries 
having the largest declines in outstanding credits. In addition, 
because of the uncertain economic conditions in some countries 
it may have become more difficult to establish letters of credit.

From May through July there was an increase of 4 per cent 
in the number of Latin American collections paid through 
the 12 banks (the number of collections is not published with 
the monthly reports). However, since July the number of 
collections paid has been lower in each succeeding month and 
the total for October was some 24 per cent lower than in 
May. A reduction in the number of collections paid in Brazil 
accounted for nearly half of this decline.

DEPARTMENT STORE TRADE
During November, department store sales in the Second 

Federal Reserve District rose sharply and on a seasonally 
adjusted daily average basis were some 13 per cent above 
October’s sales, reversing consecutive declines for the three 
previous months. It is estimated from preliminary returns 
that daily average sales were close to 10 per cent above Novem-
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Changes in Sales, Stocks, and Ratios of Stocks to Sales by Selected 
Departments at Second District Department Stores

Department

Percentage 
change in 

sales, Feb.- 
Oct. 1946 
to Feb.- 

Oct. 1947

Total store#....................................

M a in  store#.....................................
Major household appliances . .
Sheets and pillow cases...........
Domestic floor coverings. . . . .  
Radios and other musical instr.
Men’s clothing...........................
Furniture....................................
China, glassware.......................
Luggage......................................
Housewares ..............................
Men’s furnishings.....................
Lingerie.......................................
W omen’s and children’s shoes .
Blankets, spreads......................
Millinery.....................................
Juniors’ and girls’ wear...........
Blouses,skirts,sportswear.. .  .
Silverware...................................
Toys, games...............................
Boys’ clothing, furnishings. . .
Men’s and boys’ shoes.............
Dresses........................................
Yard goods.................................
Aprons, housedresses...............
Hosiery........................................
Pictures, mirrors.......................
Women’s coats, suits...............
Jewelry........................................
Oriental rugs..............................
Wines, liquors............................

Basement store# ..............................
Men’s, boys’ wear.....................
Shoes............................................
Blankets, linens, sheets...........
Homefurnishings.......................
W omen’s wear...........................

Percentage 
change in 

stocks, Oct 
31, 1946 to 

Oct. 31, 
1947

+
+  7  
+  103

+  14 
+  8 
+  5 
+  5 
+  5 
+  5 
+  3 
+ 2 
+ 2 
+  2 
+  1 0 

0
— 1 
— 1 
— 1 
— 2 
— 2
—  4
— 6
—  17
—  18 
4-  22 
+  49 
+  38 
+  31 + 22 
+  13

+  18

+  19  
+250 
+201  
+  73 
+  96 
+129 
+  10 
+  53 
+  28 
+ 10 
+  25 
+  47 
+  50 
+  49 
+  7

18
6

40
10
74
23
36
1

46
9

+— 20
—  19 
+ 2 
+  11 
+  38 
+  35 
+ 22
—  7 
+ 4

Ratio of October 
stocks to sales*

1935-39 1946 1947

2.7

n.a.
3 .0  
3 .9
3 .0  
1.6
3 .8
2 .4
5 '75.5 
2.4
3 .9
3.3
4 .6
2.7 
0.6
1.7
1.8
4 .7
5.1
3.1
4.9
1.1 
2.6 2.1  
2.1
3 .3
1.3
4 .8  
0 .9  
3 .6  
n.a. 
n.a. 
n.a. 
n.a. 
n.a. 
n.a.

2 .9

3 .0  
0.9  
1.6
2.7
2 .5
1.7 
5 .3
5.2
4.7
4 .8
3 .3
2.1
2.6
2.3 
0 .9  
2.6
3.1
3 .4
5.0
3.9
2.7
1.4
2 .5
2.6
1.2
6.0
1.5
4 .6  
0 .7

10.2
2.6  
2.6
3 .2
2.8 
4 .0
2 .3

2.6

2 .7  
2.1
3.4
1.7
3.4  
3.1
2.4
4.5
4.0
2.8
3.9
3.0
3.5
2.9 
0.9
2.1 
2.0
3.1
4.9
4 .2
6.21.6 
2.8
2.3
1.4
3.8
1.5
4.0  
0 .5
8.6
2.1 
2.4
3.1
2.1 
1.7
1.9

* Number of months’ supply at the October rate of sales.
# Based on sales and stocks data of Second District stores reporting by depart

mental classifications; includes departments other than those shown separately.
n.a. Not available.

ber last year. This year-to-year improvement is noteworthy, 
for sales during November last year were stimulated by the 
end of the trucking and delivery strikes in New York City and 
Newark. This banks seasonally adjusted index of department 
store sales for November is expected to be within a few points 
of the years high reached in July when the index stood at 
255 per cent of 1935-39 average sales.

The major factor in the increase in department stores sales 
this November was probably the development of very season
able shopping weather during a large part of the month, fol
lowing an unusually lengthy warm spell early this fall. The 
improvement from October was general, and trade sources 
indicate that a good showing was made in women’s wear 
departments, particularly coats. As indicated below, womens 
wear departments had made below average gains through 
October of this year. Homefurnishings departments also made 
substantial gains over October. The gain in men’s wear depart
ments— where sales have been particularly good this year—  
seems to have been modest during November.

Sa les  T rends in  M a j o r  D e p a r t m e n t s

The demand for homefurnishings and the generally greater 
availability of such merchandise have been the dominant influ
ences in the expansion of department store sales so far this

year. During the first nine months of the current department 
store fiscal year (February through October), store-wide sales 
volume in dollar terms in the Second Federal Reserve District 
was 8 per cent larger than for the same nine months of 1946. 
Homefurnishings departments accounted for almost three fifths 
of this year-to-year total dollar gain; departments specializing 
in women’s wear, on the other hand, which include a much 
larger proportion of store volume than homefurnishings depart
ments, contributed only about one fifth of the increase.

Increased sales of homefurnishings have been largely con
centrated in furniture, domestic floor coverings, radios, and 
major household appliances. There is still a deferred replace
ment demand for such goods, and the completion of new 
dwelling units, most of which give rise directly or indirectly 
to purchases of new furnishings, has become of increasing 
importance. A sustained demand for these items is expected 
for some time to come, particularly now that stores are tend
ing to relax their instalment terms. It is reported, however, 
that there is growing resistance to the high priced models of 
such items as stoves, and a concentration of demand on the 
medium and lower priced lines. With the exception of oriental 
rugs— a high priced luxury item— the picture and mirror 
department has been the only one in the homefurnishings 
group to show a decline from a year ago during the period 
under review.

Durable consumers’ goods are probably the principal class 
of merchandise where increased dollar volume of sales has 
outstripped price rises, i.e., where physical volume may actually 
have increased. The more modest sales increases in other 
lines apparently have been largely or more than offset by ris
ing prices, indicating in some cases a decline in unit sales 
volume.

Percentage Increases in Department Store S 
Departmental Groups,* Feb.-Oct. 1946 to Fe

es by Major 
-Oct. 1947

TOTAL
STORE

WOMEN’S & 
MISSES’ WEAR

MEN’ S & BOVS’  
WEAR

HOME
FURNISHINGS

+ 20

* Main store and basement com bined; total store figures include departmental 
groups other than those shown separately.
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The gain in sales of almost 4 per cent made by women’s 
wear departments, shown in the accompanying chart, can be 
credited largely to increased basement store sales. All lines 
of women’s wear have shown increases in basement store sales, 
while in the main store sales declined 4 per cent in the women’s 
coat and suit department during the period under review, and
1 per cent in the dress department. The relatively small gain 
in sales of women's wear follows several years of large volume, 
and the new styles do not thus far appear to have stimulated 
sales greatly. However, autumn this year was unseasonably 
warm until November and this undoubtedly retarded fully 
effective promotion of the changed styles.

As shown in the accompanying chart, sales of men’s wear 
stand in sharp contrast to sales of women’s wear. As in the 
case of women’s wear, the gain for men’s wear so far this fiscal 
year has been more considerable in the lower priced basement 
departments; yet, on a store-wide basis, sales of men’s clothing 
and furnishings increased by 14 per cent, considerably more 
than the average for all departments. Sales in these depart
ments during 1947 have exceeded last year in every month

Departm ent and Apparel Store Sales and S tocks, Second Federal Reserve 
D istrict, Percentage Change from  the Preceding Year

Locality
Net sales

Stocks on 
hand 

Oct. 31, 1947October 1947
Jan .through 
October 1947

Department stores, Second District----- + 24 +10 +17

New York C ity...................................... +36 +11 +27
Northern New Jersey........................... +25 +  8 —  3

Newark................................................. +30 +  6 —  5
Westchester County.............................. —  2 +  9 +  9
Fairfield County.................................... +  9 +  7 +13

Bridgeport........................................... +  7 +  7 +11
Lower Hudson River Valley............... +  6 +11 +11

Poughkeepsie...................................... +  6 +  8 +  9
Upper Hudson River Valley............... +  4 +  8 +  3

Albany.................................................. +  4 b 8 +  3
Schenectady........................................ +  1 - 6 —  2

Central New York State..................... —  4 - 7 +  3
Mohawk River Valley...................... +  4 - 9 +10

Utica................................................. +  3 - 9 +  8
Syracuse............................................... —  7 - 6 —  1

Northern New York State.................. +  9 -19 —
Southern New York State................... +  1 - 9 +  7

Binghamton........................................ +  2 - 5 +  1
Elmira.................................................. —  1 - 7 + 20

Western New York State.................... +  9 b 8 +13
Buffalo.................................................. + 13 - 9 +20
Niagara Falls...................................... +  9 - 7 +  4
Rochester............................................. +  4 b 8 +  2

Apparel stores (chiefly New York C ity ). —  3 —  5 —  6

Indexes o f Departm ent Store Sales and Stocks 
Second Federal Reserve D istrict 
(1935-39  a vera g e= 1 0 0  per cen t)

Item
1946 1947

October August Sept. October

Sales (average daily), unadjusted................. 203r 179 244 253
Sales (average daily), seasonally adjusted.. 179 246 234 223

Stocks, unadjusted............................................ 217 215 227 253
Stocks, seasonally adjusted............................. 192 206 210 224

r Revised.

except August. Supplies were tight in the case of men’s wear 
during 1946 and a large backlog of demand for replenishment 
of depleted wardrobes was carried over into 1947.

Elsewhere in the store, the most substantial improvements 
in sales were made in two groups of departments: domestics 
(blankets, linens, sheetings, and like merchandise)— items 
closely related to the sort of merchandise department stores 
otherwise classify as homefurnishings— and cameras and lug
gage.

Not many departments other than the women’s wear depart
ments already mentioned showed sales declines during the 
period under review. Sales of oriental rugs declined 17 per 
cent from last year, contrary to the strong upward movement 
of homefurnishings generally. Trade sources acknowledge that 
high prices have been the main cause, particularly in view of 
the lower prices of domestically manufactured floor coverings.

The most substantial departmental decline in sales (18 
per cent) has been in wines and liquors. Sales of the jewelry 
department declined 6 per cent from a year ago, and sporting 
goods sales were down 5 per cent.

Indexes of Business

Index
1946 1947

October August Sept. October

Industrial production*, 1935-39 =  100.........
(jBoard of Governors, Federal Reserve 
System)

182r 182 186 189p

Electric power output*, 1935-39 =  100........
(Federal Reserve Bank of New York)

206 229 238 228p

Ton-miles of railway freight*, 1935-39 =  100 
(Federal Reserve Bank of New York)

194 210 203p

Sales of all retail stores*, 1935-39 =  100........
CDepartment of Commerce)

Factory employment

260 275r 290 291p

United States, 1939 =  100...........................
(Bureau of Labor Statistics)

150 154 157 157p

New York State, 1935-39 =  100................
(New York State Department of Labor) 

Factory payrolls

130 127 130 132p

United States, 1939 =  100..........................
(Bureau of Labor Statistics)

293 324 S37p

New York State, 1935-39 =  100................
(New York State Department of Labor)

267 275 288 297p

Personal income*, 1935-39 =  100..................
(Department of Commerce)

Composite index of wages and salaries*}*

268 284 307p

(Federal Reserve Bank of New York)
165 177 179p

Consumers’ prices, 1935-39 =  100................
(Bureau of Labor Statistics)

Velocity of demand deposits*#, 1935-39 =  100 
(Federal Reserve Bank of New York)

149r 160 164p

New York C ity.............................................. 86 88 88 94
Outside New York C ity .............................. 79 86 86 88

* Adjusted for seasonal variation. p Preliminary. r Revised.
J A monthly release showing the 15 component indexes of hourly and weekly 

earnings computed by this bank will be sent upon request. Tabulations of the 
monthly indexes, 1938 to date, together with information on component series, 
sources, and weights, and reprints of articles describing the indexes may also be 
procured from the Research Department, Domestic Research Division.

# These are new series for the period 1935 to date based on “ annual rate of turn
over of demand deposits except interbank and Government”  published by the 
Board of Governors. These rates have been adjusted for seasonal variation and 
placed on a 1935-39 base by this bank. Tabulations of monthly data, both ad
justed and unadjusted, are available on request from the Research Department, 
Financial Statistics Division. The series formerly published was discontinued 
because of the revision in the weekly reporting member bank series.
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National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, November 27, 1947)

I NDUSTRIAL output increased further in October. Department store sales continued in large 
volume in October and the first half of November. The general level of wholesale commodity 

prices advanced slightly further.

Industrial  Production

Production of manufactures and minerals continued to rise in October, and the Board’s 
seasonally adjusted index of industrial production reached a level of 189 per cent of the 1935-39 
average. This was the same as the rate prevailing during the first quarter of the year and 4 per 
cent above the third quarter average.

Output of durable goods increased further in October to about the level that prevailed 
in the early months of this year, owing mainly to larger output of iron and steel. Operations 
at steel mills were at 97.6 per cent of capacity, the highest rate since the end of the war, and 
this rate has been sustained in November. Activity in most branches of the machinery and 
transportation equipment industries increased somewhat further in October.

Production of nondurable goods showed a slight advance in October to a level of 173 per 
cent of the 1935-39 average, as compared with a rate of 176 at the beginning of the year. The 
rise in October reflected mainly increases in activity at cotton mills and in the printing and 
publishing industry. Cotton consumption in October was 10 per cent above the reduced rate 
prevailing during the third quarter but 10 per cent below the rate in October 1946. Newsprint 
consumption contained to expand and was 16 per cent larger than a year ago.

Minerals output advanced somewhat in October, owing to further gains in fuel production 
and was about 5 per cent above the level at the beginning of the year. Most of the rise this 
year has been due to a 10 per cent increase in crude petroleum output.

136 FEDERAL RESERVE BANK OF NEW YORK

Em p l o y m e n t

Nonagricultural employment continued to increase in October, owing mainly to the usual 
large pre-Christmas rise in wholesale and retail trade. In manufacturing, a seasonal reduction 
of nearly 150,000 workers in the canning industry largely offset further gains in most other lines.

Co n stru ctio n

Value of construction contract awards, according to the F. W. Dodge Corporation, rose 
sharply in October following a decline in September and was only slightly below the August 
peak. Awards for residential building and utility construction showed the largest increase. The 
Department of Labor estimated that work was begun on 92,000 dwelling units in October, the 
same number as in September, and 82,000 units were completed as compared with 77,000 in 
September.

D istribution

Department store sales, according to the Board’s seasonally adjusted index, were 278 per cent 
of the 1935-39 average in October as compared with 290 in September and an average of 280 
during the first three quarters of the year. In the first half of November sales showed more 
than the usual seasonal increase and were 11 per cent larger than in the corresponding period 
of 1946.

Co m m o d ity  Prices

The general level of wholesale commodity prices increased slightly further in October and 
the early part of November, reflecting advances in industrial commodities. Average price levels 
for farm products and foods were unchanged, as increases in cotton, cereal products, and fats 
and oils were offset by declines in prices of livestock products from the advanced levels reached 
in September.

Retail prices, according to the consumers’ price index, advanced 2 per cent in September, 
reflecting a rise of 4 per cent in foods, 2 per cent in rents, and an average increase of 1 per cent 
in prices of other items. In October retail prices of foods apparently declined somewhat while 
prices of various other items continued to advance.

Ba n k  Credit

Rapid expansion in commercial and industrial loans continued at banks in leading cities 
during October and the first half of November. Real estate and consumer loans also increased 
further.

Transfer of funds by the Treasury from War Loan balances at commercial banks to Treasury 
accounts at Reserve Banks, together with Treasury retirement for cash of Government securities 
held by Reserve Banks, resulted in a drain on member bank reserves in late October and again 
in mid-November. Banks obtained reserves to meet this drain largely through further gold 
inflows and by selling Government securities to the Reserve Banks.

Interest Rates a n d  Bo n d  Y ields

Prices of Treasury bonds declined considerably in October and November, following an 
earlier decline in corporate bond prices. The yield on the longest 2Vi per cent issue rose to 
2.44 per cent, compared with a low point for this year of 2.28. Average rates on Treasury 
bills have risen gradually since last summer to .94 per cent in November. A new 13-month
1 Vs per cent Treasury note has been offered in exchange for the %  per cent certificates matur
ing December 1.

INDUSTRIAL PRODUCTION

Federal Reserve indexes. Monthly figures; 
latest shown are for October.

CONSTRUCTION CONTRACTS AWARDED

F. W . Dodge Corporation data for 37 Eastern States. 
Nonresidential includes awards for buildings and 

public works and utilities. Monthly figures; 
latest shown for total and residential 

contracts are for October; latest 
for nonresidential private and 

public contracts are for 
September.

DEPARTMENT STORE SALES AND STOCKS

Federal Reserve indexes. Monthly figures; latest 
figure shown for sales is October, latest 

for stocks is September.

LOANS AT MEMBER BANKS IN LEADING CITIES

Excludes loans to banks. Wednesday figures; 
latest shown are for November 12 .

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

December 1947



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  OF N E W  Y O R K

V olu m e 30 J A N U A R Y  1 9 4 8 No. 1

MONEY MARKET IN DECEMBER

An increase in rhe possible alternative uses of funds by 
nonbank investors, pressure on the reserve position of the 
commercial banks, and uncertainty about the future course 
of interest rates, led to a change in the character of the Govern
ment bond market (and of other security markets) during 
October which was accentuated in November, and continued 
in December. Whereas during the earlier months of the year 
the pressure of buying tended to advance prices, and almost
1.8 billion dollars of Government bonds were sold to the 
market from Treasury investment accounts, in addition to 
about 900 million dollars of a special offering of long term 
bonds which was made available primarily to investing insti
tutions, there now appeared an excess of selling orders which 
moved prices downward. The likelihood of a continued heavy 
demand upon the savings institutions of the country, by business 
and mortgage borrowers, gave support to this trend. At the 
same time both the power of the commercial banks to help 
meet this demand, and the desirability of their doing so, were 
brought into question by the emphasis on the inflationary 
problem in the President’s message to the advanced session 
of Congress. Subsequent discussion of possible anti-inflationary 
measures in the field of credit policy and debt management 
gave the market reason to believe that the large Treasury 
surplus in prospect during the first months of 1948 would 
be used in considerable part to retire Government obligations 
held by the Federal Reserve Banks, and that commercial banks 
would be under continuing pressure to sell Government securi
ties (or to sell other securities or reduce loans) in order to 
maintain their reserve positions. The Federal Reserve Banks 
began, in the week ended November 19, to give such support 
to the Government security market as was required to main
tain orderly markets in medium and longer term Treasury 
bonds at about the price levels then prevailing. Reserve Bank 
purchases were supplemented by purchases for Treasury invest
ment accounts.

With the prospect of continued need for Reserve Bank 
purchases of Government securities— a need which had to 
be compromised with restraint on further expansion of bank 
credit— and in the light of the fact that maintenance of 
premium prices (rather substantial premiums for some issues) 
appeared to be encouraging profit-taking sales by some

investors, a reconsideration of the prices at which Treasury 
bonds would be purchased by the Federal Reserve Banks was 
required. On December 24, after the completion of the 
Treasury's current refunding operations, the support levels 
were lowered— in most cases to prices slightly above par for 
medium and long term, fully taxable Treasury bonds. The 
fixing of premiums for special features of particular issues, 
such as partially tax-exempt issues, was left for determination 
by the market. At the same time, the market was given clearly 
to understand that the abrupt change in prices did not repre
sent a step in a retreat from a policy of supporting the Treasury 
bond market, but had been decided upon in lieu of a gradual 
recession in support prices over an extended period. By 
word and action it was also made clear that, whereas previ
ously the Reserve System had been a reluctant buyer, it would 
now buy Treasury bonds aggressively, at the new price levels, 
in such amounts as might be necessary to clear the market.

The abrupt reduction in support prices came as a surprise 
to the market and a period followed in which the selling of 
Treasury bonds by banks and other investors increased con
siderably, partly as a consequence of confusion as to the 
purpose of the action and its future implications. In the period 
from December 26 to 30, inclusive, Reserve Bank holdings 
of Treasury bonds increased by 970 million dollars (reflecting 
deliveries of securities purchased on December 24 through 29). 
These large purchases made it evident that the Reserve 
System was prepared to buy Treasury bonds freely at the new 
prices. At the same time the amount of securities offered to 
the System in this period was not so large as had been rumored 
in the market, and it was noted that the increase in Reserve 
Bank holdings was not directly comparable with the increases 
in preceding weeks, as purchases for Treasury investment 
accounts were suspended during this latest week. In the last 
few days of the month the volume of Treasury bonds offered 
for sale in the market declined and more transactions were 
cleared by the market without recourse to the Federal Reserve 
Banks. In addition to selling induced by market uncertainty 
and anticipation of future needs for funds, there were also 
substantial sales by commercial banks— reflecting, at least in 
part, the taking of losses to offset profits taken earlier in the 
year, in order to reduce income tax liabilities. Sales by other
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large institutional investors appeared to be smaller in the 
closing days of December than before the lowering of support 
prices.

It is important, under present circumstances, of course, that 
over a period these Reserve Bank purchases of Treasury 
bonds be offset by the sale or redemption of other Govern
ment securities so that reserve funds may not be put into the 
market unnecessarily. During the first five weeks of the 
Systems market stabilizing operations in medium and long 
term Treasury bonds, from November 12 to December 17, 
purchases of bonds were more than offset by sales and redemp
tions of short term issues, so that the System’s total holdings 
showed a net reduction of about 400 million dollars. In the 
week before Christmas, however, bond purchases by the 
Reserve Banks were only partly offset by sales of short term 
securities, as there was a heavy drain on bank reserves, caused 
by corporation tax payments and the final heavy demands for 
currency for the holiday trade. Again in the last week of 
December, sales of Treasury bills and certificates were consid
erably short of the large purchases of bonds, and member 
banks accumulated substantial amounts of additional reserves. 
The increase in bank reserves may prove to be temporary, 
however, as the Treasury issued a call for the payment by 
depositary banks of about 500 million dollars from their 
War Loan accounts on January 2, the greater part of which 
will be used to redeem 400 million dollars of the certificate 
of indebtedness maturing on that date, held by Federal Reserve 
Banks. Furthermore, it appears likely that considerable amounts 
of the latest issue of Treasury bills will be absorbed by the 
banks, resulting in a corresponding reduction in Reserve Bank 
holdings and in the excess reserves of member banks.

The effects of recent purchases of Treasury bonds and of 
earlier transactions in other types of Treasury securities on 
Federal Reserve holdings of Government securities, classified

Federal Reserve System Holdings of Government 
Securities by Maturity, 1947*

by maturity, are shown in the accompanying chart by weeks 
from the beginning of July 1947 through December 24. As 
illustrated in the chart, Federal Reserve holdings of Treasury 
obligations maturing within six months have declined since 
early in July, and those maturing in over six months to a 
year have increased, as a result of commercial bank shifts 
from the longer term certificates and notes into shorter term 
certificates, redemptions of maturing securities (chiefly Treas
ury bills and certificates), and sales of bills and short certifi
cates indirectly to nonbank investors as well as banks having 
available funds for temporary investment. This tendency is 
obscured somewhat by shifts of securities from one maturity 
group to another caused by the passage of time. For example, 
a large certificate issue entered the "within six months’’ cate
gory early in August, causing a sharp rise in Federal Reserve 
holdings of the shortest maturity group during the week ended 
August 6, while holdings of securities maturing in over six 
months to one year showed a corresponding reduction.

The line for securities with final maturities extending beyond 
five years began to rise toward the middle of November, and 
Federal Reserve Bank holdings of such issues increased 600 
million dollars between November 12 and December 17. 
Purchases of longer term Treasury securities were more than 
offset by sales of the shortest term Treasury securities outstand
ing and by redemptions of maturing issues, however, so that 
Federal Reserve holdings of the latter fell about 1 billion dol
lars. In this period the decline in the total Federal Reserve 
portfolio was about 400 million dollars. In the last two weeks 
of the year, however, the volume of Federal Reserve acquisi
tions of Treasury bonds maturing in over five years exceeded 
sales of shortest-dated issues by about 900 million dollars. 
Treasury purchases of longer term Government bonds were 
also substantial in November and in the first three weeks of 
December, but such purchases in effect represented the return 
of tax and other Treasury receipts to the market and could not 
be considered as adding to the money supply.

M em ber  Ba n k  R eserve Po sit io n s

In the three statement weeks ended December 17, net Treas
ury disbursements were substantial. Disbursements included 
the usual large payments of interest on the public debt around 
the middle of the month, which amounted to approximately 
700 million dollars, and were further enlarged by substantial 
cash redemptions of certificates of indebtedness maturing 
December 1 and smaller redemptions of bonds maturing 
December 15, and by the payment of 100 million dollars to 
Great Britain following the unfreezing of the remaining 400 
millon dollars of the United States credit to that country. 
Despite the fact that a very substantial proportion of these 
disbursements were financed through withdrawals of more than
1.2 billion dollars from War Loan accounts with depositary 
banks, and that a large part of the funds disbursed for the 
redemption of securities went to the Federal Reserve Banks, 
and thus did not reach the commercial banks, the net effect 
of Treasury operations in this period was to provide member 
banks with additional reserves. Treasury deposits with the
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Reserve Banks fell from 1.3 billion dollars on November 26 
to 600 million on December 17.

Continued increase in the monetary gold stock and a sharp 
expansion of Federal Reserve float, particularly around the 
middle of the month, reflecting the extraordinarily heavy vol
ume of checks presented for collection and the slowness of the 
mails during the holiday season, also provided the banks with 
additional reserve funds. These funds, together with those 
obtained through Treasury operations, were more than suffi
cient to meet seasonal currency demands and a large rise in 
reserve requirements resulting from deposit growth related to 
a further increase in bank loans and to the sale by nonbank 
investors of Government bonds. Thus, the banks were able to 
retire a substantial amount of Federal Reserve credit, reducing 
their borrowings by about 200 million dollars and purchasing 
a large volume of Treasury bills (either directly from the Treas
ury, thus reducing allotments of new bill issues to the Reserve 
Banks, or indirectly from the System through the open market), 
and at the same time to increase their excess reserves by 200 
million dollars.

In the week just before Christmas, pressure on member 
bank reserves was renewed as Treasury balances with the 
Reserve Banks rose substantially as a result of tax receipts, 
pre-Christmas demands for currency reached a peak, and Fed
eral Reserve float was reduced. Bank needs for reserve funds 
were substantial and were met largely by a decrease of about 
130 million dollars in excess reserves, by an increase of 115 
million in member bank borrowing from the Federal Reserve 
Banks, and by receipt of the proceeds of net purchases of Gov
ernment securities by the Federal Reserve System.

In the last week of the month, the pressure on reserves was 
eased by the substantial postholiday return of currency from 
circulation, a moderate net excess of Treasury expenditures, 
and the substantial purchases of securities by the Federal 
Reserve System. Member banks used a considerable part of 
their gains of funds to reduce their borrowings from the Fed
eral Reserve Banks so as to show a minimum of indebtedness 
on their year-end published statements, and to purchase short 
term Treasury securities in the open market, most of which 
were supplied by the Federal Reserve System. Excess reserves 
nevertheless were temporarily increased by a substantial 
amount.

THE SECURITY MARKETS
During the last quarter of 1947 prices of stocks continued 

their indecisive course, and for the year as a whole they showed 
virtually no change. Public interest in stocks was at a low ebb, 
and the volume of trading fell more than a third from the total 
for 1946.

Although stock prices moved in a narrow range during the 
past year, variations among different industry groups were 
wide. The most conspicuous gains occurred in the prices of coal 
mining shares, which advanced to a new postwar high point in 
November, when prices of most other stocks were considerably 
below their 1946 peaks. Coal mining shares ended the year 
about two-fifths higher in value than at the end of 1946. Among

the other groups, stocks of companies in the farm machinery, 
cotton, rayon and silk, fertilizer, carbonated beverage, automo
bile, shipping, leather, and petroleum industries made the 
largest relative gains in prices. Rising stock values reflected 
expanding or continued high level demand or sharply higher 
prices for the products of the respective industries. The largest 
proportionate losses occurred in the motion picture, drugs and 
cosmetics, distillery, air transportation, mining and smelting, 
rubber tires, printing and publishing, metal fabricating, and 
public utility groups. Declining prices reflected reduced prod
uct demand (distillery, motion picture, and drugs and cosmetics 
industries), relatively fixed selling prices and higher costs (air 
transportation and public utility companies), and other factors.

Preferred stock issues were particularly weak during the last 
quarter of 1947. Standard and Poors index of high grade 
preferred stocks fell from 188 toward the close of September 
to about 173 toward the middle of November, and fluctuated 
irregularly in subsequent weeks. Common stock prices, on the 
other hand, were virtually unchanged in the same period, as 
shown in the accompanying chart.

The weakness in high grade preferred stocks in 1947 re
flected the firming of interest rates and high grade bond yields. 
In the case of noncallable preferred issues, prices had risen 
sharply during the period of falling interest rates, since there 
was no ultimate call or maturity price or date to restrain the 
advance. When interest rates rose, therefore, prices of these 
issues declined relatively rapidly. The high grade callable 
issues, on the other hand, had tended to rise to and fluctuate 
about their call prices during the period of falling money rates, 
with many issues being called and refunded with lower divi
dend-bearing securities. When money rates turned firmer, 
these issues in many cases fell below their call prices.

In recognition of the susceptibility of preferred stocks to 
relatively wide fluctuations and particularly of their vulnera
bility in the event of an upswing in interest rates, investors,

Weekly Indexes of Prices of Preferred and 
Common Stocks, 1946-47*

(1935-39=100 per cent)
PER CENT

* Wednesday dates; latest figures are for December 24, 1947. 
Source: Standard & P oor’s Corporation.
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especially institutional investors, have tended in the case of 
new offerings to require that corporations provide annual 
sinking funds for the retirement of their preferred issues over 
a period of years. Industrial companies have been issuing sink
ing fund "preferreds” for the past two years, but public utility 
corporations have only recently begun to adopt this feature.

Stock  T rading by Groups

In 1947, as in 1946 and other recent years, small investors—  
those trading in transactions of less than 100 shares (odd lots) 
— constituted the chief support of the market (measured by 
the number of shares rather than their value). As illustrated 
in the accompanying chart, odd-lot customers purchased 3.1 
million shares of stock (net) on the New York Stock Exchange 
in the first eleven months of 1947. Most of these securities 
were acquired from members of Stock Exchange firms, who sold
1.7 million shares (net) in transactions initiated off the floor 
of the Exchange, and 1.3 million shares in trading initiated on 
the floor. Round-lot transactions of the public (shown in the 
chart as nonmembers of the Exchange) resulted in net sales of 
less than 100,000 shares.

Absorption of shares by odd-lot investors in dealings on the 
Stock Exchange was considerably smaller in 1947 than in 
1946, when more than 10.5 million shares of equity securities 
were absorbed in this manner. Practically all the net purchases 
during the past year, furthermore, were made from members 
of the Exchange, whereas in 1946 large nonmember traders 
were also substantial net sellers of stocks. In both years, 
Exchange members were merely the channels through which 
ownership of corporate business passed from one section or 
group of nonmember investors to another— chiefly from large 
to small investors (odd-lot traders)— and through which cor
porations seeking funds tapped the resources of savers of mod
erate means. It is believed that the net sales of stocks by 
members of the Exchange consisted in substantial part of stocks

Cumulative Net Purchases or Sales of Stocks on the New York 
Stock Exchange by Investor Groups, 1946-47 

(Round-lot transactions cumulated weekly from January 1,1946)
M I L L I  O N S  
O F  S H A R E S

* Transactions (in round lots) of odd-lot dealers and specialists for accounts 
of odd-lot customers.

Source: Securities and Exchange Commission.

acquired over the counter by member firms acting as partici
pants in syndicates underwriting secondary offerings of shares 
by large stockholders or new issues of corporations raising 
additional capital.

Included in the figures for nonmember trading (both odd- 
lot and round-lot accounts) are the transactions of foreigners. 
The dollar value of foreigners’ net sales of domestic stocks in 
the first ten months of 1947 was almost twice that of their net 
sales in all of 1946, when prices averaged substantially higher 
than in 1947. This liquidation of stocks of American com
panies by foreigners reflected, in many cases, compulsion 
exercised by governments in the effort to meet part of their 
needs for dollars by this means. Thus, it appears that the repa
triation of domestic stocks and the continued liquidation of 
equity securities by large investors through the medium of 
Stock Exchange member firms were the principal sources of 
pressure on the market.

Bond  M arket

The intermittent decline in bond prices (rise in yields) 
which began early in 1946 gained momentum in the last quar
ter of 1947, and toward the close of the year yields on corpo
rate issues approached prewar levels and the rate of return on 
municipals reached the highest point since the middle of 1942. 
Yields on long term Treasury bonds approached the levels of 
the summer of 1945 late in November 1947 and were held 
there during most of December by extensive Treasury and Fed
eral Reserve purchases in the open market; some further rise 
took place in the last week of the year when the Federal Open 
Market Committee reduced the prices at which it purchased 
Treasury bonds in the market.

The rise in municipal bond yields has been relatively larger 
than that in corporate bond yields, which in turn have increased 
more sharply than Government bond yields. As a result, there 
has been a gradual widening of the spread between high grade 
corporate and Treasury bond yields, and a marked narrowing 
of the differential between municipal and Treasury yields to 
a point where the return on municipal issues exceeded that on 
long term Treasury bonds. In late December the average yield 
on Moody’s list of Aaa corporate issues was 50 basis-points 
(0.50 per cent) greater than the average yield on taxable 
Treasury bonds due or callable in 15 years and over. This was 
the largest spread since the fall of 1941, when the Treas
ury bond taxable yield series first became available. The 
yield on Standard and Poor’s average of high grade municipal 
bonds rose so markedly during the past year that it reached a 
level 5 basis-points (0.05 per cent) above the average yield 
on long term, taxable Treasury issues in the final week 
of December 1947. Thus, by December tax-exempt high grade 
municipal bonds had fallen in price to a level where they yielded 
a greater return than long term taxable Treasury obliga
tions. To a large extent, these changes represent a return to 
more normal yield relationships, which had been distorted dur
ing the war by the large volume of funds available for invest
ment, by a dearth of new corporate and municipal bonds, and
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by a greatly increased supply of new Treasury issues. In the 
case of municipal bonds, high personal income and excess 
profits taxes had also increased the demand for such securities 
and depressed their yields abnormally during the war.

N e w  Issues

The weakness in the market for outstanding bonds appar
ently had little effect on the volume of new corporate securities 
offered during the last quarter of 1947. Close to 1.9 billion 
dollars of corporate securities were floated for new capital pur
poses; this was the highest amount since the second quarter of 
1930. Refunding issues, however, fell to 184 million dollars, 
the lowest quarterly total since the first three months of 1943. 
Thus, aggregate business demands for long term funds exceeded
2 billion dollars in the last quarter of 1947.

Total sales of bond issues (for new money and refunding) 
during the final quarter of 1947 amounted to 1.6 billion dol
lars, or about two-thirds more than the total of the preceding 
three months; new stock issues, at 486 million dollars, rose in 
similar proportion. The increase in stock offerings was con
fined to common stocks and accompanied the stabilization of 
prices of outstanding common shares. Flotations of preferred 
issues fell off owing to lack of demand for securities having 
a fixed return and no fixed call or maturity date in a period 
of rising interest rates.

A comparatively few large issues, principally of telephone 
and electric and gas utility corporations, and petroleum com
panies, accounted for the bulk of financing during the final 
quarter. About a third of the total volume of securities offered 
in the last three months of the year were sold directly to the 
issuers’ security holders, and another third were sold privately 
to insurance companies and other large investors. In large 
part these methods of financing probably reflected the unset
tlement in the security markets. Insurance companies are 
reported to have a large backlog of applications for long term 
loans from large corporations.

During the entire year about 6 billion dollars of new cor
porate securities were offered in the capital market. The de
crease of 400 million from the 1946 figure was entirely 
attributable to a falling off in the flotation of refunding issues 
to 1.4 billion from 2.9 billion. One billion more of "new 
money” was raised in 1947 than in the previous year. Bond

New Security Issues* 
(In millions of dollars)

Corporate

Period
New capital

Grand
totalStocks Bonds Total Refunding Municipal

Quarters, 1947 
First............... 132 548 680 273 954 619
Second.. . . . . . 351 752 1,103 601 1,705 726
Third.............. 268 595 863 387 1,250 600
Fourth#.. . . . . 455 1,417 1,872 184 2,056 292

Annual totals 
1947#.............. 1,206 3,312 4,518 1,445 5,963 2,237
1946................ 1,468 2,038 3,506 2,914 6,420 1,160

* Figures do not necessarily add to totals because of rounding.
# December estimated by the Federal Reserve Bank of New York. 
Source: Commercial and Financial Chronicle.

issues for both refunding and new capital purposes came to 
about 4.5 billion dollars, a gain of close to 200 million dollars 
over the 1946 total, while stock financing at 1.5 billion was 
about 600 million dollars or somewhat more than a fourth 
below the previous year’s figure. Public utility and petroleum 
companies accounted for about two fifths and one eighth, 
respectively, of the new money issues; the former also accounted 
for half of all security flotations.

In the municipal section of the new issues market, the weak
ness in outstanding issues brought a sharp curtailment of new 
offerings in the last three months of the year. Total flotations 
amounted to approximately 300 million dollars, or only about 
one-half the volume of the preceding quarter. In many in
stances, bids for new issues were not forthcoming and other 
bids were rejected pending stabilization of the bond market. 
Inasmuch as most State and local governments do not have the 
alternative sources of funds that are open to business corpora
tions, unsettled capital market conditions are more apt to lead 
to postponement of capital projects by many such govern
mental units than in the case of private enterprise. However, 
there has been a tendency recently of some State and other 
local governments to finance their needs through issuance of 
shorter term notes, to be funded at some later date when market 
conditions become more stable.

In spite of the falling off in new issues in the last quarter 
of the year, State and municipal financing for the year as a 
whole came to 2.2 billion dollars, a new all-time high record.

STATUS OF SAVINGS BOND PROGRAM
In recent Congressional hearings both the Secretary of the 

Treasury and the Chairman of the Board of Governors of the 
Federal Reserve System have emphasized that an increase in 
sales of Savings bonds to individuals would be one of the most 
effective means of relieving the pressure on prices. It may 
therefore be useful to review the status and progress of the 
Savings bond program.

Since the end of the war there has been a sharp reduction 
in the amount of Savings bonds sold, but sales have been more 
than sufficient to offset redemptions, contrary to rather general 
expectations. There has also been a significant change in the 
composition of the investors purchasing these bonds. Among 
the more important factors in these changes have been the 
shifts in the geographic distribution of income payments, the 
rising cost of living, the increasing availability of consumers’ 
durable goods, and a decline in the use of payroll deduction 
plans. Also, large groups of the population evidently feel that 
it is less important to buy bonds now than it was during the 
war years.

During 1946, the first full peacetime year, sales of Savings 
bonds dropped 43 per cent below the amounts sold in 1945. 
At the same time, redemptions increased, so that net invest
ment in these bonds was reduced from 7.4 billion dollars in
1945 to 1.0 billion in 1946. Sales of Series E bonds during 
that year declined even more sharply to a point where redemp
tions exceeded sales by nearly one billion dollars. During 1947

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

January 1948



MONTHLY REVIEW, JANUARY 1948

Table I
Sales and Redemptions of Savings Bonds by Series, 1945-47 

(In millions of dollars)

Table III
Percentage Distribution of Sales of Savings Bonds 

by Denominations, 1945-47*

Series

All series*
1945..
1946.. 
1947#.

Series E
1945...
1946... 
1947#.

Series F
1945...
1946... 
1947#.

Series G
1945...
1946... 
1947#.

Sales

12,937
7,427
6,690

9,822
4,466
4,060

595
325
350

2,520
2,637
2,280

Redemptions

5,558
6,427
5,090

4,963
5,423
3,910

106
189
210

264
426
500

Net receipts

7,379
1,000
1,600

4,859 
-  957 

150

489
136
140

2,256
2,211
1,780

1945 1946 1947e

Savings bonds*.................................. ............ .. 7,412 1,497
3,505
1,484
1,183

351

2,250
1,380

830
Commercial bank time deposits#................. ............ 5,988

2,009
1,060

Mutual savings banks t ...............................................
Savings and loan associations**................. .............. 1,080

140Postal savingsf.............................................................. 592
Life insurance##............................................................ 3,915 3,465 3,070

Dollar increase (In millions)

Series

Denomination

$10
and
$25 $50

$100
and
$200

$500
and

$1,000

$5,000
and

$10,000 Total#
Series E

1945......................... 34 14 20 32 — 100
1946.......................... 27 12 17 44 — 100
1947*....................... 18 9 17 56 — 100

Series F and G
1945.......................... t — 3 37 60 100
1946.......................... t — 2 37 62 100
1947*....................... t — 2 38 61 100

* Includes redemptions of Series A-D, which are not shown separately.
# Estimated by the Federal Reserve Bank of New York.
Source: U. S. Treasury Department.

total Savings bond sales declined somewhat further (see Table 
I), but redemptions fell sharply, and the Treasury’s net 
receipts from the sales increased to 1.6 billion dollars. Savings 
bonds, as Table II shows, were the only major form of 
individual savings to register a larger gain in 1947 than in 
1946. The net increase during 1947 in the dollar amount of 
Savings bonds held by individuals was exceeded only by the 
increase in the assets of life insurance companies.

During the war years, a very substantial proportion of 
Savings bonds was purchased by wage earners in industrial 
areas. Currently, however, statistics on sales by denomination 
and by States appear to indicate that the proportion of bonds 
purchased by industrial wage earners is declining while the 
proportions purchased by farmers and others in the middle 
and upper income groups are increasing.

In 1945, as Table III shows, the $10 and $25 denominations, 
those which are most often purchased through the payroll 
savings plan and by individuals in the lower income brackets, 
accounted for 34 per cent of the amount of Series E bonds 
sold. By 1947 this percentage had dropped to 18. On the other 
hand, the $500 and $1,000 denominations, which accounted 
for only 32 per cent of the amount sold in 1945, last year rep
resented 56 per cent of the total. This, however, is still a 
considerably smaller percentage than in 1939 and 1940, when

Table II
Annual Increases in the Major Types of Individual Savings, 1945-47

* Outstanding amounts of Series E, F, and G bonds held by “ all other investors”  
as reported by the U. S. Treasury Department.

# Time deposits of all commercial banks less interbank and Government deposits 
and deposits of States and political subdivisions in all insured commercial 
banks, from Federal Reserve Bulletin. Includes an unknown amount of business 
deposits.

t  From Federal Reserve Bulletin.
** From Federal Home Loan Bank Administration.
## Admitted assets less policy loans and premium notes, from Institute of Life 

Insurance.
e Estimated by Federal Reserve Bank of New York.

* Figures for 1947 cover only first nine months.
# Because of rounding, the percentages do not necessarily add to 100.
t  Less than one half of one per cent.
Source: U. S. Treasury Department.

75 per cent of this type of Savings bonds sold were of the 
$1,000 denomination. Sales of F and G bonds are also showing 
increased concentration in the large denominations.

The decline in sales of Series E bonds between the first half 
of 1945 and the first half of 19471 was much less marked in 
the Midwest farm States than in the large industrial and war 
production centers. Total sales of series E bonds in Massachu
setts, New York, New Jersey, Michigan, Ohio, and California 
during the first six months of 1947 were 65 per cent below 
the amounts sold in the corresponding period of 1945. In 
Illinois, Iowa, Kansas, Missouri, and Nebraska, however, total 
sales were only 42 per cent under 1945. Sales in these five 
farm States accounted for 21 per cent of the total amount of 
Series E bonds sold during the first half of 1947, compared 
with 15 per cent in the first half of 1945.

The Treasury is currently asking Congress for more funds 
to promote the sales of Savings bonds; promotion through 
payroll deduction plans is a special aim, as it is believed that 
in this field a relatively small concentrated effort could pro
duce a significant boost in sales totals. The amount of Series 
E bonds purchased through payroll deductions declined from
6.8 billion dollars in 1945 to an estimated 1.1 billion in 1947, 
or from two thirds to one third of the total amount of this 
series sold.

While it is to be expected that holders will redeem a certain 
amount of Savings bonds each year before maturity in order 
to meet emergencies or for other special purposes, there is 
evidence that a good proportion of the ‘ weak holders,” includ
ing individuals who bought bonds under pressure during War 
Loan drives and others who had no intention of holding their 
bonds to maturity, have already been "shaken out,” so that in 
the future redemptions will probably be smaller than in 
recent years. Of the Series E bonds sold during 1943-45, over 
40 per cent have already been redeemed, and not all of the 
remaining bonds issued in those years will be held until 
maturity. In contrast, only 26 or 27 per cent of the prewar 
issues which matured between 1945 and 1947 were redeemed 
before maturity. Savings bonds today are being sold to a much 
wider group of investors than they were in the 1930s and a 
higher percentage of redemptions than in the case of prewar

1 No later breakdown by States is available.
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issues is probably to be expected, but coming years should see 
the over-all redemption ratio decline from the levels of recent 
years. The fact that the drop in redemptions during 1947 was 
very largely due to a decline in redemptions of small denomi
nation Series E bonds is indicative of this trend.

There has been some discussion recently of the effects that 
a further increase in long term interest rates might have on 
the Savings bond program and particularly on redemptions. 
A review of the yields to maturity of outstanding Savings 
bonds makes it clear that it would not be profitable for indi
viduals to redeem their bonds in order to reinvest the proceeds 
in marketable securities unless there should be a much greater 
rise in interest rates than has occurred thus far or appears 
to be in prospect for the foreseeable future. This is illustrated 
by Table IV. For example, one year after purchase a $100 
Series E bond can be redeemed for $75.50; the $24.50 interest 
which would accrue on that bond during the succeeding nine 
years, if it were held to maturity, would be equal to a com
pound annual rate of 3.15 per cent on the $75.50. The annual 
rate of interest accrual to maturity, similarly calculated, on a 
Series E bond which has been held for 6 years is 4.41 per cent; 
after 6 years the redemption value of a $100 bond is $84.00 
and from then until maturity interest is credited at the rate 
of $4.00 a year.

The annual rate of interest accruals to maturity on the cur
rent redemption values of approximately 85 per cent of the total 
amount of Savings bonds outstanding today is 3.00 per cent 
or more per annum. Only on Series E bonds which have been 
held less than six months and on Series F and G bonds which 
have been held less than 3 or 2 Vi years, respectively, is the 
rate less than 3 per cent. Only about IV2 billion dollars of the 
former and somewhat more than 61/2 billion dollars of the 
latter are outstanding. The total amount of Savings bonds of 
all series now outstanding is about 52 billion dollars.

Table IV
Average Annual Rate to Maturity of Interest Accruals or Payments on 

Current Redemption Values of Savings Bonds, by Series 
(In per cent)

After bond has been held Series E Series F Series G

1 year .................................................. 3.15 2.73 2.73
3.38 2.91 2.94

3 years ................................................. 3.58 3.07 3.13
4 years........................................................ 3.75 3.20 3.26
5 years........................................................ 4 .01 3.27 3.32

4.41 3.29 3.33
4.31 3.32 3.35

8 years.. ................................................. 4 .21 3.40 3.39
9 years........................................................ 4 .12 3.54 3.46

10 years ..................... ........................... 3 .72 3.60
11 years........................................................ _ 3.91 3.94

Source: U. S. Treasury Department.

CURRENCY REFORM IN THE USSR 
Rarely has an internal currency reform in a foreign coun

try aroused as much interest as the one recently promulgated in 
the Soviet Union. Widely reported and commented upon, it 
was generally interpreted as an indication of Russia’s economic 
difficulties during and since the war and even, at times, as 
evidence that her postwar reconstruction would be subject to 
additional delay and obstruction. This latter evaluation of the

measures decreed in Moscow on December 14, 1947 is, how
ever, hardly borne out by analysis. Part of the misunderstanding 
stems from focusing attention exclusively on the monetary 
aspects of the legislation, without giving sufficient considera
tion to the simultaneously announced abolition of consumers’ 
rationing. Yet the two are closely interrelated and together 
form an important point of departure toward a normalization 
of Russia’s economic life.

Rationing had been reintroduced in the Soviet Union 
immediately after the Nazi invasion of that country. For over 
six years it covered the bulk of consumers' goods purveyed 
to the population by the State-owned and cooperative-owned 
retail trade system. The prices charged for the allotted rations 
were increased during the war, but on the whole remained 
low. Yet the rations of food, clothing, tobacco, etc., although 
differentiated according to their recipients’ contribution to the 
war effort, were just barely sufficient to maintain the working 
capacity of the Russian population. Unable to provide larger 
rations and to furnish in this way the necessary incentives for 
harder work and better performance, the government relied 
upon patriotic appeal and liberal disbursements of monetary 
premiums, bonuses, etc., to induce the maximum exertion on 
the part of industrial workers, governmental employees, and 
others who were essential to the war effort. The funds so 
supplied to the urban population went into "open markets” 
where peasants were offering their scant surpluses at very 
much higher and ever rising prices.1 The share of income freely 
paid out to the urban population, and of the remittances which 
members of the Armed Forces sent home, that could not be 
spent on rationed goods thus found its way to a considerable 
extent into rural villages. There the money remained. The 
peasants in their turn were unable to spend it on goods that 
they required. The production of civilian clothing, household 
necessities, and other such goods all but ceased during the war. 
To the extent that the peasants could acquire secondhand items 
from other private citizens, the proceeds once more found their 
way to the countryside in exchange for food.

While thus serving as an important mechanism for providing 
the receivers of higher wages, prizes, premiums, and the like 
with some additional food supplies, the open markets were at 
the same time a source of major annoyance. Making use of their 
powerful bargaining position, the peasants hardly bothered to 
carry their wares to the cities. Essential munition and trans
portation workers, highly skilled specialists, and responsible 
officials spent valuable time and energy in procuring food in 
distant villages. In 1944 the government therefore established 
so-called "commercial stores” which sold, without regard to 
quantity, rationed and other consumers’ goods at prices re
sembling those prevailing on the open market. Since, however, 
these stores were few and far between, and since their managers 
were authorized to replenish the store inventories by buying in

1 Members of collective farms and such individual peasants as 
survived were (and presumably still are) permitted to sell freely what
ever they could spare after completing their prescribed deliveries to 
the government.
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the open markets, this innovation hardly reduced the flow of 
money into the rural communities.

When at the end of the war the task of rehabilitation and 
reconstruction called urgently for the restoration of normal 
incentives to replace the waning patriotic appeal, the abolition 
of rationing and the expansion of the flow of consumers’ goods 
became a matter of foremost political and economic im
portance. Yet the government was faced with formidable 
obstacles. The resumption of consumers’ goods output pro
ceeded only slowly. The severe drought that hit large parts of 
Russia in the summer of 1946 considerably damaged crops and 
seriously reduced the available food supplies. At the same time 
the population’s demand for all kinds of consumers’ goods, 
which had been barely satisfied before the war and largely 
neglected during the war, could be expected to assume large 
proportions. Even if backed only by currently earned income, 
the demand for consumers’ goods would exceed the current 
supply. In fact, however, the popular quest for more food, 
clothing, hardware, furniture, and the like was supported by 
very large amounts of liquid assets accumulated during and 
after the war.

The volume of these hoards is difficult to estimate. Statistics 
on money in circulation in the Soviet Union have not been pub
lished since 1937, and any estimates are necessarily based on 
circumstantial evidence. However, it would appear that, in 
spite of increased taxation, of intensified bond sales campaigns, 
and of pressure for contributions to Defense Funds, total 
governmental receipts from the population in the years 1941-47 
were probably about 350 billion rubles smaller than the total 
governmental additions to the income stream. This sum, which 
exceeds the entire present annual budget of the USSR, must 
have been secured from the State Bank of the USSR or issued 
directly by the Finance Ministry. Taking into account the 
money hoards that had existed already before the war, and 
uncollected claims against the government on account of back 
pay, vacation allowances, etc., the total purchasing power in the 
hands of the public at the end of 1947 may well have amounted 
to over 400 billion rubles. To complicate matters further, 
most of this amount was concentrated in the hands of one part 
of the population— the peasantry.

Under such circumstances an outright abolition of rationing 
was quite impossible. The opening of stores to all who would 
pay would necessarily have been followed by a run on the 
distributive system. The sparse supplies of consumers’ goods 
gradually appearing on the market would have been immedi
ately submerged by the demands of a goods-starved population 
with large amounts of cash at its disposal. The resulting "first 
come, first served” distribution would not only have been 
inequitable, but would have defeated a major objective of 
derationing: the strengthening of incentives for work and 
initiative.

A modification of this procedure by a sharp increase of all 
prices with a view to equating supply and demand would 
hardly have produced better results. The stratum of the popula
tion possessed of the largest cash hoards— the peasants— would 
have been able to purchase whatever the stores had to offer,

while the bulk of the urban population, not wealthy enough 
to pay the high prices, would have had to go without many 
necessities (at least in the absence of a very drastic upward 
revision of wages and salaries). Such a course, in addition to 
being inadequate so far as the incentives aspect is concerned, 
would have caused serious resentment among Soviet citizens. 
They would have found it hard to comprehend why the 
peasants, who had fared economically best during the war, 
should continue to enjoy a large advantage over the hard 
pressed urban dwellers, who had had to bear the brunt of war
time privations.

The policy actually adopted by the government was an 
attempt at an intermediate solution.

The abolition of rationing effective December 16, 1947 was 
accompanied by a conversion of the Soviet currency. The con
version implies no external devaluation; the ratio of the Russian 
ruble to gold and foreign exchange remains in general un
changed, and the commitments of the Soviet Government with 
respect to foreigners are unaffected. Equally unaffected are the 
current incomes of Soviet citizens. Wages, salaries, pensions, 
stipends, grants, and social security benefits will continue to be 
paid after conversion in the amounts in which they had been 
paid prior to the conversion.

What is being drastically reduced is the purchasing power 
of savings accumulated by the Russian population. These 
savings are treated in three different ways: (1) The largest 
part of savings— hoards of cash— is treated most severely. All 
cash was called up for presentation at the offices of the State 
Bank of the USSR or its appointed agents to be converted in 
the ratio of 10 old rubles to 1 new ruble of the "1947 model”. 
After the conversion period is over (one to two weeks follow
ing the announcement of the decree, depending on the locality) 
the old money ceases to be legal tender. (2) Savings held in 
the form of deposits with banks or savings institutions are 
treated much more leniently. Balances up to 3,000 rubles retain 
their full value. Balances between 3,000 and 10,000 rubles are 
reduced in the ratio of 3 old rubles to 2 new rubles. Balances 
above 10,000 rubles are revalued at 2 old rubles to 1 new ruble. 
(3) All government bonds will be exchanged during 1948 for 
a new conversion issue at the rate of 3 rubles face value of the 
old bond to 1 ruble face value of the new bond.2 The conver
sion issue moreover will pay only 2 per cent annual interest 
while the average interest rate on the securities subject to con
version was approximately 4 per cent.

At the same time the prices of consumers’ goods are being 
drastically revamped. The multitude of price levels existing 
before— ration prices, commercial store prices, open market 
prices, special discounts, etc.— is replaced by a unified price 
structure. While the majority of staple foods such as bread, 
cereals, meat, fish, fats, milk, eggs, sugar, tea, potatoes, and vege
tables are to be sold at or somewhat below the moderate prices

2 There are a few exceptions to this rule: the loan currently on tap 
as well as the 1937 loan remains unaffected by the conversion. The 
1938 loan on the other hand will be exchanged either for the 1937 
loan in the ratio of 5 rubles to 1 or redeemed in the same ratio for cash. 
The reasons for the special treatment of the 1937 and 1938 issues have 
not been revealed.
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previously prevailing in ration stores, manufactured consumers’ 
goods such as fabrics, clothing, footwear, etc., are to be offered 
at prices higher than the ones formerly charged in ration stores 
but about 65 per cent lower than those of the commercial 
stores.

The combined effect of these measures on the welfare of 
Soviet citizens will probably be rather uneven. The peasants 
obviously are hit hardest. Through the conversion of their 
cash hoards, partly offset by the reduction of prices for the 
commodities which they require, they lose about two thirds 
of their previously accumulated purchasing power. Moreover, 
the virtual disappearance of open markets that is bound to 
result from the abolition of rationing, and the stabilization of 
food prices on the low level previously prevailing in ration 
stores will cut sharply their current receipts.3 It is very likely 
nevertheless that in spite of these blows the peasantry on the 
whole will remain in a better economic position than the 
majority of the urban population.

A group which will continue to fare badly is that of the 
urban dwellers who are at the very bottom of the income 
pyramid and whose cash receipts were just sufficient to pur
chase whatever supplies were issued at ration prices. They will 
still be able to buy the same quantities of food, but clothing, 
footwear, etc., now more expensive than previously in the 
ration stores, will be largely beyond their reach. From what 
little we know about present Soviet income distribution it 
appears probable, however, that wartime upgrading and wage 
increases markedly reduced the size of this group.

The great intermediately placed bulk of the urban popula
tion will most likely have about as much or somewhat more 
real income than it had prior to the reform. The impact of the 
reform on individuals’ real income will depend almost entirely 
on the quantity of clothing previously obtained by them at 
ration prices. That quantity is reported to have been very small, 
but its disappearance will nevertheless constitute a loss to some. 
The majority, however, which previously had to purchase a 
large part of its requirements in the commercial stores, will to 
that extent nearly treble its average purchasing power.

Most favorably affected will be the "aristocracy” of the Soviet 
society— highly skilled specialists, scientists, artists, writers, 
etc. In their income the outlay for rationed goods played only 
a subordinate role; most of their requirements were covered 
in the commercial stores. Their rubles will now go thrice as 
far as before the monetary conversion.

On the whole, the savings of the urban population will fare 
much better than those of the rural classes. To the extent to 
which these funds are kept in savings banks (total savings 
bank deposits are estimated to be about 13 billion rubles) or 
in government bonds (about 100 billion rubles’ worth of 
securities are in the hands of the population, of which probably

3 The improvement of the agricultural situation and the resulting 
increase in available food supplies would in any case have eventually 
weakened the bargaining position of the village and turned the “ terms 
of trade” in favor of the cities.

75 billion are held in cities) they will be converted at the most 
advantageous rates. On the average their reduction in value 
should be smaller than the over-all decline in prices.

The conclusion has frequently been drawn that the Soviet 
monetary reform as a whole has regressive implications—  
penalizing the poor and treating leniently the rich. Such does 
not seem to be actually the case. It would appear rather that 
the over-all effect of the measures on the distribution of 
incomes is on the whole neutral. As far as the distribution of 
wealth is concerned, however, it distinctly discriminates against 
the rural population.

The impact of the reform on the future development of the 
Soviet economy is more difficult to assess. If the estimates 
mentioned above at all approximate reality, cash held by the 
population will after conversion be still about 40 billion rubles. 
Together with about 10 billion rubles deposited in savings 
banks this will make about 50 billion rubles of liquid assets. 
Total effective demand for consumers’ goods may still continue 
to exceed their total supply. Prices may have to be raised, and 
measures may have to be taken to increase the output of con
sumers’ goods beyond previously contemplated production 
goals. Even some shifts of resources from heavy industries to 
consumers’ goods industries may become imperative if prices 
are to be held down.

There can be no doubt, however, that at the present juncture 
the reform constitutes a genuine improvement of the Soviet 
citizens’ daily existence. In addition to widening the scope of 
consumers’ choice, the abolition of rationing will render the 
process of procuring necessities less time consuming, less 
onerous, less aggravating. The possibility of readily securing 
goods for one’s earnings, even at high prices, cannot fail to 
increase incentives and to improve morale among urban 
workers. The establishment of unified prices may go a long 
way toward restoring the "financial discipline” in enterprises 
that was severely shaken during the war. The curtailment of 
money supply should contribute to better husbandry of 
resources, and to more care in the expenditure of funds. 
Whether all this will materialize is impossible to predict. It 
may depend to a very large extent on the success of the present 
economy drive of the government, and on its ability to avoid 
further inflationary money issues in financing its ambitious 
industrialization program.

PRODUCTION TRENDS IN 1947
Manufacturing activity in the last quarter of 1947 appears 

to have reached an even higher level than in the first quarter 
of the year. In November, the Federal Reserve index of indus
trial production advanced to a peacetime record and prelimi
nary data for December indicate a high rate of activity, despite 
some seasonal declines. The November index indicated that 
the physical volume of production, although still well below 
the high levels maintained for more than three years during
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the war, was 92 per cent greater than the average for prewar 
years (1935-39). The failure of present production to 
approach wartime levels is largely attributable to the smaller 
working force presently employed in manufacturing and the 
shorter average work week prevailing in American factories 
during 1947 as compared with the war years.

One of the major developments in 1947 was a temporary 
setback in the production of nondurable goods which (as 
described below) occurred in the spring and early summer. 
At the same time, shortages of raw materials, principally steel, 
and in a few instances labor disputes limited the output of 
durable goods. As a result, the Federal Reserve index of manu
facturing production declined for four consecutive months, 
from 198 per cent of the 1935-39 average to 183. By Novem
ber this fall in the level of production had been recovered in 
both the durable and nondurable goods groups, which 
equaled or surpassed their spring peaks.

At the end of 1946 and the beginning of 1947, nondurable 
goods production was close to the all-time record. Since durable 
goods at that time had not yet become available in sufficient 
quantities to meet the exceptionally high levels of consumer 
demand, sales of nondurable goods had been stimulated. By 
the end of the first quarter of 1947, however, the situation 
had been changed by the combined influence of several factors. 
Much of the accumulated demand for nondurable goods had 
already been filled. The increasing availability of durable 
goods and the rise in prices, particularly food prices, cut into 
consumer budgets and limited purchases of other nondurable 
goods. As sales slackened and the promptness of deliveries 
from manufacturers to distributors increased, retailers were 
enabled to reduce their outstanding orders and, later, their 
inventories. Meanwhile there was considerable discussion of 
the possibility of a widespread downward readjustment of 
prices, which culminated in a campaign to "talk prices down,” 
sponsored by leading Government officials and businessmen. As 
a result, many consumers and retailers deferred purchases in 
the hope of obtaining lower prices later. Some manufacturers 
exhausted their backlog of orders and, especially in such lines 
as soft woolen textiles, curtailed or suspended operations rather 
than produce for inventory at current high prices.

In this same period, the prewar seasonal patterns reappeared 
in several industries, notably textiles and apparel. The New 
York City womens garment industry experienced its first major 
spring slump in employment since 1942. During the war and 
reconversion periods, in industries where demand was greater 
than supply, manufacturers were in a position to fix delivery 
terms and allocate quantities to their customers. As a result, 
production was stabilized to a much greater extent than had 
been possible under more highly competitive peacetime con
ditions. But in the spring of 1947, distributors of apparel appar
ently reverted to the prewar practice of placing partial orders 
at the start of the season and depending on reorders to main
tain their stocks, thereby intensifying the overtime work at 
the peak of the season and curtailing work in the off-season.

Altogether, employment in the textile and apparel indus
tries dropped by 164,000 persons between March and July 
and the number of workers in shoe and rubber goods factories 
also decreased. In many cases the declines were spotty, the 
major reductions occurring in lines which had increased their 
share in these industries’ production during the war, such as 
soft woolen textiles and "nonrationed” types of shoes. Inven
tories of nondurable goods in the hands of wholesalers and 
retailers dropped nearly one billion dollars, or 10 per cent, 
between the end of March and the end of July.

In the first half of the year, durable goods producers were 
plagued principally by shortages of raw materials which, in 
effect, put a ceiling on production. Steel output was main
tained at an average rate of 93 per cent of capacity during the 
first half of the year, despite short supplies of steel scrap and 
coal. Yet this was not sufficient to meet the demand from 
makers of producers’ and consumers’ durable equipment, and 
from time to time production of finished goods was curtailed 
for lack of materials. On the whole, however, the flow of raw 
materials and component parts to manufacturers was much 
smoother than in 1946, partly because of the relatively small 
number of major labor conflicts in 1947. Consequently, as 
indicated in the accompanying chart, most consumers’ goods 
industries have been able to show a good production record 
for the year, by prewar standards.

However, certain durable goods lines did experience declines 
in production and employment during the first half of 1947. 
Largely because of reduced demand, employment at factories 
making radios and some types of nonferrous metal products 
dropped, and output of building materials slackened.

In the second half of the year, demand for most types of 
goods was strengthened when it became apparent that the gen

Output of Selected Consumers’ Durable Goods, 
1941, 1946, and 1947 

(Averages of monthly data; 1947 partly estimated)

RADIO PRODUCTION 
( t e n  th o u s a n d  u n i t s )

VACUUM CLEANER 
(FLOOR TYPE) SHIPMENTS

( THOUSAND U N IT S )

WASHING MACHINE 
SHIPMENTS 

( THOUSAND UNITS)

ELECTRIC HOUSEHOLD 
REFRIGERATOR SHIPMENTS 

( th o u s a n d  u n i t s )

PASSENGER CAR 
FACTORY SALES 
( th o u s a n d  u n i t s )

Source: Radio Mfrs. Assn., 
Washer and Ironer Mfrs. Assn., 
mobile Mfrs. Assn.

350

Vacuum Cleaners Mfrs. Assn., American 
U. S. Department of Commerce, and Auto-
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eral price level was more likely to rise than to decline. The 
chief factors in effecting this change of attitude were the rise 
in farm and food prices following short crops at home and 
abroad, and the generous bituminous coal wage settlement in 
July, which was followed by increased coal and steel prices. 
Buying for inventory was resumed in anticipation of still higher 
prices, and by the end of October manufacturers, wholesalers, 
and retailers each held a record-breaking dollar volume of 
inventories. However, when the rise in price level and the 
increasing dollar volume of sales are taken into account, over
all inventories of these groups appear to be well in line with 
prewar sales-stock relationships. With steel output at a new 
postwar peak, durable goods production has been further 
stimulated, and output of automobiles and other consumer 
durables has reached new high levels.

As indicated in the accompanying table, a great many of 
the nondurable goods industries represented in the Boards 
index of industrial production did not exceed in 1947 the post
war peaks set in 1946, but only one component of the durable 
goods category (transportation equipment) failed to set a new 
peacetime record in 1947. Many of the components of the 
textile and manufactured food groups have not yet equaled 
their 1946 peaks. In the past two years metal-working indus
tries have not come close to the highest points reached during 
the war, but most building material industries have surpassed 
their wartime peaks. Output in a large number of the non
durable goods industries represented in the index has risen to 
new peaks since the end of the war, particularly in the textile, 
petroleum product, and alcoholic beverage industries.

Although the aggregate volume of production currently is 
not much greater than at the start of 1947, it is much better 
balanced. Consumers can buy staples and most standard appli
ances, although supplies of a few things such as automobiles 
are still lagging behind demand; the pipe lines are almost all

Highs and Lows for Recent Years for Selected Components of the 
Federal Reserve Index of Industrial Production 

(Adjusted for seasonal variation, 1935-39 aver age =  100)

Series
Wartime

high
Postwar

low
1946
High

1947 
High (month)*

Industrial production........................ 247 152 183 192 Nov.
Manufactures..................................... 268 154 191 198 Nov.
Durable manufactures....................... 376 138 214 225 Nov.

Steel................................................. 242 46 196 224 Oct.
Machinery....................................... 463 188 275 282 Nov.
Transportation equipment............ 786 199 245 239 Mar.
Nonferrous metals......................... 292 128 197 206 Feb.
Lumber........................................... 136 72 135 138 Mar.
Cement........................................... 174 97 177 203 Feb.

Nondurable manufactures................ 180 154 173 177 Nov.
Cotton consumption...................... 177 118 164 161 Feb.
Wool textiles................................... 178 130 181 178 Feb.
Shoes............................................... 132 97 144 127 Oct.
Butter............................................. 116 58 79 85 July
Wheat flour..................................... 140 100 163 162 Jan.
Meatpacking................................. 215 38 178 173 Nov.
Tobacco products........................... 150 112 173 175 Oct.
Paper............................................... 156 129 145 152 May
Gasoline.......................................... 156 129 149 163 Aug.
Chemicals....................................... 404 228 247 253 May

Minerals......... ............... ..................... 144 104 146 156 Nov.
Fuels................................................ 150 108 153 164 Nov.
Metals............................................ 158 63 117 136 Apr.

* When identical peaks were reached in two or more months, the latest only is 
shown.

Source: Board of Governors of the Federal Reserve System.

filled; bottlenecks in production because of missing component 
parts are fewer. Similarly the labor force is better balanced. 
Most of the temporary wartime workers— women, children, and 
older persons— have left the labor force. Discharged veterans 
have been absorbed into the labor force with a minimum of 
difficulty, and most of those at work are acquiring further skills 
or renewing old ones.

This tendency toward a more homogeneous and more highly 
skilled working force than has prevailed in recent years will 
be an important factor in increasing productivity. The U. S. 
Bureau of Labor Statistics, on the basis of fragmentary data, 
estimates a median increase in productivity of about 2l/z per 
cent between the average for 1946 and the average for the 
first nine months of 1947. However, there is considerable 
variation among industries, and the full effects of the vast 
capital expansion during and since the war are yet to be felt. 
Under present conditions of practically full employment, the 
principal means of raising output (or of reducing costs) will 
be the stimulation of increased worker effort, further invest
ment in labor-saving machinery, and the introduction of new 
techniques. Recognition of the need for increasing produc
tivity through capital investment as well as the necessity of 
expanding raw materials production if manufacturing output 
as a whole is to be substantially increased has been evident in 
the exceedingly high rate of domestic capital investment dur
ing 1947 and in the further expansion of plant and equipment 
anticipated for 1948.

DEPARTMENT STORE TRADE
Sales of Second District department stores during December

1947 surpassed in dollar volume those of any previous month. 
Total December sales appear to have been close to 190 million 
dollars, compared with close to 175 million dollars in December 
1946. Some of the increase over December 1946 was due to 
the fact that December had one more shopping day in 1947 
than in 1946. On a daily average basis, the December year-to- 
year increase was approximately 6 per cent, somewhat less than 
the increase of 9 per cent for the whole year 1947. When 
adjusted for the normal November to December seasonal 
increase, daily average sales were little changed from November.

The physical volume of sales in Second District department 
stores during 1947 appears to have declined below the quan
tities sold during 1946, despite an increase in the dollar sales 
volume. It is estimated that during the first 9 months of the 
fiscal year which began February 1, 1947 price increases on 
goods sold by department stores have more than offset the 
increase in dollar volume of sales over the corresponding 9 
months of 1946, thus indicating a decline in unit sales. In 
fact, comparison of the two 9-month periods suggests that, 
although dollar volume was 9 per cent higher during 1947, 
unit volume was perhaps as much as 7 per cent below 1946, 
inasmuch as retail price indexes of apparel and homefurnish
ings have risen by roughly 17 per cent on the average.
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Department stores normally increase their stocks between 
August and November in anticipation of the peak seasonal 
selling months of November and December. As shown in the 
accompanying chart, however, department stores in the Second 
District increased their stocks at a considerably more than sea
sonal rate during the past few months. The seasonally adjusted 
retail value of stocks at the end of November was almost 15 
per cent larger than at the end of July, the year’s low point, 
and was 7 per cent larger than a year previous. Notwithstand
ing this rapid rise in stocks, the ratio of end-of-month stocks 
to sales during November stood at 2.3, in contrast to a 2.7 
(November) average during 1935-39 and 2.6 in 1940.

Owing to greater availability of goods and more cautious 
merchandising policies on the part of stores, outstanding orders 
of a representative group of stores in this District at the end of 
November 1947 were 29 per cent below the figure reported for 
the end of November 1946. Merchandise receipts of this 
group of stores were exceptionally heavy during October and 
November and net new orders declined during November to 
an amount 18 per cent below a postwar peak in October.

Departm ent and Apparel Store Sales and Stocks, Second Federal Reserve 
D istrict, Percentage Change from  the Preceding Year

Locality

Net 

Nov. 1947

sales

Jan. through 
Nov. 1947

Stocks on 
hand 

Nov. 30,1947

Department stores, Second District----- +  3 +  9 +  7
New York C ity ...................................... +  3 +  10 +  7
Northern New Jersey........................... +  2 +  7 +  2

Newark................................................. —  1 +  5 0
Westchester County.............................. +  4 +  8 +  7
Fairfield C ounty.................................... 0 +  6 +  8

Bridgeport........................................... —  2 +  6 +  6
Lower Hudson River Valley............... +  8 + 10 +11

Poughkeepsie...................................... +10 +  8 +11
Upper Hudson River Valley............... 4* 5 +  8 _  2

Albany................................................. +  7 +  8 —  4
Schenectady........................................ +  1 +  5 —  4

Central New York State..................... +  3 +  6 +  3
Mohawk River Valley..................... +  8 +  8 +15

Utica................................................. +  9 +  9 +12
Syracuse............................................... +  i +  6 —  3

Northern New York State.................. +24 +20 —
Southern New York State................... +  7 +  8 +13

Binghamton........................................ +  5 +  5 +  7
Elmira.................................................. +  13 +  8 +28

Western New York State.................... +  5 +  8 +13
Buffalo................................................. +  5 +  8 +  19
Niagara Falls...................................... +  4 +  7 +  3
Rochester............................................ +  4 +  8 +  2

Apparel stores (chiefly New York C ity ). +  1 —  5 — 13

Indexes o f Departm ent Store Sales and Stocks 
Second Federal R eserve D istrict 
(1935-39  average:= 100 per cen t)

Item
1940 1947

Nov. Sept. Oct. Nov.

Safe* (average daily), unadjusted................. 301 244 253 323
Sabs (average daily), seasonally adjusted.. 231 234 223 248

Stocks, unadjusted............................................ 247 227 253 263
Stocks, seasonally adjusted............................ 220r 210 224 234

r Revised.

Indexes of Department Store Sales and Stocks,
Second Federal Reserve District

(Adjusted for seasonal variation, 1935-39 average=100 per cent)
PER CENT

Indexes o f  Business

1946 1947

Index
Nov. Sept, Oct. Nov.

Industrial production*, 1935-39 = 100.........
{Board of Governors, Federal Reserve 
System)

183 186 190 192 p

Electric power output*, 1935-39 =  100........
(Federal Reserve Bank of New York)

212 238 228 235p

Ton-miles of railway freight*, 1935-39 = 100 
(Federal Reserve Bank of New York)

188 203 206p

Sales of all retail stores*, 1935-39 = 100........
(Department of Commerce)

Factory employment

267 290 291p

United States, 1939 =  100...........................
(Bureau of Labor Statistics)

152 157 157 157p

New York State, 1935-39 =  100................
(New York State Department of Labor) 

Factory payrolls

131 130 132 132p

United States, 1939 =  100..........................
(Bureau of Labor Statistics)

298 337 342p

New York State, 1935-39 =  100................
(New York State Department of Labor)

269 288 297 295p

Personal income*, 1935-39 =  100..................
(Department of Commerce)

Composite index of wages and salaries*J,

275 307 298p

1939 = 100.......................................................
(Federal Reserve Bank of New York)

165r 179 180 p

Consumers’ prices, 1935-39 =  100................
(Bureau of Labor Statistics)

Velocity of demand deposits*#, 1935-39 = 100 
(Federal Reserve Bank of New York)

152 164 164p

New York C ity.............................................. 87 88 94 97
Outside New York C ity .............................. 80 86 88 89

* Adjusted for seasonal variation. p Preliminary. r Revised.
% A  monthly release showing the 15 component indexes of hourly and weekly 

earnings computed by this bank will be sent upon request. Tabulations of the 
monthly indexes, 1938 to date, together with information on component series, 
sources, and weights, and reprints of articles describing the indexes may also be 
procured from the Research Department, Domestic Research Division.

# These are new series for the period 1935 to date based on “ annual rate of turn
over of demand deposits except interbank and Government”  published by the 
Board of Governors. These rates have been adjusted for seasonal variation and 
placed on a 1935-39 base by this bank. Tabulations of monthly data, both 
adjusted and unadjusted, are available on request from the Research Depart
ment, Financial Statistics Division. The series formerly published was dis
continued because of the revision in the weekly reporting member bank series.
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INDUSTRIAL PRODUCTION

Federal Reserve index. Monthly figures; latest 
figure shown is for November.

DEPARTMENT STORE SALES AND STOCKS

Federal Reserve indexes. Monthly figures; latest 
figure shown for sales is November, 

latest for stocks is October.4
MEMBER BANKS IN LEADING CITIES

Demand deposits (adjusted) exclude U. S. Govern
ment and interbank deposits and collection items. 

Government securities include direct and guar
anteed issues. Wednesday figures; latest 

shown are tor December 10.

MEMBER BANK RESERVES AND RELATED ITEMS

Wednesday figures; latest shown are 
for December 17.

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, December 24, 1947)

I NDUSTRIAL production expanded somewhat further in November. Department store sales 
showed more than a seasonal increase in November and the first half of December. Whole

sale commodity prices generally continued to advance.

Indu strial  Prod u ction

The Board’s seasonally adjusted index of industrial production advanced 2 points in Novem
ber to 192 per cent of the 1935-39 average, a new postwar peak rate.

Output of durable goods expanded somewhat further, reflecting largely increases in activity 
in most machinery, transportation equipment, and nonferrous metal fabricating industries. Out
put of steel in November was at a slightly lower rate than in October, but in the early part of 
December scheduled operations rose to new postwar peaks. Motor truck assemblies were curtailed 
in November and early December, as a result of model changeover activity at plants of a major 
producer, while output of passenger cars increased. Output of lumber and other construction 
materials was maintained in large volume.

Manufacture of nondurable products continued to increase in November, reflecting mainly 
a further marked rise in activity at cotton textile mills and an expansion in the volume of live
stock slaughtered as a result of reduced feed supplies and high prices for feeds. Liquor produc
tion, which increased sharply in October, was curtailed in November in accordance with the 
Federal program to conserve grain.

Production of minerals rose somewhat further in November, reflecting further gains in 
output of bituminous coal as increased numbers of freight cars became available.

Co n str u c tio n

Values of most types of construction contract awards, according to the F. W. Dodge Cor
poration, showed seasonal declines in November and were substantially larger than a year ago. 
The number of dwelling units started during the month, as estimated by the Department of 
Labor, decreased from 94,000 in October to 82,000 in November; completions increased from
83,000 units to 86,000.

D istribu tio n

Department store sales showed a sharp seasonal increase in November and the Board’s 
adjusted index rose to a new high of 300 per cent of the 1935-39 average, as compared with 
275 in October and 291 in September. Value of sales continued at a high level in the first 
half of December and was 8 per cent above the corresponding period in 1946. Value of depart
ment store stocks has also increased in recent months and is above the corresponding period of 
a year ago.

Shipments of most classes of railroad revenue freight were maintained in large volume in 
November and the first half of December, after allowance for usual seasonal declines at this 
time of the year. Coal shipments continued to increase and were at the peak rate reached at 
the beginning of the year.

Co m m o d it y  Prices

Wholesale commodity prices generally advanced further in November and the early part 
of December. Crude petroleum prices were increased sharply and advances were announced in 
refined petroleum products, newsprint, rayon, textile products, shoes, and some metal products. 
Government disposal prices for Japanese silk were reduced by nearly one half. Prices of com
modities traded in the organized markets rose further in November but showed little change 
in the first three weeks of December.

The consumers’ price index was unchanged from September to October. Food prices gen
erally showed little change in November and December, while additional increases occurred in 
retail prices of other goods and services.

Ba n k  Credit

Loans to businesses, consumers, and real estate owners expanded further at banks in leading 
cities during November and the first half of December. Demand deposits of individuals and 
businesses increased 800 million dollars at these banks, and currency in circulation rose by 400 
million.

In the four weeks ended December 17, member banks gained reserves as a result of a 
continued inflow of gold, Treasury transactions, and Federal Reserve purchases of Government 
securities. These sources of reserves more than offset the seasonal growth in currency.

Reserve Bank holdings of Government securities declined in the four-week period, reflecting 
Treasury retirement of bills and certificates. The System also sold substantial amounts of bills 
and certificates in the market, but purchased larger amounts of notes and bonds.

Interest  Rates  a n d  Bo n d  Y ields

Prices of Treasury bonds, which declined sharply in October and November, were held 
firm after the middle of November by official support. Prices of corporate bonds declined further. 
Yields on Treasury certificates rose and a new issue of iy% per cent one-year certificates was 
offered in exchange for the issue maturing January 1.
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MONEY MARKET IN JANUARY
Operations of the Federal Reserve System in the Government 

security market during the past month have reflected the imple
mentation of the policy which was indicated when the System 
lowered its support prices for Government bonds on December 
24. All Treasury bonds offered for sale in the market, for 
which other buyers were not available at prices equal to or 
above the System’s support prices, were absorbed by the Federal 
Open Market Account. During most of the month, however, 
the volume of Treasury bonds which the System was called 
upon to absorb was much smaller than in the final week of 
December, when the System bought a total of more than 
1,100 million dollars of bonds. At the same time the Reserve 
System continued to avoid additions to bank reserves, which 
might be used as the basis for further expansion of bank credit, 
by allowing substantial amounts of its maturing certificates of 
indebtedness and Treasury bills to run off without replacement 
and by selling other short term securities in the market. The 
net result of the System’s security operations during the four 
weeks ended January 28 was a reduction of 573 million dollars 
in total Government security holdings. Week-by-week changes 
in holdings of the various classes of securities are summarized 
in the following table.

(In millions of dollars)

Week ended Bills Certificates Notes Bonds Total

Jan. 7 .......................... —  536 —  546 —  8 +  214 —  876
14.......................... —  116 —  14 +29 +  313 +  212
21 .......................... —  546 —  160 0 +  351 —  355
28.......................... —  230 —  177 +45 +  808 +  446

T otal.............................. — 1,428 —  897 +66 + 1 ,686 —  573

Most of the Treasury bonds purchased by the Reserve Banks 
during the first three weeks of January were long term bonds 
of the type that commercial banks are ineligible to acquire. 
Insurance companies and other savings institutions are reported 
to have been among the principal sellers. Such institutions 
apparently sold Treasury bonds partly to obtain additional 
funds for prompt reinvestment in corporation bonds and 
mortgages, but there were indications that sales were substan
tially in excess of immediate needs, and that surplus proceeds 
of sales were largely invested, presumably temporarily, in short 
term Treasury securities.

"'Bank-eligible” Treasury bonds required little support until 
the final week of January, as demands in the market at prices 
equal to or above the support prices of the Federal Reserve 
System were sufficient to absorb the limited amounts that 
became available. In the last week of January, however, the 
announcement by the Board of Governors of the Federal 
Reserve System, on January 23, that the reserves which central 
reserve city banks are required to maintain against their 
demand deposits would be raised from 20 per cent to 22 per 
cent, effective February 27, was followed by sales of a substantial 
volume of bank-eligible Treasury bonds. These sales apparently 
reflected, in part, sales by banks which had current deficiencies 
in their reserves, and, in part, adjustments in the security 
portfolios of central reserve city banks in anticipation of the 
increase in their required reserves. For the first time in a 
number of weeks, the weekly report of Reserve Bank holdings 
of Government securities, for January 28, showed a substantial 
increase (177 million dollars) in holdings of Treasury bonds 
with final maturities of less than five years. Purchases during 
the week also included sizable amounts of bank-eligible bonds 
of somewhat longer maturities.

Sales and redemptions of Treasury bills and certificates varied 
widely from week to week, reflecting changes in the volume 
of funds made available to the banks through the seasonal 
return flow of currency, foreign expenditures, purchases of 
Treasury bonds by the Reserve System, and other factors. They 
also reflected rather wide swings in the volume of excess 
reserves held by member banks, especially in New York City. 
For the four-week period as a whole, net sales and redemptions 
of Treasury bills and certificates amounted to 2,325 million 
dollars, compared with purchases of 1,752 million dollars of 
Treasury bonds and notes. For the entire period since the 
second week of November, when the Reserve System began its 
support operations in Treasury bonds, the purchases of bonds 
by the System have been fully offset by sales and redemptions 
of short term Treasury obligations, so that no net addition 
to bank reserves has resulted from the System’s security 
operations as a whole.

One feature of the changed conditions in the security markets 
in recent months has been the substantial broadening of the
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Ownership of Treasury Bills 
As of last Wednesday of month*

BILLIONS 
OF DOLLARS2 0j-------------- --------------- --------------- --------------- ---------

18 ------------------------------------------ ,---------------------------

1943 1 9 4 4  1945 1946 1947 1 9 4 8

* Latest figures, January 21, 1948, are preliminary.
# Weekly reporting banks.
t New series based on revised list of reporting banks.

market for Treasury bills, which a few months ago was very 
largely limited to the Federal Reserve Banks. Since the middle 
of last year, the proportion of outstanding Treasury bills held 
by Federal Reserve Banks has fallen from about 95 per cent to 
less than 70 per cent. In this period, as the accompanying chart 
indicates, there has been a substantial increase in the holding 
of Treasury bills by commercial banks, especially in New York 
City and Chicago, but also in other cities throughout the 
country.

M ember Ba n k  R eserve Positions 
M ember bank reserve positions were rather easy during most 

of the past month, despite substantial losses of funds resulting 
from Treasury collections of final instalments on 1947 personal 
income taxes, especially in the latter part of the month. Treas
ury receipts increased in each week of the month. However, 
the combined effect of transactions tending to ease reserve 
positions— a substantial return of currency from circulation, 
some reduction in required reserves, net payments from foreign 
accounts with the Reserve Banks, and large purchases of 
Government bonds by the Federal Reserve Banks— more than 
offset the losses due to payment of taxes. Thus, member 
banks were enabled to acquire substantial amounts of short 
term Treasury securities, mainly Treasury bills, either through 
bids for new issues or through purchases from the Federal 
Reserve System. Toward the close of the month, however, 
member bank reserve positions were under pressure as tax 
collections increased and banks were compelled to sell secur
ities. In some cases the banks elected to sell some of their 
longer term securities and to maintain, or even to increase, 
their holdings of short term securities.

Treasury receipts from income taxes other than amounts 
withheld at the source totaled 1,653 million from January 1

to 23 inclusive, and were close to 60 per cent higher than the 
1,049 million received in the corresponding period of 1947. 
The full impact of the collection of tax checks was felt in the 
market in the last half of the month, but even in the first half, 
Treasury operations tended to drain reserves from the banks. 
Although Treasury cash disbursements exceeded receipts by 
more than 300 million dollars in the week ended January 7, 
resulting in a corresponding reduction in Treasury balances 
with the Reserve Banks, approximately 400 million dollars of 
these expenditures were to retire Federal Reserve holdings of 
certificates of indebtedness maturing January 1. In addition, a 
second transfer of 100 million was made to the account of 
Great Britain with the Federal Reserve System under the 
agreement to release the 400 million dollar balance of the 
Anglo-American credit, and the proceeds did not reach the 
money market immediately. Thus, Treasury operations resulted 
in a net absorption of approximately 200 million dollars of 
member bank reserves in the first week of the month. In the 
next three weeks Government deposits with the Reserve Banks 
rose about 1.4 billion dollars to about 1.9 billion dollars on 
January 28. This exceptionally large total enabled the Treasury 
to announce the retirement of about 1.6 billion dollars of cer
tificates of indebtedness maturing February 1 held by the Fed
eral Reserve System without withdrawing funds from deposi
tary banks. However, this redemption operation will prevent 
a return to the banks of the funds taken from them by tax 
collections in January.

One of the incidental effects of the heavy tax payments of 
the past month was a substantial reduction in private demand 
deposits, which resulted in a decrease of about 200 million 
dollars in required reserves of member banks that partly offset 
their loss of funds through tax collections. Among the trans
actions tending to provide the banks with reserve funds, the 
decline in currency in circulation was most important, amount
ing to more than three quarters of a billion dollars during the 
month, as against 685 million in the corresponding period a 
year ago, the difference possibly reflecting heavier cash pay
ments of taxes this year. The full post-Christmas return flow 
of currency amounted to about one billion dollars, compared 
with 900 million in 1946-47. Thus, the slow decline in money 
in circulation (from a year previous) which got under way 
in mid-1947 continued into the New Year despite rising price 
levels which normally would require the use of larger amounts 
of currency.

In addition, the banking system received fairly substantial 
amounts of funds from foreign expenditures in this country. 
These expenditures were financed in part by the further draw
ing on the British credit, mentioned above, and in part by 
further sales of gold. As a result, the monetary gold stock of 
the United States rose above the previous record level reached 
near the end of 1941— substantially above, if allowance is made 
for the payment to the International Monetary Fund in 
February 1947 of about 688 million dollars of gold as part of 
this country’s subscription to the Fund.
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On January 23, the Board of Governors of the Federal 
Reserve System announced an increase in reserve requirements 
of central reserve city member banks in New York City and 
Chicago, effective February 27, 1948. The Boards statement 
follows:

As a step towards restraining further inflationary expansion of 
bank credit, the Board of Governors today increased from 20 to 22 
per cent of net demand deposits the amount of reserves required 
to be maintained with Federal Reserve Banks by central reserve city 
member banks. This action is to become effective Friday, February 
27, 1948.

The effect of this increase will be to raise the required reserves of 
central reserve city banks in New York City by about 420 million 
dollars and those in Chicago by nearly 100 million dollars. The 
present required reserves for these banks amount to about 4,300 
million and 1,000 million dollars, respectively.

Under the provisions of section 19 of the Federal Reserve Act, 
the Board of Governors has authority to establish reserve require
ments for the various classes of member banks within the follow
ing limits:
Against net demand deposits Minimum Maximum

Central reserve city banks..........................  13 26
Reserve city banks.....................................  10 20
Country banks...........................................  7 14

Against time deposits
All classes of banks.....................................  3 6
Reserve requirements are now at the maximum limits in all cases 

except for net demand deposits at central reserve city banks, which, 
after the present increase becomes effective, will be 4 points less 
than the maximum under existing authority.

INCREASE IN RESERVE REQUIREMENTS

EUROPEAN RECOVERY PROGRAM
During the past few weeks the Senate Foreign Relations 

Committee and the House Foreign Affairs Committee have 
been conducting hearings on the Economic Cooperation Bill of
1948, which was submitted to Congress by President Truman 
in December 1947. This bill is the legislative expression of the 
so-called Marshall Plan, now officially referred to as the 
European Recovery Program. The origin of the program dates 
back to Secretary Marshalls speech at Harvard University on 
June 5, 1947, in which he stated that if European countries 
wished to prepare and to cooperate in a program of reconstruc
tion, the United States would stand ready to support such a 
program "so far as it may be practical for us to do so.” As a 
result of this suggestion, a conference of sixteen Western Euro
pean countries1 convened in Paris in July 1947 and set up a 
Committee for European Economic Cooperation.

In its report, presented to the United States on September 
22, the Committee outlined a production program in the 
participating countries and in Western Germany designed to 
raise the over-all agricultural and industrial output of those 
areas to above prewar levels by 1951 and to achieve by that 
date a reasonable equilibrium in their over-all balances of pay
ments. To help achieve these objectives, the participants 
pledged themselves to mutual help in the joint development of 
resources and trade and to the creation and maintenance of

1 The list of countries included: Austria, Belgium, Denmark, France, 
Greece, Iceland, Ireland, Italy, Luxembourg, Netherlands, Norway, 
Portugal, Sweden, Switzerland, Turkey, and the United Kingdom. The 
Western Zones of Germany were represented by the occupying powers.

internal financial stability. The report emphasized, however, 
that the achievement of the production goals depended pre
dominantly upon a sustained large flow of imports from the 
rest of the world, and especially from the United States. It was 
estimated that over the four-year period 1948-51, after allow
ance for receipts from exports of goods and services, the par
ticipants would have a cumulated balance of payments deficit 
with the United States of 16.5 billion dollars and with the 
Western Hemisphere as a whole of 22.4 billion.

Three American committees, appointed on June 22 by 
President Truman, studied the implications of the Marshall 
Plan for the United States. A committee of Government 
specialists (the Krug Committee) examined the state of this 
country’s resources from the viewpoint of our ability to support 
the plan. A second committee, consisting of the President’s 
Council of Economic Advisers, studied "the impact on our 
economy of aid to other countries.” An advisory group of 18 
business, labor, and educational leaders under the chairmanship 
of Secretary of Commerce Harriman, analyzed the broad aspects 
of the program and "the limits in which the United States may 
safely and wisely plan to extend . . .  assistance.” In their reports, 
issued in October and November, all three committees agreed 
that a European Recovery program was desirable and could be 
undertaken within the limits of our physical and financial 
reserves. To a large extent the Economic Cooperation Bill is 
based upon the conclusions of these committees, although some 
of the recommendations of the Select Committee on Foreign 
Aid of the House of Representatives (the Herter Committee) 
have also been incorporated.

The legislation proposed by the Administration contains an 
authorization to appropriate, for the fifteen months ending 
June 30,1949, a sum of 6.8 billion dollars to be used for grants 
and loans to the participating countries and Western Germany 
for purchases of goods and services in the United States or in 
any other country. The Administration has estimated that the 
full program, over the entire period up to June 30, 1952, may 
necessitate appropriations of about 17 billion dollars. The draft 
bill also calls for the establishment of a new Government 
agency, the Economic Cooperation Administration, to adminis
ter the program, subject to supervision and direction by the 
State Department so far as matters of foreign policy are 
concerned.

Enactment of the proposed legislation would constitute a 
continuation, on a somewhat reduced scale and to a more 
restricted list of recipients, of the broad postwar program of 
United States Government foreign aid designed to alleviate the 
economic impact abroad of the war and its aftermath and to 
facilitate and accelerate progress toward a normally functioning 
world economy. This program has so far taken the form of 
contributions to UNRRA, participation in the International 
Fund and Bank, extension of lend-lease settlement and "pipe
line” credits and surplus property credits, expansion in the 
scale of operations of the Export-Import Bank, allocation of
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funds for "prevention of disease and unrest” in occupied areas, 
the Treasury credit to the United Kingdom, and more recently, 
post-UNRRA emergency relief, Greek-Turkish aid, and interim 
aid to France, Italy, and Austria.

The need for further large-scale American aid to Western 
Europe is at bottom a reflection of the continuing serious lack 
of balance between the aggregate resources available to that 
area and the urgent demands that have to be filled. This lack 
of balance, the magnitude of which was earlier underestimated, 
is the result, among other things, of physical destruction and 
devastation, disruption of normal trade and transport, internal 
financial disequilibrium, the prostration of Germany, and loss 
of income from foreign investments and merchant shipping. 
Crop failures and other natural disasters in Western Europe in 
1946 and 1947, and the sharp rise in prices, since the summer 
of 1946, of goods which the countries of Western Europe must 
import have aggravated the problem. The bulk of the imports 
needed to fill the gap must continue to be drawn from the 
United States and the rest of the Western Hemisphere, especi
ally in view of the disruption of production in Eastern Europe 
and Southeast Asia, from which a large supply of food and raw 
materials was normally forthcoming. But the available gold 
and dollar resources of the participating countries, including the 
unutilized portion of the loans and grants which they have 
already received from the United States Government, are 
insufficient to enable them to maintain the flow of imports 
needed over the next four years to uphold consumption and 
to carry out the production program they have outlined in the 
Paris Report.

The European Recovery Program, as submitted by the 
Administration to Congress, proposes, in the course of the 
period April 1, 1948 to June 30, 1952, to reduce the balance 
of payments deficit of the participating countries with the 
Western Hemisphere from an annual rate of 7 billion dollars 
to approximately 3.5 billion (at present prices),2 and to con
vert their present annual deficit of 800 million dollars with the 
rest of the world (i.e., with countries outside this hemisphere) 
into a surplus of 400 million. After 1952 the deficit with the 
Western Hemisphere would tend to be further reduced to a 
point where the participating countries should be able to get 
along without further special assistance from the United States, 
particularly if their surplus with countries outside the Western 
Hemisphere were for the most part convertible into dollars and 
if more normal trade with Eastern Europe could be resumed.

The reduction in the over-all deficit is to be accomplished 
by a substantial increase in the total output of the participating 
countries. The volume of their imports from all sources is to 
be roughly maintained at its present level of about 16 billion 
dollars per year, but there is to be a gradual rise in their aggre
gate exports during the period from an annual rate of 8 billion 
to 12 billion. It is anticipated that the net import requirements

2 The estimated annual deficit with the United States would be 
reduced during this period from 4.2 to 1.8 billion dollars.

of these countries that are not met by United States grants and 
loans under the European Recovery Program will be financed 
by other countries in the Western Hemisphere, and from 
credits of the International Bank, unutilized balances of 
previous credits of the Export-Import Bank, and private foreign 
investment.

Although the order of magnitude of the aid involved is 
without precedent in international transactions in times of 
peace, it should be relatively small in comparison with the 
increase in output which it is expected it will make possible 
in the participating countries. Even in the first year of the 
program, the American contribution is likely to remain below 
5 per cent of the combined national incomes of these countries. 
In subsequent years, the gradual rise of output, together with 
the decline in the proposed amount of aid, will result in an 
even smaller percentage relationship. Essentially, this means 
that the program is a truly European program, in the sense 
that the main contribution to its success will have to be made 
by the participating countries themselves.

The Administration’s program differs from the proposals of 
the Paris Report in two important respects. The unavailability 
of certain commodities, particularly foodstuffs, in the desired 
quantities necessitated a reduction in the Paris estimates of 
imports to be effected during the initial phase of the program. 
This reduction will obviously keep consumption standards in 
many of the participating countries over the next few years 
closer to the minimum subsistence levels than would otherwise 
have been the case. A downward revision in the estimates of 
Europe's requirements of investment goods was also made, 
because some categories of capital goods are in short supply in 
the United States. Besides, it was thought that the "investment 
boom” which the Paris Report had planned would further 
aggravate inflationary pressures in some of the participating 
countries to a point at which the entire recovery program would 
be endangered. The curtailment in the planned rate of invest
ment, although necessary for the accomplishment of recovery, 
is likely, however, to involve a further postponement of the 
time when consumption levels commensurate with prewar 
standards can be achieved. Likewise, it will tend to prolong 
the period of balance of payments disequilibrium.

An important aspect of the program relates to the form in 
which the aid is to be made available, i.e., whether as loans or 
grants. The draft legislation provides that the decision in this 
respect is to be made by the Economic Cooperation Adminis
trator, in consultation with the National Advisory Council, on 
the basis of the capacity of the individual countries to repay. 
If there appears to be little likelihood of capacity to repay in 
an individual case, the aid will be given in the form of grants.3 
In those cases where assistance is given on a loan basis, the 
Administrator will allocate the necessary funds to the Export-

3 The National Advisory Council has estimated that, of the 6.8 
billion dollar appropriation requested of Congress, 20 to 40 per cent 
would be advanced in the form of loans.
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Import Bank, which will make and administer the loans as 
directed by him. According to press accounts, the State Depart
ment has indicated that in the initial operation of the program 
four groups of participating countries will be distinguished: 
(a) countries to receive aid in the form of grants only; (b) 
countries to receive loans only; (c) countries to obtain both 
grants and loans; and (d) countries to pay cash for all pur
chases and for which, consequently, no provision is made in 
the 6.8 billion dollar appropriation requested by the Admin
istration.4 In order to encourage private investors to partici
pate in European recovery, the draft legislation provides 
that the Administrator may guarantee, for a period not 
exceeding 14 years, the convertibility into dollars of foreign 
currency received by United States citizens or corporations 
from investments made abroad in furtherance of the purposes 
of the program. The guarantees would be limited in each 
individual case to the amount of the investment, and the 
aggregate guarantees would not exceed 5 per cent of all funds 
appropriated under the European Recovery Program.

There has been much discussion of the probable impact of 
the aid program on the United States balance of payments and 
on domestic prices. Our over-all balance of payments surplus 
on current account, which amounted to 8.1 billion dollars in
1946 and to more than 11 billion in 1947, is likely to decline 
rather than rise in 1948. If Congress appropriates the full
6.8 billion dollars requested for the period April 1, 1948 to 
June 30, 1949, and if account is taken of other disposable 
dollar resources (including gold) held by foreign countries as 
a whole, our aggregate surplus on current account in the 
calendar year 1948 is not likely to exceed 10 billion dollars. 
The surplus, along with the proposed amount of our aid, should 
decline thereafter in keeping with the gradual expansion in 
the output and exports of foreign countries, participating and 
nonparticipating alike. The real contribution of this country 
to world recovery and development (as measured by our export 
surplus) should amount to about 5 per cent of our national 
income in 1948, and will tend to diminish in subsequent years, 
although it must be recognized that aggregate comparisons 
of this sort are not the full measure of the sacrifices we must 
be prepared to make to accomplish our objectives.

Given the anticipated decline in our balance of payments 
surplus over the next four years, as well as the probable rise 
in our total domestic output of goods and services, the over-all 
inflationary impact of the aid program will tend to be a 
diminishing one over that period. Since, however, foreign 
demand is likely to be centered heavily on goods currently in

4 Category ( d ) will include Portugal, Switzerland, and Turkey. 
Although these three countries will not receive any aid from the 
United States, their participation in the program will nevertheless be 
beneficial to themselves and the other participants, owing to their 
commitments to strive for certain production goals and to cooperate 
with the other participants in achieving the over-all production goals. 
By participating, moreover, the three countries may be able to obtain 
American goods in short supply, otherwise unobtainable, through the 
procurement and allocation system to be set up in the United States 
under the program.

short supply, such as grains, coal, fertilizer, iron and steel, the 
program may, in the absence of special measures, have an 
inflationary impact on the domestic economy out of proportion 
to the dollar values involved. The draft legislation proposes to 
mitigate at least part of this impact by authorizing the Eco
nomic Cooperation Administrator to make purchases from any 
source in the world or to advance funds to any participating 
country for such purchases. It is proposed that, in the first 
fifteen months of the program, 35 per cent of all procurements 
be effected outside the United States, and that, for the entire 
four year period, "offshore” procurement amount to about 45 
per cent of the total aid. The dollars thus expended outside the 
United States are likely, it is true, to be respent in this country 
by the recipients within a short time, but the impact of these 
expenditures may differ somewhat from that which would 
have been exerted had the dollars been spent here in the first 
instance. For, since the countries in which the bulk of the 
"offshore” purchases are likely to be made, i.e., Canada and 
Latin American countries, are for the most part self-sufficient 
in foodstuffs, their purchases in this country may tend to 
involve goods which are less scarce, although in the case of 
Latin America considerable purchases of scarce machinery will 
no doubt be made with the additional dollars. "Offshore” 
purchases, at any rate, will have the beneficial effect of reliev
ing the dollar shortage of some of the countries in which such 
purchases are made.

Another problem pertains to the disposition of the local- 
currency equivalents of the dollar landed costs of the goods 
to be supplied to the participating countries under grants. 
The Economic Cooperation Bill provides that such funds are 
to be deposited in a special account to be "held or used only 
for such purposes as may be agreed to between such partici
pating country and the Government of the United States.” 
This clause is similar to provisions in the Post-UNRRA Aid 
Act and the Interim Aid Act. The withdrawal from active 
circulation of the local-currency proceeds resulting from the 
sales of relief supplies will be an important anti-inflationary 
weapon if these proceeds are held idle or used for the retire
ment of government debt held by the banks of issue. If, 
however, the proceeds are used by the participating govern
ments for domestic expenditures, the anti-inflationary effect of 
their withdrawal from circulation would thereby be offset.

It has been suggested that some of the local-currency pro
ceeds might be spent by the United States itself on the purchase 
of goods and services in the participating countries, e.g., 
expenditures on diplomatic and consular services, or for the 
purchase of strategic raw materials. Such uses must be tem
pered by a realization that if these expenditures would in any 
case have been made in the form of dollars, they would merely 
accentuate the balance of payments deficits of the participating 
countries with the United States, and thereby correspondingly 
increase the need for American aid.

It may be emphasized that the European Recovery Program, 
aside from its significant political aspects, is essentially a con
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tinuation of the foreign economic program pursued by this 
country during the past few years. Our participation in the 
cooperative ventures of UNRRA and the Bretton Woods 
organizations and, more recently, our initiative in promoting 
the International Trade Organization and extending foreign 
loans and grants unilaterally, e.g., the British credit and post- 
UNRRA and interim aid, all aim at the reestablishment of a 
stable, prospering and peaceful international economic order. 
The aid program, with its emphasis on restoring the economic 
well-being of Western Europe, is another strategic step towards 
achieving this objective. The outcome of the program, how
ever, will depend not only upon the amount and form of our 
aid, but more especially on the magnitude and success of the 
cooperative production effort put forth by the participating 
countries on the basis of that aid.

THE PRESIDENT’S BUDGET MESSAGE
In view of strong demands in Congress that income taxes 

be cut and of the uncertainties over the outcome of the cur
rent debate on the extent of foreign aid, the Presidents budget 
submitted on January 12 must be regarded as a tentative esti
mate of the Government’s fiscal activities in the twelve months 
beginning July 1, 1948.

Under the Legislative Reorganization Act of 1946, the Joint 
Congressional Committee on the Budget is called upon to 
review the budget and to approve, or recommend a revised 
ceiling on, appropriations and expenditures by the middle of 
February for Congressional action. Last year the two Houses 
of Congress were unable to compromise their differences on a 
proposed reduction in expenses. It remains to be seen whether 
an early agreement can be reached this year.

The budget presented anticipates receipts of 44.5 billion and 
expenditures of 39.7 billion dollars, leaving a budgetary sur
plus of 4.8 billion in the fiscal year ending June 30, 1949. 
Receipts are estimated on the basis of current tax rates, 
and expenditures include those for the requested European 
Recovery Program. Trust account receipts are estimated at
6.2 billion dollars, but these receipts will be more than offset 
by expenditures of 3.3 billion and investments of 3.4 billion. 
However, Government corporations are expected to borrow 
nearly 400 million. A net reduction of direct public debt 
amounting to 4.7 billion is planned, involving a slight reduc
tion in the Treasury’s cash balance.

During the current fiscal year, it is estimated that a budget 
surplus of 7.5 billion dollars will be adequate to cover a 
requested net reduction in the direct public debt of 7.4 billion, 
but since there will be a net outgo of 500 million in the trust 
accounts and in Government corporation debt, and a charge 
to the "clearing account” of 400 million as well,1 the Treasury’s

1 Since expenditures are estimated on the basis of Government checks 
paid, the clearing account indicates the amount of checks outstanding 
issued by the Disbursement Division of the Treasury Department. 
In fiscal 1947, the clearing account involved a deduction, but these 
checks were paid in the following period, thus increasing expenditures 
in 1948.

Table I
U. S. Budget and Cash Expenditures and Receipts 

Fiscal Years 1947-49 
(In billions of dollars)

Actual
1947

Estimated
1948

Projected
1949

Change 1948 
to 1949

Budget receipts......................... 43.3 45.2 44.5 — 0.7Trust account receipts............ 6 .2 6 .5 6 .2 — 0.3Less: noncash receipts . . . . 2 .8 3 .5 2 .4 — 0.9
Cash receipts.................... 46.6 48.3 48.3 0

Budget expenditures*............. 42.5 37.7 39.7 + 2 .0Clearing account......................
Trust account expenditures

—  0 .6 +  0 .4 — 0 .4
and investments#................. 7 .0 7 .1 6 .7 — 0 4
Less: noncash expenditures f 8 .9 4 .7 5.1 + 0 .4

Cash expenditures........... 40.0 40.5 41.3 + 0 .8
Net cash income.............. 6 .7 7 .7 7.1 — 0.6

* Includes net expenditures of wholly-owned Government corporations and 
credit agencies.

# Does not include market sales and redemptions of obligations of Government 
corporations. The net of such transactions is included with repayments of the 
public debt.

t  Net of noncash expenditures less cash redemptions of noncash issues.
N ote: Because of rounding, figures may not add to totals shown.
Source: The Budget of the United States Government for the Fiscal Year Ending 

June SO, 1949 and the Supporting Table of Receipts from and Payments to the 
Public, January 1948•

cash balance will be reduced nearly 800 million. On this 
basis, the direct public debt will amount to 250.9 billion on 
June 30, 1948 and 246.2 billion at the end of June 1949.

R eceipts

Receipts have been estimated for the fiscal years 1948 and 
1949 on the assumption that the current high levels of per
sonal income (at an annual rate of about 200 billion dollars) 
will be maintained. A continuance of the current level pre
supposes price stabilization through an effective anti-infla
tionary program. In the hope that this will be achieved, 
no cost-of-living increases for Government employees are 
requested in the Budget message. If an effective anti-infla
tionary program is not adopted, the message states, a sup
plemental request may be made later.

The 1.9 billion dollar rise in budget receipts in the current 
fiscal year is largely accounted for by higher returns from 
direct taxes on individuals, which now represent over half of 
budget receipts compared with 24 per cent in 1941. The 
anticipated slight decline in total receipts during fiscal 1949 
reflects the loss of certain nonrecurring nontax revenue received 
this year— a loss which the anticipated increase in tax revenue 
will not quite offset. Because of the usual lag in tax collec
tions behind the rise in incomes and profits, tax receipts are 
expected to increase 1.5 billion dollars, nearly half of which 
will be from corporation taxes and some 500 million from 
individual taxes.

With existing tax rates, withheld taxes alone may increase
1.3 billion to a total of 11.3 billion dollars in fiscal 1948, and a 
further rise of 430 million is expected in fiscal 1949. The 
latter increase includes taxes to be withheld for the first time 
on salaries and wages of the armed forces, beginning in 
January 1949. Other individual income taxes are set at 10.6 
billion in fiscal 1948, or 1 billion dollars higher than last year, 
and a further rise of 100 million is expected in fiscal 1949.
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Corporation taxes in fiscal 1948, at 9-5 billion dollars, are 
expected to be slightly lower than in fiscal 1947, as the gain 
in receipts arising from higher corporate income has not com
pletely offset the 3.2 billion dollar loss of excess profits taxes. 
In fiscal 1949, however, an increase of over 600 million is 
expected, reflecting expectations of higher profits in calendar
1948.

Excise taxes are expected to show a minor gain in fiscal
1948 and a slightly larger increase in the following year; a 
decline in liquor, retailers’ excise, and stamp taxes will be 
offset by increases in tobacco and manufacturers’ excise 
(largely, consumers’ durable goods) taxes in the current fiscal 
year, and in fiscal 1949 liquor taxes will also rise. Rising 
employment taxes reflect successively higher industrial and 
railroad payrolls and an increase in the tax rates on carriers 
and their employees. Customs receipts are expected to decline 
nearly 100 million in fiscal 1948 owing to the rate concessions, 
effective January 1, 1948, under the Geneva agreement. Dur
ing fiscal 1949 only a slight further decline is anticipated, as 
imports are expected to increase. Miscellaneous receipts will 
show a slight decline in the current fiscal year and a sub
stantial drop of 2.1 billion in fiscal 1949, as receipts arising 
from the liquidation of wartime programs, mainly sales of sur
plus property, will have declined drastically. Part of the 
anticipated drop in 1949 reflects a decline of nearly 500 mil
lion dollars in noncash intra-Governmental receipts, follow
ing large payments in 1948 by the War Damage Corporation 
(210 million of profits), the Federal Deposit Insurance Cor
poration (256 million of repaid capital stock), and the Recon
struction Finance Corporation (97 million of interest). A 
proposed expansion of existing social insurance programs and 
introduction of a health insurance program would add an 
estimated 200 million and 150 million, respectively, to gross 
receipts, but this would all be transferred to the trust accounts 
and would not be reflected in the budget total. Total cash 
receipts from budget accounts in fiscal 1949 are only 200 mil
lion less than the 44.5 billion estimated for fiscal 1948.

Total trust account receipts are expected to increase 249 
million dollars in fiscal 1948 but to drop 324 million in 1949- 
The changes in the two years largely reflect noncash intra- 
Governmental receipts. Cash receipts in 1948 are estimated at
3.7 billion, the same as last year, and would be the same in
1949 except for the inclusion of additional receipts (400 
million) from proposed legislation.

Ex p e n d it u r e s

Proposals for which legislative sanction will be required 
amounting to 5.7 billion have been included in the 39.7 billion 
estimate of expenditures for fiscal 1949. These proposals 
cover 4.5 billion for foreign aid and reconstruction and nearly 
600 million for additional military expenditures. Of the remain
ing 650 million, half is for added educational and research 
programs and the other half is to be distributed among a 
variety of Governmental activities, principally public welfare

(100 million), surplus property disposal (94 million), and the 
new anti-inflation program (80 million).

The combined "aftermath of the war” items— defense, inter
national, veterans, interest, and refunds— represent 79 per cent 
of requested budget expenditures in fiscal 1949. Of these 
items, only spending for veterans is expected to show a decline 
in 1949.

The largest increase (1.5 billion dollars) in expenditures 
is projected for international affairs and finance, which con
stitute the second largest functional group in the 1949 budget. 
The European Recovery Program and added costs for relief 
and government in occupied countries will more than offset 
the anticipated drop in other relief programs (UNRRA, post- 
UNRRA, Greek-Turkish aid, interim aid) and in drawings 
against the Treasury credit to the United Kingdom. Taking 
into account the redemption of the United States Government 
non-interest-bearing notes held by the World Bank and Fund, 
total cash expenditures for international affairs should reach
6.7 billion in the current fiscal year and 7.5 billion during the 
following twelve months.

National defense, calling for 11 billion dollars, remains the 
largest functional group in the 1949 budget and is slightly 
higher than estimated for fiscal 1948, owing mainly to the 
inclusion of a 400 million dollar allowance for the proposed 
system of universal military training. However, the net cash 
redemption of Armed Forces leave bonds, which will require 
nearly 1.2 billion dollars in addition to national defense budget 
expenditures this year, will be considerably lower in fiscal
1949. Cash expenditures for national defense, thus, will drop 
from 11.9 billion in fiscal 1948 to 11.2 billion in 1949. Pay 
and maintenance of an average military personnel of 1,400,000 
alone will require 4.7 billion dollars.

Veterans’ services and benefits, the third largest item, are 
set at 6.1 billion dollars. This is 500 million less than the 
current year’s level, indicating that this year’s disbursements 
for veterans’ education and unemployment allowances are likely 
to be the peak.

Interest on the public debt, probably the least flexible item, is 
expected to exceed 5.2 billion dollars in 1949. The anticipated 
slight rise in interest costs will reflect the rise in rates of 
accrued discount on Savings bonds sold during the war and 
interest on an increased volume of special issues held by the 
trust funds. The rise in these items will be only partly offset 
by a decline in interest paid on marketable debt. The latter 
will decline despite higher rates on short term issues, as the 
outstanding volume, including some higher rate issues, will 
be reduced. Thus, interest paid to the public in cash during 
fiscal 1949 will be slightly lower than the 3-9 billion to be paid 
during this fiscal year. Refunds are expected to require no 
more than the 2 billion estimated for fiscal 1948.

Expenditures for "other activities” will be increased more 
than 700 million to 8.3 billion dollars in fiscal 1949, if Con
gress accepts the President’s requests. Within this group, 
declines in some items are more than offset by increases else-
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Table II
Change in the Public Debt, Fiscal Years 1947-49 

(In billions of dollars)

Actual
1947

Estimated
1948

Projected
1949

Cash excess of receipts.............................
Decrease in stabilization fund................
Decrease in Treasury cash balance. . . .

Repayments to the public*.................
Noncash borrowing#.............................

Change in public d e b tf............................
Public debt at end of yea rj....................
Treasury’s balance at end of year.........

—  6 .7
—  1.8 
—  10.9

—  7.7

—  0 .8

—  7.1

—  0 .1

—  19.4 
+  7 .9

—  8 .5  
+  1.2

— 7.1 
+  2 .8

—  11.5 
258.4 

3.3

— 7.3 
251.0 

2.5

—  4.3  
246.3 

2 .5

* Mainly cash retirement of Treasury marketable debt, market sales and pur
chases by Government agencies and trust funds, and net sales or redemptions 
of Savings bonds. Also included are a small amount of sales and redemptions 
of obligations of Government corporations and net changes in a few minor 
debt items.

# Increases in special issues, noncash securities issued in payment for budget 
expenditures, and accrued discount on Savings bonds less redemptions of 
noncash issues and interest paid on Savings bonds redeemed.

t  Including direct public debt and both guaranteed and nonguaranteed obliga
tions of Government corporations and credit agencies held by the public.

% Gross public direct debt and guaranteed obligations only.
Note: Because of rounding, figures may not add to totals shown.
Source: Same as for Table I.

where, mainly for the further development of agricultural and 
other natural resources and for an enlarged program of educa
tion and general research.

Trust account expenditures and investments in fiscal 1949 
will show a decline of about 400 million from the 7.1 billion to 
be spent in fiscal 1948. This decline is entirely in intra-Gov
ernmental activities and includes a smaller investment in Gov
ernment securities.

As the major goal in the management of the public debt, 
the President stressed the achievement of the maximum anti- 
inflationary effect. By using the cash excess of receipts over 
expenditures and nearly 1 billion dollars of the Treasury’s cash 
balance, it is planned to retire 8.5 billion of debt held by the 
public in fiscal 1948 ( of which 1.5 billion was retired during 
the first half of the fiscal year) and another 7.1 billion in fiscal 
1949- In addition to the retirement of debt held by commer
cial and Federal Reserve Banks, as well as savings banks, 
insurance companies, and private investors, the Treasury 
expects to retire in this fiscal year a total of 1.4 billion of 
Armed Forces leave bonds and 1.2 billion of non-interest-bear
ing notes held by the World Bank and Fund. The bulk of 
redemption of the leave bonds and half of the estimated 
redemption of the non-interest-bearing notes had already 
occurred by the end of December. Another 200 million and 
500 million, respectively, of these securities are expected to 
be redeemed in fiscal 1949. At the same time, new issues will 
be sold to the trust accounts and the redemption value of out
standing Savings bonds will increase. As a result of these 
changes, the public debt (including guaranteed debt) should 
decline 7.4 billion dollars, net, to 251.0 billion in fiscal 1948, 
and another 4.7 billion to 246.3 billion in 1949.

WARTIME IMPROVEMENT OF MUNICIPAL 
FINANCES
In general, State and local governments entered the postwar 

period in greatly strengthened financial position and conse
quently with much improved credit standing. From June 30,

1939 to mid-1946 the gross indebtedness of State and local 
governments was reduced by 20 per cent, to 15.6 billion dollars. 
As the amounts held in municipal1 sinking, trust, and invest
ment funds decreased, net indebtedness showed a decline of
2.7 billion dollars, or about one sixth, in this period. Moreover, 
during the war years, State governments had accumulated large 
balances in general and highway funds and in postwar reserves, 
which amounted to 2.9 billion dollars as of June 30, 1946. In 
the eighteen months ended December 31, 1947, however, 
owing to the heavy volume of "new money” issues sold to the 
public, municipal debt, despite sizable cash retirements, rose by 
between one half and three quarters of a billion dollars.

On the whole, this improved financial status, particularly 
among the States, resulted not so much from a decline in 
expenditures as from an increase in tax receipts and other 
revenues. Between the fiscal years 1941 and 1945, State govern
ments, with more diversified and sensitive sources of taxation 
than those of the local governments, experienced a gain of 
about a fifth in aggregate tax revenues (exclusive of unemploy
ment taxes), as a marked rise occurred in sales and similar taxes 
on motor fuels, alcoholic beverages, and tobacco products and 
in taxes on individual and corporate incomes. In 1946 total 
State tax income other than unemployment taxes gained 
another 15 per cent over the preceding year’s total, and was 
three-fourths larger than in 1939. Preliminary indications 
show a further substantial increase in State tax receipts in the 
fiscal year 1947.

Tax revenues of local governments, on the other hand, made 
more modest gains, most of which came in the first postwar 
fiscal year, 1946. The growth of local government revenues, 
which are largely based on the relatively inflexible real property 
tax, has been retarded as a result of rent control, which tended 
to restrain the advance of city property values, especially during 
the war years. The trend of State, city (with a population of 
over 25,000 in 1940), and county government revenues by 
source is indicated in the accompanying table.

1 The term 'municipal” will be used in this article to denote both 
State and local governments.

Revenues of State and Local Governments by Source 
(Fiscal years ended on or about June 30; in millions of dollars)

Source
State City* County

1941 1945 1946 1941 1945 1946 1942 1945 1946

5,574 6,775 7,246 2,670 2,714 2,916 1,645 1,720 1,886

4,507 5,603 6,014 1,967 1,971 2,063 928 906 1,005
Sales and gross receipts.. 2,043 2,297 2,826 141 128 149 — — 1

422 810 831 X X X — — —

Property......................... 268 276 253 1,706 1,712 1,762 900 889 986
Unemployment.............. 901 1,254 1,034 — — — — — —

873 966 1,070 120 131 152 28 17 18

Total nontax revenues.......
Aid received from other

1,067 1,172 1,233 703 743 853 717 814 880

governments............... 756 759 767 488 485 542 567 605 651
311 413 466 215 258 311 150 209 229

* Cities with population in 1940 of over 25,000; 1941 estimated, 
t Data do not necessarily add to totals because of rounding, 
j  Included in all other taxes.
Source; U. S. Department of Commerce, Bureau of the Census.
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Because of the considerable expansion of their revenues, 

State governments were able to increase their direct expendi
tures (exclusive of contributions to unemployment trust funds) 
and to expand their aid to local governments (including 
amounts representing local government shares in State-collected 
taxes). In this way, the lesser municipalities were able to 
maintain the prewar levels of their services and at the same 
time accelerate their debt retirement programs. The States, 
however, did not reduce their indebtedness as rapidly as the 
local governments, and accumulated large surplus balances, 
as already noted.

The fact that State and local government expenditures in the 
aggregate failed to decline during the war years does not mean 
that these governments did not cooperate in reducing unessen
tial expenditures, particularly those absorbing materials and 
manpower. Actually, only a small portion of State and local 
government expenditures could be deferred. Necessary services, 
such as the protection of life and property and the main
tenance of adequate standards of public health, sanitation, 
and education had to be continued; and wages and salaries 
constitute the largest and most inflexible cost element of such 
services. Expenses incurred for civilian and other defense 
activities, furthermore, were not inconsiderable, and in fact in 
many parts of the country municipal outlays had to be expanded 
to meet the wartime influx of new industries and population. 
Thus, direct operating costs of State and local governments 
increased or were well maintained during the war, with current 
disbursements for education, highways, and health and hospitals 
showing the more sizable increases. However, disbursements 
of cities for public welfare, including unemployment relief 
and charity, fell sharply.

As shown in the accompanying table, State and local govern
ments curtailed during the war their capital outlays, which 
would have involved direct competition with war needs for 
materials and manpower and with Federal Government finan
cing in the capital market (since such outlays are traditionally 
financed through flotation of new securities). At the low point 
in 1944, in spite of higher construction costs, such outlays 
were about 60 per cent below the 1941 total. The other major 
item of expenditure to decline during the war was interest on 
the debt, reflecting the retirement of some maturing issues and 
the refunding of called or maturing securities at lower rates 
made possible by a general decline in money rates and a favor
able market for municipal issues.2

The relaxation of most wartime controls after the end of 
World War II was reflected in State and local government 
accounts by an increase in the volume of expenditures for 
almost all functions of government, as shown in the table. Total 
operating expenses of States, cities, and counties rose between 
10 and 15 per cent, with disbursements for public welfare, 
health and hospitals, and highways increasing most rapidly. 
With the elimination of wage controls and the rapid demobili-

2 See "Municipal Financing in the Postwar Period” in the December 
1947 issue of this Review.

Expenditures of State and Local Governments by Purpose 
(Fiscal years ended on or about June 30; in millions of dollars)

Purpose of expenditure
State City* County

1941 1945 1946 1941 1945 1946 1942 1945 1946f
Total t ............................. 5,184 5,822 6,258 2,479 2,392 2,667 1,431 1,533 1,783

1,790 2,254 2,577 1,921 1,962 2,150 1,239 1,376 1,580
Public welfare................ 501 605 679 312 183 204 392 390 458
Health and hospitals___ 261 382 426 139 167 188 119 150 165
Highways....................... 247 308 357 128 154 165 244 292 314
Education...................... 224 354 374 466 457 484 74 92 109
General administration.. 171 187 199 148 171 185 249 274 315
Public safety.................. 110 131 144 426 481 529 57 60 65
All other......................... 276 287 398 302 349 395 104 118 154

Capital outlays.................. 676 267 357 230 91 166 85 65 98
Aid paid to other govern-

1,67a 1,884 2,086 ** 5 9 28 32 50
Contributions to trust funds

and enterprises#............. 931 1,336 1,168 153 197 213 _ _ _
117 80 70 175 137 129 79 60 55

Provision for debt retirement. 307 223 188 239 293 272 192 163 161

* Cities with population in 1940 of over 25,000; 1941 estimated.
f Estimated on basis of reports for counties with populations over 250,000.
t Exclusive of provision for debt retirement; figures do not necessarily add to totals because 

of rounding.
** Included in all other operation expenditures.
# For States, includes contributions to unemployment trust funds.
Source: U. S. Department of Commerce, Bureau of the Census.

zation of the armed forces, States and municipalities lifted their 
wage scales and increased their staffs so that total compensation 
of employees rose almost 20 per cent in the calendar year 1946. 
Purchases of materials and supplies also increased in aggregate 
value, but the rise was restrained by the maintenance of price 
controls until July 1946. With the elimination of price con
trols, both the supply and wage bills rose further. Interest on 
the debt continued to fall in the first postwar year, but the 
increase in expenditures reduced the amounts available for 
repayment of debt.

Some start on capital rehabilitation and expansion programs 
was made in the fiscal year 1946. Disbursements of cities and 
counties in this field rose particularly fast. Total construction 
expenditures of all State and local governments in the calendar 
year 1947 was estimated by the Federal Works Agency at
1.7 billion dollars, an increase of 30 per cent over 1946. The 
same agency also forecast construction expenditures in 1948 
of 2.3 billion, highest since the early thirties. Owing to the 
rise in the price level, however, actual and anticipated expendi
tures in real terms are still below the 1939 level and represent 
only a beginning in the program of modernization and 
expansion of facilities.

War and postwar trends in the finances of New York State 
and New York City followed closely those observed for all 
States and municipalities. If anything, the improvement in 
the financial position of this State has been greater than that of 
the 48 States combined, while that of New York City has been 
somewhat less than that of all middle-sized and large cities 
combined. Between 1941 and 1946, the net long term indebt
edness of New York State declined by about the same percent
age (30 per cent) as did that of the 48 States in the aggregate. 
However, the accumulation of balances in general, highway, 
and postwar funds was much more rapid in New York than 
elsewhere, rising from 6 per cent of the total for all States in 
1943 to 17 per cent in 1946. While aggregate tax and other
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New York State Government Revenues and Expenditures 
Fiscal Years 1941, 1944-46
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revenues failed to expand as rapidly in New York State as in 
all States combined, total expenditures in this State rose at only 
about one-fifth the rate for all State governments, owing largely 
to a much sharper reduction in capital outlays and a much 
smaller increase in aid to local governments.

It is interesting to note that total per capita tax receipts of 
New York State ($53.40) during the fiscal year 1946 were 
much larger than in the 48 States combined ($38.00). The 
New York State tax structure is based to a much greater extent 
on the income of the public; individual and corporation income 
tax amounted to $11.75 and $14.05 per person, as against $2.95 
and $3.35, respectively, in all States. Sales and gross receipts 
taxes and property taxes in the fiscal year 1946 accounted for 
a much smaller proportion of taxes in New York State than in 
the country as a whole. Per capita expenditures were also 
much larger in New York than in all States— $56.65 as com
pared with $47.75.

New York City’s budget is approximately as large as that of 
New York State. During the fiscal year 1946, City disburse
ments were only 22 million dollars less than those of the State, 
but the latter s revenues were 187 million dollars above the 
City’s. In 1941, however, both revenues and expenditures of 
the City government were larger than those of the State. Net 
long term indebtedness of New York City at the end of the 
fiscal year 1946 was six times that of the State.

The City’s finances improved in recent years much more 
slowly than the State’s and made less progress than did those 
of all other cities combined. Between fiscal 1941 and fiscal 
1946, indebtedness of New York City fell 13 per cent as against 
a 16 per cent decline in the indebtedness of all cities. During

the same period, revenues of the worlds largest city fell 
moderately as against a small increase in the aggregate income 
of the governments of all cities, while expenses were cut 
more sharply in New York City than in the average city. 
Sales and gross receipts taxes of New York City declined 
moderately between 1941 and 1946 and rose slightly for all 
cities. Among the City’s expenditure items, the major cuts 
came in public welfare (including relief) and contributions 
to trust funds and enterprises. During the war years capital 
outlays were reduced more than 80 per cent.

The City, like most large city governments, has suffered 
chronically from lack of adequate revenues— from an unbal
anced, undiversified, and inflexible tax structure dependent 
largely on the real property tax. Tax-levying powers and 
borrowing power on real estate valuations are limited by law, 
and real estate valuations have shown no substantial changes in 
the past several years. Meanwhile, the sharp curtailment of 
capital outlays during the war, including replacement and 
modernization of facilities, has meant increased obsolescence 
of the City’s plant. The growing deficit from the operations of 
the underground transportation facilities, the increased traffic 
congestion, and the acute housing shortage, together with the 
need to improve and expand the subways, heighten the urgent 
need for additional funds. Like many other cities, New York 
has been forced to finance new capital projects increasingly 
through the medium of authorities and commissions which 
operate outside the City’s debt limit.

Thus, while there has been general improvement in State and 
local government finances, not all governments have shared 
in this betterment. The cities, particularly the larger ones,

New York City Government Revenues and Expenditures 
Fiscal Years 1941, 1944-46
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have felt the effects of higher cost and relatively stable revenues. 
In many of the larger cities, governments face the expenditure 
of very substantial sums for modernization and other purposes, 
including alleviation of traffic congestion, slum clearance, 
extension of streets and sewer systems, improvement and 
expansion of government-owned transport facilities, and public 
housing, but may be forced to restrict such outlays because of 
limitations on indebtedness. On the whole, however, the 
general improvement of State and local government credit 
should facilitate the financing of the capital improvements and 
extension of governmental services that war and postwar 
growth, geographic shifts of population, and the postwar build
ing boom have made necessary.

DEPARTM ENT STORE TRADE

Sales of Second District department stores during January 
apparently showed little more than the usual decline from 
December sales, despite the unfavorable weather conditions. 
On the basis of preliminary data it is estimated that daily 
average dollar sales during the month were about 5 per cent 
above January 1947. It is reported that the traditional white 
sales at the beginning of the year, supported by a stronger 
inventory position than a year ago, met with very favorable 
consumer response.

Seasonally adjusted stocks as a whole had recovered from 
midyear low levels by the end of 1947 and in terms of dollar 
retail value were about the same as at the end of 1946. Since, 
however, retail prices in general increased during 1947, stores 
probably began 1948 with a physical inventory somewhat 
smaller than was the case last year. During most of 1947, a 
representative group of stores which furnish data to this bank 
placed a smaller volume of new orders than they had placed 
during the corresponding period of 1946; during the last four 
months of 1947, however, new orders were placed in fairly 
high volume, above that of the corresponding 1946 period. The 
seasonal decline in new orders between November and Decem
ber was considerably less than usual, and during December 
new orders placed were more than 35 per cent greater than in 
December 1946. Despite this increase in new orders, improved 
supply conditions prevailing in 1947 enabled reporting stores 
to close the year with a volume of outstanding orders some 13 
per cent below the previous year-end dollar volume.

R e c e n t  T rends in  D e p a r t m e n t  Store  Credit

An increased use of credit facilities has been a factor making 
for year-to-year sales increases in the Second District, but as 
shown in the chart below, cash sales too expanded during 1947 
over 1946,1 contrary to a declining trend for the country as a 
whole. For the almost 500 large stores in this country which 
report sales by type of transactions, a sharp increase in credit 
sales seems to have been an important factor in achieving an

1 Based on the first eleven months of each year.

Percentage Change in Department Store Sales by Type of 
Transaction in the Second District and in the 

United States, 1946-47*

ii
CASH SALES |

1II
I

INSTALMENT SALES [
I
I
I
I

CHARGE SALES |
I
II
I

TOTAL SALES |
I
L.

-10

* First eleven months of each year; data only for stores reporting sales by 
type of transaction.

increase in total sales volume. While instalment sales do not 
bulk very large in total sales (about 9 per cent in both the 
nation and the District during 1941), the very sharp increase 
in this type of sale in the rest of the country during 1947, 
together with a larger amount of charge account sales, more 
than offset declining cash sales. Since Second District stores are 
included in the national total, the contrast between this District 
and the rest of the country is even sharper than shown in the 
chart.

The divergent trends in this District and the rest of the 
country represent in large part a return towards prewar rela
tionships among sales by type of transaction. Prior to World 
War II, New York City department stores (which dominate 
the District total) were characterized by an unusually large 
proportion of cash sales. In 1941, for example, cash sales 
represented 68 per cent of total sales in this City (60 per 
cent in the District as a whole) and only 48 per cent in the 
entire country. By 1946, owing to wartime influences on the 
pattern of consumer spending and also to limitations placed on 
the use of consumer credit, the proportion of cash sales in the 
City had risen to 74 per cent (only 6 percentage points) and 
to 69 per cent in the District, compared with a rise to 62 per 
cent for the country (a rise of 14 percentage points). In 1947 
sales had reverted to peacetime conditions to such an extent 
that prewar regional differences once again became apparent. 
Inasmuch as wartime distortions in department store credit 
relationships were greater outside this District, the return to 
prewar relationships has a less pronounced effect here than in 
the rest of the country.

H o l id a y  T rade  By  D e p a r t m e n t s

The accompanying table presents a distribution of sales for 
November and December combined, by selected departments, 
for 1935-39 (average), 1944, 1946, and 1947. The distribu-

PER CENTAG ECHANG E
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Department Store Sales during November and December Combined, 
by Selected Departments, Second Federal Reserve District*

Entire store...................................

Women’s and misses’ wear..........
Men’s and boys’ wear..................
Homefurnishings...........................
All other........................................

Men’s furnishings....................... .
Lingerie........................................
Furniture..................................... .
Toys, games..................... ...........
Toilet articles, drug sundries
Housewares.................................
Women’s and misses’ coats, suits,
Hosiery..........................................
Dresses.........................................
Draperies, upholstery................. .
Women’s, misses’, and children’!

shoes......................................... .
Juniors’ and girls’ wear............... .
Infants’ wear............................... .
Handbags......................................
Men’s clothing..............................
Domestic floor coverings.............
Wines, liquors............................. .
Blouses, skirts, sportswear.........
Boys’ wear................................... .
Jewelry.........................................
Furs.............................................. .
China, glassware.........................
Linens, towels.............................
Yard goods..................................
Sporting goods, cameras............
Millinery......................................
Radios, musical instruments-----
Sheets, pillow cases.....................
Major household appliances

Percent distribution of 
combined November- 

December sales

1935-39  1944

100.0
37.6
12.8
19.1
30.5

7 .9  
5 .3
5.2
4 .2
4 .1
3.6
3.3
3.2
3.1
3.0

2.8
2.7  
2 .5
2 .4
2.4
2 .4
2.2
2.0
1.9
1.9
1.8 
1.8 
1.8
1.5  
1.2 
1.0 
1.0 
0 .7  
0 .5

100.0
41.7
10.9
16.0
31.4

6.6
6 .4
4 .9
3 .4
4 .2  
2.8
3.7
3.1
3.5
2 .9

2.9
3.4
3 .3  
2.0
2.1
1.9
2.7
3.1 
2.0
2 .5  
2.0
1.7
1.9
1.6 
0.7
1.2 
0 .5  
0.8 
0.1

1946

100.0
36.8
12.0
21.0
30.2

7 .3
5 .3
5.7
3.9
3 .3
4 .4
3 .3
2.3  
3 .2
2.8

2 .9  
3.1
3 .0  
1.8
2 .5
2.6
1.7
2.7
1.8
2.1
1.7
1.5 2.0
1.7 1.1 
1.0
1.8
1.5  
1.2

1947

Percent
age

change
1946-47

100.0
37.9
12.2
22.2
27.7

7 .2  
5.1
5.9
3 .9
3 .0
4 .4
3.7
2.7
3.1
2 .9

2 .9
3 .3
3 .0
1.8
2 .5
3 .0
1.1
3 .0  
1.8
2.0 
1.8
1.6 
1.8
1.4 
1.1 
1.0 
2.0 1.0 
1.3

+  5

+ 8 
+  7 +11
—  3

+  4 
+ 1 
+  9 
+  5— 6 + 6 
+20  
+21 + 2 
+  9
+ 6 
+ 13  
+  3 
+  5 + 6 
+ 2 2  
— 33 
+ 17  
+  4
—  3 
+  9 
+10— 6 
— 13 
+ 1 + 1 +12 
— 30 
+ 15

♦Based on sales data of stores reporting by departments; entire store total includes 
departments other than those shown £

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net sales

Stocks on 
hand 

Dec. 31, 1947
December

1947
Jan .through  

Dec. 1947

Department stores, Second District----- +  8 +  9 0
New York C ity....................................... .+  7 +  9 —  4
Northern New Jersey........................... +  7 +  7 +  1

Newark................................................ +  6 +  5 —  1
Westchester County.............................. +14 +  9 —  6
Fairfield County.................................... +10 +  7 +11

Bridgeport........................................... +  9 +  6 +  9
Lower Hudson River Valley............... +18 +11 +15

Poughkeepsie...................................... +23 +10 +14
Upper Husdon River Valley............... +15 +  9 —  1

A lbany................................................. +13 +  9 0
Schenectady........................................ + 15 +  7 —  9

Central New York State..................... +  6 +  6 +  3
Mohawk River Valley...................... +13 +  9 +20

Utica................................................. +13 +  9 +13
Syracuse............................................... +  3 +  5 —  5

Northern New York State................... +22 +20 —

Southern New York State................... +12 +  9 +13
Binghamton........................................ +  8 +  6 +  9
Elmira.................................................. +25 +10 + 20

Western New York State.................... +14 +  9 +12
Buffalo.................................................. +14 +  9 + 18
Niagara Falls...................................... +13 +  7 —  1
Rochester............................................. +12 +  8 +  2

Apparel stores (chiefly New York C ity ). +  6 —  4 — 11

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average=100 per cent)

Item
1946 1947

Dec. Oct. Nov. Dec.

Sales (average daily), unadjusted............... .. 392 253 323 408
Sales (average daily), seasonally adjusted.. 232 223 248 241

Stocks, unadjusted............................................ 213 253 263 211
Stocks, seasonally adjusted............................. 238 224 234 236

tion of holiday trade during 1947 reflected the continued 
impact of postwar changes in merchandise availability. Most 
of the major homefurnishings departments— furniture, house
wares, domestic floor coverings, radios, and major appliances—  
accounted for a more substantial proportion of total holiday 
buying during 1947 than during 1935-39- The gain is even 
sharper in comparison with 1944, when, owing to supply con
ditions, consumers directed their holiday expenditures into 
channels where goods were more available.

The substantial increase, particularly from 1946 to 1947, in 
the proportion spent for women’s and misses’ coats and suits, 
and for blouses and skirts, is probably attributable mainly to 
the new styles which were promoted during the 1947 season 
and which seem to have met consumer approval more strongly 
just before Christmas than they had earlier in the year.

The wine and liquor department has fallen off from its war
time importance, and in 1947 accounted for about one half of 
its prewar share. Sales of sheets and pillow cases decreased 
sharply during this past Christmas season but remained above 
their prewar proportion. It is possible that some consumers 
withheld purchasing domestics at the end of 1947 in anticipa
tion of white goods sales during January of this year, whereas a 
year ago the generally short supplies of these commodities 
probably discouraged consumers from waiting for special sales.

Indexes of Business

Index

Dec. Oct. Nov. Dec.

Industrial production*, 1935-39 =  100.........
(Board of Governors, Federal Reserve 
System)

182 190 192 191p

Electric power output*, 1935-39 =  100........
(Federal Reserve Bank of New York)

213 228 235 237p

T on-miles of railway freight*, 1935-39 =  100 
(Federal Reserve Bank of New York)

194 207 211p

Sales of all retail stores*t. 1935-39 =  100..
(Department of Commerce)

Factory employment

284 318 324p 326p

(Bureau of Labor Statistics)
153 157 157 158p

New York State, 1935-39 =  100...............
(New York State Department of Labor) 

Factory payrolls

131 132 132 133p

(Bureau of Labor Statistics)
306 342 345p

New York State, 1935-39 =  100.............. ..
(New York State Department of Labor)

273 297 294 304p

(Department of Commerce)
Composite index of wages and salaries*!,

277 298 299p

1939 =  100.......................................................
(Federal Reserve Bank o f New York)

167 180 181p

Consumers’ prices, 1935-39 =  100.................
(Bureau o f Labor Statistics)

Velocity of demand deposits*, 1935-39 =* 100 
(Federal Reserve Bank of New York)

153 164 165 167p

New York C ity.............................................. 83 94 97 87
Outside New York C ity .............................. 78 88 89 81

1946 1947

* Adjusted for seasonal variation. p Preliminary.
f  Dollar figures for 1946 and 1947, and seasonal adjustment factors from 1942 

to date have been revised. 4 i 
t  A monthly release showing the 15 component indexes of hourly and weekly 

earnings computed by this bank will be sent upon request. Tabulations of the 
monthly indexes, 1938 to date, together with information on component series, 
sources, and weights, and reprints of articles describing the indexes may also be 
procured from the Research .Department, Domestic Research Division.
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INDUSTRIAL PRODUCTION

Federal Reserve indexes. Monthly figures; latest 
shown are for December.

DEPARTMENT STORE SALES AND STOCKS

Federal Reserve indexes. Monthly figures; latest 
figure for sales is December, latest for 

stocks is November.

CONSUMERS* PRICES

r
h  i j  i fj / i

A
CLOTHINQ̂ -

( ) /
/  V*v

!
W o o p j

'^LUITEMS

A RENT s\

1939 1940 1941 1942 1943 1944 1945 1946 1947

Bureau of Labor Statistics* indexes. ‘ ‘All items” in
cludes housefurnishings, fuel, and miscellaneous 

groups not shown separately. Midmonth fig
ures; latest shown for all items and food 

are for December, latest for apparel 
and rent are for November.

MEMBER BANKS IN LEADING CITIES

Demand deposits (adjusted) exclude U. S. Govern
ment and interbank deposits and collection..items. 
Government securities include direct and guar

anteed issues. Wednesday figures; latest 
shown are for January 14.

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, January 28, 1948)

I NDUSTRIAL production was maintained at record postwar levels in December. Department store 
sales continued in large volume in December and the early part of January. The general price 

level advanced further while prices of speculative commodities declined somewhat.

In d u s t r ia l  P r o d u c t i o n

The Board’s seasonally adjusted index of industrial production was 191 per cent of the 
1935-39 average in December as compared with 192 in November and 190 in October.

Activity in durable goods industries continued to advance in December and was at a new 
postwar peak rate. Iron and steel production advanced to the highest rate of the year, after 
allowance for mill closings on Christmas Day, and continued to increase in January. Assembly 
of passenger automobiles advanced further in December from the high November rate, and pro
duction for the year was about 3.6 million units as compared with 2.2 million in 1946 and 3.8 
in 1941. Output of trucks in 1947 was the highest on record. Production of freight cars in 
December reached a total of 9,800 units, which virtually met the goal established for the industry 
last spring.

Output of nondurable goods showed a slight decline in December largely because holiday 
influences reduced production in a few lines such as cotton textiles and paperboard. Output of 
manufactured foods also declined somewhat, after allowances for seasonal changes, owing mainly 
to a reduction from the high November rate of livestock slaughter. Petroleum refining activity 
increased in December and early January. Despite a substantial gain in output of fuel oil, sup
plies were short of exceptionally heavy demands.

Minerals production in December was maintained at the level of the preceding month. 
Coal output was not as large as in November, while crude oil production showed a further gain.

Em p l o y m e n t

Nonagricultural employment showed the usual large seasonal increase from mid-November 
to mid-December, reflecting the pre-Christmas expansion in trade. The number of persons unem
ployed in early December remained at the low November level of 1.6 million, about half a 
million less than a year ago.

C o n s t r u c t i o n

Value of construction contracts awarded, as reported by the F. W. Dodge Corporation, 
declined more than seasonally in December, reflecting chiefly decreases of about one fifth in 
awards for residential building and public works. As compared with December 1946, however, 
values of awards for most types of construction were substantially larger.

D i s t r i b u t i o n

Department store sales in December showed the usual sharp increase and the Board’s sea
sonally adjusted index remained at the advanced November level. Total sales in the fourth- 
quarter holiday shopping season were 9 per cent larger than in the same period in 1946. Sales 
in the first half of January showed somewhat more than the usual seasonal decline.

Loadings of railroad freight in December and the early part of January continued at an 
exceptionally high rate for this season of the year, owing mainly to the sustained large volume 
of shipments of manufactured goods. Loadings of grain and livestock were considerably below 
the high levels prevailing a year ago.

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

The general level of wholesale commodity prices continued to advance from the middle of 
December to the latter part of January, reflecting chiefly further increases in prices of petroleum 
and metal products. Prices of commodities traded in the organized markets generally declined 
somewhat from the advanced levels reached during the autumn.

The consumers’ price index advanced further by about one per cent in December, reflecting 
chiefly increases in retail prices of foods and fuels.

B a n k  C r e d it

Purchases by the Federal Reserve System in support of prices of Government bonds con
tinued in December and the first three weeks of January. Purchases were particularly large after 
December 24 when the Federal Open Market Committee reduced the prices at which bonds 
would be purchased for System account. Total holdings of Government securities at Reserve 
Banks declined 700 million dollars, however, reflecting substantial market sales and redemption 
of bills and certificates.

The post-Christmas return of currency from circulation was offset in its effect on bank 
reserves by an excess of Treasury receipts from taxes and calls on war loan accounts over cur
rent expenditures.

Total holdings of Government securities by member banks in leading cities showed little 
further change during December and the first half of January. These banks sold bonds but 
increased their holdings of bills. Business loans continued to increase sharply during most of 
December and, following a small post-Christmas decline, showed further growth in the first 
half of January. Real estate and consumer loans also expanded further.

In t e r e s t  R a t e s  a n d  B o n d  Y ie l d s

Accompanying reduction in Federal Reserve support prices for bonds, yields on Treasury 
bonds increased by as much as one fourth of a point on some issues. Yields on corporate bonds 
also rose somewhat. Short term money rates advanced slightly in December and January.

In January the Federal Reserve Banks increased their discount rates from 1 per cent to 
1J4 per cent.
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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  OF  N E W  Y O R K

V o lu m e  30 M A R C H 1 9 4 8  N o. 3

MONEY MARKET IN FEBRUARY
The effects on the banking system of the large excess of 

Treasury tax receipts over Government disbursements and of 
the policy of employing surplus Treasury funds to redeem 
securities held by the Federal Reserve System were much more 
apparent in February than in the previous month. Pressure on 
member bank reserve positions was evident during most of the 
month. In January the drain on bank reserves due to heavy 
tax collections had been largely offset by a very substantial 
return of currency from circulation and by large Federal 
Reserve purchases in the market of Treasury bonds sold by 
nonbank investors, although the bond purchases were counter
balanced to a considerable extent by sales of short term secu
rities. These offsets were either largely absent during the past 
month or were on a considerably diminished scale. Money in 
circulation showed little change during February, and Federal 
Reserve purchases of Treasury bonds diminished rapidly with 
each succeeding week of the month. Other offsetting transac
tions —  net disbursements from foreign accounts with the 
Reserve Banks and a sizable decline in required reserves due to 
the reduction in demand deposits that resulted from heavy 
tax payments —  fell far short of the losses of reserves through 
Treasury operations.

Commercial banks were therefore compelled to sell Govern
ment securities to maintain their reserves at the required levels. 
In addition some member banks found it necessary to borrow 
from the Federal Reserve Banks from time to time, and others 
drew down their excess reserves, which fell about 370 million 
dollars in the first three weeks of the month and then rose 150 
million to 830 million in the week ended February 25. Week- 
to-week fluctuations in borrowings and in excess reserves were 
wide, reflecting largely the operations and changes in the 
reserve position of the New York City banks. However, mem
ber banks elsewhere tended on balance to reduce their excess 
reserves substantially.

Sales of Treasury bonds by commercial banks were substan
tial, particularly in the early part of the month and, judging 
from changes in the portfolios of weekly reporting member 
banks, may have exceeded net sales of all other types of Treas
ury obligations combined. In part, these sales of Treasury

bonds reflected continued preparations by central reserve city 
member banks in New York and Chicago for the 10 per cent 
increase in their reserve requirements against demand deposits 
which became effective February 27. Thus, these banks pre
served the liquidity of their Government security holdings by 
disposing of some of their Treasury bonds, instead of reducing 
materially their holdings of bills and certificates. In fact, 
member banks rather commonly appear to be placing con
siderable emphasis on an ample degree of liquidity in their 
investment portfolios.

In pursuance of the policy of discouraging unnecessary credit 
expansion by keeping bank reserves under some pressure, the 
Reserve System did not offer its Treasury certificates that 
matured February 1 in exchange for the new issue, but arranged 
with the Treasury to use accumulated tax receipts to redeem 
the entire amount of 1.6 billion dollars. In addition, the 
Treasury redeemed 100 million dollars of maturing bills each 
week during the month, and the Reserve System reduced its 
holdings of Treasury bills by more than that amount.

Despite these redemptions amounting to approximately 2 
billion dollars, the Treasury’s balances with the Reserve Banks 
at the end of February were only 300 million dollars lower 
than at the end of January. Tax collections continued sub
stantially to exceed Government disbursements and resulted 
in a continuous drain on bank reserves and deposits. Near the 
end of February, the Treasury announced that it would use 
part of its accumulated funds to redeem the Reserve Bank 
holdings of about 460 million dollars of certificates of indebted
ness maturing March 1 and bonds called for redemption on 
March 15.

The New York money market bore a substantial portion of 
the impact of Treasury operations, not only because of local 
income tax payments, but also because tax payments in other 
parts of the country were met in part by withdrawals of funds 
from New York City banks. Transfers of funds were made in 
considerable volume by out-of-town banks in need of reserves 
and by business enterprises and others making tax remittances 
in other parts of the country. The outflow of funds in the four 
weeks ended February 25 amounted to approximately 1.5 bil
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lion dollars. However, part of this outflow of funds represented 
transfers of the proceeds of sales of Treasury bonds and other 
securities indirectly to the Federal Reserve System, and thus 
did not affect the New York banks. Pressure on the metro
politan institutions, nevertheless, was considerable, and they 
were substantial borrowers from the Reserve Bank from time 
to time and sellers of sizable amounts of Treasury obligations 
of all types. Their excess reserves varied widely from week 
to week reflecting variations in the pressure on their reserve 
positions.

Sh ifts  in  O w n e r sh ip  o f  G o v e r n m e n t  Se cu rities

Operations of the Federal Reserve System in support of the 
Government bond market were carried out on a steadily 
diminishing scale during February. Purchases of bonds fell 
from 538 million dollars in the first week of the month to 81 
million in the last week. Daily Treasury statements indicated 
renewed purchases of Treasury bonds for Government invest
ment accounts in the latter part of the month, but the purchases 
were not large enough to affect the conclusion that a much 
reduced volume of buying was required to maintain the 
stability of the market. Purchases by the Reserve Banks of 
both bank-eligible and ineligible issues declined, and some 
market demand for the former caused prices of a number of 
eligible issues to rise above the support levels, thus eliminating 
the need for support of such issues.

The accompanying chart shows changes in holdings of the 
various types of Government securities by Federal Reserve 
Banks, weekly reporting member banks, and other investors 
during the period from the end of last October to February 18. 
Since the beginning of support operations early in November 
of last year, the Federal Reserve System has acquired nearly 
5 billion dollars of Government bonds. About one billion 
of these purchases were made in the six weeks following 
November 12 and the remainder since December 24. In the 
first period, however, purchases of bonds for Treasury invest
ment accounts were made in substantial volume, but these pur
chases were then discontinued until quite recently, so that 
the bulk of bond acquisitions since the third week of December 
have been made for Federal Reserve account.

In addition, the Reserve System acquired 900 million dol
lars of Treasury notes, mostly in the first six weeks of the 
sixteen-week period. Redemptions and sales of bills and certi
ficates, however, more than offset the purchases of notes and 
bonds, so that over the entire period there was a reduction of 
about one billion dollars in total security holdings of the Fed
eral Reserve System, and total Federal Reserve credit was 
reduced by a like amount.

These changes in System holdings reflect changes in the 
opposite direction in the portfolios of the weekly reporting 
member banks and other investors (including nonreporting

Changes in Government Security Holdings by Type of Investor* 
(Cumulated weekly from October 29, 1947)

* Wednesday dates; latest figures are for February 18, 1948. Sharp changes 
in note, certificate, and bond holdings of reporting member banks and all 
other investors in the week ended December 3, 1947 reflect exchange of 
maturing bonds and certificates for a new issue of notes.

t Exclusive of the U. S. Treasury trust accounts and agencies.

banks and nonbank investors but excluding investment accounts 
under the control of the Treasury). Both reporting banks and 
all others sold substantial amounts of Treasury bonds, although 
some part of the decline in bond holdings early in December 
reflected the exchange of a maturing issue for new notes. The 
aggregate reduction for reporting member banks amounted to 
close to 2 Vi billion dollars, and for all other investors to about 
4 billion dollars. Treasury bill holdings of both groups 
increased substantially, particularly in the second half of the 
period, the increase for reporting member banks amounting to 
about IV2 billion dollars, and for other investors to nearly 1.9 
billion dollars. Changes in certificate and note holdings are 
obscured by the exchange of notes for certificates maturing 
December 1, but taken together reporting banks’ holdings fell 
almost 600 million dollars and those of all other investors 
declined slightly over the entire period.

Reporting member banks failed to replace a substantial part 
of their holdings of bonds and notes with short term securities, 
largely because of their needs for reserves; they displayed a 
tendency to adjust their reserve positions more largely through 
sales of bonds than at any other time in recent years. Other 
investors used a large part of the proceeds of their sales of 
Treasury bonds and notes to purchase corporation securities and 
other private investments in the period up to the middle of 
January, although they also acquired substantial amounts of 
Treasury bills. Subsequently, they appear to have increased the 
relative amount of funds reinvested in Treasury bills.
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To the extent that nonbank investors reinvested their funds 
in private securities or other private investment outlets or kept 
them on deposit with commercial banks, the pressure on the 
latter’s reserves from other transactions (especially Treasury 
and Federal Reserve operations) was not as great as it might 
have been if nonbank investors had kept their holdings of 
Government securities intact. Nevertheless, sufficient pressure 
was exerted on bank reserves to cause the reporting banks to 
dispose of about 1 Vi billion dollars of Government securities 
since the close of October.

While substantial amounts of the sales of Treasury bonds 
by savings institutions undoubtedly have reflected a disposition 
to take advantage of the higher yields afforded by corporation 
and other securities and mortgages, the large-scale shifts 
from Treasury bonds to short term Treasury securities by com
mercial banks and nonbank investors in recent months appear 
to reflect an increased desire for liquidity. However, the reduced 
volume of selling of long term Government securities and the 
slight recession in yields on high grade corporate bonds in the 
past few weeks appear to reflect greater confidence in the 
prospect for stability in long term interest rates than prevailed 
some weeks ago.

CHANGES IN CURRENCY CIRCULATION

Rising prices and wages, together with some increase in the 
flow of goods and services, caused a significant increase in the 
velocity of currency in circulation in 1947. Apparently some 
currency was taken out of hoarding to meet the greater 
demands, as the total amount of currency outstanding showed 
a net decline of 84 million dollars during the year. This 
decline, although small in relation to the total outstanding, is 
noteworthy because 1947 was the first year since 1938 to show 
a decrease in the amount outstanding.

Contrary to the rather general expectation that it would 
drop sharply after the end of the war, the amount of currency 
outstanding continued to increase, although at a reduced rate, 
until the end of 1946 and then tended to level off, as the 
accompanying chart indicates. During 1947, except for the 
temporary bulge in September when many veterans cashed their 
terminal leave bonds and withdrew the proceeds in currency, 
the seasonal pattern of the amount outstanding was similar to 
that in the mid-1920’s when the average amount outstand
ing was fairly stable. During the first two months of 1948 
the seasonal decline was somewhat sharper than in 1947; 
814 million dollars were returned to the banks compared with 
690 million during the same period last year. On February 25 
the total amount outstanding was 28,054 million dollars, or 
208 million below the corresponding figure last year.

While there has not been any very great change in the total 
amount outstanding since the end of the war, there have been

B I L L I O N S  
OF D O L L A R S

Currency in Circulation in the United States, 1945-48*

* Wednesday dates; latest figure is for February 25, 1948.

some significant shifts in the denominational composition of 
currency outstanding and in its geographical distribution. The 
share of $50 and $100 bills in total circulation had been grow
ing ever since 1939 and continued to grow after the war, while 
the relative shares of the other denominations, which had 
shown mixed trends during the war, declined from 1945 to the 
end of 1947 (except in the case of coin).

At the end of 1939, as the accompanying table shows, $10 
and $20 bills accounted for 44 per cent of the total amount of 
currency outstanding. During the war years these two denomi
nations expanded considerably more rapidly than the total and 
at the end of 1945 they accounted for 56 per cent. Since that 
time the number of bills outstanding in the $10 and $20 
denominations, as well as the number outstanding in smaller 
denominations, has been declining. The number of $50 and 
$100 bills, on the other hand, has continued to increase. Such 
bills now account for more than one fourth of the total amount 
of currency outstanding. The number of small bills ($1 to $5) 
continued to decline. At the end of 1947 they accounted for 
only one tenth of total currency outstanding compared with 
one fifth eight years earlier. The demand for coin, however, 
has continued strong since the end of the war.

The number of the largest denomination bills ($500 to 
$10,000) in use was reduced very sharply in the latter part 
of 1945 after the Treasury Department— as a part of its cam
paign against black marketeers and tax evaders— requested 
banks to report all unusually large deposits or withdrawals of 
currency, particularly in denominations of $50 or larger. The 
volume of such bills outstanding in the $500 to $10,000 
denominations showed a further small decline in both 1946 
and 1947.

The postwar shift from the small denominations to the $50 
and $100 sizes probably reflects primarily the rising level of
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Percentage Distribution of Amount of Currency Outstanding by 
Denomination, 1939, 1945, and 1947, and Year-to-Year Changes 

in Amount Outstanding by Denomination, 1945-47 
(End-of-year figures; changes in millions of dollars)

Denomination
Percentage distribution Year-to-year changes

1939 1945 1947 1944-45 1945-46 1946-47

Coin..................... 8 4 5 +  118 +  87 +  43

21 12 11 +  207 — 156 —  46

$10 and $20........ 44 56 53 + 2,776 — 176 — 413

$50 and $100___ 18 23 26 +  398 +716 +355

$500 to $10,000.. 9 5 4 —  293 —  31 —  23

T ota l* ......... 100 100 100 + 3 ,208 +437 —  84

* Since the total includes a small amount of bills of unknown denomination, the 
figures do not necessarily add to the totals shown.

Source: U. S. Treasury Department.

prices. But it possibly also indicates a change in the popula
tion groups that are hoarding currency, or a change in the 
denominations that are being hoarded, or both. Apparently 
the smaller bills are being returned to active circulation (and 
to the banks) while the $50 and $100 bills are still being 
accumulated.

During the war the amount of currency in circulation 
increased proportionately more in the South and West than in 
most other sections of the country. Although the southern and 
western areas have retained much of their wartime gains in 
population and industrial activity, during the past two years 
there has been some reversal of the wartime trends in the 
geographic distribution of currency in circulation. The most 
marked change has been the very sharp drop in the amount of 
notes in circulation of the Federal Reserve Bank of San Fran
cisco. The amount of these notes outstanding expanded parti
cularly sharply during the war because they were used in 
Hawaii and the other Pacific islands. With the gradual 
demobilization of the military forces in that area after the 
Japanese surrender, a substantial amount of currency was 
returned to the San Francisco Bank. Between the end of 1945 
and the end of 1947, that bank’s outstanding note liabilities 
declined about 570 million dollars, or 18 per cent,1 and the 
proportion of San Francisco notes to the total amount of Fed
eral Reserve notes outstanding fell from 13 per cent to IOV2 per 
cent (compared with 8 per cent at the end of 1939). Note 
liabilities of the Atlanta and Boston Reserve Banks have also 
contracted during the past two years, but to a much smaller 
extent.

On the other hand, the demand for money in the New York 
and Chicago Districts, which fell behind the rest of the coun
try during the war, continued to increase in both 1946 and
1947, although at a declining rate. The note liabilities of the 
New York Reserve Bank' increased by 7 per cent during the

1 The amounts of Federal Reserve notes outstanding of each of 
the twelve Reserve Banks are not a precise measure of the total amount 
of currency in circulation in a given district, but changes in these 
amounts clearly indicate the trend.

two years and accounted for 23 per cent of the total for the 
Federal Reserve System at the end of last December compared 
with 25 per cent at the end of 1939. The increase in the 
Chicago District during this period was 4 per cent. The 
St. Louis, Minneapolis, and Philadelphia Districts showed 
smaller increases.

THE DROP IN FARM  PRICES
During February, widespread attention was focused on the 

nation’s commodity exchanges, as a result of the sharp break 
in farm prices which occurred in the first half of the month. 
Declining prices in the commodity markets were also reflected 
in weakness on the stock exchanges and in some retail price 
cuts. But although prices were steadier on the whole during 
the latter part of the month, there was much discussion of the 
implications of the break with respect to business prospects— of 
the probable effects upon businessmen’s plans, labor’s wage 
demands, and consumers’ attitudes.

The sharp drop in farm prices which started on February
4 had been preceded by a gradual decline in the previous 
three weeks, as shown in the accompanying chart. At the 
start of 1948, grain prices had been spurred to peak levels by 
the anticipation of continued pressure of domestic and foreign 
needs on short supplies. Spot prices of corn set an all-time 
record of $2.81 per bushel on January 15, and winter wheat 
prices advanced close to the postwar peak of $3.12 per bushel 
reached at the end of November 1947. The Bureau of Labor 
Statistics weekly index of wholesale prices of farm products 
reached 201.5 per cent of the 1926 average in the week ended 
January 17— a new record, 19 per cent above the monthly 
peaks in both 1920 and 1946. After mid-January, however, 
prices of many farm commodities declined slightly and inter
mittently. Wheat, corn, cottonseed oil, and lard in particular 
tended to weaken. The BLS daily index of the spot prices of 
seven domestic agricultural commodities, shown in the accom
panying chart, declined about 5 per cent between January 12 
and February 3.

February 4 marked the start of a sharp break in grain prices 
which was described as the most violent in the 100-year history 
of the Chicago Board of Trade. Prices of wheat for March 
delivery dropped 43 cents per bushel between Tuesday and 
Saturday, registering the maximum permissible daily decline 
of 10 cents on each of the last four days. Corn for May delivery 
likewise dropped the 8 cent daily limit for four consecutive 
days, and ended the week with an aggregate loss of 37 cents 
per bushel. Spot prices of wheat and corn showed declines 
of similar magnitude. Since no daily limit is fixed on price 
changes for spot transactions, wheat dropped over 15 cents on 
February 5 and corn prices fell 1 6 ^  cents on February 6. 
Prices of many other farm commodities traded on commodity
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Changes in Selected Basic Commodity Prices at Primary Markets

Percentage change

Commodities June 28, 
1946 to 
postwar 
peak*

Postwar 
peak to 
Feb. 2, 

1948

Feb. 2 
to Feb. 
13, 1948

Feb. 13 
to Feb. 
27, 1948

General index (28 commodities)........... +  80 —  4 —  8 —  1
Imported commodities (11 )............... +  82 —  6 —  4 —  2
Domestic commodities (17 )...............
Domestic agricultural products (7 )..

+  82 —  3 — 10 0
+  66 —  4 — 13 +  4

Foodstuffs (11)...................................... +100 —  5 — 12 +  2
Raw industrial materials (16 )........... +  66 —  3 —  3 —  3

Selected foodstuffs
Cottonseed oil........................................ +188 — 33 — 13 +  5
H ogs......................................................... +104 — 10 — 12 —  2
Corn......................................................... +  94 —  7 — 23 +11
Barley..................................................... +  91 —  5 — 13 +  5
Steers....................................................... +  90 —  8 — 10 +  2
Wheat (w inter).................................... +  67 —  8 — 20 +  IButter..................................................... +  59 —  2 — 11 0
Sugar....................................................... +  50 — 11 —  4 -  2

Selected industrial commodities
Print cloth.............................................. +147 — 11 —  4 —  8
H ides....................................................... +144 — 15 — 11 —  7
Steel scrap (Chicago).......................... +  127 —  8 0 —  3
Lead......................................................... +  83 0 0 0
Copper..................................................... +  59 —  5 0 0
W ool top s ............................................... +  44 —  2 —  5 +  4
C otton..................................................... +  27 — 12 —  9 +  4
Rubber.................................................... +  15 — 18 —  3 —  4

* Dates of the postwar peaks for individual commodities and indexes vary from 
January 23, 1947 for rubber to January 29, 1948 for butter.

Source: U. S. Bureau of Labor Statistics.

exchanges declined in sympathy, particularly quotations for 
fats and oil seeds.

The declines continued in the second week of February, 
but were less precipitous. Despite short rallies in some com
modities, most farm and food prices finished the week with 
substantial declines. The accompanying table shows the extent 
of the two-week drop in various basic commodities and groups 
of commodities. While the fall in prices of domestic farm 
products and foodstuffs was considerable, only minor declines 
were registered by imported goods and industrial raw materials. 
In fact, commodities in these last two categories (with one 
exception) declined from their postwar peaks relatively more 
prior to February 2 than they did in the ensuing two weeks. 
The reverse was true for all of the domestic agricultural com
modities surveyed, except cotton. Cotton, however, dropped 
to approximately the level prevailing before decontrol; the 
only other commodities which declined close to that level were 
rubber and silk.

The reasons generally given for the break in prices center 
around the sudden realization that world supplies of grain, 
and of food in general, were much more likely to be in balance 
with demand in 1948 than had previously been anticipated. 
The rapid rise in grain prices since the middle of 1947 had 
carried them far out of line with most other commodities. 
When it appeared that the anticipated shortages which these 
high prices reflected might not be forthcoming, grain prices 
became vulnerable. January snowfalls improved the prospects 
for the domestic winter wheat crop, and favorable weather 
and crop reports were received from Europe and the Southern

Hemisphere. Export prospects appeared particularly favorable 
in Argentina and Australia, and some offers of grain were 
forthcoming even from Eastern Europe. The Department of 
Agriculture announced that domestic stocks of wheat on 
January 1 were the largest in our history for that date, despite 
the shipment of more than half the 450 million bushels needed 
to meet our export goal. Also, less grain was used for live
stock feeding than had been anticipated. A contributing factor 
was liquidation of stocks by farmers who, for income tax pur
poses, had held their 1947 crop until this year.

Once the price break started, there was widespread selling 
both for liquidation of long positions by speculators and for 
hedging of grain holdings by dealers. Lack of market support 
was attributed in some quarters to the 33 Yz per cent margin 
requirements imposed last fall. Soon after the initial drop it 
was announced that the Government had completed five sixths 
of its export buying, and would probably buy only 77 million 
more bushels of wheat in the next 5 months, unless the export 
goal was raised. Export allocations announced for March were 
also smaller than anticipated.

So far the spectacular price break has been confined to some 
leading farm products and foods. As the chart shows, there 
has been only a slight tapering off in prices of industrial raw 
materials, in contrast to the severe drop in agricultural products. 
In fact, prices of several important semifinished products, not 
included in the index, were raised during February. Price 
rises for worsted fabric are likely to cause increases in fall 
lines of men’s clothing. Leading steel companies have advanced 
prices for semifinished steel products by $5 or more per net 
ton and have raised steel pipe prices by $6 to $10 per net ton.

Indexes of Daily Spot Market Prices, 1946-48* 
(August 1939 average=100 per cent)

1946 1947 JAN iQ4Q FEB

* For 1946-47, indexes are based on monthly averages of daily prices; for 
1948, on daily prices. Latest figures are for February 25, 1948.

Source: U. S. Bureau of Labor Statistics.
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These movements have been partly offset by declines in print 
cloth and hides ( in both cases an indirect result of the break in 
agricultural prices), and in some other items, but the general 
level of wholesale prices of all commodities other than farm 
products and foods has been practically unchanged since the 
middle of January.

As the table shows, from February 13, the low point of the 
price break, to the latest available date, foodstuffs and agri
cultural products recovered slightly (one exception being hog 
prices). Farm prices are still above the mid-1947 levels, which 
at that time were already regarded as high in comparison with 
the levels of nonagricultural prices. Although farmers’ antici
pated 1948 income has shrunk by many millions of dollars 
in the past four weeks, it is evident that even at the present level 
of prices they would continue, as a group, to enjoy relative 
prosperity. In addition farmers’ liquid savings are at a record 
level, and farm debt is extremely low. Inasmuch as the Second 
Federal Reserve District’s dairy and poultry farms are con
sumers rather than producers of grain, the sharp drop in 
wheat and corn prices will be beneficial to this area.

In spite of the recent declines, prices of most commodities 
are still well above the price levels which the Government is 
currently committed to support. The support level for the
1947 wheat crop is at an average price to the farmer of $1.83 
per bushel, equivalent to $2.08 at the Kansas City terminal 
market; on February 27, wheat was selling at $2.35 in Kansas 
City. The support price for corn is $1.37 on the farm; the 
February 27 quotation in Chicago was $2.23.

In retail markets, the price declines were chiefly in meats, 
shortening, flour, and other products closely dependent on the 
rapidly falling farm prices. In many cases the cuts were initia
ted by the large chains. A special survey by the U. S. Bureau 
of Labor Statistics, covering prices of twenty representative 
foods in twelve major cities, indicated a decline in retail food 
prices by the middle of February of 3 to 4 per cent from 
January’s record level.

Prior to the recent break, there had been four or five 
temporary declines in farm and food prices since the end of 
the war, but none of them approached the magnitude of the 
present break. An indication of the impact of the recent drop 
in prices is furnished by the fact that on February 24 the 
BLS daily index of spot primary market prices fell below 
the corresponding date a year earlier for the first time in over 
seven years, the last previous year-to-year decline having occur
red on January 22, 1941.

The break in farm prices has caused numerous comments 
and it has been interpreted in many ways. The prevalent view 
is that we have witnessed a selective readjustment of prices 
which were badly out of line with other commodity prices.

THE FRENCH FRANC READJUSTMENT
On January 25 the French Government devalued the franc by 

44.444 per cent in relation to all other currencies, thus raising 
the official rate for the United States dollar from 119.107 to 
214.392 francs.1 At the same time, a free or open market 
was established for the United States dollar and the Portuguese 
escudo. This market, which functions at the Paris Bourse 
under the control of the Bank of France, is supplied with one 
half of the dollar proceeds from exports and with all other 
dollar receipts, especially those from tourist expenditures, non
commercial settlements, and the import or repatriation of 
capital. On the other hand, French residents must buy on the 
open market any dollars needed for the payment of imports 
that are payable only in dollars (except for some categories 
of "essential” imports, for the payment of which importers 
can obtain dollars from the Equalization Fund at the official 
rate of exchange), for all other payments except certain gov
ernment payments, and for the export of capital from France.2

French exporters remain under obligation to turn over to 
the authorities all their accruing foreign exchange, except in 
the case of dollars and escudos, of which only one half must be 
surrendered at the official rate and the other half may be 
sold in the open market within one month after collection. 
Purchases of foreign exchange by French residents may be made 
only in accordance with the foreign exchange control regula
tions. Only importers who possess import licenses and buyers 
with special authorizations to purchase dollars for noncommer
cial purposes are admitted to the open market. As in the past, 
import licenses will be delivered solely for goods that are 
covered by the national import plan, and solely within the limits 
of that plan. The dollar proceeds accruing from the repatria
tion of French capital which has been held abroad without 
being declared to the authorities can be repatriated through 
the new open market, subject to a forfeit of 25 per cent in 
lieu of all taxes and penalties; this "legitimation tax” will rise 
by 1 per cent at the beginning of each month, commencing 
July 1, 1948.

Private transactions in gold, which were illegal in France, 
are now free, but gold exports or imports are still prohibited.

The above-described readjustment in the value of the 
French franc has produced a pattern of exchange rates at 
variance with that established by the International Monetary 
Fund. In the Fund’s system the cross rates in any single 
market correspond in principle to the parities accepted by the 
Fund; and whenever they differ in fact, the exceptions are cir

1 Averages of official buying and selling rates. The devaluation 
applies also to the currencies of French overseas territories, with the 
exception of the franc of the French dependencies in the Pacific and 
the rupee of the French Settlements in India.

2 "Free franc accounts” opened by residents of the United States 
with funds acquired by selling United States dollars or Portuguese 
escudos on the open market are freely convertible into dollars at the 
free market rate. They may be used for any payments in francs except 
the settlement of French exports.
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cumscribed and, on the whole, unimportant. In contrast, 
France has now established an open market for the United 
States dollar that yields cross rates which seem to imply a 
premium for the dollar over sterling and other inconvertible 
currencies. The French determination to readjust the franc 
by "a more supple formula”3 than devaluation pure and simple 
has consequently given rise to a dilemma with implications for 
the international exchange rate structure and for international 
financial policy that cannot yet be fully appraised.

A change in the value of the French franc was necessary 
and desirable. Between December 1945, the date of the last 
devaluation, and December 1947, French wholesale prices 
increased by 159 per cent and retail prices by 172 per cent 
in the face of far smaller increases in most other countries; 
yet the official value of the franc remained unchanged. This 
glaring and growing overvaluation of the franc undoubtedly 
contributed to the decline in France’s total exports that began in 
May 1947. It was apparently responsible for the reduction 
in French exports to the United States from 63 million dollars 
in 1946 to 47 million in 1947, as well as for a shrinkage in 
exports going to the ‘ convertible currency area” as a whole4 
from 14 per cent of total French exports in 1946 to less than 10 
per cent last year. The preliminary balance of payments esti
mate for 1947 shows a current deficit of 1.6 billion dollars, of 
which 1.4 billion was on account of transactions with the ‘ con
vertible currency area”; and for 1948 the estimated deficit sub
stantially exceeds the amount of foreign financial aid (includ
ing aid through the European Recovery Program) that France 
may expect. Since official gold and dollar reserves have been 
largely exhausted, the difference can be made up only if vigor
ous measures are taken aiming at a revival of exports, the 
recapture of the tourist and other “invisible” income in con
vertible currencies that up to now has been disappearing in 
the black market, the voluntary repatriation of French capital, 
the dishoarding of gold and foreign assets, and the import of 
private capital from abroad.

These particular factors that underlie France’s international 
position explain to a large extent both the objectives and the 
technique of the franc readjustment. First of all, in the present 
state of the French economy “it appeared impossible” to the 
French Government “to define a new exchange rate satisfac
tory for all transactions, commercial and noncommercial.” In 
the view of the French Government, a moderate devaluation 
of the single-rate type would not have achieved its purpose, 
and a severe devaluation of this sort would have resulted in an 
excessive rise of French import prices. Secondly, French 
exports to the convertible currency countries were encountering

3 Unless otherwise stated, all quotations in this article refer to the 
official statements issued on January 25 by the French Government, 
the French and British Governments jointly, and the International 
Monetary Fund.

4 Consisting, according to the French definition, of the Western
Hemisphere, China, Japan, and Portugal, but excluding Switzerland.

increasing difficulties compared with those to other areas. 
Since in trade with countries having nontransferable currencies 
with nominal exchange rates the flow of trade is directed by 
intergovernmental negotiations rather than by commercial con
siderations, a franc readjustment appeared less needed with 
respect to those currencies than with respect to the convertible 
currencies. Finally, in order to recapture the tourist and other 
''invisible” balance of payment receipts, and induce repatriation 
and import of capital, it was felt by the French that the need 
was primarily not for a new fixed rate, but for an open 
market rate “established freely by the play of offer and 
demand.” Those responsible for the formulation of the French 
exchange policy had uppermost in their minds the successful 
stabilization of the franc by Poincare in 1926-28 and probably 
also the recent Italian experience with flexible rates. Further
more, since the French Government had been determinedly 
seeking jthe gradual decontrol of the French economy, it 
undoubtedly viewed the establishment of an open exchange 
market, however limited and controlled, as a further step in 
the direction of economic freedom.

The international implications of the franc readjustment are 
manifold, but the crux of the matter is the scope of the 
open market. A good case can be made for the argument 
that, in the circumstances now prevailing in many European 
countries, noncommercial receipts and the proceeds accruing 
from the import and repatriation of capital will be traded 
on a recognized market only if the rate obtainable there 
is deemed appropriate by the prospective sellers; and that such 
a rate, on the other hand, could hardly be considered suitable for 
commercial transactions. Accordingly, the creation of an open 
market rate, in addition to an official rate, can be justified to a 
certain degree, and indeed the International Monetary Fund 
was prepared to accept such an open market rate in the case 
of France. “The Fund was not, however, able to agree to the 
inclusion, in a market with fluctuating rates, of any part of 
the proceeds of exports.” However, the French Government 
deemed it impossible to confine the open market to “invisible” 
transactions and capital imports, presumably because elimina
tion of the proceeds of exports would have deprived the 
market of the most substantial source of convertible cur
rencies and would thus have made the rate obtaining there 
wholly unsuitable as a measure of the real value of the franc.

As a result of the establishment of an open market for the 
United States dollar, a pattern of cross rates has now developed 
in Paris in which the dollar appears to be quoted at a premium, 
the emergence of which may have far-reaching consequences. 
First of all, the Paris open market makes commodity arbitrage 
transactions theoretically possible. With the sterling parity 
at $4.03, the sterling-franc parity at 864 francs, and the average 
dollar export rate at 262 francs,5 there is a theoretical pos-

5 Average of the official rate of 214 francs and an assumed free 
market rate of 310 francs to the United States dollar.
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sibility that French merchants may overimport goods from 
the inconvertible currency areas and reexport them to con
vertible currency areas. For inconvertible currency countries an 
entrepot trade of this kind would result in a loss of convertible 
currencies, since French exporters would thus be acquiring the 
dollar proceeds of goods which normally would be shipped 
direct by the inconvertible currency countries. As a matter of 
fact, of course, such transactions are limited by import and 
export controls, and by cost factors, especially shipping charges. 
However, should the exchange differentials be sufficiently large, 
the implementation of adequate controls might prove difficult, 
since the area calling for controls is extremely wide.

Apart from the possible diversion of trade through com
modity arbitrage, the French rate pattern may prove discrimi
natory in the sense that it may tend to redirect French trade 
in a way detrimental to some countries. The new system 
gives French exporters an exchange inducement for export 
to the dollar area, while imports from the dollar area (except 
essentials) are retarded by the high open market rate; and 
conversely, French exports to nonconvertible currency coun
tries are rendered less attractive, while the flow of imports 
from them is unchecked or possibly encouraged. These broad 
generalizations are obviously valid only in so far as special 
considerations do not require that the volume and the direction 
of trade be influenced by other means. France needs not only 
convertible, but also inconvertible currencies, as is apparent 
from the status of some of the French payments agreements. 
Accordingly, much will depend on the way in which the new 
exchange regime and the export and import licensing system 
are actually applied.

Under certain circumstances there might be scope in the 
French pattern for competitive depreciation. However, for the. 
time being, the franc readjustment can be viewed primarily 
as a recognition of the price inflation in France to date and as 
an effort to restore France’s relative international position. The 
rate governing France’s exports to the United States works out 
at present at around 260 francs to the dollar, which corresponds 
approximately to the computed purchasing power parity as 
measured by the cost-of-living indexes of the two countries 
in terms of 1937-38 prices. Furthermore, French exports to the 
United States in 1947 constituted only 0.82 per cent of total 
United States imports, compared with 2.5 per cent of total 
United States imports in 1937-38. They could therefore 
treble without even restoring France’s relative prewar posi
tion. A similar situation prevails, although in a lesser degree, 
with respect to French exports to other Western Hemi
sphere countries and to Switzerland. For example, French 
exports to Switzerland represent less than 11 per cent of total 
Swiss imports, compared with 14 per cent in 1937-38. To the 
extent, therefore, that the readjustment in the French franc 
results in restoring France’s prewar share in the foreign trade

of other countries, the new exchange policy does not appear 
to imply unfair competition.

The Bretton Woods Agreements provide that the Interna
tional Monetary Fund, in making decisions during the transi
tional postwar period on requests presented to it by member gov
ernments, “shall give the member the benefit of any reasonable 
doubt.”6 The French Government referred to these provisions 
in its exchange policy statement; and it emphasized that the 
franc readjustment was essentially a transitional measure, an 
adaptation of the value of the French currency to “international 
economic realities” and a prerequisite for "a real and lasting 
stability, not an artificial and merely apparent stability.” “In 
thus preparing for the stabilization of French economy,” the 
French Government affirmed it was “making the best possible 
contribution to the reconstruction of Western Europe.” On 
its part, the International Monetary Fund, in no sense “rigid 
or doctrinaire in its approach to this matter,” did not object 
to the necessity and desirability of the franc readjustment, but 
opposed solely the inclusion of export proceeds in the open 
market, on the ground that the French move “entailed the risk 
of serious adverse effects on other members of the Fund.” 
However, while regretting the French action, the Fund reas
serted its willingness to “continue to work with France.”

It should be possible for France and the Fund to agree upon 
the scope and nature of the adjustments needed in order to 
reconcile the new French exchange rate pattern with the frame
work of the international monetary agreements, and it is clear 
that both France and the Fund, not to mention the interna
tional community, would stand to gain from the earliest pos
sible action along these lines.

6 International Monetary Fund, Articles of Agreement, Article XIV, 
Section 5.

MEMBER BANK EARNINGS IN 1947

Net profits of all member banks in the Second Federal 
Reserve District declined sharply in 1947, owing principally 
to a heavy reduction in security profits although partly to rising 
expenses. The average net profit was 8.1 per cent of the slightly 
increased capital funds, compared with 11.2 per cent in 1946 
and a record rate of return of 11.6 per cent in 1945.1 Despite 
the 30 per cent decline in the past two years, the current level 
is still relatively high, being two-thirds above the average of the 
prewar years, 1936-39, and surpassed by a substantial margin 
only in the late twenties and in the past few years.

The decline in net profits relative to capital funds during
1947 was most pronounced among the larger sized banks of the 
District. In general, the larger banks sustained greater declines 
in the volume of security profits and required a larger propor

1 All percentages represent unweighted averages of the figures for 
individual banks.
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tion of their income for expenses than the small banks did. 
Partly offsetting these adverse factors in the earnings of the 
larger banks were lower income taxes, due to the reduced 
level of taxable net profits; in the smaller banks, many of which 
are on a “cash basis,” income tax payments were higher, as 
they were calculated against larger 1946 incomes.

Total operating income, except in the largest New York 
City banks, in which a moderate decline occurred, was greater 
in 1947 than in 1946. In general, the postwar increase in loans 
and loan income more than offset the reduction in interest 
received on a reduced volume of the higher yielding United 
States Government securities, which in turn reflected the effect 
of the Treasury debt retirement program. The divergent trends 
which have characterized these two primary sources of income, 
loans and Government securities, have progressed to a point 
where each now contributes approximately 40 per cent of gross 
income; in 1945, the last year of the war, the proportions were
49.2 per cent for Government security income and 28.8 per 
cent for loan income. Other gross income, consisting of income 
from other securities, service charges, and all other sources, 
declined slightly in importance during this period, accounting 
for 19.2 per cent of total income in 1947 compared with 22.0 
per cent in 1945. Among the items of expense, salaries and 
wages and "all other” expenses, which consist largely of the 
physical costs of providing banking services, increased pro
portionately more than total earnings. Consequently, there was 
a moderate decline in net current operating earnings expressed 
as a fraction of gross operating income, even though the actual

Selected Average Operating Ratios of All Member Banks 
Second Federal Reserve District

1945 1946 1947

Number of banks.....................................

Percentage of Total Capital Accounts
Net current earnings before income taxes..........
Profits before income taxes....................................
Net profits ................................................................

805 798 792

9 .4
14.0
11.6
2.1

49.2
8 .0

28.8
6.4'
7 .6

11.3
14.7 
11.2
2 .2

47.7 
7 .2

32.3 
5 .8  
7 .0

10.9
11.4 
8.1  
2 .2

40.5 
6 .6

40.3
6.1
6 .5

Cash dividends declared . ......................................

Percentage of Total Earnings
Interest on U. S. Government securities............
Interest and dividends on other securities.........
Flemings on loans.....................................................
Service charges on deposit accounts....................
Other current earnings............................................

Total earnings..........................................

Salaries and wages....................................................

100.0 100.0 100.0

28.4
16.4 
24.8

28.2
15.9
22.8

29.2
15.8
23.6

Interest on time deposits........................................
Other current expenses............................................

Total expenses..........................................
Net current earnings before income taxes.........

Net recoveries and profits*....................................
Taxes on net income................................................

Net profits.................................................

Percentage of Total .Assete

Other securities.........................................................

69.6
30.4

66.9
33.1

68.6
31.4

15.5
7 .8

10.6
10.1

1.8
9 .4

38.1 33.6 23.8

61.3 
6 .1

13.0
18.4

60.0
6 .2

15.2
17.6

53.2
6.7

21.1
17.9

Loans...........................................................................
Cash assets.................................................................

* Profits on securities sold or redeemed and recoveries on securities and on loans, 
less all charge-offs other than recurring depreciation on banking house and 
furniture and fixtures which is included in “ other current expenses” .

dollar volume of operating earnings in many instances was 
slightly higher than in 1946.

Net recoveries and profits on securities sold were reduced 
for the average member bank from 10.6 per cent of total cur
rent earnings in 1946 to 1.8 per cent in 1947. This decline 
was caused mostly by the much lower volume of security 
profits which accompanied the declining tendencies in prices 
of Government securities, especially in the latter half of the 
year. The volume of recoveries of previously charged-off 
assets and the volume of new charge-offs both were little 
changed from 1946 levels. This was the case even though 
the latter included for the first time charge-offs by a number of 
banks taking advantage of a recent ruling o f the Bureau of 
Internal Revenue which permits them to set up reserves against 
loan losses based upon the loss experience of the past twenty 
years and to deduct such reserves in computing their income 
subject to tax.

Dividend payments remained conservative during the year, 
amounting on the average to 27 per cent of the net profits 
available for distribution. The persistent though small year- 
to-year increases which have been taking place since 1943, 
continued during the past year. The 1947 rise, however, merely 
kept pace with the growth in capital funds, and as a result, the 
ratio of dividend payments to capital funds remained 
unchanged at 2.2 per cent.

DEPARTM ENT STORE TRADE

Although the daily average dollar volume of sales of Second 
District department stores during February was about 4 per cent 
larger than in February 1947, the increase over January was (on 
the basis of preliminary information) moderately less than the 
usual seasonal increase. Markedly improved weather for shop
ping and the appearance of new spring styles did not seem to 
affect department store trade during February as much as might 
have been expected. This last month is the sixth out of the past 
seven in which seasonally adjusted sales in this District have not 
increased.

As the accompanying chart shows, seasonally adjusted post
war sales, after rising rapidly to a peak in August 1946, have 
since oscillated around a level reached about the middle of 1946. 
A sharp dip in September and October 1946 resulted from the 
trucking and delivery strikes in New York City and in Newark. 
Inasmuch as aggregate consumer spending has continued to in
crease since mid-1946, department store sales appear to have 
suffered from higher food prices and increased sales of auto
mobiles and of other durable goods by specialty stores.

The large New York City stores observed a very cautious buy
ing policy throughout most of 1947. The retail value of inven
tory in the City’s stores at the end of this past January was on 
the average 8 per cent less than its value a year earlier. In view
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Index of Department Store Sales, Second Federal Reserve 
District, 1945-48 

(Adjusted for seasonal variation, 1935-39 average=100 per cent)

PER CENT

* February 1948 estimated.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality
Net sales

Stocks on 
hand 

Jan. 31, 1948
Jan.
1948

Jan.through 
Dec. 1947

Department stores, Second District----- +  5 +  9 —  2

New York C ity ...................................... +  5 +  9 —  8
Northern New Jersey........................... +  3 +  7 +  5

Newark................................................. +  5 +  5 +  2
Westchester County.............................. —  6 +  9 —  7
Fairfield C ounty.................................... +  3 +  7 + 10

Bridgeport........................................... +  2 +  6 +  9
Lower Hudson River Valley............... +  5 +11 +17

Poughkeepsie...................................... +  8 + 10 +  14
Upper Hudson River Valley............... +  4 +  9 +  3

A lbany.................................................. —  1 +  9 +  4
Schenectady........................................ +10 +  7 —  4

Central New York State..................... +  5 +  6 +  3
Mohawk River V alley...................... +  5 +  9 +  19

Utica................................................. +  5 +  9 +  16
Syracuse............................................... +  5 +  5 —  4

Northern New York State.................. +11 +20 —
Southern New York State................... +  3 +  9 + 18

Binghamton........................................ +  2 +  6 +14
Elmira.................................................. +  4 +10 + 25

Western New York State.................... +  11 +  9 +  9
Buffalo................................................. +12 +  9 +  12
Niagara Falls...................................... __ 2 +  7 —  2
Rochester............................................. +12 +  8 +  3

Apparel stores (chiefly New York C ity ). +  1 —  4 —  7

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average=:100 per cent)

Item
1947 1948

Jan. Nov. Dec. Jan.

Sales (average daily), unadjusted................. 183r 323 408 192
Sales (average daily), seasonally adjusted.. 228 248 241 240

Stocks, unadjusted............................................ 206 263 211 201
Stocks, seasonally adjusted............................. 234 234 236 229

r Revised.

of year-to-year price increases the physical volume of inventory 
has undoubtedly been more sharply reduced than the decrease 
in the dollar figures indicates. Store inventories in the rest of 
the District present a mixed picture. Although at the end of 
January 1948 they were considerably greater in value in many 
areas than at the end of January 1947, they did not necessarily 
increase in physical volume, and in general were not far out of 
line with the recent volume of sales.

In preparation for an early Easter and in line with a more 
liberal buying policy which became apparent towards the end 
of 1947, the dollar volume of new orders placed during January 
by a group of stores for which information is available was con
siderably larger than during the corresponding month in 1947 
( when stores were generally in the midst of a sharply retrenched 
buying policy). In contrast to inventory on hand, the volume 
of outstanding orders at the end of January was greater than a 
year previous, for the first time in 15 months.

Indexes of Business

Index
1947 1948

Jan. Nov. Dec. Jan.

Industrial productionk, 1935-39 = 100......... 189 192 192 192 p
(Board of Governors, Federal Reserve 
System)

Electric power output*, 1935-39 =  100........ 220 235 237 246p
(Federal Reserve Bank of New York) 

Ton-miles of railway freight*, 1935-39 =  100 199 211 202p
(Federal Reserve Bank of New York)

Sales of all retail stores*#, 1935-39 =  100----- 282 325 330 326p
(Department of Commerce)

Factory employment
United States, 1939 =  100........................... 153 157 158 157 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 132 132 133 131 p
(New York State Department o f Labor) 

Factory payrolls
United States, 1939 = 100.......................... 307 345 357p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 281 294 304 302p
(New York State Department of Labor) 

Personal Income*, 1935-39 =  100................. 276r 298 306p
(Department of Commerce)

Composite index of wages and salaries*:}:, 
1939 =  100....................................................... 168 182 183p
(Federal Reserve Bank of New York) 

Consumers’ prices, 1935-39 =  100................. 153 165 167 169 p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York C ity ............................................. 80 97 87 88
Outside New York C ity .............................. 80 89 81 86

* Adjusted for seasonal variation. p Preliminary. r Revised.
# Dollar figures for 1946 and 1947 and seasonal adjustment factors from 1942 to 

date have been revised.
t A monthly release showing the 15 component indexes of hourly and weekly 

earnings computed by this bank will be sent upon request. Tabulations of the 
monthly indexes, 1938 to date, together with information on component series, 
sources, and weights, and reprints of articles describing the indexes may also be 
procured from the Research Department, Domestic Research Division.
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INDUSTRIAL PRODUCTION

EMPLOYMENT IN NONAGRICULTURAL ESTABLISHMENTS

Bureau of Labor Statistics* estimates adjusted for 
seasonal variation by Federal Reserve. Proprie

tors and domestic servants are excluded. 
Midmonth figures; latest shown are 

for January.

WHOLESALE PRICES

Bureau of Labor Statistics' indexes. Weekly figures; 
latest shown are for week ended February 21.

MEMBER BANK RESERVES AND RELATED ITEMS
BILLIONS OF DOLLARS_______________ _________________________  BILLIONS OF 00LLAR9

MONEY IN 1 r. CIRCULATION /'r \ I1 S RESERVE BANK 1 CREDIT
- ;

> — “*---. y r :

/ /V
v GOLD 8T0CK

, 1 - U  i
jy

A L yA MEMBERESERVE:r bankBALANCES
- ̂

J
TREASURYDEPOSITS N :

1941 1942 1943 1944 1945 1946 1947 1948

Wednesday figures; latest shown are for 
February 18.

National Summary o f Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, February 26, 1948)

O UTPUT and employment at factories and mines continued to show little change in January. 
Value of department store trade declined by more than the usual seasonal amount in January 

and the early part of February. Prices of farm products and foods decreased sharply in the early 
part of February, while prices of most groups of industrial products showed little change.

Industrial Production
Industrial production was maintained in January at the level of the preceding two months, 

and the Board’s preliminary seasonally adjusted index was 192 per cent of the 1935-39 average.
Activity in durable goods industries showed a slight decline in January. The decline reflected 

mainly some curtailment in production at steel and automobile plants in the latter part of the 
month owing to adverse weather conditions, which continued in the early part of February. 
Activity in nonferrous metals industries continued to increase in January; deliveries of copper 
and zinc to fabricators were at the highest level since the spring of 1947. Output of lumber 
and stone, clay and glass products was maintained at exceptionally high levels for this season.

Output of most nondurable goods recovered in January from the December decline. Activity 
at cotton textile mills reached the highest rate since the spring of 1947. Production at paper
board mills and printing establishments also increased. Petroleum refining activity rose further 
in January under the pressure of exceptional demands for fuel oil. Output of most other non
durable goods was maintained at the December rate or increased somewhat.

Production of minerals in January continued at the December rate. Bituminous coal output 
was restricted by weather influences on transportation and was 7 per cent smaller than in January
1947. Crude petroleum production continued to gain and was 14 per cent larger than a year ago.

Employment
Employment in nonagricultural establishments was reduced by 1,100,000 persons from mid- 

December to mid-January, mainly because of the usual large seasonal reduction in trade and 
Federal post office activities. Construction employment was curtailed more than is usual in 
January, owing to exceptionally severe weather conditions. Employment in manufacturing indus
tries showed about the usual small seasonal decline.

D istribution
Department store sales showed more than the usual seasonal decrease in January and the 

Board’s adjusted index declined to 282 per cent of the 1935-39 average, as compared with 303 
in December and an average of 285 for the year 1947. Value of sales in the first half of February 
was 3 per cent above a year ago.

Total shipments of railroad revenue freight early in January equaled the volume for the 
corresponding period of 1947. In the latter part of January and in early February, however, load
ings of most classes of freight were substantially curtailed as a result chiefly of weather conditions.

Commodity Prices
The general level of wholesale prices declined about 4 per cent from the middle of January 

to the latter part of February, reflecting mainly sharp decreases in prices of farm products and 
foods. Prices of hides, print cloth, and some other industrial materials also showed marked 
declines. Prices of semifinished steel and worsted fabrics, however, were raised and prices of 
most other groups of industrial products showed little change.

Retail food prices declined about 4 per cent in February from the record level of 210 per 
cent of the prewar average reached in January.

Bank  Credit
Seasonally large Treasury receipts from tax collections and sales of Savings bonds resulted 

in a substantial transfer of deposits from private accounts at commercial banks to Treasury 
accounts at the Reserve Banks during January and the first three weeks of February. Accom
panying drains on bank reserves were met out of excess reserves, from funds received from the 
post-Christmas return of currency and further gold inflows, and from funds supplied by market 
purchases of Government securities by the Reserve Banks.

Sale of Treasury bonds by commercial banks and other investors continued in January and 
the first three weeks of February, and the Federal Reserve System purchased substantial amounts 
of these issues. Total holdings of Government securities by Reserve Banks declined, however, 
reflecting sales of bills and certificates in the market, as well as Treasury retirements of securities 
held by Reserve Banks out of surplus cash receipts.

Government security holdings at member banks in leading cities declined somewhat in 
January and the first half of February as continued sales of Treasury bonds were offset only 
partly by purchases of bills. Loans to businesses showed little further change, but real estate 
and consumer loans continued to expand.

Effective on February 27, 1948, the Board of Governors raised from 20 to 22 per cent 
the reserve requirements to be maintained on net demand deposits by member banks in central 
reserve cities.

Security Markets
Common stock prices, which had moved downward during most of January, declined more 

sharply in the early part of February. Corporate bond prices were stable; yields on high grade 
issues averaged about 2%  per cent.
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MONEY MARKET IN MARCH

The pressure on the reserves of the commercial banking 
system which was expected to result from the large excess of 
Treasury tax collections over Government disbursements in the 
first quarter of this year was more evident in March than in 
either of the preceding months of the quarter. In January and 
February, the banks’ losses of funds were offset to a greater 
extent by the seasonal return flow of currency from circulation, 
by gold inflows and foreign expenditures here, and, to a smaller 
extent, by net purchases of Government securities from non
bank investors by the Federal Reserve Banks and Treasury 
investment accounts for the purpose of maintaining stability 
in the market for such securities. Offsetting factors again were 
sizable in March, but were not sufficient to prevent a substan
tial net drain on bank reserves, especially in the latter half of 
the month. These factors again included gold imports and 
foreign disbursements, a considerable reduction in the required 
reserves of member banks (due to the shrinkage in their 
deposits caused by tax collections), and a further reduction in 
the volume of currency outstanding to the lowest level in two 
years, which reflected in part payments of income taxes with 
currency.

The net losses of funds sustained by the commercial banking 
system tended to be concentrated to a considerable extent on 
the New York money market through heavy withdrawals of 
funds from the large New York City banks by correspondent 
banks in other parts of the country and by business concerns. 
The net outflow in the four weeks ended March 24 amounted 
co several hundred million dollars. In addition, the effects of the 
increase at the end of February in the reserves which central 
reserve city banks in New York City and Chicago are required 
to maintain against their demand deposits carried over into the 
early days of March.

As a result, conditions in the New York money market were 
tight during most of March. This situation had its clearest 
reflection in rates on day-to-day loans of reserve funds between 
banks ("Federal funds” ) which were between 1 and 1*4 per

cent during most of the month, except during the week ended 
March 10, and in the fact that such loans were frequently 
unobtainable in substantial amounts. In periods of ease in the 
money market, rates on "Federal funds” have frequendy fallen 
as low as Vs or Va per cent.

The losses of reserves by the New York City banks result
ing from tax collections and withdrawals of funds by cor
respondent banks and others were pardy offset by several 
factors, including Treasury interest payments on March 15, 
deposits of the proceeds of security sales and redemptions by 
their customers, foreign account disbursements, and the reduc
tion in their required reserves that accompanied the shrinkage 
in their deposits. Nevertheless, they found it necessary to 
sell substantial amounts of Government securities during the 
month, and on several occasions borrowed sizable sums from 
the Reserve Bank pending the receipt of the proceeds of their 
security sales or other funds. Banks in other parts of the 
Country apparendy met the drain on their reserves in part 
by similar methods, although in many cases they were able 
to meet their needs to a considerable extent by the withdrawals 
of funds from their balances with New York City banks, previ
ously mentioned, or with Chicago banks.

In order to enable member banks to maintain their reserves 
at the required levels, the Federal Reserve System purchased 
considerable amounts of Treasury bills, certificates, notes, and 
short-term bonds in the market, especially during the latter 
half of the month. Nevertheless, as the accompanying table 
shows, total holdings of Government securities by the Reserve 
Banks showed a net decline of more than 400 million dollars 
in the four weeks ended March 24 because of continued 
redemptions by the Treasury of maturing Treasury bills and 
certificates held by the Reserve Banks, as well as of Treasury 
bonds called for redemption on March 15. Further purchases 
of short-term securities indirectly from banks in need of 
reserves were made in the closing days of the month, but for 
the first quarter of the year as a whole Reserve Bank holdings
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of Government securities were reduced by more than IV2 bil
lion dollars. In the same period, member bank reserves were 
reduced by approximately 1 billion dollars.

Changes in Federal Reserve Bank H oldings o f  Governm ent Securities 
(In  m illions o f dollars)

Bills Certificates Notes Bonds Total

Dec. 31 to Jan. 28. . . -1 ,4 2 8 -  897 +  66 + 1,686 -5 7 3

Jan. 29 to Feb. 2 5 . . . -  721 -1 ,5 3 8 +179 + 1,127 -9 5 3

Feb. 26 to M ar.24. . . -  488 +  11 +  64 -  14* -4 2 7

* Includes redemption of 175 million of bonds on March 15.

As this table indicates, Federal Reserve Bank purchases of 
Treasury bonds in market stabilizing operations were greatly 
reduced during the past month, amounting (after adjustment 
for the redemption of 175 million of called bonds on March 
15) to only about 160 million dollars. Part of that amount 
was accounted for by purchases of bonds of relatively short 
maturities which were sold by banks in need of reserves. Some 
additional Treasury bonds were purchased for Treasury invest
ment accounts at the support prices during March, but in this 
case also the amounts were comparatively small.

The reduced need for stabilizing operations reflected the 
growing firmness in the market for the longer term Treasury 
securities. By the end of the month all such issues were selling 
at least slightly above the Reserve Systems support prices. 
Sales of such bonds had diminished to relatively small amounts 
and were readily absorbed by other investors. The announce
ment shortly after the middle of the month that a 12-month, 
1J/8 per cent certificate of indebtedness would be offered in 
exchange for the certificates maturing on April 1 was inter
preted as indicating that there was to be no further rise in 
interest rates on short-term Treasury certificates for the present, 
and contributed to the firmness of the market for Treasury 
securities generally. The Presidents recommendation of an 
expanded national defense program was also a factor as it 
resulted in some increase in confidence, in market circles, that 
the present floor for prices of Treasury bonds would be main
tained.

Pu b l ic  D ebt  R e d e m ptio n s

As in several preceding months, most of the marketable 
securities redeemed by the Treasury in March were securities 
held by the Federal Reserve Banks. Total redemptions during 
the month were approximately 1.4 billion dollars, including 
about 900 million dollars of unexchanged Treasury certificates 
maturing on March 1 and Treasury bonds called for redemp
tion on March 15, of which the Reserve Banks held approxi
mately half, and 500 million dollars of Treasury bills, all of 
which were held by the Reserve Banks.

Redemptions of public debt obligations other than Savings 
bonds and notes amounted to 4.4 billion dollars during the 
first quarter of 1948, and since the beginning of the debt 
redemption operations in March 1946 have reached an aggre
gate of more than 38 billion dollars. As the accompanying 
chart shows, it is estimated that of the redeemed securities, 
about 14 billion dollars were held by commercial banks, 
llVz billion dollars by Federal Reserve Banks, and over 
12% billion dollars by all other investors. While it has been 
the policy of the Treasury since the beginning of the debt 
redemption operations to retire securities held largely by the 
banking system, approximately one third of the securities 
redeemed up to the middle of 1947 were held by nonbank 
investors; about 45 per cent were held by commercial banks, 
and 22 per cent by the Reserve Banks. Since last October, 
however, approximately four fifths of the redeemed securities 
have been securities held by the Federal Reserve Banks, reflect
ing the policy in this period of using Treasury surplus funds 
in a way that would keep some pressure on the reserves of the 
commercial banks, and thus help to discourage unnecessary 
expansion of bank credit. Retirements of securities held by 
nonbank investors have been limited to those which the 
holders elected to present for cash redemption, instead of 
exchanging them for new issues of securities. Redemptions 
of securities held by commercial banks have been small.

Cash Redemption of Marketable Government Securities by 
Type of Holder*, Cumulated from February 28, 1946f

B IL LI O N S 
OP D O L L A R S

* Includes both scheduled retirement and unexchanged portions of called or 
maturing issues.

t End-of-month figures.
# Includes U. S. Treasury trust accounts and agencies.
Source: U. S. Treasury Department; distribution by type of holder esti

mated by the Federal Reserve Bank of New York.
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At the end of March the Treasury still had substantial 
balances in its deposit accounts in the Reserve Banks and in 
War Loan Deposit accounts in the commercial banks, which 
can be used for similar purposes in the coming months, to the 
extent that they are not needed to meet other Government 
expenditures. Depositary banks were authorized, beginning 
March 22, to transfer withheld taxes received from employers 
from Withheld Taxes accounts to War Loan Deposit accounts 
on their books, where the funds may be held until called for 
payment. This procedure will help to facilitate a closer balance 
between Treasury receipts and disbursements.

THE SECURITY MARKETS
The first quarter of 1948 witnessed the gradual develop

ment of greater stability in the bond market than had prevailed 
for several months. By the end of the quarter the supply of 
and demand for Government bonds were balanced at prices 
generally somewhat above the Reserve Systems support prices, 
corporate bonds had firmed moderately, and the market for 
State and municipal bonds had demonstrated substantial 
absorptive power although yields had risen somewhat further.

On the other hand, stock prices were weak during most of 
the quarter, especially after the break in farm prices early in 
February, which was interpreted by some observers as an indica
tion that the postwar boom might have passed its crest. 
Increasing international tension also appears to have been an 
important influence tending to depress stock prices during 
much of the period. In the latter half of March, however, 
a sizable recovery occurred in the stock market following the 
Presidents special message to Congress on the critical inter
national political situation, which indicated the prospect of a 
substantially expanded national defense program. Favorable 
action by Congress on a tax reduction bill may also have been 
a factor.

B o n d  M a r k e t

In the first quarter of 1948 the decline in bond prices which 
had been in progress for some months came to an end. Yields 
on high grade corporate bonds and intermediate-term Treas
ury bonds fell slightly in January from the levels reached early 
in the month, and the gains in prices were extended sub
sequently. Moodys average of yields on Aaa corporate bonds 
fell from 2.90 per cent early in January to 2.83 per cent 
toward the close of February and declined slightly thereafter. 
Compared with the low point in April 1946, average yields of 
highest grade long-term corporate bonds have risen about Ys 
of 1 per cent, net. From a long-range point of view, however, 
they still remain low, since the rise of the last two years brings 
them back only to early 1942 levels.

Prices of Treasury bonds lagged behind the upward move
ment of long-term high grade corporate bonds during the first 
quarter of 1948, but the market showed definite improvement

over the period as a whole. Prices of "bank-eligible” bonds 
rose moderately early in January, but fell again to the support 
levels following an advance in Reserve Bank discount rates 
and the announcement that required reserves of central reserve 
city member banks would be raised late in February. A 
renewed rise occurred in March. Until March, yields on longest 
term Treasury issues continued unchanged at levels correspond
ing to official support prices (an average of 2.45 per cent for 
bonds which have 15 years or more to run); thereafter these 
issues tended to rise slightly above the support prices. At 
current price levels, yields on medium and long-term taxable 
Treasury bonds are back to those prevailing in 1944.

Contrary to the decline in yields on corporate bonds, yields 
on municipal issues continued during the first quarter their 
postwar uptrend. Moody’s average yield on Aaa municipal 
bonds rose in March to 1.96 per cent, the highest level since 
1940, reflecting a large supply of new municipal issues and the 
prospect of Federal income tax reductions. Foreign bond prices 
showed marked declines as the political horizon clouded.

Lower grade corporate bonds, which fluctuate more closely 
with stock prices than with high grade bond prices, remained 
only slightly above the levels reached toward the close of last 
year. Yields declined somewhat (prices rose) in the latter 
part of March, however, in sympathy with the rally in stock 
values. Nevertheless, some further widening of the spread 
between the yields on highest grade and lower grade cor
porate bonds took place during the past three months, and 
yield relationships moved slightly further in the direction of 
prewar patterns.

On the whole, the recent firmness in the prices of high grade 
domestic bonds except for municipals appears to represent 
the development of greater confidence in the prospect for 
maintenance of reasonably stable long-term interest rates.

St o c k  Prices

Stock prices declined gradually during most of the quarter. 
The decline was slow during the first three weeks of January 
and somewhat more rapid in the first ten days of February in 
sympathy with the decline in commodity prices; thereafter, 
through the middle of March, stock prices fluctuated within 
a narrow range. On March 16, a new low for the year was 
made in the Dow-Jones industrial average, which, however, 
was only one quarter of a point lower than the year’s previous 
low point reached on February 10. The decline in share prices 
on March 16 was attributed to the international situation, 
which, however, was the chief factor in the subsequent sharp 
rise as the implications of a rearmament program for indus
trial production were more fully realized. The volume of trad
ing generally averaged less than one million shares, except on 
days of sharply falling or rising prices, when the million share 
level was exceeded.
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Through March 17, as measured by Standard and Poors 
weekly index of 402 stock prices, values fell about 9 per cent 
(from the January 1 level). Public utility and railroad shares 
showed greater resistance than the market as a whole, falling 
2 and 6 per cent, respectively, while the industrials fell 10 per 
cent. During this period, the coal and petroleum groups, 
which had been among the outstanding market leaders during
1947, declined 7 and 10 per cent, respectively. The aircraft 
manufacturing group, which rose 28 per cent between the end 
of 1947 and March 17, 1948, reflecting expectations of large 
military plane orders in view of the increased world political 
tension, became the most active group. Shipbuilding shares, 
which might also benefit from increased defense expenditures, 
were among the few groups of stocks to advance in price dur
ing this period; their rise amounted to 10 per cent. Air trans
port shares rose 9 per cent, reflecting some improvement in 
earnings resulting from higher mail and other rates.

On the other hand, stocks of consumer goods industries 
and of some industries whose products were in short supply 
until recently (leather, textile, fertilizer, cement, and paper) 
recorded the largest percentage declines, running from 22 
per cent for leather to 15 per cent for cement and paper 
stocks.

Beginning on March 17, the day of the Presidents special 
message to Congress, there was a sharp reversal of trend in the 
stock market. By March 27, average prices had risen about
5 per cent, to the highest level since early February. Some of 
the groups, including the paper, textile, and fertilizer stocks, 
which had shown the weakest trends during most of the quar
ter, were among the leaders in the sharp rise in stock prices in 
the latter half of March; other leaders were the distillery, air 
transport, copper, and rubber and tire groups.

N e w  Issues

Conditions in the corporate new issue market improved 
during the past quarter, reflecting the stabilization of bond 
prices and more realistic pricing of new issues. It is estimated 
that close to l }/2 billion dollars of new domestic corporate 
issues were offered, compared with 2.2 billion in the last 
three months of 1947 and one billion in the first three months 
of last year. Nearly all the new offerings were “new money” 
issues, while in 1947 refunding issues were still important 
(more than one fourth of the total amount of new issues in 
the first quarter).

In contrast to the experience in some previous months, there 
were no major instances of congestion in the market. In a few 
cases, after spirited bidding for new public utility bonds, invest
ment bankers, in an effort to maintain an adequate spread for 
expenses and underwriting risks, set offering prices to yield 
returns which institutional investors considered too low. But

New Dom estic Corporate and M unicipal Security F lotations 
(In  m illions o f  dollars)

Corporate Municipal

Quarter New Refund New Refund
capital ing Total capital ing T otal

1947
741 275 1,016 605 14 619

1,107 611 1,718 720 6 726
Third............... 873 387 1,260 586 14 600

1,995 243 2,238 314 9 323
1948

1,420 60 1,480 920 4 924

* March estimated by the Federal Reserve Bank of New York. 
Source: Commercial and Financial Chronicle.

shading of offering prices in such instances was followed by 
quick sale to investors.

Yields on new bonds were above those available on com
parable outstanding issues; the larger issues had to be offered 
at somewhat better yields than the smaller ones in order to 
attract sufficiently wide buying interest.

The marked decrease in the volume of new corporate secur
ity flotations from the last quarter of 1947 was related to the 
SEC requirement that audited financial statements not over 
three months old be filed with registration statements by cor
porations planning new issues. In order to avoid the added 
expenses of a special audit, many companies postpone new 
public offerings until their regular year-end audits are com
pleted— usually in March. Thus, as in previous years, there 
was a seasonal slackening in the flotation of new issues in 
January and February.

The sharpest curtailment in the volume of new offerings 
during the past quarter was in the utility issues, which are 
offered for competitive bidding and require registration. 
Because most of the offerings of industrial securities were 
placed privately, and thus were exempt from SEC registration, 
the decline in their volume was not as great. On the other 
hand, railroad offerings, which largely took the form of equip
ment trust certificates, expanded sharply reflecting large 
reequipment programs. Such issues are under the jurisdiction 
of the ICC and thus are exempt from SEC registration require
ments. In recent years, capital expenditures of the railroads 
have been financed largely from wartime accumulations of 
cash and other liquid assets, but apparently these assets have 
now been reduced to current working capital needs. The new 
railroad offerings in the first three months of 1948 came to 60 
per cent of the total for the entire year 1947. Thus, the rail
roads now constitute a growing element in the demand for 
funds from the new capital market.

The market for new municipal issues was especially active 
during the past quarter. Two large State bonus issues accounted 
for more than half of the estimated 925 million dollars of 
new municipal offerings. Because of the generally high quality 
of the new flotations and the attractive rates offered, most
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issues were well absorbed by the market. The New York 
and Ohio bonus issues, in the amounts of 300 and 200 million 
dollars, respectively, went ‘ out the window,” and quickly 
sold at premiums in open marKet trading. Commercial banks, 
which had been practically out of the municipal market for 
some time, apparently were large buyers of the intermediate 
maturities of these issues.

SURVEY OF THE OWNERSHIP OF BUSINESS 
AND PERSONAL DEMAND DEPOSITS, 
JANUARY 1948
The distribution of ownership of demand deposits of indi

viduals, partnerships, and corporations in all commercial banks 
in the Second Federal Reserve District has been resurveyed as 
of January 1948 as part of a continued countrywide study by 
the Federal Reserve System.1 On the basis of reports submitted 
by 127 cooperating banks, the total of such deposits in this 
District as of January 1948 is estimated at 21.7 billion dollars, 
an increase of 1.1 billion or 5.4 per cent since February 1947, 
the date of the previous survey. The over-all increase in such 
deposits during the past eleven months arose primarily from a 
heavy increase in loans to businesses and individuals, other than 
loans for the purpose of purchasing and carrying securities. 
Other factors of deposit increase, such as foreign purchases 
financed by gold sales here, and direct or indirect sales to the 
Reserve System of nonbank holdings of Government securities, 
were outweighed by the opposite factors of net cash payments 
to the Treasury and net transfers of commercial funds to other 
sections of the country.

The rise in commercial bank loans and demand deposits 
during the eleven-month period under review largely reflected 
the increased requirements of business for funds to carry larger 
and higher priced inventories, to carry a greater dollar volume 
of receivables, and to pay wages and other costs of production. 
The volume of demand deposits held in the several categories 
of nonfinancial business accounts increased by from 8 to 10 per 
cent, as shown in the accompanying table, except for accounts 
of public utilities, transportation, and communications com
panies, in which a decline of 11 per cent was recorded. In the 
case of utilities, plant modernization and expansion programs 
were so great that such corporations as a group drew down a 
part of their existing cash resources in addition to utilizing 
bank loans and a large volume of funds raised in the new 
capital markets.

Among the financial business accounts, deposit balances of 
insurance companies rose 351 million dollars or 43 per cent, 
owing mainly to sales of U. S. Government securities in the clos
ing months of 1947 and early in 1948, when there was con-

1 These surveys are now on an annual basis; prior to 1947 they 
were conducted at approximately semiannual intervals.

Estimated Ownership of Demand Deposits of Individuals, Partnerships, 
and Corporations in All Commercial Banks in the 

Second Federal Reserve District 
(Dollar amounts in millions)

Type of owner

Feb.1947 to Jan. 
1948

July 1945 to Jan. 
1948

Dollar 
balance 

Jan.1948
Dollar
change

Per cent 
change

Dollar
change

Per cent 
change

Manufacturing and mining........................ 6,725 + 498 +  8.0 _ 587 -  8.0
Public > utilities, transportation, and com-

1,424 180 -11.2 _ 46 -  3.1
Retail and wholesale trade and dealers in

3,358 + 311 +10.2 + 738 +28.2
All other nonfinancial # business, including 

construction and services....................... 1,354 + 123 +10.0 + 318 +30.7

Total nonfinancial........................... 12,861 + 752 +  6.2 + 423 +  3.4

Insurance companies................................. 1,175 + 351 +42.6 + 362 +44.5
Trust funds of banks................................. 513 — 128 -20.0 — 95 -15.6
All other financial business*....................... 1,503 + 6 +  0.4 + 299 +24.8

Total financial................................ 3,191 + 229 +  7.7 + 566 +21.6

Nonprofit organizations............................. 590 + 25 +  4.4 + 154 +35.3
Personal (including farmers)...................... 4,372 + 170 +  4.0 + 848 +24.1
Foreign accounts...................................... 680 — 69 -  9.2 — 41 -  5.7

Total demand deposits of individuals, part
nerships, and corporations...................... 21,694 +1,107 +  5.4 +1,950 +  9.9

* Includes investment, finance, real estate concerns, insurance agencies, etc.

siderable uncertainty as to the future course of interest rates. 
Trust funds of banks, on the other hand, declined 128 million 
dollars or 20 per cent, owing to a reduction in trust account 
balances which in some cases had been built up at the begin
ning of the period for the redemption of securities.

Personal checking accounts, including balances of farmers, 
rose only 4.0 per cent, a rate of increase less than half as great 
as during the preceding thirteen months (January 1946- 
February 1947) and approximately one-fourth the rate of 
increase from January 1945 to January 1946. This reduction 
in the rate of accumulation of demand deposits in personal 
accounts, together with the increase in instalment loans and 
other bank loans to individuals, reflects the greater rise in con
sumer expenditures than in incomes that accompanied the 
growth in the volume of available consumer goods. Balances 
of nonprofit organizations followed almost the same general 
pattern of accumulation as personal accounts, but the reduc
tion in the rate of increment was somewhat more pronounced. 
Foreign account balances were drawn down 9 per cent as 
payment for the record volume of purchases of goods in this 
country apparently made it necessary, in addition to using 
the proceeds of credits and of gold and security sales, to draw to 
some extent against available dollar balances.

Demand deposit gains during the eleven-month period 
were greatest in the larger banks of the District. Banks of all 
size groups shared in the rise in business balances, but the rise 
in personal accounts was greatest in the larger banks and in 
the aggregate was confined to banks with total deposits of over 
10 million dollars. In the smallest banks, those with deposits 
under 1 million dollars, the over-all deposit increase was held 
to virtually negligible amounts, as in these banks the increases
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in business balances were just about offset by slight percent
age declines in personal accounts ( including those of farmers), 
which constitute the greater part of the small banks’ deposit 
structure.

The aggregate changes in the deposit balances of the dif
ferent ownership groups during the whole postwar period 
(July 1945-January 1948) are shown in the accompanying 
table and chart, and the latter also shows changes during the last 
two war years. Deposits of manufacturing and mining com
panies showed a net decline of about 600 million dollars or 8.0 
per cent in the postwar period and were virtually unchanged 
between July 1943 and January 1948, as balances built up 
during the war were largely disseminated in the immediate 
postwar period for reconversion expenses. Public utility bal
ances remained relatively stable during the war, rose sharply 
in the immediate postwar period, reflecting the proceeds of 
new capital issues, and have since been steadily reduced. 
Accounts of wholesale and retail trade, "all other nonfinancial” 
business (which largely represents construction and service 
industries), and "all other financial” companies (consisting 
of investment, finance, insurance agency, and real estate con
cerns) rose with but minor interruptions throughout the late 
war and postwar periods. Personal accounts ( including accounts 
of farmers) and accounts of nonprofit organizations increased

Estimated Ownership of Business and Personal Demand 
Deposits at All Commercial Banks in the 

Second Federal Reserve District*

BIL LI ON S B I L L I O N S
OF D O L L A R S  OF D O L L A R S

* Except for latest interval, Feb. 1947-Jan. 1948, figures are semiannual since 
July 1943.

without interruption, but the rate of accumulation slowed down 
in the postwar period. Insurance company deposits fluctuated 
irregularly, showing a net rise of 315 million dollars from 
July 1943 to date. Trust funds of banks were built up in 1945 
and 1946 but have since been drawn down. Foreign accounts, 
except for declines in 1943 and 1944, have fluctuated within 
relatively narrow limits.

CANADA’S INTERNATIONAL 
ECONOMIC POSITION

It is paradoxical that Canada, of all countries, should have 
found itself during recent months in a serious economic 
predicament. In the case of most of the former belligerents, 
the current economic difficulties have resulted from the fact 
that the war caused their output and reserves to fall below their 
consumption and reconstruction requirements. But the 
Canadian economy, far from having been shattered by the war, 
emerged from the conflict greatly expanded and strengthened. 
Canadas gross national product has more than doubled in real 
terms since 1938; its living standards have markedly improved 
as compared with prewar; and its labor force is fully employed. 
Yet in the midst of its unprecedented boom Canada has been 
going through a crisis in its international financial relations. 
The roots of this crisis are rather complex.

The Canadian economy depends on foreign markets for the 
sale of a large part of its total output. Even before the increase 
in foreign demand for Canadian goods resulting from the 
war, 27 per cent of Canada’s total output was sold abroad, 
and all but about 8 per cent of these foreign sales went to pay 
for imports. Although Canada’s present national product is 
much larger than before the war, the distribution of this prod
uct as between domestic and foreign markets has hardly 
changed: in 1947, 28 per cent went into exports, and the export 
surplus constituted only about 3 per cent of total exports.

What distinguishes Canada’s international economic posi
tion, however, is not only the importance of foreign trade but 
also the geographical distribution of that trade. The bulk of 
Canada’s exports is usually sold in Europe (mainly Great 
Britain), but most of its imports come from the United 
States. This multilateral arrangement gave no ground for con
cern so long as Canada was able to use the proceeds of its 
sales to Europe to pay for its purchases in the United States. 
But in this respect the current situation differs radically from 
that prevailing before the war. Since the war Canada’s European 
customers have been largely unable to pay for badly needed 
Canadian goods either by exports or by drawing on their 
depleted gold and foreign exchange reserves.

Fully aware of this problem, Canada in the first eighteen 
months after the war authorized credits to the extent of almost
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2 billion (Canadian) dollars to its customers in Europe and 
Asia. The recapturing of accustomed export markets not only 
was essential for the long-run stability of the Canadian 
economy, but also was a prerequisite for the maintenance of a 
high level of income and employment during the critical recon
version period. What was perhaps not clearly realized was the 
close relation between the volume of exports and level of 
income on the one hand, and the economy’s propensity to 
import on the other. In value terms, Canada’s imports in 1947 
were four times the 1938 level, and imports from the United 
States were five times as large as before the war. Since Canada’s 
total foreign trade was nearly balanced and since about one 
quarter of the exports were sold on credit, about one quarter of 
the imports had to be paid for out of previously accumulated 
reserves. Moreover, since the excess of imports over cash 
exports consisted mainly of purchases in the United States, the 
only reserves that could be used to pay for the excess were gold 
and United States dollars.

At the end of 1946, Canada’s holdings of gold and United 
States dollars amounted to over 1.2 billion U. S. dollars. But 
instead of forcing a rigid conservation of these international 
liquid reserves, the Canadian Government, following the 
example of the United States, abandoned virtually all war
time foreign trade restrictions, thus opening the gate for 
unlimited Canadian buying in the United States. Pressure 
on the part of the Canadian business community appears to 
have played a role in inducing this premature return to nor
malcy. Equally important, perhaps, was the generally shared 
expectation that Europe’s recovery would proceed very much 
faster than it actually did, and that the European customers 
of Canada would be in a position relatively soon to pay 
for Canadian deliveries. The unprecedentedly large gold and 
United States dollar holdings were therefore regarded as suf
ficient to tide over the period of European insolvency, and 
their rationing was thought to be superfluous. As a result, they 
were used up very much faster than had been anticipated. 
By the end of 1947 total Canadian gold and United States 
dollar balances had declined to some 500 million U. S. dollars, 
an amount barely sufficient for indispensable working balances.

The drain on Canada’s gold and United States dollar reserves 
in 1947 alone amounted to almost 750 million dollars. Long 
before the end of the year it had become obvious that the drain 
could not be permitted to continue. It was not, however, until 
November 1947 that the Canadian Government embarked 
upon a dollar-conservation program. This program involved 
the following measures to bolster Canada’s dollar position:

1. A  credit of 300 million dollars was arranged with the 
United States Export-Import Bank, maturing in 3 to 5 years.

2. Canadian residents traveling for nonessential purposes 
in the United States were limited to an annual expenditure 
of $150.

3 . Certain goods that had been supplied almost exclusively 
by the United States were either entirely barred from further 
importation or placed under a quota system.

4. The production of many goods for which raw materials 
had to be imported from the United States was discouraged 
by discriminatory excise taxes.

5. Tax inducements and direct subsidies were introduced 
to increase Canada’s gold output.

6. Britain’s right to draw on its credit line in Canada was 
limited during the first quarter of 1948 to about 30 per cent 
of the value of British net purchases from Canada.

This program appears already to have yielded valuable 
results. During December 1947 and January 1948, the first 
two months of the programs operation, the trade deficit with 
the hard-currency area amounted to 84 million dollars, or 24 
million less than in the corresponding two months in 1946-47. 
This relatively small saving does not wholly measure, however, 
the impact of the dollar-conservation program. There can be 
no doubt that in the absence of the program the deficit would 
have been much larger, if only because of price increases in 
the United States. At the same time, Canada’s gold and United 
States dollar holdings have not only ceased to decline but have 
started to rise. From a low point of 461 million dollars in the 
middle of December 1947, they increased to 527 million dol
lars at the end of February 1948. While this increase, too, is 
not very great, the situation would have been a great deal 
worse but for the restrictions adopted in November.

The Canadian emergency regulations gave rise to a con
siderable amount of criticism in Canada as well as in the 
United States. One of the main arguments leveled against 
them was that Canada had resorted to methods that violated 
the spirit if not the letter of the nondiscrimination clauses of 
the Bretton Woods agreements and of the agreements nego
tiated in connection with establishment of the International 
Trade Organization. However, the circumstances faced by 
the Canadian Government called of necessity for resort, at 
least temporarily, to strong measures of this sort. An over-all 
curtailment of imports would have damaged the economy of 
Canada as well as of other countries, while helping very little 
in solving Canada’s U. S. dollar problem.

Moreover, it is generally recognized that free international 
trade on a nondiscriminatory basis is hardly possible under 
present world economic conditions. Such exception as may be 
taken to Canada’s postwar foreign economic policy must rather 
be based on the ground that it was tardy in dealing with the 
balance-of-payments difficulties. Had similar restrictions been 
adopted a year earlier, they would certainly have deprived 
Canada of some nonessential imipbrts, but they would probably 
have saved it the necessity of negotiating a loan and would
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have rendered its U. S. dollar position considerably stronger 
than that position is today.

However that may be, the chances now appear good that 
Canada will be able to reach an equilibrium in its balance of 
payments within a relatively short time. The adoption of 
the European Recovery Program, which provides for large 
"offshore” purchases outside the United States, should contri
bute materially to an improvement in Canada’s dollar position. 
What is more important, however, a successful implementation 
of ERP may also lead to the general recovery of the Western 
European economy, which is a prerequisite for the normaliza
tion of international trade. For it is only within the framework 
of reestablished international economic relations that Canada 
can resume its traditional triangular commerce with the United 
States and across the Atlantic, and maintain its economy at a 
high level of employment and income.

ended this past February. The index figure for February was 
250 per cent (1935-39 average equaling 100 per cent), or fully 
one-fifth above a July 1947 low, and was approximately back 
to the postwar peak level reached at the end of February 1947.

This enlargement of stocks occurred exclusively in stores 
outside New York City. In contrast to stores in the rest of the 
District, the value of whose inventories on the average 
increased by 7 per cent, New York City stores held 5 per cent 
less merchandise, measured in dollars, at the end of February 
than they had held one year previously. These divergent move
ments in stocks reflect more liberal buying on the part of out- 
of-town store managements and the continued maintenance 
by the New York City stores of a cautious buying policy. 
Sales experience has not differed greatly between the City stores 
and those elsewhere in the District. In both groups, dollar 
sales volume increased at much the same rate during 1947.

DEPARTM ENT STORE TRADE

Daily average sales in Second District department stores 
during March are estimated to have been slightly greater than 
in March 1947. But when daily average sales are adjusted for 
the difference in the date of Easter, it is not certain that there 
has been any increase at all. Although sales increased seasonally 
between February and March, the increase appears to have been 
smaller than might have been expected on the basis of the 
early date of this year’s Easter and other seasonal factors.

During the first half of March, the dollar volume of sales 
averaged only 1 per cent more than during the corresponding 
period of 1947. Merchants who had expected a much more 
active trade in view of the early Easter attributed this disap
pointing result largely to unfavorable weather. In many areas 
outside this District, where the weather was more favorable, 
sales during the first two weeks of the month were reported 
to have been well ahead of those of a year ago. Sales in District 
stores improved following a turn to warmer weather around the 
middle of the month, and gains over last year were particu
larly large in the few days just before Easter.

Department store stocks, measured by their retail value, 
increased during February by more than the usual percentage. 
After adjustment for normal seasonal variation, the aggregate 
value of stocks was 7 per cent greater at the end of February 
than at the end of January. The seasonally adjusted index of 
the dollar value of stocks, computed by this bank from informa
tion furnished by merchants throughout the Second District, 
rose almost without interruption during the seven months

Sales  T rends in  M a j o r  D e p a r t m e n t s

Sales in selected departments during the first and fourth 
quarters of the fiscal year ended January 31,1948 are compared 
in the accompanying chart with those during the corresponding 
periods of the previous fiscal year. Sharp differences in relative 
year-to-year changes in sales by departments occurred between

Department Store Sales for Selected Departments, Second 
Federal Reserve District (year-to-year percentage 

changes for first and fourth quarters, fiscal 
year 1^46 to fiscal year 1947*)

* First quarter includes February, March, and April. Fourth quarter 
includes November, December, and January of the following year; thus the 
fourth quarter of 1947 is the three-month period from November 1947 through 
January 1948,
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the opening and closing quarters of the past fiscal year. In 
both periods the basement store made a relatively better show
ing than did the main store, but between the two periods 
the year-to-year rate of increase for the basement store declined 
from 21 per cent to 13 per cent. In contrast, sales in the 
main store increased between the two periods by a stable but 
much lower rate, 4 per cent. Total store sales, owing wholly 
to the declining rate of expansion in basement sales, made a 
somewhat lesser year-to-year gain in the fourth quarter than 
in the first quarter.

The improvement in womens apparel sales shown in the 
chart reflects the success of changes in styles. In the first quar
ter of the fiscal year, the year-to-year comparison was distinctly 
unfavorable for the womens coat and suit department; by the 
last quarter, however, this department was recording marked 
gains over the corresponding period a year earlier. The dress

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net sales

Stocks on 
hand 

Feb. 29, 1948Feb. 1948
Jan. and 

F e b .1948

Department stores, Second District----- +  8 +  6 0

New York C ity ...................................... +  6 +  5 — 5
Northern New Jersey........................... +  9 +  6 +  8

Newark................................................ +  8 +  6 +  5
Westchester County.............................. +  2 -  2 -  3
Fairfield C ounty.................................... +  4 +  4 +  7

Bridgeport........................................... +  3 +  2 +  7
• Lower Hudson River Valley............... +  7 +  6 +14

Poughkeepsie...................................... +12 +10 +15
Upper Hudson River Valley............... -  1 +  2 +  6

A lbany................................................. -  7 -  4 +  7
Schenectady........................................ +  6 +  8 -  1

Central New York State..................... +19 +  12 +  4
Mohawk River Valley..................... +  12 +  8 +  17

Utica................................................. +  15 +10 +  11
Syracuse............................................... +22 +13 -  3

Northern New York State.................. +26 +18 —
Southern New York State................... +  7 +  5 +15

Binghamton........................................ +  7 +  4 +12
Elmira.................................................. +13 +  8 +24

Western New York State.................... +13 +  12 +  6
Buffalo.................................................. +14 +12 +  7
Niagara Falls...................................... -  1 -  2 0
Rochester............................................. +  14 +  13 +  3

Apparel stores (chiefly New York C ity ). +  1 +  1 -  7

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

(1935-39 average =  100 per cent)

Item

1947 1948

Feb. Dec. Jan. Feb.

Sales (average daily), unadjusted................. 188 408 192 202
Sales (average daily), seasonally adjusted.. 224 241 240 241

Stocks, unadjusted............................................ 232r 211 205r 232
Stocks, seasonally adjusted............................ 249 236 233r 250

r Revised.

Department Store Sales and Stocks for Selected Hard Goods Departments, 
Second Federal Reserve District

(Percentage changes, January 1947 to 1948)

Department Sales Stocks

Major household appliances.............................................. +  2 +88

Radios and phonographs.................................................... 0 +30

Cameras................................................................................ +  3 +26

Furniture................................................................................ +14 +  2

department showed much the same changes, though to a lesser 
extent. The trend for men’s furnishings was the reverse as men 
gradually refilled their wardrobes; gains were substantial in the 
early part of the year and later tapered off.

There has been no uniform trend in homefurnishings depart
ments. Furniture sales, which bulk largest among home
furnishings, tended to show strong improvement at the fiscal 
year’s end, as did sales of floor coverings and many other 
household goods. Sales of major household appliances— refri
gerators, washing machines, and similar items— were unable to 
maintain the extremely high year-to-year increases of the first 
quarter. A  large drop from the unusual gains of the first quar
ter had been expected, but not to the extent realized. By the 
last quarter, appliance sales were making gains no better than 
those made by some other homefurnishings for which the 
demand had been less pressing (since their production had 
never been completely discontinued). As a matter of fact, the 
rate of sales increase achieved by the major appliances depart
ment has narrowed so sharply that for the last month of the 
fiscal year, January 1948, the year-to-year increase was a modest
2 per cent. For the entire quarter ended in January, the 
increase was 11 per cent, as against almost 200 per cent for the 
first quarter. Clearly, at the end of the fiscal year the supply 
situation had improved considerably and the most urgent 
needs had been filled. As shown in the table above, depart
ment store stocks of major appliances, and of most other "big 
ticket” hard lines, were substantially larger at the end of January
1948 than they were a year earlier. There have been numerous 
reports of intensified competition among appliance and radio 
specialty shops. Spotty, but in some cases considerable, price 
cutting has been reported, even on top-brand equipment, usually 
through trade-in allowances. This indicates that increased 
inventories and lagging sales in hard lines were not limited 
to department stores. January year-to-year changes in depart
ment store furniture sales and stocks stood in sharp contrast 
to the trends in the other categories of hard goods shown in 
the table. Furniture stocks were slightly larger than a year 
ago, but the increase in sales was substantially greater.
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Indexes o f Business
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Index
1947 1948

Feb. Dec. Jan. Feb.

Industrial production*, 1935-39 = 100........
(Board of Governors, Federal Reserve 

System)

189 192 193 193p

Electric power output*, 1935-39 =  100........
(.Federal Reserve Bank of New York)

224 237 246 247p

Ton-miles of railway freight*, 1935-39 =  100 
(.Federal Reserve Bank of New York)

202 204 192p

Sales of all retail stores*#, 1935-39 =  100___
(Department of Commerce)

288 330 324 320p

Factory employment
United States, 1939 =  100.............................

(Bureau of Labor Statistics)
154 158 157 156 p

New York State, 1935-39 =  100................
(New York State Department of Labor)

133 133 131 131 p

Factory payrolls
United States, 1939 =  100...........................
(Bureau of Labor Statistics)

311 357 350p

New York State, 1935-39 =  100................
(New York State Department of Labor)

283 304 302 301 p

Personal Income*, 1935-39 =  100.................
(Department of Commerce)

276 306 307p

Composite index of wages and salaries*!,
1939 =  100.......................................................
(Federal Reserve Bank of New York)

169 183 183 p

Consumers’ prices, 1935-39 =100 .................
(Bureau of Labor Statistics)

153 167 169 168p

Velocity of demand deposits*, 1935-39 =  100 
(.Federal Reserve Bank of New York)
New York C ity..............................................
Outside New York C ity ..............................

87
86

87
81

88
86

92
89

* Adjusted for seasonal variation. p Preliminary.
# Dollar figures for 1946 and 1947 and seasonal adjustment factors from 1942 to 

date have been revised.
t  A  monthly release showing the 15 component indexes of hourly and weekly 

earnings computed by this bank will be sent upon request Tabulations of the 
monthly indexes, 1938 to date, together with information on component series, 
sources, and weights, and reprints of articles describing the indexes may also 
be procured from the Research Department, Domestic Research Division.

DEBITS AND CLEARINGS STATISTICS

The Board of Governors of the Federal Reserve 
System has recently published a technical paper en
titled Debits and Clearings Statistics, Their Back
ground and Interpretation, prepared by George 
Garvy, Chief of the Domestic Research Division 
of the Federal Reserve Bank of New York. Broadly 
stated, the purpose of the paper is to determine the 
effectiveness of two long established and widely 
used series of banking statistics in reflecting basic 
economic processes. The author has undertaken to 
explain differences in the composition of the debits 
and clearings series and has offered suggestions for 
improvement of the debits series. This publication 
is being sold at a price of 25 cents for single copies, 
and at 15 cents per copy in quantities of 10 or 
more. All orders should be addressed to the Divi
sion of Administrative Services, Board of Gov
ernors of the Federal Reserve System, Washington
25, D. C.
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INDUSTRIAL PRODUCTION

Federal Reserve indexes. Monthly figures; latest 
shown are for February.

1941 1942 1943 1944 1945 1946 1947 1948

F. W. Dodge Corporation data for 37 Eastern 
States. Other includes nonresidential build

ings and public works and utilities. 
Monthly figures; latest shown are 

for February.

DEPARTMENT STORE SALES AND STOCKS

Federal Reserve indexes. Monthly figures; latest 
figure for sales is February, latest for 

stocks is January.

YIELDS ON TREASURY AND CORPORATE SECURITIES
PER CENT______________________________________________________________________ PER CENT

1942 1943 1944 1945 1947 1948

Weekly averages of daily figures compiled by 
Federal Reserve from data reported by U. S. 

Treasury Department; latest shown are 
for week ended March 20.

National Summary o f Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, March 25, 1948)

O UTPUT of manufactures and minerals continued to show little change in February. Depart
ment store sales increased by about the usual seasonal amount in February and the first half 

of March. Wholesale prices generally showed little change following marked declines in farm 
products and some other commodities from mid-January to mid-February.

In d u s t r ia l  P r o d u c t i o n

Industrial production was maintained in February at the January rate of 193 per cent of 
the 1935-39 average, according to the Board’s seasonally adjusted index.

Output of durable goods declined slightly in February, partly because unusually severe 
weather conditions led to a curtailment of activity in a number of lines early in the month. 
Steel production, however, was maintained at the January rate and scheduled operations were 
increased in the first three weeks of March. Activity in the machinery and transportation equip
ment industries declined somewhat in February. Automobile production was sharply reduced 
in the first two weeks of the month but recovered to earlier postwar peak rates during the last 
half, and has been maintained at a high level in March. Output of most other durable manu
factures showed little change from the January level.

Activity in nondurable goods industries in February, after allowance for seasonal variation, 
was slightly above the January rate. Textile mill activity was maintained at the record level 
reached in January. Distillers’ output of alcoholic beverages is estimated to have increased 
sharply in February, following the end of limitations on grain usage. Newspaper publishing 
activity, as reflected in newsprint consumption, showed a substantial gain. Output of manufactured 
food products was maintained at the level of recent months, notwithstanding a further decline 
in meat production. Activity in most other nondurable goods industries continued at the January 
rate or declined slightly.

Output of minerals in February was maintained at the January level. Bituminous coal pro
duction declined 4 per cent, while output of anthracite, crude petroleum, and metals advanced. 
In the middle of March bituminous coal output was sharply reduced by a labor-management 
dispute.

Em p l o y m e n t

Employment in nonagricultural establishments in the middle of February was slightly below 
the January level, after allowance for seasonal changes. The decline reflected mainly the effects 
of unusually severe weather conditions on activity in industries manufacturing durable goods, 
and also in mining and construction. The number of persons unemployed increased and was 
150,000 larger than in February 1947.

C o n s t r u c t i o n

Value of construction contracts awarded, according to the F. W. Dodge Corporation, rose 
somewhat more than seasonally in February reflecting largely an increase of one-fourth in awards 
for public types of construction. Private residential awards showed little change as an increase 
in contracts for apartment buildings was offset by a decline in awards for single family homes. 
According to Department of Labor estimates the number of dwelling units started was 50,000 
in January and 47,000 in February, as compared with a total of 84,000 in the same two months 
in 1947.

D is t r i b u t i o n

Department store sales increased seasonally in February and the early part of March but 
the Board’s seasonally adjusted index of sales continued somewhat below the average level in 
the fourth quarter of 1947.

Carloadings of railroad freight during February and the first half of March were somewhat 
below year-ago levels. Shipments of grain and livestock products were 30 per cent smaller, 
loadings of forest products and merchandise in less than carload lots were less by about 10 per 
cent, while shipments of most other classes of freight were at the same levels as in the corre
sponding period of 1947.

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

Prices of farm products rose somewhat from mid-February to mid-March, following the 
sharp declines in the preceding four weeks. Prices of some industrial materials, like leather and 
cotton fabrics, however, declined further, and prices of most types of finished industrial products 
continued unchanged.

Prices of foods in wholesale and retail markets, which had generally been reduced by 3 to
5 per cent from mid-January to mid-February, showed little change through the middle of March. 
In the third week of the month wholesale meat prices advanced, reflecting the effects of the 
industrial dispute in the packing industry.

B a n k  C r e d it

Tax receipts in February and the first half of March in excess of Treasury payments shifted 
deposits from accounts of individuals and businesses at commercial banks to Treasury balances 
at the Reserve Banks. As a result of these deposit transfers, over 1.5 billion dollars were drained 
out of bank reserve balances. Banks received some new reserve funds from further gold inflows 
and a small return of currency from circulation. Federal Reserve purchases of Government 
securities in the market supplied the remainder of the funds required to maintain member bank 
reserve positions.

Further purchases of Treasury bonds were made by the Federal Reserve in support of the 
market prices of these issues, although after mid-February market conditions were stronger and 
the volume of such purchases was greatly diminished. Total holdings of Government securities 
at the Reserve Banks continued to decline, reflecting Treasury use of its current cash surplus 
and of a part of its deposit balances to retire about 2.8 billion dollars of securities held by the 
Reserve Banks.

Required reserves of member banks in New York and Chicago were increased by about 
500 million dollars on February 27, the effective date for an increase in their reserve require
ments against net demand deposits from 20 to 22 per cent.

Government security holdings at banks in leading cities declined during February and early 
March. Real estate loans continued to expand. Commercial and industrial loans declined some
what at banks in New York City and showed little change at banks in other leading cities.
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O f Credit and Business Conditions
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MONEY MARKET IN APRIL

With the passing of the period of very heavy tax receipts 
in the first quarter of the year, Treasury revenues fell off 
sharply in April, necessitating a marked reduction in redemp
tions of public debt. During the first three months of the 
year approximately 4.5 billion dollars of marketable securities 
were retired. An additional 470 million dollars of marketable 
Government securities were paid off during the first part of 
April by redeeming parts of maturing issues— 100 million 
dollars of Treasury bills and 270 million of unexchanged 
certificates on April 1, and another 100 million of bills on 
April 8. No further retirements were made after April 8, 
although the Treasury had at its disposal relatively large cash 
balances, and the pressure on bank reserves, which had been 
exerted in the first quarter by the Treasury surplus and its use 
to redeem securities held by the Reserve Banks, came to a halt.

At the end of March Government deposits with the Reserve 
Banks, reflecting the first quarters heavy net receipts, were 
unusually large, amounting to almost 2 billion dollars. A sub
stantial part of these balances (more than 800 million dollars 
in the week ended April 7) was used with current receipts 
to redeem both marketable and nonmarketable securities and 
to meet the usual concentration of Government disbursements 
at the beginning of the month. Funds available for retirement 
of debt during the rest of the year, however, will be substan
tially reduced by the recent cuts in the Federal income tax and 
by the new defense and foreign aid expenditures voted by 
Congress. Expenditures that are not met by taxes and other 
revenues will have to be made out of existing cash balances. 
Debt retirement therefore is likely to be confined almost solely 
to redemptions of maturing and called securities whose owners 
may prefer cash to the securities offered in exchange for their 
holdings.

In fact, it is to be expected that current Government expen
ditures will exceed current receipts in most months, except 
income tax months, during the remainder of 1948. That was 
the case in April. However, the Treasury adopted a procedure

which, as long as it can be continued, will counteract the effect 
on bank reserves of Government expenditures in periods when 
they exceed current cash receipts of the Treasury. In the two 
weeks ended April 21, the Treasury withdrew close to 675 
million dollars from War Loan deposit accounts in the banks 
to offset net Government expenditures, and thus forestalled a 
substantial easing of member bank reserve positions. Such 
equalizing withdrawals from War Loan accounts presumably 
can be continued for some time to come.

Treasury War Loan deposits in commercial banks, like 
Treasury deposits in the Reserve Banks, were unusually large 
at the end of March because the heavy tax receipts of the first 
three months of the year had permitted the suspension of 
calls for payments between January 3 and April 8, while funds 
continued to accumulate steadily in the accounts through 
deposits of the proceeds of sales of Savings bonds and notes 
and (to a much smaller extent, beginning on March 22) of 
withheld taxes. As illustrated in the chart, the net accumula-

Treasury War Loan Deposits*
B IL L IO N S

*Wednesday dates; latest figure is for April 21, 1948.
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tions in War Loan deposit accounts were larger in the first 
quarter of this year than in the corresponding period of 1947. 
A peak was reached on April 7, when such deposits amounted 
to 2.2 billion dollars. Near the end of April, despite the sub
stantial withdrawals by the Treasury, total War Loan accounts 
still amounted to a little over 2 billion dollars, and continuing 
deposits in these accounts will enable the Treasury to continue 
to make withdrawals for the purpose of offsetting net Govern
ment expenditures for some months.

G o v e r n m e n t  Secu rities  M a r k e t

A growing conviction in the market that the rate on one- 
year Treasury certificates will be raised from 1 ^  to 1V4 per 
cent in June or July, when large amounts of certificates and 
bonds mature, led to considerable shifting of portfolios by 
commercial banks to take advantage of the anticipated rate 
increase. Commercial banks reduced their holdings of short- 
term bonds— those maturing or callable through 1950— and 
purchased sizable amounts of Treasury bills and of certificates 
maturing June 1 and July 1 next. To a much smaller extent, 
some of them also shifted into Treasury bonds of intermediate 
maturities. For the most part, the latter securities were sup
plied by other commercial banks, which apparently used the 
proceeds to retire indebtedness at Federal Reserve Banks, to 
purchase short-term securities, or (in the first 'half of the 
month) to add to their excess reserves.

The Federal Reserve System was the major purchaser of 
short bonds; although the Systems bond purchases were some
what greater during April than in the preceding month, all 
the bonds were of short maturities. Intermediate and longer 
term issues continued above the System’s support prices. The 
Reserve System also acquired Treasury certificates of the 
longer maturities and notes, but supplied a large part of the 
demand for bills and short-term certificates. Sales of bills and 
short certificates exceeded purchases of other types of Treasury 
securities by a wide margin and, together with redemptions in 
the early part of the month, resulted in a further net reduction 
in total Government security holdings of the Reserve Banks; 
this was the fourth successive monthly decline in System 
holdings.

Commercial bank holdings of Treasury bills increased by a 
greater amount than Federal Reserve holdings decreased ( after 
allowance for redemptions). The additional supply came 
directly or indirectly from nonbank investors, particularly 
those in the Chicago area, who had acquired a large volume 
prior to April 1 in order to avoid the Cook County personal 
property tax as of that date. These investors quickly disposed 
of their Treasury bills after the tax date, through sales or 
redemptions, thus making a larger supply available to banks 
and others.

Government bond prices retained the buoyancy displayed in 
March, except for a slight and temporary decline in inter
mediate and long-term issues in the third week of the month. 
Price changes were more marked in the bank-eligible issues 
than in the ineligible securities. High grade corporate and 
municipal bonds were likewise firm during most of the month, 
and prices of lower grade corporate bonds rose rather sharply 
in sympathy with the substantial advance in stock prices.

M em b er  Ba n k  R eserve Po sitio n s

Member bank reserve positions were noticeably easier in the 
first week of April, and were subject only to temporary fluctua
tions thereafter. The substantial excess of Treasury disburse
ments over receipts, which was reflected in the sharp reduction 
in Treasury deposits with the Reserve Banks in the week ended 
April 7, was the principal influence in that week, although a 
considerable part of the net payments went to the Federal 
Reserve Banks for the redemption of maturing Treasury bills 
and certificates which they held. The commercial banks’ gains 
of funds from this source were supplemented by smaller gains 
from other sources, and offset by a wide margin their needs 
for reserves, occasioned chiefly by a sizable rise in required 
reserves. Being thus provided with a substantial volume of 
new funds, member banks promptly employed these funds to 
reduce their indebtedness to the Reserve Banks and to acquire 
a considerable volume of short-term Treasury securities, partly 
from the Reserve Banks and partly through direct bids for the 
new Treasury bill issue.

In the following three weeks, the policy of closely balancing 
Treasury expenditures with receipts, through withdrawals from 
War Loan accounts in depositary banks to supplement current 
tax receipts, was followed. In this period, Government dis
bursements exceeded revenues by approximately 600 million 
dollars, but the difference was met by War Loan calls. Thus, 
Treasury deposits with the Federal Reserve Banks remained 
little changed at around 1,200 million dollars. Other factors 
affecting member bank reserves, such as further redemptions 
of Treasury bills held by the Reserve Banks, changes in member 
bank required reserves and in Federal Reserve "float”, a further 
return of currency from circulation, and disbursements of funds 
from foreign deposits with the Reserve Banks, were about in 
balance during the first two weeks of this period, but led to 
a sharp (but probably temporary) rise in excess reserves in 
the final week.

Demands for Federal Reserve credit were therefore compara
tively small. Individual banks adjusted their reserve positions 
largely by buying or selling short-term Government securities, 
or by drawing upon their excess reserves. On the whole, how
ever, the volume of Federal Reserve credit in use declined 
moderately.
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Total loans of weekly reporting member banks since the 
turn of the year have shown little change, following the rapid 
increase in the last half of 1947. A slackening in the rate 
of loan expansion in the early part of the year has been an 
annual occurrence since the end of the war, but has been 
much more pronounced this year than last. In fact, business 
loans of the weekly reporting banks in the third week of April 
were nearly 450 million dollars less than at the end of Decem
ber, whereas in the corresponding period last year they showed 
an increase of nearly one billion dollars.

The stair-step growth of loans other than those on securities 
has been largely confined to the weekly reporting member 
banks in the larger cities; in the last half of 1947 the accelera
tion in the growth of loans was almost wholly restricted 
to these institutions. Loans of other member banks increased 
at a fairly steady pace throughout 1947 and continued to grow 
in the first quarter of 1948. This difference in the behavior 
of the loan portfolios of reporting and nonreporting banks 
is largely accounted for by differences in the types of busi
ness done by the two groups of banks. Business loans, which 
have exhibited a more definite seasonal pattern than other 
types of loans, bulk much larger in the portfolios of the 
weekly reporting member banks. Moreover, business loans 
show more pronounced seasonal swings in the weekly report
ing member banks than elsewhere. While in the weekly 
statistics business loans are combined with agricultural loans, 
the latter contribute probably very little to the seasonal 
behavior of the loans of the weekly reporting group, as they 
undoubtedly represent only a minor fraction of the total busi

Total Loans of Member Banks in Leading Cities*

B ILLIO NS
OF DOLLARS
25 —

MEMBER BANK LOANS

20 

1 5 

1 0 

5 

0
1945 1940 1947 1946

* Monthly averages of Wednesday dates, 
f  New series based on revised list of reporting banks.

ness and agricultural loans of this group of banks. At the 
end of 1947, agricultural loans of all member banks (other than 
loans on farm land) were only a little over a billion dollars 
compared with nearly 17 billion of business loans, and some 
of the agricultural loans, possibly half or more, were held 
by banks which do not report weekly.

The differences in the rate of growth of business loans 
reflect largely variations in the composition of commercial and 
industrial loan portfolios in leading cities and in the rest of 
the country. According to the Federal Reserve survey of busi
ness loans of member banks as of November 20, 1946, 43 
per cent of business loans were made to firms engaged in 
manufacturing and mining, and the proportion tended to rise 
with the size of the bank. Since the weekly reporting institu
tions are essentially the larger banks, the more pronounced 
swings in their business loans probably reflect in the main 
changes in amounts advanced to this group of borrowers.

In the last half of 1945, i.e., during the period of recon
version when production was falling, manufacturing and min
ing firms were in need of private credit to replace Govern
ment financing. In each of the two following years, a rise 
in the physical volume of production occurred during the 
late summer and fall. The sharp expansion in the second half 
of 1946 was attributable to the production of minerals and 
durable goods which had been held back by strikes in the 
early part of the year. In 1947, the expansion in production 
was largely in minerals and nondurable goods. The percentage 
rate of growth in production in the second half of either year, 
however, was inadequate to account fully for the movements 
in business loans, especially in 1947 when the production level 
in the last half of the year averaged only about 2 per cent 
higher than in the first half.

Another factor that was closely associated with variations in 
the volume of business loans in 1946 and 1947 was the price 
level of manufactured commodities. The demise of the O.P.A. 
and increases in wage rates were followed by a rapid rise in 
the prices of industrial commodities in the second half of 1946. 
By the early part of 1947 pipelines had been nearly filled 
and production was little interrupted by work stoppages. 
Labor, however, gained further wage increases which, although 
smaller than in 1946, contributed to new advances in the cost 
of manufactured goods, which again were reflected in a rise in 
prices in the second half of the year.

Retail and wholesale trade ( and therefore financing of inven
tories and receivables) account for a larger proportion of 
business loans in the banks outside the weekly reporting 
group. Banks in this group are the smaller institutions with 
deposits averaging less than 10 million dollars. According to 
the survey quoted above, about 50 per cent of the business 
loans of banks of this size were made to retail and wholesale 
trade firms. Inventory increases, of course, are related to price
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Business and Agricultural Loans of Member Banks in Leading 
Cities, Industrial Production, and Prices of 

Manufactured Products*
B I L L I O N S

P E R C E N T  OF D O L L A R S

* Loans are monthly averages of Wednesday dates in billions of dollars; 
industrial production and prices of manufactured products are monthly index 
numbers (not adjusted for seasonal variation) on a 1935-39 base. April figure 
for loans is estimated, for manufactured products, preliminary. Plotted on ratio 
scale to show proportionate changes.

t  New series based on revised list of reporting banks.
Source: Board of Governors of the Federal Reserve System and U. S. 

Bureau of Labor Statistics.

and production movements, but only with a time lag of indef
inite length. In the early part of 1946, when production was 
falling and business loans of the weekly reporting banks 
increased only modestly, shipments of civilian goods rose 
on the whole, and trade inventories, especially at the retail 
level, increased rapidly. In the second half of 1946, a more 
rapid increase in these inventories was reflected in the busi
ness loans of these banks. In the first half of 1947 the rate 
of increase in loans and trade inventories slackened, even 
though the effect of price increases was spreading. A  further 
but more moderate slackening of the rise in trade inventories 
was evident in the second half of 1947, and business loans of 
the banks which do not report weekly followed the same 
course.

Prices of manufactured goods and inventories continued to 
rise in the first few months of 1948, while production leveled 
off; business loans of the weekly reporting banks turned 
down, in contrast to the corresponding period last year when 
the pace of increase only slackened. The decline in the volume 
of business loans at these banks this year may be explained 
at least in part by the efforts that have been made to restrain 
further expansion of bank credit, by the pressure on the 
banks* reserve positions which was generated by the use of 
the surplus revenues of the Treasury to retire securities held 
by the Reserve System, and by the campaign of the banks 
themselves under the leadership of the American Bankers 
Association to promote greater selectivity in the granting of 
credit.

Another important influence, however, probably came from 
the demand side. Developments in the corporation securities 
markets in the last few months of 1947, when the largest quar
terly volume of new capital issues since the boom days of 1929 
was sold, substantially improved the cash position of many 
companies and lessened their need for bank credit. Such 
security issues in the first quarter of 1948, although showing 
a considerable reduction from the preceding quarter, again 
reached very large volume, amounting to twice the total for 
the first quarter of 1947.

Funds from these sources undoubtedly contributed in two 
ways to the decline in business loans during the early months 
of this year. In the first place, the proceeds of some of the new 
issues were used, at least in part, to retire loans previously 
obtained from the banks. Secondly, financing through the 
capital market provided some businesses with funds which 
they might otherwise have sought to obtain through bank 
loans. Almost the entire decline in the business loans of all 
weekly reporting member banks in the first part of this year 
occurred at New York City and Chicago banks, a large propor
tion of whose loans go to corporations with nationwide opera
tions and relatively easy access to the new capital market.

INTERNATIONAL TRADE ORGANIZATION

The signing of the Final Act of the United Nations Confer
ence on Trade and Employment held at Havana, Cuba from 
November 21, 1947 to March 24, 1948, marks the conclusion 
of nearly three years’ effort to establish an International Trade 
Organization. This result, however, is only tentative inas
much as the signatures of the 54 delegations, out of the 56 
that participated in the drafting of the document, do not 
prejudge the final verdicts of their governments. The Inter
national Trade Organization will not come into being, nor the 
ITO Charter into force, until the latter has been ratified by a 
majority of the countries whose signatures appear on the Final 
Act, that is, by at least 28 countries. If, however, after one 
year this majority has not given its approval, there is provision 
for the Charter to come into effect when the number of ratifica
tions reaches twenty.

Many countries apparently will not be able to place the 
Charter before their legislative bodies before the second half 
of 1949, in which case the document, even if confirmed by a 
sufficient number of countries, might not become binding 
until late in 1949. Of crucial importance, o f course, will be 
the attitude of the United States Congress, for it can hardly be 
expected that the Charter will find approval in many coun
tries should the United States choose to reject it. Not only 
is the United States the most important trading power in the 
world, but it is mainly American initiative that was responsible 
for the sustained effort that resulted in the comprehensive 
document agreed upon at Havana.
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This initiative goes as far back as the Atlantic Charter in 
1941 and the master lend-lease agreement concluded between 
the United States and the United Kingdom in February 1942. 
Both documents set forth as among the most important post
war goals a far-reaching liberalization of international trade on 
a nondiscriminatory basis, the reduction of tariffs and trading 
barriers, and "the fullest collaboration between all nations 
in the economic field with the object of securing, for all, 
improved labor standards, economic advancement, and social 
security”. These objectives were subsequently reiterated in the 
lend-lease agreements signed with other "United Nations” and 
at various international conferences, including the United 
Nations conference at San Francisco and the Bretton Woods 
conference which drew up the agreements under which the 
International Bank and International Monetary Fund were 
established.

In December 1945, the United States Government sub
mitted to members of the United Nations its "Proposals 
for Expansion of World Trade and Employment”, recom
mending the establishment by the United Nations Economic 
and Social Council of an International Trade Organization and 
suggesting the principles of its Charter. Released at the same 
time as the Anglo-American Financial Agreement, these 
"Proposals” were accompanied by an endorsement on the part 
of the British Government.1

In the following eight months, the State Department elabo
rated the "Proposals” into a "Suggested Charter for an Inter
national Trade Organization”— a detailed code of international 
trade and economic cooperation. This document served as the 
working paper for the first meeting of the Preparatory Com
mittee of the International Trade Organization, held in London 
in October and November 1946. Set up by the Economic and 
Social Council of the United Nations, the Preparatory Com
mittee consisted of representatives of Australia, Belgium- 
Luxembourg, Brazil, Canada, Chile, China, Cuba, Czecho
slovakia, France, India, Lebanon, the Netherlands, New Zea
land, Norway, South Africa, the United Kingdom, and the 
United States.

Subsequent meetings of the Preparatory Committee were 
held in New York in January-February 1947, and in Geneva 
in April-October 1947, in the course of which the "Sug
gested Charter” was redrafted and developed in greater detail.2 
The Havana Conference, to which practically all countries 
except the USSR and Yugoslavia sent delegates, devoted itself 
to the consideration of the Geneva draft, upon which sub
stantial agreement had been reached previously by the mem
bers of the Preparatory Committee.

1 The original "Proposals” were summarized in the January 1946 
issue of this Review.

2 Also at Geneva a General Agreement on Tariffs and Trade lower
ing tariffs between twenty-three countries was negotiated.

The expectations of an early approval by the Havana Con
ference of the Preparatory Committees draft proved ill- 
founded. Although large portions of the Charter were rapidly 
accepted, others gave rise to considerable disagreement. So com
plicated was the solution of some of the difficulties encountered 
that a deadlock appeared at times imminent. All o f the dif
ferences were composed at the end, but the resulting Final 
Act bears all the marks of hard bargaining and of strenuously 
attained compromise.

The compromise character of the Charter will undoubtedly 
cause some disappointment among many of those who origi
nally endorsed with enthusiasm the idea of an International 
Trade Organization. Instead of relatively few, simple, and easily 
comprehensible rules of international economic conduct, the 
Charter contains many highly complicated and involved provi
sions, exceptions, and escape clauses which leave it open to a 
variety of interpretations. While committing its members to 
the principles of multilateral trade, nondiscrimination, and the 
reduction of barriers to world commerce, the Charter leaves 
considerable room for commercial policies that have little in 
common with these basic rules. Thus, all existing preferential 
agreements, such as those of the British Commonwealth, the 
French Union, and the United States, are explicitly left in force. 
The continuation or imposition of quantitative restrictions— a 
major topic of disagreement between the representatives of 
highly developed and underdeveloped countries— remains pos
sible under a variety of broadly defined circumstances. Even 
discriminatory bilateral agreements can be reconciled under 
many circumstances with the text of the Charter.

Yet the Charter certainly represents the best that could be 
accomplished at the present time. Under prevailing conditions 
in the world economy, with the foreign trade of most coun
tries still shattered by the war, with balance-of-payments dif
ficulties besetting nearly all of Europe and the British Com
monwealth as well as some other countries, with political 
friction hampering even such resumption of international 
economic relations as is now possible —  stronger commit
ments to freedom of trade and to the principles of nondiscrimi
nation and multilateralism would hardly be acceptable to most 
countries.

Not unlike the International Monetary Fund, the Interna
tional Trade Organization, if it is to accomplish its purpose, is 
predicated upon an eventual state of normalcy in international 
economic relations that still is quite remote. This is not to 
imply that the time devoted to the elaboration of the Charter 
has been wasted or that the resulting document is of no 
value. The ITO may well prove an important factor in future 
international cooperation, particularly when the exchange con
trols still permitted under the Articles of Agreement of the 
International Monetary Fund have been removed. The United 
States’ insistence on abolition of quantitative restrictions stem

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

May 1948



54 MONTHLY REVIEW, MAY 1948

ming from its adherence to the general principles of multi
lateralism and nondiscrimination refers more to the future 
than to a world in which the desire to buy American goods 
is curbed only by the shortage of dollars. At the same time 
the defense by other countries of their right to resort to pro
tective measures may sound rather untimely when their most 
urgent requirement is for maximum imports, but is explained 
by current balance-of-payments difficulties and by efforts 
toward greater economic self-sufficiency.

If the Charter were to be considered as referring merely 
to the immediate problems facing the world economy, it might 
well appear to be out of place. The fact is that it is not 
designed to provide a remedy for short-term economic dif
ficulties. Its intent is the formulation of a code of international 
economic behavior which is to prove its importance and 
usefulness long after the present postwar difficulties have been 
overcome. Serving as a world economic supreme court, the 
International Trade Organization is to deal with individual 
cases in the light of its basic principles, and the system of 
decisions that it hopes eventually to evolve may overshadow 
the significance of the Charter itself. The mere fact of the 
Organization’s existence may in the end become an important 
preventive of wasteful economic warfare.

But like all international law, the International Trade Organ
ization’s Charter cannot be expected to mold underlying 
economic relations. All that can be hoped for is that once 
these relations are normalized and the world community of 
national economic interests is at least to some extent recognized 
and reestablished, the International Trade Organization may 
develop into a helpful clearing house for the peaceful settle
ment of inevitable misunderstandings and conflicts.

RETAIL CREDIT SURVEY— 19471

The year 1947 was a period of increasing incomes, prices, 
and retail sales, as well as a period of credit expansion. Indus
trial production set new peacetime records during the year, 
while prices climbed steadily higfelr. In absorbing this greater 
dollar volume of goods, consumer expenditures throughout 
the nation showed an increase over 1946 which was nearly 4 
billion dollars greater than the increase in estimated disposable 
personal incomes. This excess of expenditures was financed 
in part by a reduction in the current rate of saving, but to a 
large extent also by a broader use of consumer credit. In 
the country as a whole, instalment sales credit outstanding 
increased 1.3 billion dollars during 1947, charge account credit 
rose 558 million dollars, and total consumer debt reached a

1 A reprint of this article, containing additional information by 
localities, is obtainable on request from the Domestic Research Divi
sion, Research Department, Federal Reserve Bank of New York.

new all-time record. Retailers likewise increased their indebted
ness to finance a greater volume of inventories and accounts 
receivable.

During the war, the disappearance of many types of con
sumers’ durable goods from the market, together with the 
operation of consumer credit controls, had resulted in a sub
stantial reduction in the use of consumer credit, despite 
steadily rising retail sales. In the immediate postwar period, 
the use of large wartime accumulations of savings in the 
scramble to acquire scarce goods led to still further increases 
in cash transactions. In 1947, however, the increase in credit 
sales was marked. This expansion of consumer credit was 
partly a reflection of the increasing availability of automobiles, 
furniture, and major household appliances, which because of 
their high unit value are customarily purchased on credit. 
It also reflected the cumulative drain of higher prices and liv
ing costs on current incomes and wartime savings. Other con
tributing factors in last year’s consumer credit expansion were 
the traditionally greater willingness of consumers to take on 
new commitments in times of rising incomes and the active 
promotion of credit sales by retailers.

The impact of these developments on retail trade in the 
Second Federal Reserve District is revealed by the sixth annual 
Retail Credit Survey recently completed by the Federal Reserve 
Bank of New York. Data were collected from nine lines of 
credit-granting stores accounting for the bulk of retail credit 
transactions; more than 750 stores, with aggregate sales of 
nearly 1.6 billion dollars in 1947, cooperated by submitting 
reports usable in one or more phases of the inquiry.

Cash and Credit Sales at Credit-Granting Retail Stores in the 
Second Federal Reserve District 

Percentage Change, 1946-47

AUTOMOBILE

HOUSEHOLD
APPLIANCE

FU R N ITU R E  

DE PA R TM EN T  

HARDWARE 

M EN’S CLOTHING  

WOMEN’S APPAREL

AUTOMOBILE  
TIRE & ACCESSORY

JEWELRY

- 2 0  -1 0  0 +10 + 20  +30 +40 +50 +60 +70 +80 
PERCENTAGE CHANGE
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TABLE I
Retail Sales by Type of Store, Second Federal Reserve District, 1946 and 1947

Type of credit-granting store
N um ber

of
stores

Percentage change, 1946 to 1947 Per cent of total sales

Total
sales

Cash
sales

Charge
account

sales

Instal
ment
sales

Cash sales
Charge account 

sales
Instalment

sales

1946 1947 1946 1947 1946 1947
Automobile....................................................................................... 83 + 68 +70 +46 +101 70 71 21 18 9 11
Household appliance...................................................................... 72 +29 +18 +38 +  34 42 39 39 42 19 19
Furniture.......................................................................................... 118 + 16 -  6 +16 +  27 29 23 12 13 59 64
Department...................................................................................... 87 +  7 +  3 +14 +  36 70 67 24 26 6 7
Hardware.......................................................................................... 24 +  7 * +15 +101 63 59 35 38 2 3
Men’s clothing................................................................................. 59 +  4 -  1 +14 +112 70 67 29 31 1 2
Women’s apparel............................................................................ 71 -  3 -  8 +  3 +  15 53 50 46 49 1 1
Automobile tire and accessory.................................................... 70 -  5 - 1 4 -  4 +100 52 47 44 45 4 8
Jewelry.............................................................................................. 88 -  6 - 2 0 - 1 0 +  19 45 38 26 25 29 37

All types#.................................................................... 672 +17 +13 +16 +  39 60 58 28 28 12 14

* Change of less than 0.5 per cent.
§ Percentages for “ all types”  of credit-granting stores have been computed from weighted averages, not from straight arithmetic averages of the reporting sample as in 

the past. Weights were based on the estimated relative share of each type of store in total sales of credit-granting stores.
Source: Compiled by Federal Reserve Bank of New York from reports of stores cooperating in the Retail Credit Survey.

Whereas in 1946 sizable gains in the dollar volume of sales 
were registered in every line of trade covered by the survey, 
in 1947 three -types of stores (womens apparel, jewelry, and 
automobile tire and accessory stores) showed over-all declines 
in sales, and only automobile and household appliance dealers 
showed gains which were substantially in excess of the rise 
in prices. Even for automobiles and household appliances, the 
percentage rise in sales was only a fraction of the previous 
years advance over the abnormally low wartime levels. Sales 
at men’s clothing stores had shown substantial gains in 1946 
owing largely to veterans’ restocking of wardrobes, but by 1947 
this influence had waned and sales were only 4 per cent above 
the previous year, despite rising prices. Similarly, the promo
tion of new styles failed to prevent women’s apparel stores 
from showing an over-all decline in dollar sales volume.

While cash transactions declined in most lines, credit sales 
increased at every type of store. The accompanying chart, which 
depicts the year-to-year changes in cash and credit sales for each 
type of retail outlet, clearly shows the role of credit in sustain
ing the volume of sales during 1947. Only automobile dealers 
reported a greater increase in cash sales than in credit sales, 
but in this field a "cash” sale often indicates merely that the 
customer has obtained credit from some other source, such as 
a commercial bank, instead of financing the sale through the 
dealer. In six of the nine lines, cash sales actually declined from
1946 to 1947, and at jewelry stores the drop in cash sales 
amounted to 20 per cent. The free-and-easy spending for non- 
durables and luxury goods and the large volume of cash trans
actions which were phenomena of the immediate postwar 
period have apparently given way under the pressure of high 
living costs on income and the greater attractiveness of the 
long-scarce consumer durables.

In some respects the increased credit sales were an expression 
of the reduced buying power of consumers at current prices, 
but many stores actively promoted credit sales as a means of

attracting and keeping customers and maintaining their com
petitive position. The increasing reliance on extension of 
credit to bolster sales was particularly noticeable at furniture 
stores. Out of 118 furniture stores in this District reporting a 
breakdown of sales, 105 showed a decline in cash sales; the off
setting increase in credit sales was so strong and widespread, 
however, that over 100 stores were able to report an increase 
in total sales. The same tendency prevailed to a lesser extent in 
each of the other types of stores surveyed.

The shift to credit sales is also evident in the percentage 
distribution of sales by type of transaction, shown in Table I.2 
In every case the share of instalment sales in the total was 
greater in 1947 than in 1946, although in several instances the 
gains were very slight. Charge account sales gained in im-

2 Since the survey covered only the credit-granting stores, the 
proportion of cash sales in the aggregate of all retail transactions is 
understated. Similarly, the trends in sales volume and inventories may 
differ between stores granting credit and stores selling for cash only.

Table II
Accounts Receivable by Type of Retail Store, Second Federal Reserve 

District, 1946 and 1947 
(Accounts receivable figures are based on end-of-year data; 

sales, on annual totals.)

Type of credit-granting store*

Accounts receivable, 
percentage change, 
1946 to 1947

Charge account 
receivables as 

per cent of 
charge account 

sales

Instalment 
receivables as 
per cent of 

instalment sales

Total
Charge
account

Instal
ment 1946 1947 1946 1947

+18 +19 +  1 10 8 2 1
Household appliance............. +46 +37 +  59 13 14 20 24

+27 +  8 +  54 24 22 39 48
+29 +19 +  54 26 27 47 53

Hardware............................. +  6 +  6 # 14 13 # #
Men’s clothing...................... +25 +20 +167 19 20 18 23
Women’s apparel.................. +12 +12 +  36 24 26 34 39
Automobile tire and accessory. +35 +18 +174 12 15 17 24

+16 -  4 +  37 23 25 35 43

* Type of store arranged in order of percentage change in total sales of stores reporting sales 
by type of transaction, 1946 to 1947, as in Table I.

# Withheld because of smallness of reporting sample.
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Table III
Percentage Change, 1946 to 1947, in Sales and Accounts Receivable by 
Type of Retail Store in Selected Cities, Second Federal Reserve District

(Sales of credit-granting stores are based on annual totals; 
accounts receivable, on end-of-year data.)

Type of store and locality

Sales Accounts receivable

Total Cash
Charge
account

Instal
ment Total

Charge
account

Instal
ment

Automobile.................................
Buffalo.................................... +57 +56 +58 +  63 -  5 +  5 #
New York City....................... +74 +80 +42 +107 +  7 +  7 #

Household appliance
Binghamton............................ +31 -  3 # +  36 # # #
New York City....................... +25 +14 +41 +  24 +46 +39 +  53

Furniture
Albany-Sehenectady-Troy........ +11 -15 # +  16 +40 # +  41
Buffalo.................................... +10 -25 +60 +  15 +40 # +  40
New York City........................ +18 -  4 # +  33 +52 # +  58
Rochester................................ -  2 -27 # +  10 # f #

Department
Albany-Schenectady-Troy........ +  5 +  2 +  8 +  38 +33 +19 +112
Bridgeport............................... +  7 -  3 # +  49 # # #
Buffalo.................................... +  2 -  4 +  9 +  39 +28 +24 +  49
Newark................................... +  5 -  6 +19 +  44 +28 +21 +  67
New York City........................ +  8 +  5 +11 +  34 +31 +16 +  53
Rochester................................ +  9 +  1 +15 +  60 +19 +15 +  50
Syracuse.................................. +  2 -  5 +  8 +  27 +17 +14 +  28

Hardware
New York City........................ +  6 +  3 +15 +131 # # #
Rochester................................ +  5 -  3 +26 # # # #

Men's clothing
Albany-Schenectady ............. +12 -  3 +28 # +33 +33 #
Buffalo.................................. +  3 -  7 +18 # +21 +21 #
New York City....................... +  4 * +12 # +26 +  19 #

Women’s apparel
Buffalo.................................... -  5 -10 +  2 # +25 +25 #
New York City....................... -  5 -10 +  1 +  51 +10 +  9 +  43
Syracuse................................. +  5 +  2 +  7 * +20 +17 *

Automobile tire and accessory
Albany-Schenectady-Troy........ -14 -22 -15 +  61 +45 +34 +158
Bridgeport............................... -10 -24 -  7 # +  9 +  5 #Buffalo.................................... +  6 +  2 +10 * +11 +  6 +124
New York City....................... +  1 +  2 -  6 +347 +22 +10 +412
Syracuse................................. -  7 -40 +  5 +  31 +27 +25 +  46

Jewelry
Albany-Schenectady-Troy........ -  3 -  9 +  6 +  13 +  7 +  7 #Buffalo.................................... -13 -25 # +  14 +34 # +  34
New York City........................ -14 -19 -10 +  10 -  4 -  5 +  15
Rochester................................ -  9 -12 -  9 # +10 +  4 #
Syracuse.................................. -  8 -10 # # +11 # #

* Change of less than 0.5 per cent.
# Withheld because of smallness of reporting sample.

portance except at jewelry stores and automobile dealers. In 
each category, cash sales accounted for a smaller share of the 
total in 1947 than in 1946; the sole exception was automobile 
dealers, and in this case, as noted above, changes in the pro
portion of "cash” sales reflect the effects of competition among 
different sources of credit rather than changes in consumer 
buying habits. In general, the changes during 1947 brought 
the cash or credit composition of sales closer to prewar pat
terns, although in most lines cash sales still exceed their 1941 
proportion.

The rise in credit sales caused, of course, a rise in the 
accounts receivable carried by retailers. In each type of store 
except automobile dealers and hardware shops, total accounts 
receivable on December 31, 1947 showed an even greater 
percentage increase over the end of 1946 than did total credit 
sales during 1947 over 1946. Reflecting both more liberal

terms and slowing up of payments by customers, the ratios of 
receivables to sales likewise increased generally between 1946 
and 1947 for both instalment and charge account transactions, 
as shown in Table II.

Increased bad debt losses in all lines provide further evi
dence of the tightening in consumer finances. Bad debts at 
household appliance dealers and jewelry stores more than 
doubled in 1947, and in the latter case losses were nearly 
1 per cent of total credit sales.

Sales of instalment paper by retailers to banks and finance 
companies increased during the year, but in general not as 
rapidly as instalment sales. Automobile dealers continued to 
sell instalment paper equal to more than 60 per cent of their 
total instalment sales, while smaller proportions of paper were 
sold by appliance, department, and furniture stores.

Data on retail sales and accounts receivable for various 
cities in the Second Federal Reserve District are shown in 
Table III. In general, these cities exhibited the same tendencies 
as characterized the District as a whole— sales increases were 
centered in consumers* durable goods lines and there was 
more extensive use of credit in all types of stores.

The increased volume of consumers* goods available in 1947 
resulted not only in greater sales of those items for which 
there was still a sizable backlog of demand, but also in expan
sion of stocks to a more normal proportion of sales. Automo
bile and appliance dealers, hardware stores, and mens clothing 
shops all reported substantial gains in stocks from the 1946 
level (which was still low in relation to sales). On the other 
hand, cautious purchasing policies at women’s apparel and 
jewelry stores resulted in net reductions in inventories as sales 
slackened, and department store inventories showed little net 
change. Automobile tire and accessory shops found them
selves with stocks more than a third larger in the face of a 
decline in sales; the tire industry was able to meet a large 
portion of the wartime backlog of demand for tires within

TABLE IV
Inventories by Type of Retail Store, Second federal Reserve District 

1946 and 1947

Type of credit-granting store

End-of-year 
inventories* 
percentage 

change 
1946 to 1947

Inventory turnover 
rates#

1946 1947

+40
+53

13.6 12.0
Household appliance................................. 6 .9 5 .4

+  8 
%

3.6 3.2
5.7 5.0

+18 3.7 3.2
Men’s clothing............................................ +25

- 1 3
6 .8 4 .3

Women’s apparel........................................ 4 .6 4.3
Automobile tire and accessory............... +36 6 .4 4.6

-  4 2 .0 1.5
.

* At retail prices.
# Inventory turnover based on ratio of total annual sales to the average of 

beginning-of-year and end-of-year inventories at retail. Turnover ratios for 
1946 were obtained from a slightly different sample of reporting stores.

% Change of less than 0.5 per cent.
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Table V
Sales and Inventories by Size* and Type of Credit-Granting Store 

Second Federal Reservs District 
(Sales figures are based on annual totals; inventories, on end-of-year data.)

Type of store

Percentage change, 1946 to 1947

Total sales

Small Medium Large

Inventories at 
retail

Small Medium Large

Inventory turnover 
ratio, 19471

Small Medium Large

Department...................................
Men’s clothing..............................
Women’s apparel.........................
Automobile....................................
Furniture.......................................
Jewelry...........................................
Hardware.......................................
Household appliance...................
Automobile tire and accessory.

+  9 
+  4 -  2 
+30  
-  1 -12 
+13  
+36 
-  3

+ 8 
+  4 
-  1 
+50  
+  14 
-  5 + 8 
+50  
- 1 7

+ 8 + 1
-  5 
+69 
+12  
- 1 2  
+  7 
+ 35-  8

+17 
+29  
+  7 
+ 70  
+17 + 8 
+26  
+54  
+ 35

+10 -  2 
+  7 
+53  
+26 + 6 
+21 
+79 
+52

- 1 6  
+36  
+10 -12 
+  9 
+ 24  
+50

3 .7  
4.1  
3.4
9 .0
2.0
1.7 
2.9
3 .8  
2.6

4.8
3.3
4.6
9.8
2.8  
2.0 
3.0
5 .6
3.4

5.1
5 .2
4 .0  

12.4
2 .9  
1.4
3 .3
5 .0
4 .9

* Size classifications are based on 1947 sales and vary for different types of business; see footnote 3 for details. Figures for firms combining data on two or more stores in 
a single report were not classified by size but were included in Second District totals, 

t Inventory turnover based on ratio of total annual sales to the average of beginning-of-year and end-of-year inventories at retail. 
t  Change of less than 0.5 per cent.

the first year and a half after the end of the war, and 1947 
sales could not maintain the rapid pace of the immediate 
postwar period. The stock turnover ratios for 1947, shown 
in Table IV, indicate that in general average inventories were 
turned over three to five times per year. As in 1946, how
ever, at the extremes were the automobile dealers, whose 
average turnover period was only one month, and the jewelry 
stores, whose stocks on the average turned over only IV2 
times during the year.

Changes in sales and inventories in small, medium, and 
large stores in the Second District are shown in Table V.3 The 
large stores were definitely following a more cautious inventory 
policy in 1947. Whereas all types of small stores and most 
types of medium-sized stores showed greater increases in stocks 
than in sales, the large stores made more moderate increases 
or more extensive reductions in their inventories than occurred 
in their sales, except in the case of hardware and automobile 
tire and accessory stores. It is noteworthy that the largest stores 
surveyed (large department stores with annual sales of over 
10 million dollars each) reduced their stocks by 3 per cent 
during 1947, despite a gain in sales of 8 per cent. In other 
words, as might be expected, the more careful inventory con
trol practices prevailing in large stores resulted in a faster rate

3 Size classifications were based on 1947 sales and vary for different 
types of business as follows:

Size classification 
(Annual sales for 1947 in thousands of dollars)

Type of store Small Medium Large

Department................................ Under 1,000 1,000 to 10,000 10,000 and over
Men’s clothing........................... Under 250 250 to 1,000 1,000 and over
Women’s apparel....................... Under 250 250 to 1,000 1,000 and over
Automobile................................. Under 250 250 to 500 500 and over
Furniture.................................... Under 200 200 to 500 500 and over
Jewelry........................................ Under 100 100 to 500 500 and over
Hardware.................................... Under 100 100 to 500 500 and over
Household appliance................ Under 100 100 to 250 250 and over
Automobile tire and accessory. Under 50 50 to 100 100 and over

of inventory turnover than in small stores. Excepting the 
extreme ratios for automobile dealers and furniture and 
jewelry stores, the large stores turned over their stocks an 
average of 4 to 5Vi times each year, while the average annual 
turnover at small stores was only 2l/ j  to 4 times.

DEPARTM ENT STORE TRADE

Preliminary information indicates that sales at Second 
District department stores increased during April, although 
it is usual for sales to decline after Easter. Daily average sales 
during the month are conservatively estimated to have exceeded 
those of April 1947 (which included Easter and was a rela
tively good month) by more than 5 per cent. Gains in the 
latter half of the month, under the stimulus of favorable 
weather, were particularly large. When allowance is made 
for normal seasonal variations and the varying date of Easter, 
the daily average dollar volume of sales during April appar
ently rose markedly above that for March, and it is altogether 
possible that the dollar amount of sales approximated that 
of the best postwar months. It has been reported that this 
expanded volume of trade developed despite fewer markdowns 
and clearance sales than have occurred after Easter in some 
years.

The seasonally adjusted dollar volume of Second District 
department store stocks (end-of-month figures) was at a rec
ord level at the end of March, reflecting heavy receipts of mer
chandise and the failure of Easter sales to come up to expecta
tions. Between July 1947 and March 1948, the value of stocks 
increased at an average monthly rate of 2 to 3 per cent to 
about 2 V2 times the 1935-39 average value. It may be noted 
that in this 8-month period seasonally adjusted sales tended to 
decline while stocks increased, as shown in the accompanying 
chart.
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Outstanding Orders as a Per Cent of Total Commitments* for a Group 
of Reporting Department Stores in the Second Federal Reserve 

District, January-March of Selected Years

January.

February

M arch ...

1940

27

24

21

1946

60

60

58

1947

40

37

31

1948

43

39

29

Locality

Department stores, Second D istrict...

New York C ity....................................
Northern New Jersey.........................

Newark...............................................
Westchester County............................
Fairfield C ounty..................................

Bridgeport.........................................
Lower Hudson River Valley.............

Poughkeepsie....................................
Upper Hudson River Valley.............

Albany................................................
Schenectady......................................

Central New York State...................
Mohawk River Valley...................

Utica...............................................
Syracuse.............................................

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

Binghamton......................................
Elmira................................................

Western New York State..................
Buffalo................................................
Niagara Falls....................................
Rochester..........................................

Apparel stores (chiefly New York City)

Net sales

March
1948

Jan. through 
March 1948

+  7 +  6 +  5

+  4 +  5 +  2
+  7 +  7 +  9
+  5 +  6 +  4
+12 +  4 -  3
+  1 +  3 + 17

0 +  1 +17
+ 14 +  9 +17
+15 +12 +15
+  9 +  5 +14
+  5 -  1 +15
+14 +11 +10
+  6 +  10 +12
+14 +11 +26
+10 +10 +28
+  3 +  9 +  5
+33 +25
+18 + 10 +18
+21 +11 +  16
+17 +12 +27
+16 + 13 +  9
+17 + 14 +  9
+  8 +  2 +  2
+16 + 14 +  8

-  5

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 averages 100 per cent)

1947 1948

Item
March January February March

Sales (average daily), unadjusted................. 22Sr 192 202 234
Sales (average daily), seasonally adjusted.. 228r 240 241 229

Stocks, unadjusted............................................ 240r 205 232 254
Stocks, seasonally adjusted............................ 242 233 250 255

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 

(Adjusted for seasonal variation, 1935-39 average=100 per cent)

* Stocks plus orders.

The dollar volume of outstanding orders at the end of 
March, on the other hand, showed an unusually sharp decline 
from the end of February, and was at a postwar low for the 
time of year, some 8 per cent below the March 1947 volume.1 
Although the volume of new orders placed by the reporting 
stores during March exceeded by 13 per cent the amount 
placed during the same month in 1947, as measured in dollars, 
receipts of merchandise were 22 per cent greater; hence the 
increase in stocks and the drop in outstanding orders. The 
physical volume of goods on order at the end of March pre
sumably declined even more than their dollar value.

1 Outstanding orders are reported by a smaller sample of stores than 
sales and stocks.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Despite the record level of stocks and sharply lower "goods 
on order” positions as of the end of March, stores still had a 
rather large proportion of their total commitments in the form 
of orders, as the table shows. March 1948 was, however, much 
less out of line with the comparable month of 1940 than was 
January or February.

Stocks on 
hand 

Mar. 31, 1948 Indexes of Business

1947 1948

Index
March January February March

Industrial production*, 1935-39 = 100......... 190 193 194 192p
(Board of Governors, Federal Reserve 
System)

Electric power output*, 1935-39 =  100........ 227 246 247 245p
(Federal Reserve Bank of New York) 

Ton-miles of railway freight*, 1935-39 =  100 216 192 2Q6p
(Federal Reserve Bank of New York)

Sales of all retail stores*, 1935-39 =  100........ 291 324 322 324p
(Department of Commerce)

Factory employment
United States, 1939 =  100........................... 154 157 156 157 p
{Bureau of Labor Statistics)
New York State, 1935-39 = 100................ 133 131 131 130 p
(New York State Department of Labor) 

Factory payrolls
United States, 1939 =  100........................... 314 350 345p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 286 302 301 299p
(New York State Department of Labor) 

Personal income*, 1935-39 =  100 ................. 278 308 302p
(Department of Commerce)

Composite index of wages and salaries*!, 
1939= 100...................................................... 170 183 184p
(Federal Reserve Bank of New York) 

Consumers’ prices, 1935-39 =  100................. 156 169 168 167 p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(Federal Reserve Bank of New York)
New York C ity.............................................. 86 88 92 92
Outside New York C ity .............................. 85 80 89 87

r Revised.

* Adjusted for seasonal variation. p Preliminary.
X A monthly release showing the 15 component indexes of hourly and weekly 

earnings computed by this bank will be sent upon request. Tabulations of the 
monthly indexes, 1938 to date, together with information on component series, 
sources, and weights, and reprints of articles describing the indexes may also 
be procured from the Research Department, Domestic Research Division.
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INDUSTRIAL PRODUCTION

Federal Reserve index. Monthly figures; latest 
figure shown is for March.

EMPLOYMENT IN NONAGRICULTURAL ESTABLISHMENTS

Bureau of Labor Statistics* estimates adjusted 
for seasonal variation by Federal Reserve. 

Proprietors and domestic servants are 
excluded. Midmonth figures; latest 

shown are for March.

CONSUMERS’ PRICES

Bureau of Labor Statistics* indexes. “All items”  
includes house furnishings, fuel, and miscel

laneous groups not shown separately. 
Midmonth figures; latest shown 

are for March.

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, April 24, 1948)

C URTAILED coal output reduced industrial production in March and the early part of April. 
Value of department store sales continued at a level about 6 per cent higher than in the 

corresponding period a year ago. The general level of wholesale commodity prices increased 
somewhat.

In d u s t r ia l  Pr o d u c t io n

Industrial production declined slightly in March owing to a sharp reduction in bituminous 
coal output after the middle of the month; and the Board’s seasonally adjusted index was 192 per 
cent of the 1935-39 average as compared with 194 in February. Continuation of work stoppages 
at coal mines in April has reduced total industrial production further this month.

Production of durable manufactures increased in March, mainly because of larger output 
of steel and automobiles. Steel production for the month was at a new record peacetime rate. 
Steel mill operations were somewhat curtailed at the end of March because of reduced supplies 
of coal and declined considerably in the first three weeks of April. Activity in the automobile 
industry expanded in March to earlier postwar peak rates, after being curtailed by fuel shortages 
in February. Production of machinery and most other durable goods was maintained at about 
the level of the preceding months.

Output of nondurable goods industries as a group decreased slightly in March. Activity 
declined in the cotton textile, rubber products, coke, flour, and meat packing industries, but 
increased in the rayon textile, paperboard, and alcoholic beverage industries. A substantial 
reduction in meat production under Federal inspection reflected work stoppages in plants of 
major packers beginning March 16. Paperboard production, following some curtailment in 
February, increased 7 per cent to a new record rate.

Output of minerals declined 10 per cent in March, reflecting a drop in coal production due 
to work stoppages at most mines beginning March 15. Coal mine operations continued at a very 
low level during the first two weeks of April, but subsequently increased sharply following 
settlement of an industrial dispute.

Co n s t r u c t io n

Value of construction contracts awarded, according to the F. W . Dodge Corporation, showed 
little change in March, as a decline in public awards offset a seasonal increase in private awards 
mainly for residential building. The number of dwelling units started in March, according to 
estimates of the Department of Labor, was 67,000 compared with 47,000 in February and 
58,400 in March 1947.

D is t r ib u t io n

Department store sales in March and the early part of April showed little change from the 
average level of 284 per cent of the 1935-39 average for January and February, after allowance 
is made for the usual seasonal fluctuation. Value of department store stocks reached a new peak 
at the end of February, when the Board’s seasonally adjusted index was 303 per cent of the 
1935-39 average.

Work stoppages sharply reduced railroad shipments of coal and coke from the early part of 
March to the middle of April. Loadings of forest products and general merchandise continued 
to show litde change.

Co m m o d it y  Prices

The general level of wholesale commodity prices increased somewhat from the beginning 
of March to the third week of April. Cotton prices advanced sharply reflecting prospects of 
increased exports. Meat prices were also higher, owing to reduced supplies as a result of the 
strike in the packing industry. Hog prices, on the other hand, declined considerably further. 
Prices of other farm products and foods and industrial commodities generally showed litde change.

A further small reduction in retail food prices from mid-February to mid-March lowered the 
consumers* price index from 167.5 per cent of the 1935-39 average to 166.9. Retail prices of 
apparel and home furnishings and rental rates rose somewhat further.

LOANS AT MEMBER BANKS IN LEADING CITIES

Excludes loans to banks. Wednesday figures, 
latest shown are for April 14.

Ba n k  Cr e d it

During the first three weeks of April, in contrast to the situation in March, the Government's 
cash payments exceeded receipts and the Treasury’s balance at Federal Reserve Banks declined 
sharply. As a consequence, commercial bank reserves and deposits, which had been under severe 
drain in March, increased somewhat in April.

Total Government security holdings of the Reserve Banks declined further by about one-half 
billion dollars during the first three weeks of April, following a small decline in March. 
Treasury retirement in March and early April of 1.3 billion dollars of securities held by Reserve 
Banks was offset in part by System purchases in the market.

Real estate and consumer loans at banks in leading cities continued to expand during March 
and the first half of April, while commercial and industrial loans declined somewhat. Holdings 
of Government securities were reduced over the period.

Se c u r it y  M a r k e t s

Prices of common stocks rose sharply in the last half of March and the third week of April. 
Trading in the New York Stock Exchange was more active. Prices of corporate bonds were 
firmer in the first three weeks of April, and prices of municipal bonds continued to advance.
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MONEY MARKET IN MAY

The announcement on May 13 that the Treasury had decided 
to refinance its certificates and bonds maturing in June, and 
also the July certificates, with lVs per cent one-year certificate 
issues, occasioned some surprise in the market. Previous dis
cussion had inclined investors to the belief that the Treasury 
would offer a 1 lA  per cent one-year certificate issue in exchange 
for the 1.8 billion dollars of Vs per cent certificates maturing 
June 1 and the 3.1 billion dollar issue of 1% per cent bonds 
falling due on June 15, or alternatively that it might offer a 
lVs per cent security of shorter maturity, preparatory to a 
IVa per cent, one-year issue on July 1. The Treasury’s action 
was followed by a sharp rise in prices of Treasury bonds in 
a thin market.

Even before the announcement, however, there had been a 
strengthening of the demand for longer-term, bank-eligible 
bonds accompanied by rising prices, 'possibly reflecting in part 
some doubt concerning the prospect for a rise in short-term 
interest rates, and in part the belief of investors that the prices 
of longer-term bonds would not recede, even though the cer
tificate rate were advanced. On the day of the announcement, 
there was a sharp rise in prices of bank-eligible bonds, particu
larly the longer-term issues. The price advances among re
stricted issues and long-term, partially tax-exempt bonds were 
somewhat smaller. Volume of trading in all issues was not 
large. The immediate advance in prices was temporarily inter
rupted by reports that the Federal Reserve System was selling 
bonds, but was resumed at a somewhat slackened pace in the 
next four trading days ending with Wednesday, May 19. Prices 
then leveled off, except for the longer-term, partially tax- 
exempt bonds which rose further on concentrated buying.

In all groups, the long-term issues showed the largest price 
gains. As illustrated in the accompanying chart, covering 
selected Treasury bonds which may be considered representa
tive of the general trend of prices for fully taxable issues, the 
sharp run-up in quotations brought the longest-term, bank- 
eligible and ineligible bonds close to levels prevailing before 
the Federal Reserve System lowered its support prices on

Prices of Selected Treasury Bonds*
PfUCE

* Averages of closing bid and asked prices, Wednesday dates; latest figures 
are for May 26, 1948.

December 24 of last year. All bonds, however, still remained 
substantially below their 1947 peaks.

Trading in Treasury bonds, especially in the early stages of 
the price rise, was reported to have been largely professional. 
Turnover was light because of the small supply of bonds avail
able for sale and because the sharp rise in quotations tended 
to create investor resistance. Holders of bonds were not in
clined to sell, and the large investors were not able to acquire 
substantial amounts of bonds without running prices up to 
levels which they were unwilling to pay. Nevertheless, a mod
erate amount of trading developed, a considerable amount of 
which represented switching by investors from one type of 
Treasury security to another.

The commercial banks, which had sold large amounts of 
short-term bonds and the longer-term certificates in order to 
buy the securities to be exchanged for new issues of certificates 
in June and July, lost some income as a result of the failure of 
a higher certificate rate to materialize. Some institutions in
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Changes in Treasury Bond Prices for Selected Periods in 1948* 
(In 32nd*s of a point)

Type of issue

Range from

May 5 to 
May 12

May 12 to 
May 13

May 13 to 
May 19

May 19 to 
May 26

Restricted 
Callable 1959 and later..........

Bank eligible 
Due or callable prior to 1952.
Callable 1952-55.. i...............
Callable 1956 and later..........

Partially tax-exempt 
Due or callable prior to 1952..
Callable 1952-55....................
Callable 1956 and later.........

Oto +  5

— 1 to +  2
— 1 to +  2 
+  6 to +10

— 1 to 0 
+  2 to +  6

+  6

+  4 to +  8

+  1 to +  6 
+  4 to +  6 
+10 to +13

0 to +  3 
+  2 to +  6 
+  6 to +10

+  8 to +14

0 to +  6 
+  5 to +  7 
+12 to +17

0 to +  8 
+  10 to +12 
+12 to +26

+  1 to +  5

— 2 to 0 
0 to +  1

— l t o + 2

—i nto  o
Oto +  6 

+  6 to +10

* Averages of closing bid and asked prices in 32nd’s of 1 point; data are the ranges of change 
for ua._varied .number of bonds„in,each*group.

this position subsequently sought to make good this loss by 
purchasing bonds, particularly the intermediate and long ma
turities, with funds obtained by the sale of short-term secu
rities. Such transactions were restricted by the limited supply 
of longer-term bonds offered for sale, although a moderate 
supply of bank-eligible issues became available from nonbank 
investors, chiefly from savings banks switching into ineligible 
bonds.

Federal Reserve System purchases of longer-term certificates 
and notes and short-term bonds, and sales of short-term cer
tificates and bills continued in substantial volume up to the 
time of the Treasury’s announcement. But subsequently all 
bond purchases ceased as prices rose sharply, and the System 
sold some of the longer-term bonds from its portfolio. Federal 
Reserve System dealings in short-term Treasury securities dur
ing the latter part of the month reflected chiefly operations to 
assist member banks in adjusting their reserve positions.

M em b er  B a n k  R eserve Po sitio n s

Money market conditions were easy at the beginning of the 
month as a result of net Treasury disbursements, a large in
crease in Federal Reserve “float”, and net payments out of 
foreign and other deposit accounts in the Reserve Banks dur
ing the week ended May 5. A  month-end increase in currency 
in circulation and a small rise in required reserves absorbed 
only a minor part of the funds gained by the banks. The com
mercial banks, therefore, were able to retire a substantial vol
ume of Federal Reserve credit through net purchases of short
term Government securities and repayment of borrowings.

Reserve positions of the banks were under pressure during 
the remainder of the month. Drains on bank reserves resulted 
mainly from Treasury withdrawals from War Loan accounts 
with depositary banks, which amounted to 978 million dollars 
in the three weeks ended May 26, and together with direct tax 
receipts exceeded current expenditures of the Government by 
675 million dollars. Government deposits with the Reserve 
Banks rose by a like amount to almost 1.8 billion dollars on May

26. Federal Reserve "float” declined irregularly during this 
period, absorbing another 90 million of reserve funds. On the 
other hand, disbursements out of foreign and other deposit ac
counts in the Reserve Banks, a resumption of the decline in 
currency in circulation, and a small decrease in required re
serves provided the banks with some reserve funds, but the 
gains from these sources were far below the banks’ losses. As a 
result the banks had to bolster their reserves through increased 
use of Federal Reserve credit.

In the week ended May 12 the banks sold Treasury securities 
indirectly to the Reserve System and increased their borrowing 
from Federal Reserve Banks. In the following week, however, 
they not only failed to take action to offset their losses of re
serves but also acquired substantial amounts of securities 
from the; Reserve Banks and paid off a small part of their bor
rowings. As a result, there was a temporary, sharp decline of 
about .600 million dollars in excess reserves of member banks 
to 330 million dollars, the smallest amount since May 17,1933. 
About , half of this: reduction reflected the operations of the 
central reserve New York City banks and to a lesser extent 
those in Chicago, both of which had sizable deficiencies in their 
reserves on May 19. These institutions had acquired substantial 
excess reserves early in the statement week and, toward the end 
of the period, they drew upon their reserves to repay indebted
ness and to buy large amounts of Treasury bills and other short
term Government securities, in the process of bringing their 
average holdings of reserves into line with their average re
quirements over a week’s time. In the week ended May 26, 
this process was reversed and largely as a result member bank 
excess reserves in the aggregate increased to 700 million dollars. 
The banks sold large amounts of short-term securities, chiefly 
Treasury bills, and Reserve Bank holdings increased by nearly 
500 million dollars. In addition, member bank borrowings in
creased by nearly 100 million dollars.

Near the end of the month it appeared that member bank 
reserve positions might be eased during the week ending 
June 2. Treasury withdrawals from War Loan deposit accounts 
were scheduled in the amount of approximately 390 million 
dollars, but it seemed likely that Government disbursements,, 
augmented by cash redemption of substantial amounts of 
Savings notes and maturing certificates, would be even larger. 
And other factors affecting bank reserves, such as month- 
end currency demands, were not expected to constitute more 
than a partial offset to net Government expenditures.

On June 2 the Board of Governors of the Federal 
Reserve System announced an increase from 22 to 24 per 
cent in reserve requirements on demand deposits in cen
tral reserve city banks in New York City and Chicago. 
The higher rate becomes effective June 11.
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Bank deposits rose r markedly in April after three months 
of steady decline brought about chiefly by heavy net tax receipts 
by the Treasury during the first quarter of the year. Adjusted 
demand deposits of all member banks fell 4.8 billion dollars 
during the quarter to 68.7 billion on March 31, and then rose
1.3 billion through April 28. Part of the decline in the first 
quarter of the year was temporary and was occasioned by pur
chases, toward the end of March, of short-term Government 
securities by customers of the Chicago banks, in order to 
avoid the Cook County tax on deposits and other personal 
property held on April 1. A large part of the gain in member 
bank deposits in April, therefore, was the result of the re
verse process, the redemption or sale of short-ternr Treasury 
securities after April 1, and the absorption of corresponding 
amounts of Treasury securities (chiefly bills): by the banks. 
Judging from the figures for the weekly reporting member 
banks, however, the renewed growth in adjusted demand 
deposits was halted in May.

Total loans and investments of all member banks also turned 
upward in April, following the sharp contraction of the first 
quarter, but the increase appears to have been limited almost 
exclusively to short-term Government security holdings. Small 
reductions were reported in holdings o f other securities and in 
loans. Much the same tendencies prevailed at weekly reporting 
member banks during May, although there was a sharp (but 
probably temporary) increase in loans to Government security 
dealers at the end of the month.

Government security holdings of all member banks in
creased 900 million dollars in April, following the reduction 
of 3.5 billion dollars in the first quarter o f  the year owing to 
the same factors operating to depress the volume of deposits. 
A large part of the April gain in member bank holdings of Gov
ernment securities came in Chicago, because of the local tax 
day situation there, although all classes of member banks except 
the "country” banks made net purchases of Treasury securities 
during the month. Judging from data for the weekly report
ing member banks, total Government security holdings con
tinued to rise irregularly during the first three week's of May. 
Most of the increase in security holdings of the weekly report
ing banks in the last two months has been in Treasury bills' 
and other short-term securities, the largest part of which was 
acquired indirectly from the Reserve Banks.

Changes in the loan accounts of all; member banks during 
April continued in the pattern set during most of the pre
ceding three months; loans declined slightly in air classes of 
member banks but the "country” banks. (Nonmember banks’ 
loans also rose in these four months.) If the experience of the 
weekly reporting member banks is applicable to that of all 
other members, the two per cent decline in total loans of the 
central reserve and reserve city banks in the first four months

M em ber  Ba n k  Credit of the year came primarily in business loans. Increases, prin
cipally in mortgage and "other” loans, offset in part the de
crease in commercial credits. Business loans moved irregularly 
in May, suggesting that the decline might be coming to an end. 
Loans on real estate and all other loans continued to expand 
during May, reflecting continued demand for mortgage and 
consumer credit.

BUSINESS CAPITAL EXPENDITURES

Since the end of the war, domestic capital formation has 
greatly contributed to the maintenance of high levels of pro
duction and employment. The fears entertained earlier in some 
quarters that wartime expansion of production facilities would 
result in excess capacity in some lines and that surplus war 
plants and tools would be a drag on the market for capital 
goods have proved to be groundless. In every year since the 
end of the war, American industry has increased its outlays for 
new capital. During the current year, American business enter
prises plan to spend for this purpose 18.7 billion dollars, ac
cording to joint estimates of the Department of Commerce and 
the Securities and Exchange Commission. The expected out
lays are 15 per cent above the previous record of 16.2 billion 
dollars of actual expenditures in 1947.

The estimates for the current year are based on stated in
tentions of business firms; similar surveys for recent quarterly 
periods indicate that business organizations tend to under
estimate their capital expenditures, partly because of the con
tinued rise in construction and equipment costs. As postwar 
business conditions have proved to be more stable than was 
generally anticipated, some firms have probably stepped up 
their expansion plans beyond original expectations.

The postwar capital reequipment and expansion programs 
of manufacturing enterprises got off to an early start after the 
war because many of these industries had difficult reconversion 
problems. In some manufacturing industries, postwar expan
sion and improvement plans are nearing completion, while 
others have either started later or still have considerable back
logs. During the current year manufacturing enterprises antici
pate expenditures aggregating 7.8 billion dollars, a gain of 300 
million dollars or only 4 per cent over actual expenditures 
in 1947. While the share o f manufacturing in total capital 
expenditures has been declining since the end of the war, it 
is still expected to account in 1948 for 40 per cent of the 
national total. Mining firms, which account for less than 5 per 
cent of total expenditures planned for 1948, expect no change 
in the volume of their expenditures from the preceding year’s 
level.

To a certain extent, capital expenditures of other industries, 
including the electric and gas utilities, railroads, and other 
groups, were delayed until the reconversion of the manufac
turing industries (particularly of those producing durable
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goods) was well advanced. Thus, the capital expenditures of 
nonmanufacturing corporations were slower to expand after 
the war and are scheduled to increase more rapidly during
1948. The utilities and the commercial and miscellaneous class 
of industry ( which includes trade, service, finance, communica
tions, and transportation other than railroads) each are 
planning to spend 20 per cent more on facilities than in 1947, 
and the railroads 75 per cent more. The very striking increase 
scheduled for railroads reflects in part the lagging of their 
postwar improvement and reequipment program behind that 
of most other industries. The very high levels of freight traf
fic, after several years of reduced replacements and maintenance 
during the war years, apparently have made necessary a sub
stantial volume of expenditures, not only for new rolling 
stock but also for replacement of worn-out rails and ties, for 
new signal equipment, etc.

During the war, a disproportionately large volume of war 
facilities was built in the Pacific States and in the West South 
Central and the South Atlantic States. In some of these areas, 
wartime population growths ha.ve proved to be more than 
temporary gains. The resultant creation and expansion of 
markets have naturally been followed during the postwar years 
by large-scale construction in these areas of peacetime facilities 
by manufacturers, distributors, and service industries. In the 
three years, 1945-47, the total volume of new industrial and 
commercial buildings and public utility construction authorized 
in these States accounted for about 40 per cent of the aggregate 
for the entire country.

In a sense, these war and postwar developments were a 
continuation of the prewar tendency o f manufacturing cor
porations to decentralize their operations. Manufacturers have 
established branch factories, sub-assembly and assembly plants 
in the rapidly growing areas, frequently locating new facilities 
outside the large urban centers. The quest for more economical 
operations, more stable labor relations, and new markets, 
as well as the lure of considerable tax savings, have been among 
the main causes of this decentralization movement.

Research and development of new labor-saving equipment 
and machinery have been going forward, and it is to be ex
pected that producers will introduce a variety of new capital 
equipment with radical design changes and of greatly enhanced 
performance enabling substantial reductions in manufacturing 
and distributing costs. Such new developments may help to 
sustain the volume of capital expenditures after initial postwar 
plans for expansion and modernization of plants have 'been 
completed.

Although the dollar volume of business capital outlays in
1948 is expected to exceed 1947 expenditures, both in the 
aggregate and in most industry groups, it is expected to run 
below the rate for the fourth quarter of 1947. The rate of 
planned outlays in the second half of 1948 is in turn expected

Business Expenditures on New Plant and Equipment*
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Source: Securities and Exchange Commission and Department of Commerce.

to fall somewhat below that for the second quarter of this 
year. The decline in the last half is likely to occur chiefly 
in the manufacturing and mining industries, while the rate of 
expenditures in all other industries will remain substantially 
unchanged, and the railroads are expected to spend more than 
in any previous postwar half-year period.

From the trend of estimated outlays for the present year, 
it would appear that in a number of industries postwar capital 
expansion plans may be approaching completion and that the 
demand for industrial capital goods may decline after 1948. 
It should be recalled, however, that these figures merely 
measure intentions and that the latter may be changed by 
subsequent developments. On balance, the favorable develop
ments— enactment o f enlarged foreign aid, increased defense 
expenditures, reduced taxes, wage increases, and rising common 
stock prices ( which if maintained will facilitate equity financ
ing and perhaps stimulate some capital projects that might not 
otherwise be undertaken)— seem to outweigh the unfavorable 
factors. The improved outlook for sustained prosperous busi
ness conditions may well result in more optimistic appraisal 
of future capital needs.

If the plans for 1948 are fulfilled, industry will have spent 
47 billion dollars for new plant and equipment in the first 
three calendar years after the war. Much of this impressive 
total represents merely reconversion and replacement of worn- 
out or obsolete facilities. Allowing for depreciation of plant 
and equipment (conservatively estimated for 1946-48 at 
roughly 18 to 19 billion dollars), net additions tx> capital assets 
appear to have been comparatively modest, particularly in view
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of the growth of population and reduced investment during 
the depression years. When further consideration is given to 
the fact that depreciation is calculated on the basis of the con
siderably lower original costs, while new plant and equipment 
are valued at the much higher prices of the postwar period, it 
would appear that the net physical additions to domestic 
capital equipment in the postwar period have been of much 
smaller proportions than might be suggested by the gross 
dollar figures.

It is interesting to note, furthermore, that despite the billions 
spent on manufacturing and other facilities in 1946, 1947, and 
early 1948, the Federal Reserve index of industrial production 
(seasonally adjusted) has risen only 6 per cent from the 1946 
peak of 183 in November (1935-39=100) to the 1948 peak 
of 194 (in February). Thus, it appears that the very large 
output of the country’s plants in postwar as compared with 
prewar years has been as much or more the result of the fuller 
utilization of productive capacity than additions to its indus
trial facilities.

Judging from data available for the corporate sector of 
business, the bulk of the financial requirements of business or
ganizations have been met through retention of earnings, after 
dividends and entrepreneurial withdrawals, and from deprecia
tion allowances. According to estimates of the Department 
of Commerce, retained profits and depreciation charges of all 
nonfinancial corporations were about 2/$  larger than external 
sources of financing through bank loans or securities in 1946 
and twice as large in 1947.1 In 1946, however, corporations 
financed a larger part of their needs through the sale of Gov
ernment securities (which represent in part retained earnings 
of the war years) than in 1947.

The outstanding feature of the financing of corporate capital 
investment since the war, aside from the heavy reliance on cur
rent earnings, has been the large dependence on debt financing. 
When bond issues and loans from banks and insurance com
panies ( including the indirect form of debt financing whereby 
corporations sell capital assets to insurance companies or other 
institutions and rent them on long-term leases) are taken into 
account, debt financing has far exceeded equity financing ( in
cluding common and preferred stock issues). For all non
financial corporations net equity issues came to approximately 
20 per cent of total external financing through security issues 
and bank and other loans in 1946, and to more than 15 per cent 
in 1947. The dearth of new common stock issues is ascribable 
primarily to the depressed condition which has prevailed in 
the stock market most of the time since the summer of 1946 
and has severely restricted this source of funds. Since common

1U. S. Department of Commerce, Survey of Current Business, 
"Business Financing in the Postwar Period,” by Irwin Friend, March
1948, p. 10.

stock flotations tend to increase substantially during sustained 
periods of rising stock prices, the recent upswing in the market, 
if maintained, may eventually increase the contribution of this 
source of corporate funds.

UNITED STATES ASSISTANCE TO CHINA

In view of the inclusion of China under the Foreign As
sistance Act of 1948, an act otherwise restricted to Europe, 
a review of the purposes of the 463 million dollar authorization 
for China may be appropriate.

In the first place, it clearly is anticipated that the forth
coming aid will contribute to the rehabilitation of the Chinese 
economy only to a limited extent. President Truman, in rec
ommending on February 18 that Congress authorize a China- 
aid program, indicated that he regarded the program as no 
more than an effort to combat further economic deterioration. 
He stated that since General Marshall’s return, "we have hoped 
for conditions in China that would make possible the effective 
and constructive use of American assistance in reconstruction 
and rehabilitation. Conditions have not developed as we had 
hoped, and we can only do what is feasible under circum
stances as they exist. W e can assist in retarding the current 
economic deterioration and thus give the Chinese Govern
ment a further opportunity to initiate the measures necessary to 
the establishment of more stable economic conditions”. That 
the aid was approved without any belief that it would con
tribute materially to economic recovery in China was also 
clearly reflected in the Senate Foreign Relations Committee’s 
report on the program, which pointed out that "some of the 
basic ingredients for recovery and cooperative effort, which in 
a short time might respond to American aid, do not exist 
in the project for China. But . . . the committee believes 
it is sufficient to encourage the constructive, democratic ele
ments in China to ‘carry on’ ”. In the introductory clause of 
the act itself, the emphasis is upon the international implica
tions of a Communist victory in China in these days of political 
tension, and the consequent desire for the administrative in
tegrity of China under a democratic government .

The actual purposes of the act are three. In the first place, 
it seeks to lend moral support to the Chinese Government in 
its civil war, on the assumption that a Communist victory 
would draw China into the Russian orbit. In addition, the 
act provides for tangible assistance to the Chinese Govern
ment in the form of military supplies. Finally, it will furnish 
some consumer goods and a small amount of industrial 
machinery in an effort to retard the rapid economic deteriora
tion, and so provide a breathing space in which the Chinese 
Government may initiate steps toward stability.
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The larger part of the assistance authorized for China under 
the act consists of 338 million dollars to be handled by the 
Economic Cooperation Administrator. About this sum the 
Senate Committee stated "that in view of the financial situa
tion of the National Government it is probable that the 
great proportion of the assistance contemplated in this bill 
will have to be advanced in the form of grants”, rather than 
loans. The second part comprises 125 million dollars in out
right grants for which the President, rather than the Economic 
Coordination Administrator, will be responsible. Although the 
use to be made of this 125 million is not explicitly indicated 
in the act, the Senate Committee report states that "in view of 
the Chinese requirements for military supplies, it may be 
assumed that the Chinese Government, on its own option 
and responsibility, would seek this grant for such supplies”.

It is probable that the 338 million dollars will be utilized 
for goods in roughly the same proportions as were suggested by 
the State Department when it drew up a list of imports for 
China on the basis of a 570 million dollar aid program.1 The 
60 million dollars earmarked by the State Department for key 
reconstruction projects will, however, be retained in full. This 
will leave 278 million dollars, of which about 60 per cent 
may be used for wheat, rice, cotton, and fertilizer, about 6 
per cent for tobacco and pharmaceuticals, 21 per cent for 
petroleum, 5 per cent for metals and coal, and about 6 per cent 
for replacement parts for capital equipment.

The urgent reconstruction projects to be financed with the 
60 million dollars include the building of an electric generating 
plant in Shanghai to replace part of the generating capacity 
destroyed by the Japanese, the rehabilitation of the important

1 The 570 million dollar aid plan originally outlined by the State 
Department, but rejected by Congress, covered a fifteen-month period 
instead of the twelve-month period actually adopted, and was intended 
for nonmilitary purchases exclusively.

United States Government Aid to China, July 1937-April 1948

Type of aid Millions of dollars

849.4 
120.0
500.0

1,469.4

777.6
82.8
17.7

222.4
470.5

45.7 
2 .1

463.0

2 ,081.8

1942 Congressional credit.....................................................................

Total pre-V-J D a y ........................................ ..................

Export-Import Bank credits................................................................

Surplus property credits (estimated).................................................
U N RRA* ............................................................................................
United States foreign relief program.................................................
United Nations International Children’s Emergency Fund*-----

T o ta l. .................................. ................................................ 3 ,551.2

* United States contribution.
Source: Amended Report of the Senate Committee on Foreign Relations on 

S. 2393, March 25, 1948.

Hankow-Canton-Kowloon railroad, and the mechanization of 
four coal mines to serve central and southern China— areas 
that have heretofore obtained most of their coal from North 
China and Manchuria. A good part of the other import needs, 
especially cereals, cotton, tobacco, and coal, arise primarily 
from the interruption by the civil war of the normal trade of 
North China and Manchuria (the usual sources of a large part 
of these commodities) with the coastal cities. It is in these 
cities, rather than the interior of China, that most of the food 
and other commodities are to be distributed.

The new aid is only the latest instalment of the assistance 
that has been flowing from the United States to China since 
the beginning of the Sino-Japanese War. This assistance will 
reach, with the current program, a total of more than 3V5 
billion dollars, as detailed in the table. Nearly 60 per cent of 
this total, or over 2 billion dollars, has been provided sub
sequent to V-J Day, since the ending of the war with Japan 
brought no letup in the need for foreign aid.

Among the prospective effects on China of the current 
program, probably the most important are the repercussions 
on its foreign trade balance. During 1946 and 1947 China 
incurred import surpluses of 400 million and 300 million 
dollars, respectively, the decline in 1947 reflecting principally 
the imposition of import controls. Available figures for the 
first five months of 1948 indicate a continuation of the down
ward trend. The twelve months’ authorization of 278 million 
dollars for goods primarily for current consumption thus 
would probably cover the nonmilitary import deficit for one 
year. This would leave for the government’s expenditures on 
foreign military supplies its remaining foreign exchange hold
ings, which totaled 274 million dollars at the end of 1947,2 plus 
any additional accruals from overseas remittances.3

Internally, the Chinese economy will benefit from the forth
coming assistance to the extent that sale of the imported com
modities drains off some of the excess currency in circulation. 
At the present official exchange rate, the 278 million dollars 
of aid is equivalent to 130 trillion yuan; at the black market

2 This total consisted of 138 million dollars in the form of dollar 
balances in the United States, 96 million in gold holdings in the United 
States and China, and the equivalent of 40 million dollars in sterling 
area currencies: Text of Proposed China Aid Bill and Background 
Information on Economic Assistance Program for China, submitted 
by the Department of State to the Committee on Foreign Affairs, 
February 20, 1948.

3 Estimates of overseas remittances to China for the postwar period 
vary considerably, and because of the low official rate for the United 
States dollar, only a minor portion of the exchange from remittances 
enters official channels. Dollar exchange accruing to the government 
from remittances in 1946 and 1947 was probably in the neighborhood 
of 20 million and 10 million dollars, respectively.
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rate it is about 356 trillion yuan.4 Judicious and effective 
disposal of the imports could therefore absorb much of the 
note circulation were it not for the large government deficits. 
Note circulation at the end of March was increasing at a rate 
of more than 30 per cent per month largely because of the 
government deficits. The continuation of such deficits would 
result in the rapid dissipation of any Treasury revenues from 
the commodity sales.

Any internal reforms that might be initiated by the gov
ernment, concomitantly with the distribution of the com
modities provided through American aid, could have only 
transitory effects on the budgetary position under present 
conditions. The root cause of the financial chaos is the civil 
war which is absorbing about 80 per cent of the govern
ments outlays, disrupting the normal flow of commerce within 
China, and presenting insuperable obstacles to the export trade.

4 The 60 million dollars that has been scheduled for spending on 
reconstruction projects is not included in the above because most of 
the capital equipment for which it will be used will probably be 
utilized directly by the government. The conversions are calculated 
at the open market rate of 474,000 yuan to 1 U. S. dollar instituted 
on May 17, 1948, and at the Shanghai black market rate of 1,300,000 
yuan to 1 U. S. dollar on May 11.

DEPARTM ENT STORE TRADE

Seasonally adjusted daily average dollar sales at Second 
District department stores increased further during May and are 
estimated to have broken the previous record established during 
the buying wave of August 1946. Consumers* response to 
extensive spring clearance sales, including many that were 
storewide, was strong. It is probable that the physical flow of 
goods also was at unusually high levels in April and May. 
Special sale prices reflected extensive promotions of mer
chandise furnished at concessions by suppliers as well as mark- 
downs, particularly on fashion goods, taken on store inventories.

The department stores entered April with record stocks 
(seasonally adjusted and valued at retail prices). Although 
merchandise receipts during April were large, sales were so 
substantial that by the end of that month stocks declined 
contraseasonally by a small amount. At the end of the month 
they were, however, still 8 per cent higher than a year previous. 
The largest year-to-year increase occurred in housefurnishings. 
Stocks of housefurnishings increased sharply, even though dur
ing the first quarter of fiscal 1948, as the chart shows, this 
group made the greatest year-to-year gain in main store sales. 
The supply of housefurnishings is clearly improving, and prices 
of many major appliances —  automatic washing machines, 
refrigerators, and radios for example —  have recently been 
reduced. New models of some appliances, such as television

Changes in Main Store and Basement Store Sales, Second 
District Department Stores (first quarter fiscal 

year* 1948 compared with same quarter 1947)

MAIN STORE

HOUSEFURNISHINGS 

WOMEN’S WEAR 

PIECE GOODS 

MEN’S WEAR

BASEMENT STORE

WOMEN’ S WEAR

MEN’S WEAR

- 5  O +5 +10 +15
PERCENTAGE CHANGE

* February, March, and April.

sets, are priced at lower levels. Consumers’ interest is in
creasingly concentrating on medium priced merchandise, with 
correspondingly reduced emphasis on the top-quality, high- 
priced lines. In the apparel departments, stocks of men’s wear 
increased more than inventories of women’s wear.

The gap between main store and basement store year-to-year 
sales gains narrowed further during the first quarter of the 
store year (February through April). In fact, this gap has 
been narrowing for about a year. In April, basement sales 
increased 6 per cent and main store sales 5 per cent. The 
particularly narrow difference noted in the April year-to-year 
changes probably reflects special price inducements in the 
main store as well as the fact that basement store sales had 
made a fairly large gain the year before.

First quarter gains in the women’s ready-to-wear apparel 
and accessories departments, the largest group in sales volume, 
were particularly large in both the main and basement stores. 
Men’s wear sales, on the other hand, were 3 per cent below last 
year’s during the quarter in the main store ( in none of the three 
months did sales increase over last year), and made less than 
the average increase in the basement. Piece goods and house-

Ratio of Outstanding Orders to Sales* 
Second District Department Stores#

Month 1940 1946 1947 1948

January............................................... 0.98 3.55 1.93 1.93
February............................................. 1.09 3.84 2.06 2.00

0.78 3.03 1.23 1.07
April..................................................... 0 .74 2.51 1.01 0.95

* Outstanding orders at end of month divided by sales during month.
§ For a group of stores whose sales in 1947 accounted for about 55 per cent of 

estimated total District department store sales.
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hold textile sales showed a small gain for the quarter, owing 
chiefly to improvement in sales in April.

Outstanding orders for merchandise, at department stores 
which in 1947 accounted for over half of total estimated de
partment store sales in this District, declined further during 
April, and were unchanged from a year ago. Nevertheless, the 
dollar amount of new orders placed during April was almost 
half again as large as the amount placed during April 1947, 
when the stores were limiting their purchases rather severely.

Receipts of merchandise against outstanding orders have 
been heavy in recent months, in comparison with the previous 
year. The ratio of outstanding orders to sales for March and 
April 1948, as shown in the preceding table, was somewhat

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
D istrict, Percentage Change from  the Preceding Year

Locality

Net;

April
1948

sales

Jan. through 
April 1948

Stocks on 
hand 

April 30, 1948

Department stores, Second District---- +  6 +  6 +  8

New York City................................... +  7 +  5 +  5
Northern New Jersey......................... -j- 2 +  5 +  13

Newark............................................. -  1 +  5 +  9
Westchester County........................... 0 +  3 +  7
Fairfield County................................. 0 +  2 +  13

Bridgeport....................................... -  2 0 +  11
Lower Hudson River Valley.............. +  11 +  10 +23

Poughkeepsie................................... +15 +  13 +20
Upper Hudson River Valley.............. +11 +  6 +  18

Albany............................................. +11 +  3 +  18
Schenectady............. ...................... +11 +  11 +  15

Central New York State................... +  3 +  8 +20
Mohawk River Valley.................... +  7 +  y +28

Utica............................................. +  4 +  8 +26
Syracuse........................................... +  1 +  7 +  16

Northern New York State................. +12 +  19 —
Southern New York State................. +  14 +  11 +  18

Binghamton..................................... +  15 +12 +  12
+17 +  14 +37

Western New York State................... +  6 +  11 +  9
Buffalo.............................................. +  7 +  12 +  7
Niagara Falls................................... +17 +  7 +  2
Rochester......................................... +  3 +  11 +  11

Apparel stores (chiefly New York City). 0 0 -  1

Indexes of Departm ent Store Sales and Stocks 
Second Federal Reserve D istrict 

(1935-39  average =  100 per cen t)

Item
1947 1948

April February March April

Sales (average daily), unadjusted. . ............ 223 202 234 237
Sales (average daily), seasonally adjusted*.. 235 241 229 255

232r 232 254 251
Stocks, seasonally adjusted.......................... 230 250 255 249

r Revised.
* Seasonal adjustment factors for 1945-48 revised; available upon request from 

Research Department, Domestic Research Division.

lower than a year ago and substantially lower than in 1946. 
It was still moderately above the ratio in 1940, a year of 
relatively stable sales, and was about the same as for these 
months in 1941, when sales were increasing.

Indexes o f Business

1947 1948
Index

April February March April

Industrial production*, 1935-39 = 100........ 187 194 192 187p
(Board of Governors, Federal Reserve 

System)
Electric power output*, 1935-39 = 100....... 224 247 245 244p

(Federal Reserve Bank of New York) 
Ton-miles of railway freight*, 1935-39 = 100 197 209 182p

(Federal Reserve Bank of New York)
Sales of all retail stores*, 1935-39 = 100....... 298 322 327 334p

(Department of Commerce)
Factory employment

United States, 1939 = 100......................... 153 156 157 153p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100.............. 130 131 130 125p
(New York State Division of Placement 
and Unemployment Insurance)

Factory payrolls
United States, 1939 = 100........................ 311 345 349p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100............... 271 301 299 280p
(Ned) York State Division of Placement 
and Unemployment Insurance)

Personal income*, 1935-39 = 100................. 276 303 304p
(Department of Commerce)

Composite index of wages and salaries* ,̂ 
1939 = 100.................................................. 171 184 l 8op
(Federal Reserve Bank of New York) 

Consumers’ prices, 1935-39 = 100................ 156 168 167 169 p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(Federal Reserve Bank of New York)
New York City.......................................... 80 92 92 99
Outside New York City........................... 80 89 87 88

* Adjusted for seasonal variation. p Preliminary.
t A monthly release showing the 15 component indexes of hourly and weekly 

earnings computed by this bank will be sent upon request. Tabulations of the 
monthly indexes, 1938 to date, together with information on component series, 
sources, and weights, and reprints of articles describing the indexes may also 
be procured from the Research Department, Domestic Research Division.

The Board of Governors of the Federal Reserve System 
announced on May 19 that it had appointed Robert T. 
Stevens of Plainfield, New Jersey, as a Class C director of 
the Federal Reserve Bank of New York for the unex
pired portion of the term ending December 31, 1950, 
and had designated him as Chairman and Federal Reserve 
Agent for the remainder of 1948. Mr. Stevens is Chair
man of the Board of J. P. Stevens & Co., Inc., and a 
director of a number of other corporations. He was a 
Class B director from January 1, 1934 until January 8, 
1942, when he resigned to enter active service with the 
United States Army.
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INDUSTRIAL PRODUCTION

Federal Reserve indexes. Monthly figures; 
latest shown are for April.

CONSTRUCTION CONTRACTS AWARDED

F. W . Dodge Corporation data for 37 Eastern States. 
Other includes nonresidential buildings and 

public works and utilities. Monthly 
figures; latest shown are for April.

EMPLOYMENT IN NONAGRICULTURAL ESTABLISHMENTS

Bureau of Labor Statistics’ estimates adjusted for 
seasonal variation by Federal Reserve. 

Proprietors and domestic servants 
are excluded. Midmonth figures; 

latest shown are for April.
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National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, May 26, 1948)

I NDUSTRIAL production decreased in April and increased in May owing chiefly to changes in 
coal production and supplies. Department store sales were at exceptionally high levels fol

lowing the Easter shopping period. Wholesale and retail price levels were higher, reflecting 
chiefly increases in meat prices.

In d u s t r ia l  Pr o d u c t i o n

The Board’s seasonally adjusted index of industrial production declined 5 points in April 
to 187 per cent of the 1935-39 average, reflecting chiefly lower output of iron and steel resulting 
from the labor dispute at coal mines, which began in the middle of March. Following settlement 
of the dispute around the middle of April, output of coal and steel increased and the total index 
in May is expected to be around 190.

Steel production reached a low point of 71 per cent of capacity in the third week of April, 
as compared with a March average of 95 per cent, then advanced rapidly to a rate of 97 per 
cent in the fourth week of May. Automobile output was substantially curtailed in the first 3 weeks 
of May, as pig iron and steel supplies continued short and a work stoppage began at the plants 
of a major automobile company. Lumber output, adjusted for seasonal variation, declined 9 per 
cent in April, owing in large part to work stoppages on the West Coast.

Output of nondurable goods showed a further slight decline in April. According to pre
liminary indications textile production was below the March level. Coke production was sharply 
curtailed because of reduced coal supplies. Activity in the rubber products industry and in some 
chemical industries declined. On the other hand, production of gasoline increased, and news
print consumption showed somewhat more than the usual seasonal rise.

Coal production for the month of April was in about the same small volume as in March. 
Output of crude petroleum was maintained at a record level, and there was an exceptionally 
large increase in output of iron ore.

C o n s t r u c t i o n

Value of construction contracts awarded expanded sharply in April, according to the F. W. 
Dodge Corporation, reflecting chiefly large increases in awards for private residential construction 
and for religious and other institutional buildings. Awards for manufacturing plants and public 
works and utilities showed little change from the levels prevailing in recent months.

D i s t r i b u t i o n

Department store sales, which usually decline after the Easter shopping season, were main
tained this year and the Board’s seasonally adjusted index rose from 284 in March to 299 in April, 
with some further rise indicated for May.

Railroad shipments of coal and coke showed a sharp increase in the latter part of April 
following the end of the coal strike. Shipments of perishable goods were curtailed temporarily 
in the middle of May in anticipation of a rail strike which was subsequently called off. Carload
ings of most classes of manufactured goods continued to show little change in April and the 
first half of May.

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

Wholesale prices of meats, livestock, and vegetable oils advanced from the middle of April 
to the third week of May, while most other farm products and foods showed little change or 
declined somewhat.

Price changes were also mixed for industrial materials. W ool tops, coal, coke, and building 
materials were higher in this period, reflecting in part freight rate increases, while prices of 
steel, cotton grey goods, and certain other materials were reduced somewhat. Price reductions 
were announced for various electrical products.

Consumer prices in mid-April were 1.4 per cent higher than in March and exceeded 
slightly the previous peak reached in January. The advance in April reflected higher retail 
prices for foods, owing chiefly to reduced supplies of meats and fresh vegetables, and further 
rises in prices for various consumer services.

B a n k  C r e d it

Little change occurred in member bank reserve positions in the last half of April and the 
first two weeks of May. Treasury operations were largely neutral in their effect on total bank 
reserves. A further moderate gold inflow permitted a small reduction in Reserve Bank credit. 
In the third .week of May member bank reserve balances were reduced considerably, in part as 
a result of a transfer by the Treasury of funds from War Loan accounts to its balances at Reserve 
Banks. In addition, member banks used reserve funds to purchase in the market Treasury bills 
held by the Reserve Banks, with the result that the reserves of many large city banks fell tem
porarily below requirements.

Real estate and consumer loans continued to expand at banks in leading cities during April 
and the first half of May. Commercial and industrial loans increased somewhat during May 
following a decline in earlier months of the year.

Se c u r it y  M a r k e t s

Prices of common stocks showed a marked further rise in the middle of May to a level 14 
per cent below the high of May 1946, according to Standard and Poor’s index of 90 stocks. 
Volume of trading was unusually large.

Following the Treasury announcement on May 13 that June and July certificate maturities 
would be refunded at lVs per cent, prices of Treasury bonds advanced sharply.

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

June 1948



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  OF N E W  Y O R K

V olum e 30 J U L Y  1 9 4 8  No. 7

MONEY MARKET IN JUNE
The money market and the Government bond market were 

affected during the past month by several important develop
ments, including the increase in reserve requirements of cen
tral reserve city member banks as of June 11, the announce
ment on June 10 of a temporary but substantial lifting of the 
limitations on subscriptions to Series F and G Savings bonds 
during the period July 1 to 15, large net Government dis
bursements during the first half of June, and heavy income 
tax collections beginning June 15. The money market, which 
was fairly easy during the early part of June, tightened con
siderably later in the month, and the Government bond market 
halted its rise and then weakened.

The increase in reserve requirements against demand de
posits of central reserve city member banks from 22 to 24 per 
cent, which was announced by the Board of Governors of the 
Federal Reserve System on June 2, involved an increase in the 
total reserve requirements of New York City banks of ap
proximately 400 million dollars and in the reserve require
ments of Chicago banks of approximately 100 million dollars. 
This . announcement was followed by a slight lowering of 
quotations for Government bonds, perhaps in recognition of 
the indication that measures of credit restraint have not been 
discarded and, perhaps, in anticipation of possible liquidation 
of some bonds by central reserve city banks in the adjustment 
of their positions to meet the higher reserve requirements. Few 
offerings of Treasury bonds by these banks materialized, how
ever, and the market then tended to firm, reversing its expecta
tions and looking to the central reserve city banks to 
lengthen the maturities in their Government security portfolios 
in an effort to recover some of the loss of income which would 
result from the higher reserve requirements.

Government bond prices turned downward more decisively, 
however, following the announcement by the Treasury on June 
10 that several classes of institutional investors would be per
mitted to purchase Series F and G Savings bonds, during the 
period from July 1 through July 15, in amounts considerably 
in excess of the previously existing limits. During this period 
institutional investors such as insurance companies, savings 
banks and savings and loan associations, pension and retirement 
funds, and endowment funds will be permitted to increase

their total purchases for the calendar year 1948 to as much as 
1 million dollars, whereas the usual annual limit has been 100 
thousand dollars. In addition commercial banks holding sav
ings deposits or issuing time certificates of deposit will be 
permitted to purchase up to 100 thousand dollars of F and G 
Savings bonds combined. This marks the first time since the 
War Loan drives that commercial banks have been permitted 
to purchase Savings bonds. The estimates in the market of 
the aggregate amount of subscriptions for such bonds by the 
various classes of investors during the first half of July have 
ranged from about 500 million dollars to 1 billion dollars, 
with guesses tending toward the latter figure as the opening 
of subscriptions come nearer.

After the first reaction to the announcement of this tempo
rary relaxation of the limitations on subscriptions to these series 
of Savings bonds, a rally occurred in the market for outstand
ing marketable Treasury securities. But later appraisals tended 
to the conclusion that payments for these bonds, offered at a 
time when other demands for investment funds will be sub
stantial, would drain a large volume of funds from the market, 
and might well result in sales of outstanding marketable Treas
ury securities to provide funds for subscriptions to the Savings 
bonds. Prices of marketable issues again turned downward 
on June 18, and between June 17 and 28 the longest 
term restricted Treasury bonds (the 2V£’s of December 1967- 
72) declined 14/32’s of a point, while the longest bank- 
eligible issue (the 2Vis of September 1967-72) declined 
1 1/32’s points, and the medium-term eligible 2’s of December 
1952-54 declined 9 /32 ’s. Prices of a few issues of Treasury 
bonds reached the support levels of the Federal Reserve Banks 
on one or two occasions during this period, but tended to rally 
when confirmation was obtained that System support was still 
effective. Little actual selling of Treasury bonds was reported 
during the period of declining prices; trading volume was light 
during most of the period, and largely dominated by profes
sional traders.

M o n e y  M a r k e t  D e ve lo pm en ts

Heavy Treasury disbursements in excess of receipts (despite 
the withdrawal of more than half a billion dollars from War 
Loan deposit accounts) were chiefly responsible for easy
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money market conditions in the early part of June. Treasury 
disbursements were enlarged at the beginning of the month 
by substantial cash redemptions of tax Savings notes, and of 
maturing June 1 certificates which were not exchanged for the 
new issue. The excess of Treasury disbursements in the week 
ended June 9 was even greater than that in the preceding week, 
and for the two weeks as a whole there was a decline of over 
640 million dollars in Treasury deposits with the Reserve 
Banks (from 1,788 million on May 26 to 1,144 million on 
June 9 ). The resultant large increment to bank reserves ex
ceeded by a wide margin demands on bank reserves through 
other transactions, notably month-end and holiday demands 
for currency and a small increase in required reserves.

The banks* net gains of substantial amounts of reserves in 
the week ended June 2 were, for the most part, added to ex
cess reserves. In the following week, however, the additional 
reserves arising from Treasury operations were invested in 
short-term Treasury securities, mainly Treasury bills pur
chased from the Federal Reserve Banks. Part of these pur
chases were made by the central reserve city member banks 
as temporary investments of funds in preparation for meeting 
the impending rise in their reserve requirements. Reserve posi
tions grew tighter during most of the remainder of the month, 
first because of the rise in legal reserve requirements of cen
tral reserve city member banks, and then as a result of quarterly 
Treasury receipts of income taxes.

In the week ended June 16, aggregate Treasury cash dis
bursements were 160 million dollars larger than receipts even 
though the Treasury withdrew over 800 million dollars from 
War Loan accounts in depository banks. The large withdrawals 
of War Loan deposits on June 15 and 16, coupled with the 
fact that a very large part of the Treasury’s disbursements 
(including payments of interest on the public debt and the 
cash redemption of the unexchanged portion of the issue of 134 
per cent bonds maturing June 15) were made in New York, 
caused a considerable drain on the reserves of out-of-town 
banks. This drain was partially equalized, however, by reason 
of the fact that corporations and others with large deposit 
accounts in New York withdrew substantial amounts of funds 
to meet heavy tax and other payments in other parts of the 
country.

The adjustment of the reserve positions of the member 
banks both in New York and the rest of the country was 
greatly facilitated by a substantial midmonth expansion of 
Federal Reserve "float,” substantial disbursements from for
eign accounts with the Reserve Banks financed through sales of 
gold to the Treasury, and a return flow of currency from cir
culation. Funds gained by out-of-town banks more than off
set losses through Treasury operations, and enabled them to 
make sizable additions to their excess reserves. These incre
ments, together with a net increase at the New York City 
banks, raised aggregate excess reserves temporarily to nearly
1.2 billion dollars on June 16, the largest amount since the 
middle of January.

As a result, there was again a brief period of ease in the 
money market, which, however, was soon brought to an end 
as collection of quarterly income tax payments reached sub
stantial volume. During the remainder of the month, the banks 
generally lost funds rather steadily, particularly in the week 
ended June 23 when income tax collections reached their peak. 
The resultant drain on bank reserves from this source and a 
contraction in "float” compelled the banks to bolster their 
reserves once again through sales of short-term Treasury 
securities to the Reserve System and to draw upon their excess 
reserves.

M em ber  Ba n k  C redit

Demand deposits at the weekly reporting member banks 
rose substantially during the four weeks ended June 16 (as a 
result chiefly of large Treasury payments of interest on the 
public debt and substantial cash redemptions of maturing 
securities), continuing the irregular advance which started 
early in April. Adjusted demand deposits of ail weekly report
ing member banks exceeded 47.2 billion dollars on June 16, a 
rise of over 800 million from the May 19 total, and 1.9 billion 
above the March 31 figure, but only about 200 million dollars 
higher than the level a year ago. Tax collections in the latter 
half of June undoubtedly cancelled, temporarily, a considerable 
part of the increase in preceding weeks.

Total loans and investments, in contrast, declined during the 
four weeks ended June 16. Most of the reduction came in the 
last week of this period and reflected sales of short-term Treas
ury securities by the New York City banks, and to a lesser 
extent the Chicago banks, in order to meet the increase in 
their reserve requirements. Total loans increased moderately 
during the month, especially loans to security dealers, but the 
increase (in terms of total loans and investments) was more 
than offset by the drop in security holdings. Between March 
31 (the low point of the year), and June 16, total earning 
assets of the weekly reporting member banks rose 860 million 
dollars, the bulk of this expansion consisting of short-term 
Treasury securities. Compared with a year ago, however, the 
total loans of these banks show an increase of more than 3.5 
billion dollars, or 18 per cent, while their total investments 
have been reduced by nearly 3.9 billion dollars.

Although the New York City banks accounted for most of 
the reduction in Government security holdings of all weekly 
reporting member banks in the four weeks ended June 16, they 
also accounted for most of the increase in loans in this period 
— 216 million dollars, as against 43 million for other banks. 
About one third of the increase in New York was in business 
loans and most of the remainder was in loans on Government 
and other securities. Commercial loans of the New York City 
reporting banks on June 16 were 99 million dollars above the 
April 28 low point, but were still nearly 300 million below the 
peak reached last December. At the weekly reporting banks 
in other cities, also, commercial loans rose moderately in the 
first half of June, but remained well below the volume reached 
earlier this year.
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RESERVE REQUIREMENTS OF 
COMMERCIAL BANKS

During the past year and more there has been much dis
cussion of various proposals for changes in the reserve require
ments of commercial banks. Some of the proposals have in
volved new types of requirements, or increases in the existing 
reserve requirements, or both. The latest suggestion, which 
was presented without recommendation to the Congressional 
Joint Committee on the Economic Report by representatives 
of the Federal Reserve System on May 27, was directed pri
marily to a reconsideration of the basis for commercial bank 
reserve requirements.1 In view of the attention that has been 
directed to these various proposals, it may be of interest to 
review the history and the rationale of bank reserve require
ments.

For about a century, bank reserve requirements have been 
the subject of State and later of Federal legislation. During 
the first half of the nineteenth century notes issued by State 
banks were frequently subject to depreciation, particularly 
when they circulated at a considerable distance from the issu
ing bank, owing in part to the expense involved in sending 
the notes for redemption and in part to the difficulty of deter
mining the ability of distant banks to redeem their notes with 
"hard money.” To assure convertibility of bank notes and to 
guard against overissue, a number of States had by 1863 passed 
laws requiring that banks chartered by them maintain specified 
specie reserves or deposit balances at other banks as reserves 
against their note liabilities and, in some States, against deposits 
also. Similar reserve provisions with respect to deposits were 
incorporated into the National Bank Act of 1863 and subse
quently, in an only slightly modified form, into the Federal 
Reserve Act.

The National Bank Act adopted a classification of banks by 
geographical location— central reserve city, reserve city, and all 
other ( "country” ) banks— for the purpose of determining re
serve requirements, which was based on the correspondent 
bank system that had developed around the middle of the 
nineteenth century to facilitate redemption of State bank notes. 
Large bank balances were built up in banks that were located 
in cities where the bank notes tended to accumulate and where 
specie reserves also accumulated. These "redemption cities” 
became the reserve city and central reserve city classifications 
used by the National Bank Act, and all national banks located 
in such cities became subject to the specified reserve require
ments. The Act authorized national banks (other than central 
reserve city banks) to keep a portion of their reserves in the 
form of deposits in reserve city and central reserve city banks. 
The banks located in such cities were subjected to higher 
reserve requirements whether or not they actually held deposits 
of other banks.

One of the principal objectives of the Federal Reserve Sys
tem was to mobilize and concentrate the gold reserves of the

1 Hearings on Credit Policies before the Joint Committee on the 
Economic Report, Eightieth Congress, Second Session, 1948, pp. 131- 
152.

country and to introduce greater elasticity into the money 
supply, so as to avoid the money stringencies, and even panics, 
which had plagued the country at intervals for many years. 
To provide for a gradual changeover tx> the new system, the 
Federal Reserve Act did not alter greatly the legal reserve 
requirements of the National Bank Act and provided for a 
three-year transition to what were then intended to be the 
permanent requirements. The most radical changes made by 
the Act with respect to reserve requirements were the intro
duction of a distinction between time and demand deposits 
(making substantial reductions in reserves required against 
time deposits) and the treatment of uncollected items due 
from other banks as an offset against demand liabilities rather 
than as part of reserves. It also lowered the reserve require
ments against demand deposits slightly to offset member bank 
payments to the Reserve Banks for capital stock subscriptions 
and to attract State banks into the System. The Act required 
member banks to deposit part of their reserves in the Federal 
Reserve Banks, but it permitted them to hold part of their 
reserves in the form of vault cash, and to count temporarily 
(until November 1917) balances held with national banks in 
central reserve and reserve cities as reserves within specified 
limits.

The June 1917 amendment to the Federal Reserve Act 
required that all reserves henceforth be held with the Reserve 
Banks, thus eliminating vault cash, as well as balances with 
other banks, as part of the legal reserve. It provided, however, 
for an additional reduction in the reserve requirements of 
member banks (see table) of approximately the same per
centage that previously could be held in vault cash. This 
amendment was adopted to strengthen the reserves of the Fed
eral Reserve Banks with a view to enabling them to meet the 
demands that were expected to arise out of the United States’ 
entry into World War I.

The classification of banks by geographical location was 
continued in spite of the fact that member banks were no 
longer permitted to count their balances with other banks as 
part of their reserves. The gradation of reserve requirements 
against demand deposits in the three classes of banks grouped 
according to their location has remained in effect up to the pres
ent day. This method of determining reserve requirements has 
operated to the disadvantage of the smaller banks located in the 
large cities that hold little or no deposits of other banks2 
and of the "country” banks that hold relatively large amounts 
of vault cash and of balances with city correspondent banks, 
because of distance from Federal Reserve Banks or branches, 
or for other reasons. Conversely it has favored those banks 
located outside reserve or central reserve cities that do a type 
of business similar to that of most large banks in reserve cities.

2 While the Phelan Act of 1918 authorized the Federal Reserve 
Board to grant permission to banks in oudying sections of central reserve 
and reserve cities to carry reduced reserves, the Board cannot grant a 
similar exemption to individual banks on the basis of the character 
of their business rather than on the basis of their location. At the 
present time, banks in the outlying sections of 22 reserve cities and 
the 2 central reserve cities are authorized to carry smaller reserves 
than are required of other banks in the same cities.
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Against demand deposits

Against
time

deposits,
all

banks

Central reserve city banks Reserve city banks Country banks

Total

Cash
in

vault*

On
deposit

with
R eserve

Banks Optional Total

Cash
in

vault*

On
deposit

with
R eserve

Banks Optional# Total

Cash
in

vault*

On
deposit

with
R eserve

Banks Optional #

A. Statutory requirements

National Bank Act, as amended.......... 25 25 _ _ 25 12 X _ 12 X 15 6 9 Same as
demand

Federal Reserve Act:
Upon establishment............................ 18 6 7 5 15 6 3 6 12 5 2 5 5
To be effective by November 1917.. 18 6 7 5 15 5 6 4 12 4 5 3 5
As amended June 1 9 1 7 ..................... 13 — 13 — 10 — 10 — 7 — 7 — 3
As amended August 1935:

Maximum.......................................... 26 — 26 — 20 — 20 — 14 — 14 — 6
Minimum........................................... 13 13 1 10

1
10 7 — 7 *“ 3

B. Changes in requirements made under provisions of the Banking Act of 1935

August 16, 1936................................ 19 M _ 19 H _ 15 _ 15 _ 10 M _ io  H _ 434
March 1, 1937.................................. 22 % — 22% — 17 H — 17 H — 12 H — 12 M — 5M
M ay 1, 1937...................................... 26 — 26 — 20 — 20 — 14 — 14 — 6
April 16, 1938................................... 22% — 22% — 17 X — 17 H — 12 — 12 — 5
November 1, 1941........................... 26 — 26 — 20 — 20 — 14 — 14 — 6 .
August 20, 1942............................... 24 — 24 — 20 — 20 — 14 — 14 — 6
September 14, 1942......................... 22 — 22 — 20 — 20 — 14 — 14 — 6
October 3, 1942................................ 20 — 20 — 20 — 20 — 14 — 14 — 6
February 27, 1948........................... 22 — 22 — 20 — 20 — 14 — 14 — 6
June 11, 1948.................................... 24

“
24 20 20 14 14 6

* Cash in vault for reserves under National Bank Act excluded National Bank notes and under Federal Reserve Act excluded National Bank notes, Federal Reserve 
notes, and Federal Reserve Bank notes..

# Included amounts that could be held with national banks in central reserve and reserve cities. Under Federal Reserve Act all reserves had to be held in vault or in 
Federal Reserve Banks beginning 36 months after establishment of System.

The only important development with respect to reserves 
during the last thirty years was the authority given to the 
Board of Governors to raise or lower the legal minimum 
reserve ratios. The so-called Thomas Amendment of the Agri
cultural Adjustment Act of 1933 permitted the Board of 
Governors to change reserve requirements provided it 
declared, with the approval of the President, that an emergency 
existed by reason of credit expansion. This provision was con
sidered vague and ineffective and consequently it was clari
fied and modified in the Banking Act of 1935. This Act per
mitted the Board of Governors, in order to prevent “injurious 
credit expansion or contraction,” to change requirements by an 
affirmative vote of not less than four members without having 
to declare the existence of an emergency or to secure the 
approval of the President. The Board was authorized to change 
member bank reserve requirements within a range of the per
centage requirements set in the Amendment of 1917 and twice 
those percentages.

The Board of Governors has used this authority on ten 
occasions (see table). It will be observed that the advances 
made by May 1, 1937, and again on November 1, 1941, 
exhausted the Boards legal authority to raise reserve require
ments. The advances were occasioned by the accumulation 
of unprecedented excess reserves in member banks in the 
middle thirties and in the early years of World War II, which 
threatened to become the basis of excessive credit expansion. 
The subsequent reductions in New York and Chicago during 
the war were the result of war financing which drained bank 
reserves from the two cities to other parts of the country.

The recent two successive increases in reserve requirements of 
banks in these two cities brought them within two percentage 
points of the legal maximum of 26 per cent for demand 
deposits in central reserve cities.

A lte r n a tiv e s  t o  t h e  Prese n t  Syste m

The reserve provisions of the Federal Reserve Act were con
sidered a decided improvement over the requirements of the 
National Bank Act, but even before the Federal Reserve Act 
was passed the geographical basis for determining reserve 
requirements was attacked. Professor William A. Scott of the 
University of Wisconsin in a letter to the Hon. Carter Glass 
proposed: ". . . that deposits should be classified as bankers’ 
balances, individual deposits and time deposits and the per
centage of required reserves be made different in these dif
ferent classes and the present reserve distinction between coun
try, reserve city and central reserve city banks be abolished.”3

A few years after the Federal Reserve System was established, 
the Federal Reserve Board was advised of a need for a revision 
in the method used for determining reserve requirements. The 
Federal Advisory Council in its recommendations to the Board 
in September 1919 suggested that the reserve requirements 
of all member banks should be based on the character of 
deposits and not on their geographical location.

In 1931 the Committee on Bank Reserves of the Federal 
Reserve System reported after an exhaustive study that the

3 Quoted in The Federal Reserve System, by H. Parker Willis, New 
York, 1923, page 447.
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existing system of reserve requirements had not functioned 
effectively since its inception, largely because of defects in the 
definition of reserves and of liabilities against which reserves 
must be carried. The Committee took the view that the exist
ing system had not operated to relate the expansion of member 
bank credit to the needs of trade and industry, nor had it 
adequately reflected changes in the volume and activity of 
member bank credit. It also found that the required reserves 
had been inequitable and unfair as between individual member 
banks and groups of banks.

The Committee concluded that the existing aggregate vol
ume of member bank reserves was sufficient at that time. It 
therefore limited its recommendations to measures designed 
to remove inequities in their distribution among member 
banks and to relate fluctuations in reserve requirements to the 
activity of deposits as well as to their volume. Specifically, the 
Committee proposed that both the classification of time and 
demand deposits and the classification of member banks accord
ing to location be abolished and that all deposits be treated 
alike; that vault cash be counted as legal reserve; and that 
reserve requirements be based on the activity as well as the 
volume o f deposits by requiring each member bank to hold 
a reserve equal to 5 per cent of its total net deposits and 50 
per cent o f average daily debits. The first two parts of the 
Committee's proposals were favorably received, but the third 
part, the "velocity” reserve plan, encountered strong opposition, 
and no action was taken by Congress on the proposals.

The Glass Bill o f 1932 (S. 4115) proposed that the statu
tory reserve requirements against time deposits be raised to 
the same level as reserves against demand deposits, the increase 
to be spread evenly over a period o f five years. A modified 
version of this proposal, which would subject only future 
Increases in time deposits to the same reserve requirements as 
demand liabilities, was also advanced. Congress did not follow 
either proposal, but in the Banking Act of 1935 adopted an 
amendment which authorized the "Board of Governors. . . .  to 
define the terms ‘demand deposits,’ . . .  and ‘time deposits/ . . . ” 
The Board subsequently issued more precise definitions of 
time deposits (Regulation D ) in order to assure proper classifi
cation of deposits.

In its Annual Report for 1945, and in subsequent recom
mendations to Congressional committees, the Board of Gov
ernors advanced proposals that the Reserve System be author
ized to increase the existing reserve requirements of the banks, 
or to impose new secondary or "special” reserve requirements, 
or both. These proposals were addressed to the problem of 
restraining inflationary expansion of credit, rather than to the 
problem of finding a more equitable basis for determining the 
reserve requirements of individual banks.

It is to the latter problem that the plan submitted by rep
resentatives of the Reserve System to the Joint Committee on 
the Economic Report, on May 27, was primarily directed.

Adoption of this plan would require amendment of the Fed
eral Reserve Act to:

Eliminate the distinction between central reserve, reserve 
city, and country banks;

Establish separate reserve requirements (applicable to all 
member banks alike) for interbank deposits, for other 
demand deposits, and for time deposits;

Permit vault cash to be counted as part of required 
reserves; and

Permit any bank to deduct from its required reserves a 
percentage of its balances due from other member 
banks equal to the percentage of reserves to be held 
against interbank deposits.

It will be noted that this plan follows basically the recom
mendations of Professor Scott in 1912 and of the Federal 
Advisory Council in 1919. Thus it is not to be regarded as a 
new invention, as it is based upon an old idea, the merits of 
which from the viewpoint of equity have long been advocated.

The specific requirements suggested for the three classes 
of deposits, as the basis for the transition from existing reserve 
requirements, are 30 per cent for interbank deposits, 20 per 
cent for other demand deposits, and 6 per cent for time 
deposits. (Cash items in process of collection would be 
deductible from "other” demand deposits before computing 
required reserves.) These percentages, taken together with full 
reserve credit for vault cash and greater reserve credit for 
balances on deposit with other member banks, are designed 
to leave aggregate reserve requirements of all member banks 
at approximately the same level as at present. Some redistribu
tion of these aggregate requirements among individual banks 
would, of course, be involved, but in most cases the changes 
would not be very great, and it has been suggested that, if the 
plan were adopted, the Board of Governors should be author
ized to waive penalties for reserve deficiencies for an adequate 
transition period.

Adoption of this plan would have little bearing on the 
question of restraining unnecessary expansion of bank credit 
in an inflationary period, or o f relieving pressure on the bank
ing system in a period of deflation. But changes in the reserve 
requirements of the banks as a means of achieving those ends 
could be applied quite as well to the proposed system of 
reserve requirements as to the existing system. The representa
tives of the Reserve System who appeared before the Joint 
Committee suggested that the System be authorized to raise 
or lower the proposed basic percentages by a maximum of 50 
per cent. But, as their testimony brought out, two separate 
issues are involved— first, whether the basis for determining 
bank reserve requirements should be revised and, second, 
whether the Federal Reserve System should be given greater 
authority to change the general level of reserve requirements 
as an instrument of credit control. The answers to these ques
tions, therefore, may and probably should be considered 
separately.
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CURRENCY HOARDING1
In discussions of the monetary situation, reference is fre

quently made to changes in the velocity of currency circulation 
and bank deposits. Since velocity is directly affected by in
creases in the amount hoarded or the reactivation of idle 
money, conjectures as to possible future changes in velocity 
necessarily involve an estimation of the amount and nature of 
such holdings.

Direct statistical measurement of either hoarded currency 
or idle deposits is not possible. But a rough estimate of the 
amount of currency that may be needed currently for every
day cash transactions can be made by relating currency of dif
ferent denominations to such over-all measures of the volume 
of monetary transactions as national income or consumer ex
penditures and applying the ratios which prevailed in the pre
war period to current levels of national income. Since patterns 
of money use change and the effects of the war on the use of 
currency are difficult to evaluate, such estimates are of necessity 
only very rough approximations. Nevertheless, if these esti
mates of currency requirements are compared with the total 
amount of currency outstanding today, it is obvious that the 
total currency outside banks is well in excess of present cash 
needs for current transacations and that a substantial amount 
is being withheld from general circulation. Of the approxi
mately 25 billion dollars of currency outside the banks possibly 
as much as 9 or 10 billion apparently is being hoarded, here 
and abroad, or has been lost or destroyed.

The wartime increase in the notes of the smaller denomina
tions ($1, $2, and $5 bills), which are most frequently used 
in cash transactions and which generally are not likely to be 
hoarded in sizable amounts because of the bulk involved, 
was close to what might have been expected from the prewar 
ratios. In fact the increase was somewhat less than might have 
been expected, but allowance must be made for the increased 
demand for larger bills reflecting the rise in wages and prices.

In contrast, circulation of the $20 bills increased considera
bly. These bills were apparently a preferred medium for hoard
ing. The demand for them, as the accompanying chart shows, 
was extremely heavy throughout the war and early postwar 
years. Although the relative growth in the number of $20 
bills outstanding might have been expected to be greater than 
the increased circulation of small denominations (because of 
increases in wages and prices), the actual increase appears 
to have been excessive by any measure. At the present time 
it may be estimated on the basis of prewar relationships that 
nearly 5 billion dollars of the 8.7 billion of these bills outstand
ing are not being actively circulated. Before the war these 
bills normally circulated at a rate several times faster than 
$100 bills judging by the rates of return of unfit currency to 
this bank. Currently, because such a large proportion of $20’s 
apparently are being hoarded, the turnover of the total amount 
outstanding is approximately the same as that for the $ 100’s.

1 Changes in currency circulation from the end of the war through 
1947 were discussed in the March 1948 issue of this Review.

Amount of Currency in Circulation by Denomination* 
(End of year 1938-46, end of month 1547-48)

B I L L I O N S  
OF D O L L A R S  10.0|------

. -j ________ ________________ ________________ ________ ________ ________________________________________

1938 ’ 39  »40 ’41 ’ 4 2  '4 3  ’4 4  ’ 4 5  ’ 4 6  1947 1948

* Plotted on ratio scale to show proportionate changes.
Source: U. S. Treasury Department.

The $50 and $100 bills seem also to have been used ex
tensively for hoarding purposes. The amount of these bills 
outstanding increased quite sharply until 1945 when the Treas
ury asked the banks to report all requests for or deposits of 
large bills in order to help uncover black marketeers and tax 
evaders. The Treasury’s action did not completely check, 
although it slowed down, the demand for $50 and $100 bills. 
The number of these bills outstanding, in contrast to the other 
denominations, continued to increase until the beginning of
1948. Currently between 3 Vi and 4 Vi billion dollars more 
of these bills are outstanding than might be expected on the 
basis of prewar patterns of currency use.

The Treasury’s action, as the chart shows, did, however, 
abruptly check the demand for the largest denomination 
notes ($500 to $10,000). During the past three years moder
ate amounts of these bills have been returning to the banks, 
possibly in exchange for $20, $50, or $100 bills.

During the first six months of 1948 a considerably larger 
amount of currency was returned to the banks than can be 
accounted for by such seasonal factors as the post-Christmas 
return flow and quarterly income tax payments. Currency 
of all denominations has been returning at about the same 
rate, with the exception of $50 and $100 bills, the 'circulation” 
of which also has been reduced, but not so rapidly. Judging 
by changes in the note liabilities of the different Reserve Banks, 
all sections of the country have experienced some contraction 
in currency circulation. Part of this return flow has un
doubtedly come from hoards; some may also represent a de
cline in the amount of currency which people keep on hand 
for daily transactions. Wartime dislocations are gradually be
ing eliminated, reducing abnormal needs for currency, and the
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rising cost of living may be reducing the "pocket money” of 
those whose incomes have not kept pace.

Some observers have suggested that a return flow of currency 
from abroad may also have been a factor. Opinions differ 
widely as to the amount of foreign holdings of United States 
currency; some estimate them at less than a billion dollars, 
others as high as 4 billion. Repatriation of this currency 
depends on political and economic conditions both here and 
abroad, and it is hard to guess whether and when any large 
amounts might be returned. During the past two years, how
ever, there apparently has been a marked rise in receipts of 
currency from overseas, at least in the New York area. Recent 
discussion of a possible currency conversion may have been a 
contributing cause. As yet, however, these receipts do not 
appear to have been large enough to have had a very signifi
cant effect on total currency circulation.

EXPO RT CREDIT INFORM ATION ON 
LATIN AM ERICAN COUNTRIES1

Since May 1947 this bank has been receiving monthly 
reports from twelve large New York City banks on their draft 
collection experience ifi individual Latin American countries. 
In the report the banks list the number of collections that are 
paid promptly, according to a schedule of prompt payment 
assigned to each country, and the number that are paid 
up to 30 days slow, 31 to 60 days slow, 61 to 90 days slow, 
and over 90 days slow. In addition each bank reports the dol
lar amount of outstanding collections and the dollar amount of 
confirmed letters of credit outstanding at the end of each 
month.

These data give definite evidence of a slowing down of col
lection payments by Latin America in the aggregate during 
the past 13 months, although the experience of the reporting 
banks has varied widely among countries. Collections paid 
promptly have declined, payments over 90 days slow have 
increased, and the dollar amount of outstanding collections 
has increased since May a year ago. This trend reflects the 
drain on Latin American gold and dollar resources caused by 
the large demand for American goods after the war, while the 
prices of these goods were rising. The shortage of dollar 
exchange in most Latin American countries has necessitated 
the inauguration of drastic exchange controls which have 
resulted in added delays for administrative reasons.

The accompanying chart showing monthly percentages of 
Latin American collections paid with different degrees of 
promptness reflects the trend of payments to the twelve 
reporting banks. It indicates that prompt payments declined 
from 65.7 per cent during May 1947 to 55.4 per cent during 
October. Some slight improvement occurred from November

1947 to February 1948, with an increase in prompt collections 
to 60.8 per cent. Since February, however, there has been a 
steady decline in promptness; payments in the prompt cate
gory during May 1948 were 53.5 per cent of the total collec
tions paid by Latin America as a whole through the twelve 
reporting banks. At the same time, the percentage of payments 
in the over 90 days slow category has shown a steady increase 
(interrupted only in November 1947, January and February 
1948) from 3.4 per cent of total collections during May 1947 
to 16.6 per cent during May 1948.

The most striking instance of a slow-down in draft pay
ments, and the one which has most heavily affected the com
posite figures for Latin America as a whole, is the experience 
in Brazil. During May 1947, 6,100 Brazilian collections were 
paid, of which 61.0 per cent were prompt and only 2.6 per 
cent were in the over 90 days slow category, whereas in 
April 1948 only 1,900 were paid of which 11.3 per cent were 
prompt and 32.7 per cent were in the over 90 days slow cate
gory. The number of drafts paid during May 1948 increased 
to 3,300, but only 7.2 per cent were prompt and 45.7 per 
cent were over 90 days slow. The backlog of outstanding 
Brazilian collections increased from 45 million dollars on May 
29, 1947 to 80 million at the end of May 1948.

As shown in the accompanying table, the experience of the 
reporting banks in several other countries has been rather 
similar. In Chile, for example, the percentage of prompt pay
ments fell from around 50 in the summer of 1947 to 6 in May 
1948; however, the actual number of collections paid reached 
its lowest point in March and has subsequently increased 
materially. In Paraguay the percentage of prompt payments 
has varied widely, reaching a peak of 81 per cent in July 1947

Degree of Promptness in Collections Paid by Latin American 
Countries as Reported by Twelve New York City Banks 

(In per cent of number of items paid)

PER CENT ■  
OF NUMBER 
OF ITEMS

| PROMPT m E 3 6 !u DOWS H 9 °slD0AWS 1̂  S

1 A reprint of this summary, to which have been added tables show
ing the actual number of collections paid and the dollar amounts of 
collections and confirmed letters of credit outstanding for each country 
and for each month from May 1947 to May 1948, is available and 
will be sent on request from the Research Department, Financial 
Statistics Division, Federal Reserve Bank of New York.

1948
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Number of Collections Paid Promptly in Percentage of Total Number of Collections 
Paid by Individual Countries as Reported by Twelve New York City Banks, May 1947 to May 1948 

(Collections classified according' to the schedule of promptness for each country)

Country Prompt
payments

1947 1948

May June July August Sept. October N or. Dec. Jan. Feb. March April M ay

Argentina.......................... 2 Months 44.7 41.8 40.6 35.0 43.7 33.3 44.0 42.8 40.7 46.0 36.7 31.6 30.9
Bolivia................................ 2 Months 50.0 73.3 55.9 61.0 41.6 55.7 28.6 44.9 55.5 62.0 72.6 66.9 57.2
Brazil.................................. 6 Weeks 61.0 60.5 47.5 38.3 38.1 33.2 31.5 34.1 30.2 25.6 19.4 11.3 7 .2
Chile................................... 2 Months 48.6 53.3 51.5 48.6 43.2 46.4 51.4 46.3 42.9 51.6 27.6 10.2 6 .3
Colombia........................... 7 Weeks 64.8 53.1 55.7 39.6 44.0 40.0 46.3 50.2 53.9 52.5 46.5 37.1 31.5
Costa R ica........................ 2 Months 27.4 46.6 32.8 48.2 25.5 23.3 32.6 32.5 33.6 36.7 6 .3 8 .5 9 .5
Cuba................................... 3 Weeks 86.5 79.5 79.9 83.7 77.9 79.0 81.5 75.1 78.4 81.5 78.6 76.9 84.6
Dominican Republic___ 1 Month 76.8 65.6 76.5 82.8 78.7 70.8 79.1 73.0 77.8 70.5 79.8 77.7 80.2
Ecuador............................. 6 Weeks 60.6 51.7 55.6 44.3 43.6 47.8 43.7 54.3 54.5 61.7 58.3 53.1 50.2
Guatemala......................... 6 Weeks 73.0 61.7 78.0 73.6 67.3 60.9 61.3 58.2 55.6 68.2 61.4 68.0 75.7
Haiti................................... 1 Month 81.5 76.0 65.6 70.8 76.8 75.7 83.7 75.4 83.2 75.8 78.7 85.3 79.5
Honduras........................... 1 Month 58.8 57.6 56.5 57.3 56.0 58.3 53.4 53.8 63.6 53.9 48.3 48.9 52.7
M exico................................ 1 Month 74.3 71.8 70.2 69.9 73.1 69.2 76.3 76.9 73.7 77.9 77.6 79.6 80.7
Nicaragua.......................... 6 Weeks 79.0 73.5 74.0 63.3 77.9 79.8 75.6 78.6 78.1 67.8 83.1 78.3 71.4
Panama.............................. 1 Month 86.5 80.8 85.4 73.4 83.1 86.3 79.5 81.6 87.9 84.1 86.6 87.7 83.7
Paraguay........................... 2 H  Months 39.3 58.4 81.3 54.7 28.2 31.3 43.5 29.9 53.1 26.9 6 .8 11.6 9.1
Peru.................................... 2 Months 59.5 58.7 60.6 51.3 55.7 67.2 59.0 52.2 65.9 50.2 50.9 48.3 59.2
Salvador............................. 1 Month 53.4 68.7 61.4 48.3 47.0 60.2 57.2 58.8 61.5 65.9 58.3 57.2 57.7
Uraguay............................. 2 Months 49.4 43.4 48.1 50.3 53.1 44.4 31.5 24.8 40.4 51.3 47.9 60.2 63.5
Venezuela.......................... 6 Weeks 66.5 65.6 61.2 64.9 59.0 61.5 60.7 62.9 65.8 65.8 69.3 72.4 68.7
British Guiana................. 6 Weeks 69.2 74.0 58.0 56.6 64.9 61.5 74.7 78.2 63.7 65.6 76.9 69.9 80.5
Dutch Guiana.................. 5 Weeks 57.8 58.5 39.8 39.1 49.4 67.3 63.3 66.9 47.9 76.3 60.2 44.8 63.8
French Guiana................. 5 Weeks — — — 100.0 — 50.0 63.7 — — — — 100.0 -

All countries............. 65.7 63.0 60.6 56.1 55.8 55.4 55.4 57.5 59.0 60.8 59.2 58.9 53.5

and falling as low as 7 per cent in March 1948, but sub
sequently improving slightly. In Costa Rica, also, there was a 
sharp drop in payments early this year, reflecting the political 
upheaval in that country, but some improvement has recently 
occurred. Collections in Colombia have been affected similarly, 
but less drastically, by the political disorders this spring.

Some countries, particularly Cuba, the Dominican Republic, 
Haiti, Mexico, and Panama have had notably good records 
of prompt payments during the entire period from May 1947 
to May 1948. In the case of Mexico financial assistance by the 
United States Government has played a role, supplementing 
the effect of import restrictions, in maintaining satisfactory 
exchange conditions, while the four other countries have been 
aided by their large foreign exchange holdings.

The dollar amount of Latin American collections outstand
ing at the end of each month, as reported by the twelve banks, 
has increased almost uninterruptedly since May 1947. At that 
time, 100 million dollars of collections were outstanding, com
pared with 143 million at the end of May 1948. This increase 
is largely concentrated in Brazil, as indicated above, although 
there have been smaller increases in a few other countries, 
notably Colombia. During the period under review, the total 
number of collections paid by Latin America as a whole to the 
twelve reporting banks has declined from 24,400 items to 
17,300 items.

The dollar amount of confirmed letters of credit outstanding 
at the twelve reporting New York City banks has shown a 
decline of 100 million dollars since May 1947— from 326 mil
lion in that month to 226 million in May 1948. More than 
half of the decline can be accounted for by a decrease of about 
54 million dollars in credits outstanding for Argentina.

A word of caution on the interpretation of the data should 
be added. Primary significance attaches, not to the absolute 
figures shown for each country, but to their trend. Compari
sons between countries are difficult to draw, since the degree 
of promptness shown depends not only on economic condi

tions, but also on administrative practices, chiefly exchange 
control, and upon the somewhat arbitrary "prompt schedule” 
period assigned to each country. Effective use of the data is 
possible only if they are viewed in conjunction with all other 
factors bearing upon the situation.

To anyone interested, a monthly press release is available 
upon request.

RECENT COMMODITY PRICE 
DEVELOPMENTS

In the four months following the low point of the break in 
farm and food prices, commodity prices have been gradually 
creeping upward again. Wholesale prices, as measured by the 
weekly index of the U. S. Bureau of Labor Statistics, had in 
the week ended June 19 recovered to a point approximately 
equal to the January peak and within one per cent of the rec
ord set in May 1920. Retail prices, as measured by the BLS 
index o f consumers* prices, reached their highest point in May, 
more than 70 per cent above the prewar (1935-39) level and 
14 per cent higher than the peak reached after World War I.

The actual amount of price advances in recent weeks has 
varied widely among the various groups of commodities, but 
the firm tendency pervaded most of the price structure. Prices 
of farm products, which led in the January-February decline, 
have recovered nearly two thirds of their losses; by mid-June 
food prices had nearly returned to their January peak. Both 
indexes reflect the recent sharp rise in livestock prices. The 
index for all other commodities combined reached a new post
war peak. The steady but moderate advance of fuel and light
ing materials, housefurnishings, and building material prices 
was not interrupted even in February. Prices of metals and 
metal products also rose steadily throughout the first four 
months, but in the past six weeks have leveled off. Despite the 
price reductions in some types of steel products this spring, 
Iron Age's composite finished steel price in June was still
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slightly higher than at the start of the year, averaging 3.245 
cents per pound on June 22, compared with 3.226 on January 
1 and 3.276 in February. The heavy demand for nonferrous 
metals has resulted in sharp price increases recently for lead 
and tin, while prices of aluminum, brass, and copper products 
have also been raised. Textile prices dipped only slightly dur
ing the price break and recovered to a new postwar high; some 
weakening of the domestic and foreign demand for textile 
products was, however, indicated by the decline in prices 
of cotton print cloth, particularly in the secondary— or resale—  
market. Cotton print cloth is now more than one-third below 
the prices quoted six months ago. Prices in the chemicals and 
allied products group dropped again in May and are still close 
to their 1948 low. Hides and leather goods prices also show 
net declines, although hides have recovered a substantial share 
of their first quarter losses.

The impact of the February price break was centered in 
agricultural prices, particularly grains and livestock. While both 
wheat and corn prices dropped about 80 cents a bushel be
tween the January high and the February low, corn prices 
soon regained nearly half of their loss; wheat prices, however, 
failed to recover appreciably. Spot prices for wheat at Kansas 
City started to decline again in mid-May, and by early June 
had dropped to a new low for the year. By the middle of June 
wheat prices were at or even slighdy below the support level 
currently anticipated for the 1948 crop. This decline is partly 
seasonal, since harvesting is now under way on what is of
ficially estimated to be the second largest wheat crop in the 
nation’s history. Good growing weather and favorable crop

Closing Prices for Wheat Futures at Chicago
W eekly (Friday) quotations during first half of 1948

DOLLARS  
PER BUSHEL

1 9 48

Source: Chicago Board o f Trade as reported in the N. Y. Times.

prospects, both in this country and abroad, indicate a more 
nearly adequate supply to meet world needs than was available 
last year. The Department of Agriculture anticipated at the 
end of May a Government support price for the 1948 crops 
equivalent to $2.22 per bushel for No. 2 hard winter wheat 
at Kansas City; throughout June spot prices for this quality 
ranged between $2.29 and $2.21 per bushel. (The actual loan 
rate, announced June 29, was $2.24.)

The effects of the prospect of a bumper crop and the Gov
ernment price support program on prices of wheat for future 
delivery are shown in the accompanying chart. At the start of 
this year there was a spread of nearly 50 cents between prices 
of the nearest and most distant futures contracts and over 10 
cents between July and December, the so-called ‘ new crop” 
deliveries. By June, this spread had been virtually eliminated 
and all four contracts currently traded (including September, 
not shown on the chart) were fluctuating together within a 
range of a few cents, as prices were both depressed by the large 
crop and sustained by the prospect of Government support. 
Thus, no matter how favorable the supply situation may be
come, these prices for future delivery seem unlikely to decline 
very far below the level at which spot prices will be supported.

Corn prices, on the other hand, have been relatively firm in 
recent months. In fact, corn is now selling at a higher price 
per bushel than wheat, contrary to usual market relationships. 
Wheat ordinarily commands a higher price because of its 
greater nutritive value per bushel when used as feed. Cur
rently, however, wheat prices are being depressed by the 
plentiful supplies from the the new crop just coming on the 
market, whereas supplies of corn from last year’s short crop 
are dwindling and this year’s harvest, the size of which is still 
uncertain, will not be available till fall. Prices for future 
delivery of corn still show a wide spread between the nearest 
and most distant delivery dates, amounting to 50 cents or more. 
However, the two ’ new crop” deliveries— December 1948 and 
May 1949— have moved closely together within a very nar
row range, substantially below prices for deliveries from the
1947 crop.

Livestock prices fell in January and February along with 
grain prices and remained at the lower levels or were further 
depressed during the meatpacking strike, when marketings for 
a while proved too heavy for those packinghouses still in 
operation. Marketings of hogs were particularly heavy at that 
time because of the low supplies and high prices of feed; hog 
prices dropped below $21.00 per hundred pounds, the lowest 
level since they were decontrolled in October 1946. Since the 
end of the strike, hog prices have risen more than one third, 
while prices of steers rose $9.00 from their March low to a new 
postwar peak of $35.75 on June 23.

At the retail level, food prices rose further in May, more 
than wiping out the declines in February and March. Prices 
of apparel and fuel have also reached new postwar peaks, 
while the gradual rise in rents since the relaxation of rent con
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trols last year has also contributed to the continuing upward 
movement of the index of consumers' prices.

In the past three years, price rises were concentrated in the 
latter half of the year; in each of these years, small gains or 
actual declines between January and June in basic commodity 
prices were followed by comparatively large gains between 
July and December. In the second half of 1946, of course, the 
removal of most price controls contributed to the sharp rise 
in prices of most commodities; of the 29 basic commodities 
for which the Bureau of Labor Statistics tabulates daily spot 
prices in primary markets, nearly half showed increases of 
more than 50 per cent in the latter half of the year and five 
more than doubled; only one of these basic commodities was 
lower in price at the end of 1946 than at midyear.

Similarly, during the latter half of 1947 cotton was the only 
commodity to decline in price, while the closely administered 
prices of silk, copper, and lead remained unchanged, and all 
other selected basic commodities advanced. The sharp rise in 
prices in that period was led by farm products, reflecting crop 
failures abroad and the short corn crop here. But prices of in
dustrial products also rose, owing to the combined effects 
of strong demand and higher costs.

The contrast in price behavior during the first half of 1946, 
1947, and 1948 with that in the latter half of 1946 and 1947 is 
shown in the accompanying table. In each case, prices of basic 
commodities showed a general tendency to remain relatively 
stable or to decline. (The stability of prices in the first half 
of 1946 was, of course, due to the existence of price controls.) 
In the past six months only four of the 29 commodities ad
vanced more than 10 per cent, while quotations for almost 
half showed net declines despite the upward movement in most 
prices during the past three months.

This pattern of "stair-steps” in the price movement probably 
reflects several independent factors, such as the slackening of 
demand for some nondurable goods during the first half of 
each of the last two years, the cumulative effect of annual wage 
increases (and attendant labor disputes) which are usually 
concentrated in the second quarter, and the effect on purchas
ing power of sizable surpluses of Federal tax collections over 
disbursements during the first half of the year. In addition

Changes in Spot Prim ary Market Prices o f 29 Selected Basic Comm odities

Number of commodities

Change
1946 1947 1948

First
half

Second
half

First
half

Second
half

First
half*

Increase of 25 per cent or m ore. . 2 21 3 8
Increase of 15 to 25 per cen t. . . . 5 3 4 9 2
Increase of 5 to 15 per cent.......... 5 3 9 5 5

Increase or decrease of less than
5 per cent...................................... 17 1 3 7 9

Decrease of 5 to 15 per cent......... 1 3 5
Decrease of 15 to 25 per cen t.. . . 4 4
Decrease of 25 per cent or more. . . 3 4

* Through June 28.
Source: Computed from U. S. Bureau of Labor Statistics data by the Federal 

Reserve Bank of New York.

there were the special factors, previously mentioned, of 
abandonment of price controls in 1946 and short crops in 1947 
which greatly influenced the course of prices in the latter 
half of both years.

The question naturally arises as to whether the last half 
of 1948 will repeat the pattern of 1946 and 1947. As pointed 
out above, in some commodity groups the resumption of the 
upward price movements has occurred this year earlier than in 
previous years. The rapidly widening third round of wage 
increases evidently is having widespread effects on prices of 
industrial products. Leading automobile manufacturers have 
already raised prices to compensate for higher labor costs, and 
electrical machinery, farm equipment, chemicals, and petro
leum products have also been advanced in price by major 
producers. Even the Federal and municipal governments have 
announced increases in postal rates and transit fares following 
pay increases to their employees. In some instances, however, 
manufacturers are experiencing difficulties in passing their 
increased costs along to consumers, and have resumed produc
tion of lower priced lines, notably in the apparel and auto
mobile tire industries.

Of major importance will be the developments in the coal 
and steel industries. The terms of the recent wage pact for 
bituminous coal miners are expected to make a rise in coal 
prices almost inevitable. At the time the United States Steel 
Corporation announced its decision to lower prices of some 
products and to refuse a third-round wage increase, it stated 
that "If . . . costs should continue to advance, then in fairness 
to our employees and to our stockholders we will have to con
sider at some later date the adequacy of both wages and steel 
prices under then existing conditions.” Since that announce
ment was made, pig iron, coke, and steel scrap prices have 
advanced and a temporary increase in freight rates has gone 
into effect. At the same time third-round wage demands are 
being made on the railroads, while some second-round demands 
still remain unsettled. A  rise in the basic industrial costs of 
coal, steel, and freight would affect the price structure of many 
industries as it did in 1947.

On the other hand, if this year’s crops here and abroad 
prove to be as large as current conditions suggest, one of the 
major factors in the price rise of the latter half of 1947 
presumably will not recur this year. Nevertheless, the U. S. 
Department of Agriculture predicts that, with a continuing 
high level of economic activity in prospect, no sharp decline 
in retail food prices is likely during 1948. For many farm 
products, the Government’s price support policy sets a limit on 
any declines. Some seasonal declines will probably occur, how
ever, in periods when marketings are heaviest. It is also 
estimated that meat prices may advance further above current 
high levels during the summer and early fall because of re
duced supplies (the spring pig crop, while larger than ex
pected, was the smallest since 1941), and increased prices are 
also likely for dairy products, eggs, and turkeys.
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DEPARTM ENT STORE TRADE
The daily average rate of sales in Second District depart

ment stores during June is estimated to have declined some
what more than seasonally from the record high of May. 
Preliminary information indicates, however, that seasonally 
adjusted sales were nevertheless at least 10 per cent above the 
average dollar volume of the first quarter of the year, despite 
unfavorable shopping weather during a large part of June. The 
fact that there was an additional shopping day in June this 
year contributed to a rather substantial gain in total sales over 
June 1947.

The seasonally adjusted retail book-value of department 
store stocks was at a record amount at the end of March, when 
it was 155 per cent above the 1935-39 average value. During 
the following two months, however, stocks declined some
what, as the chart shows, in part as a result of the sharp, con- 
traseasonal increase in sales reported for April and May. At the 
end of May 1948 department store stocks were 5 per cent be
low the March peak, but were 10 per cent above the rather 
low level of May 1947.

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 

(Adjusted for seasonal variation, 1935-39 average=100 per cent)
PER CE NT
300 r

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year
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1948

The dollar volume of outstanding orders on the books of 
stores which report such information was at the end of May 
practically unchanged from the amount of the year before. 
The 6 per cent increase over last year in new orders placed by 
these stores during May was the same as the increase in both 
daily average sales and receipts of merchandise. During this 
spring, merchandise has been coming into stores at about the 
prewar rate, in relation to current sales, in contrast to the 
spring of 1947 when merchandise receipts were low relative to 
sales as the stores endeavored to reduce their inventories.

Merchandise Receipts as a Percentage of Sales 
Second District Department Stores*

1940 1947 1948
March................................................................. 118 108 125
April.................................................................... 97 84 93

100 95 100

Three months’ weighted average................. 105 96 106

Net sales

Locality

May 1948
Jan. through 

May 1948

Stocks on 
hand 

May 31, 1948

Department stores, Second District----- +  2 +  5 + 10

New York C ity................. ..................... +  1 +  4 +  8
Northern New Jersey........................... +  6 +  5 + 13

+  4 +  5 +  9
Westchester County.............................. +  2 +  3 +11
Fairfield C ounty..................................... - 1 0 -  1 + U

Bridgeport........................................... - 1 3 -  3 +  9
Lower Hudson River Valley............... +  5 +  9 +20

Poughkeepsie...................................... +  4 +10 +18
Upper Hudson River Valley............... +  3 +  6 +17

+  1 +  2 +20
Schenectady........................................ +  7 +10 +11

Central New York State..................... 0 +  6 +21
Mohawk River Valley..................... +  3 +  8 +27

+  2 +  7 +24
Syracuse............................................... -  1 +  5 +18

Northern New York State.................. +12 
+  7 
+  7

+ 16
Southern New York State...................

Binghamton........................................
+ 10
+11

+20
+17

+  8 +12 +35
Western New York State.................... +  2 +  9 +  9

+  1 +  9 +  7
Niagara F a lls .................................... +  2 +  5 -  7
Rochester............................................ +  3 +  9 +14

Apparel stores"(chiefly New-,York C ity ). -  6 -  1 +  1

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average=100 per cent)

1947 1948

Item
May March April May

Sales (average daily), unadjusted*. . . . . . . . 237 234 237 252
Sales (average daily), seasonally adjusted*. 253 229 255 268

Stocks unadjusted................ ........................... 224 254 251 247
Stocks seasonally a d ju sted ........................... 221 255 249 243

* Seasonal adjustment factors for 1945-48 revised; available upon request from 
ResearchjDepartment, Domestic Research Division.

Indexes of Business

Index

Industrial production*, 1935-39 =  100. . .
(Board of Governors, Federal Reserve 
System)

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 =1100-----
(.Department of Commerce)

Factory employment*)”
United States, 1939 =  100...........................
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................
(N .Y .S . Div. of Place, and Unemp. Ins.) 

Factory payrollsf
United States, 1939 =  100...........................
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................
(N .Y.S. Div. of Place, and Unemp. Ins.)

Personal income*, 1935-39 =  100..................
(Department of Commerce)

Composite index of wages and salaries*^,
1939 =  100.......................................................
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 =  100.................
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York C ity..............................................
Outside New York C ity ..............................

1947

May

185

224

201

300

154

127

319 

269 

278r

173

156

85
83

1948

March

192

245

183 

327

160

130

358

299

304

184 

167

92
87

April

188

244

180p

334p

156

125

347p

280

305p

185p

169

99
88

May

192p

247p

155p

123p

277p 

171 p

105
90

* For a group of stores whose sales in 1947 accounted for about 55 per cent of 
estimated total District department store sales.

* Adjusted for seasonal variation. p Preliminary. r Revised,
t  Revised beginning January 1946.
j  A monthly release showing the 15 component indexes of hourly and weekly 

earnings computed by this bank will be sent upon request. Tabulations of the 
monthly indexes, 1938 to date, together with information on component series, 
sources, and weights, and reprints of articles describing the indexes may also 
be procured from the Research Department, Domestic Research Division.
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INDUSTRIAL PRODUCTION

Federal Reserve index. Monthly figures; latest figure 
shown is for May.

WHOLESALE PRICES

Bureau of Labor Statistics* indexes. Weekly figures; 
latest shown are for week ended June 19.

DEPARTMENT STORE SALES AND STOCKS

Federal Reserve indexes. Monthly figures; latest 
figure for sales is May, latest for stocks is April.

LOANS AT MEMBER BANKS IN LEADING CITIES

Excludes loans to banks. Wednesday figures; latest 
shown are for June 16.

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, June 25, 1948)

I NDUSTRIAL output and department store sales increased in May and were maintained at advanced 
levels in the early part of June. The general level of wholesale commodity prices rose 

further in June, reflecting chiefly sharp increases in livestock. Substantial advances were announced 
in prices of automobiles and some other industrial products.

In d u s t r ia l  P r o d u c t i o n

The Board’s seasonally adjusted index of industrial production advanced 4 points in May to 
a level of 192 per cent of the 1935-39 average, which was close to the record peacetime rate 
prevailing in the first quarter before output was curtailed by work stoppages at coal mines.

Production of durable goods in May was above the April rate but below first quarter levels. 
Production of iron and steel increased sharply as coal supplies were restored. Output of nonferrous 
metals and of stone, clay, and glass products was maintained at the high rate of recent months. 
Production of most other durable goods, however, declined further in May. Activity in the auto
mobile industry was substantially curtailed as a result of steel shortages and a labor dispute at 
plants of a major producer, and the number of cars and trucks finished in May was about one- 
fifth below the first quarter average.

Output in most nondurable goods industries in May was maintained at the April level or 
advanced somewhat. Petroleum refinery operations increased further; output of gasoline and fuel 
oil was 16 per cent larger than in May of last year. Coke production recovered from the curtail
ment in April resulting from reduced coal supplies. Meat production showed a slight gain in 
May reflecting settlement of a labor dispute at major packing establishments on May 21. Activity 
at cotton textile and paperboard mills and at printing establishments was maintained at the 
April rate.

Minerals output rose to a new high level in May, owing mainly to a sharp increase in 
bituminous coal output and to a further rise in crude petroleum production to a new record level. 
Production of iron ore was maintained in exceptionally large volume.

C o n s t r u c t i o n

Value of construction contracts awarded in May, as reported by the F. W. Dodge Corpora
tion, increased further to a new postwar peak more than 10 per cent above April and slightly 
above the previous high in May 1946. TTie increase reflected mainly large gains in awards for 
public works and for educational and hospital buildings. Value of awards for commercial struc
tures increased further in May to the highest level in more than two years. Private residential 
awards also continued to increase. The number of new dwelling units started, according to the 
Bureau of Labor Statistics, was 97,000 as compared with 90,000 in April and 73,000 in 
May 1947.

D is t r ib u t io n

Value of department store sales rose to a new high in May, after allowance for seasonal 
changes. The Board’s adjusted index for the month is estimated to be 308 per cent of the 
1935-39 average as compared with 304 in April and an average of 284 for the first quarter. 
Sales in the first half of June continued near this advanced level.

Loadings of railroad revenue freight in May and the first half of June were in substantially 
larger volume than in the preceding two months, mainly because of a sharp rise in coal shipments. 
Grain shipments showed a marked further gain during this period, reflecting chiefly an unusually 
early movement of the new wheat crop. Total freight carloadings in May and early June were at 
about the same level as during this period a year ago.

C o m m o d i t y  Pr ic e s

The general level of wholesale commodity prices advanced further in June to about the peak 
reached in January. The rise reflected chiefly sharp increases in livestock prices following settle
ment of the meat packing strike. Prices of most other farm products and foods showed little 
change.

Prices of industrial materials continued to show mixed changes in June with further 
declines reported for cotton goods and some other items and marked increases in secondary 
aluminum, tin, and wool. Prices of automobiles and various other manufactured products 
were raised.

The consumers’ price index increased .7 per cent in May, reflecting mainly further advances 
in retail prices of meat. Retail prices of most other groups of items showed little change or 
increased slightly.

B a n k  C r e d it

Substantial Treasury cash payments in excess of receipts during late May and the first half 
of June reduced Treasury balances at Reserve Banks by about 600 million dollars and increased 
the reserves of commercial banks. A large gold inflow also supplied banks with reserve funds, 
offset in part by a currency outflow over the Memorial Day holiday.

Effective June 11, the Board of Governors increased reserve requirements against net demand 
deposits at central reserve city banks from 22 to 24 per cent. These banks sold Government 
securities to the Reserve Banks as needed to meet the resulting increase of about 500 million 
dollars in their required reserves. An increase in Treasury deposits resulting from tax payments 
after the middle of June exercised a drain on bank reserves and caused additional sales of 
Government securities to the Federal Reserve.

Real estate and consumer loans continued to increase at banks in leading cities during May 
and the first two weeks of June. Commercial loans were maintained at about the volume out
standing in the last half of April.

Se c u r it y  M a r k e t s

Common stock prices advanced somewhat further from the middle of May to the third week 
of June, and trading remained relatively active.

The Treasury announced on June 10 increases in purchase limits for F and G bonds bought 
by savings institutions, during the period July 1-15. Prices of marketable Government bonds, 
which had risen during May, declined in June.
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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  OF N E W  Y O R K

V o lu m e  30 A U G U S T  1 9 4 8  No .  8

MONEY MARKET IN JULY

During the past month the ebb and flow of funds in the 
money market were not as pronounced as usual. In each of the 
four weeks ended July 28, transactions tending to contract 
member bank reserves and those increasing reserve funds 
tended to offset each other to such an extent that the net effect 
on reserve positions was comparatively small. Consequently, 
week-to-week fluctuations in reserve balances were much nar
rower than in many past months.

Reserve positions were subject during this period to mild 
pressure from Treasury operations, which included the redemp
tion with funds withdrawn from depositary banks of 400 mil
lion dollars of Treasury bills held by the Federal Reserve 
System, and the sale of more than one billion dollars of Series 
F and G Savings bonds in a special offering (July 1-15) to in
stitutional investors and banks holding savings deposits. The 
pressure on bank reserves was heaviest, however, during the 
early part of the month, when the holiday demand for currency 
was at its peak. During subsequent weeks a substantial post
holiday return flow of currency from circulation and the re
sumption of Federal Reserve System purchases of Treasury 
bonds in fairly sizable volume eased this pressure. Federal 
Reserve credit, which was in relatively large demand in the 
week ended July 7, was subsequently reduced as the banks 
gained funds. Over the four weeks as a whole, Federal Reserve 
holdings of Government securities declined moderately; pur
chases of bonds and certificates were more than offset by re
demptions and sales of Treasury bills.

One of the principal factors contributing to the smoothness of 
money market adjustments during the past month was the close 
balance which the Treasury maintained between its cash receipts 
and disbursements. War Loan deposit withdrawals, amounting 
to about \Vl billion dollars during the month, were limited 
to the excess of current disbursements, including bill redemp
tions, over "direct” Treasury receipts (receipts other than that 
portion of withheld income taxes which is now credited to 
War Loan accounts in depositary banks). Consequently, changes 
in the Treasury’s balances with the Reserve Banks were not 
substantial in any week except the first. Over the four weeks 
ended July 28, Treasury expenditures exceeded receipts by a

small margin. However, since approximately 400 million dol
lars of these disbursements were used to redeem maturing 
Treasury bills held by the Federal Reserve System and thus 
did not reach the money market, Treasury operations tended 
to absorb a moderate amount of reserves.

Redemption of a portion of the Treasury bill issue matur
ing July 1 was effected largely out of funds held with the 
Reserve Banks; thus Treasury operations were designed to add 
as little as possible to the pressure on bank reserves resulting 
from a 242 million dollar increase in currency in circulation 
in the holiday week ended July 7. This increase over the Inde
pendence Day week end was larger than that of a year previous 
and, although there was a rapid return flow in subsequent 
weeks, it appears that the volume of currency in circulation in 
recent weeks has been running less than 300 million dollars 
below the level of the corresponding period of 1947, whereas 
for several weeks in the spring of this year, currency outstand
ing had been more than 400 million dollars lower than a year 
previous. The relative increase in currency outstanding may 
reflect the effects of higher wages, prices, and retail sales.

As a result of the drain on bank reserves during the first 
week of the month, caused mainly by public demands for 
currency, member bank demands on Federal Reserve credit 
facilities were concentrated in that week. The banks’ needs for 
funds were met in large part by the sale to the System of large 
amounts of certificates of indebtedness and by a substantial 
increase in borrowings from the Reserve Banks. A large part 
of the certificate sales and of the new borrowing originated 
among New York City institutions which were in need of 
reserves to meet an outflow of funds from New York to other 
parts of the country and to offset reserve deficiencies in the 
early part of the week. In making up for such deficiencies, 
central reserve New York City member banks acquired a siz
able amount of excess reserves on July 7, which accounted for 
more than two thirds of the temporary 280 million dollar 
increase in excess reserves of all member banks during the 
week. Inasmuch as the increase in Federal Reserve System cer
tificate holdings during the first week in July was larger than 
the decline in the holdings of the weekly reporting member
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banks, it appears that some of the certificates absorbed by the 
System in that period were sold by nonbank investors (and 
the nonreporting banks), probably to obtain funds with which 
to pay for subscriptions to F and G bonds.

In the three weeks ended July 28, the drain on member bank 
reserves resulting from Treasury operations and other trans
actions was alleviated by the return flow of currency, by sub
stantial Federal Reserve purchases of Treasury bonds, largely 
from nonbank investors, and by continued purchases on a much 
smaller scale of Treasury certificates from commercial banks and 
others. The commercial banks were thus provided with funds 
which enabled them to pay off earlier borrowings from the 
Reserve Banks and to acquire substantial amounts of outstand
ing bills in the open market (supplied mostly by the Reserve 
System). The banks were likewise enabled to acquire new 
bills directly from the Treasury, thus reducing allotments to 
the System of new issues in exchange for its holdings of 
maturing bills. The reduction in the System’s holdings of 
Treasury bills, through redemptions and sales, exceeded pur
chases of Treasury bonds and certificates by about 320 million 
dollars.

Toward the close of the period for subscriptions to Series F 
and G bonds, nonbank investors, particularly insurance com
panies, made preparations to pay for the new securities on 
July 15. To some limited extent this involved sales of their 
longest-term restricted Treasury bonds. These offerings in
creased in volume after the closing of the books of the special 
sale of Savings bonds, as insurance companies continued to sell 
Treasury bonds in order to buy new corporate and other 
securities bearing higher rates of interest. As prices of the 
longest-term restricted Treasury bonds had fallen to their 
support levels toward the close of June, sales of these securities 
were not accompanied by any further price changes. Shorter- 
term, restricted IVz per cent issues, which have a shorter time 
to run before they become eligible for bank investment, re
mained above their "pegs” until the closing days of the month, 
when all but one issue fell to the support prices. Bank eligible 
bonds were also offered by some insurance companies, but the 
offerings were light and taken principally by out-of-town banks. 
Prices receded, but in most cases remained above support levels. 
The volume of trading in these issues was small. Near the close 
of the month, uncertainty in the Government market was in
creased by discussion of possible further steps to discourage 
credit expansion as an anti-inflationary measure.

G o v e r n m e n t  Se cu r ity  Po r tfo lio s  o f  th e  
Co m m e r c ia l  Ba n k s

Apparently the commercial banks have not participated to 
any great extent in the recent selling of Treasury bonds. If the 
trend of bond holdings of the weekly reporting member banks 
reflects that of all commercial banks, little change in bank 
holdings of Government bonds has taken place since the pre
vious wave of liquidation was completed earlier in the year.

Amount, Average Maturity, and Average Coupon Rate of 
Government Securities Held by Commercial 

Banks, Dec. 1943-Apr. 1948*

1944 194 5  1 9 4 6  194 7  1948

* Public marketable securities at par values.
t Rate o f discount on Treasury bills and rate o f interest paid on face value 

of other securities.
Source: Treasury Bulletin. Average maturity and coupon rate computed 

by Federal Reserve Bank of New York.

Changes since the end of 1943, in the public marketable 
bond and other marketable Government security holdings of 
the commercial banks that report monthly to the Treasury 
(comprising institutions owning 95 per cent of all commercial 
bank-held Government obligations), are shown in the upper 
panel of the accompanying chart. Government security hold
ings of the commercial banks, particularly bonds, rose markedly 
during the war years and in the early postwar period even 
though, after the Third War Loan drive (which ended early 
in October 1943), the Treasury strictly limited the amount 
and types of public marketable securities available to the banks. 
Despite these restrictions, the banks, through open market 
purchases, added nearly 19 billion dollars net to their Govern
ment bond portfolios between the end of 1943 and the end of 
February 1946, compared with an increase of 10 billion for all 
other types of Government marketable obligations. This was 
a period, therefore, in which the commercial banks reached 
out into the open market for the longer-term, higher yielding, 
Government bonds. The banks also acquired large amounts of 
certificates and other short-term securities just preceding and 
during War Loan drives, but had to dispose of substantial 
amounts of such securities in subsequent periods in order to 
maintain their reserves at required levels. In addition, there 
occurred some switching from short-term securities into bonds.

As a result of these extensive bond purchases, a general im
pression arose that the average maturity of bank portfolios of 
Government obligations had lengthened considerably. Actually, 
in spite of the increase in the proportion of bonds held and 
the substantial reduction of bank holdings of Treasury bills in
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this period, there was no lengthening of the average maturity 
of the Government security portfolios of the banks. On the 
average, between the end of 1943 and the end of February 
1946, marketable Government obligations held by the banks 
had about four years to run, as shown in the lower panel of the 
chart. Apparently market purchases of medium and longer- 
term bank eligible Treasury bonds only made up for the gradual 
decline in the average period to maturity of previous holdings 
brought about by the passage of time.

After February 1946, the average maturity of Government 
marketable obligations held by the commercial banks began to 
lengthen, but this was chiefly the result of Treasury debt 
retirement operations rather than the result of continued large- 
scale bank purchases of medium and long-term bonds in the 
market. The end of February 1946 marked the peak of bank 
holdings of marketable Government securities. After that date, 
the Treasury began to retire maturing or called issues, first 
with some of the funds raised in the Victory Loan which were 
not needed to meet current expenses, and then from surplus 
tax receipts. Since at first entire issues and large parts of matur
ing short-dated securities which were held mainly by the bank
ing system were redeemed, commercial bank holdings of such 
obligations, particularly certificates, declined markedly, but in 
spite of some retirement of maturing bond issues, the banks’ 
holdings of bonds continued to rise. Between February 28,
1946 and September 30,1947, bond holdings o f the commercial 
banks increased 2 billion dollars, while holdings of all other 
Treasury marketable obligations fell 24 billion dollars. As a 
result, the average maturity of bank portfolios of Government 
obligations increased from about 3 years and 11 months at the 
end of February 1946 to about AVi years in December of the 
same year, where it held through March 1947 before declining 
gradually to 4 years and 4 months at the end of September. 
Thus, in the 19 months that elapsed between the end of Febru
ary 1946 and the end of September 1947 the average period 
to maturity of commercial bank portfolios of Government se
curities showed a net increase of 5 months.

The peak of Government bond holdings o f the banks report
ing to the Treasury was reached on September 30, 1947. Small 
net decreases were reported for October (largely because of the 
cash redemption of a called issue) and November. The large- 
scale selling of Government bonds that developed in the latter 
part of November did not show up in the banking figures until 
December, in which month bond holdings declined 1.8 billion 
dollars ( including an exchange of a maturing bond for a note 
issue). In the first four months of 1948, bank bond portfolios 
decreased another 3.3 billion dollars, of which a considerable 
amount was due to an exchange of bonds for certificates, and 
on April 30 were 5.3 billion dollars lower than at the peak 
seven months previous. During the period of large-scale selling 
of Treasury bonds, the banks reinvested a portion of the pro
ceeds in short-term Government obligations. But heavy pres
sure on bank reserves, due to a change in Treasury debt retire
ment policy restricting redemptions to Reserve System holdings

of maturing issues, held the increase in bank holdings of all 
other types of marketable Treasury obligations to 1.6 billion 
dollars between September 30, 1947 and April 30, 1948, an 
amount less than was acquired through exchanges of bonds for 
certificates and notes.

The very large drop in bond holdings in this period resulted 
in shortening the average maturity of bank holdings of market
able Treasury issues by six months (from 4 years and 4 months 
at the beginning of the period to 3 years and 10 months). Dur
ing the entire 4 ^  years under review, therefore, little net 
change occurred in the average maturity of Government security 
portfolios of the commercial banks reporting monthly to the 
Treasury, despite changes of large magnitude in the holdings 
of Treasury bonds and other types of obligations. The maxi
mum range has been from a low of 3 years and 10 months to a 
high of 4 years and 6 months. Over the period as a whole, the 
banks have just about succeeded in preventing the lapse of 
time from shortening the average maturity of their holdings.

Not only has there been little change in the average maturity 
of bank holdings of public marketable securities, but the aver
age rate of interest (and discount in the case of Treasury 
bills) on the face or par value of such holdings likewise has 
not shown much change. Between the end of 1943 and the 
end of February 1946 (as indicated in the lower panel of the 
chart), the average rate paid on bank-held Government securi
ties fluctuated in a narrow range from a high of 1.68 per cent 
to a low of 1.60 per cent. Apparently shifts from bills (yield
ing %  of 1 per cent at that time) into 7/s  per cent certificates, 
together with purchases of bonds, just about offset the effects 
of exchanges of maturing or called, higher coupon issues for 
low interest-bearing obligations. Consequently the net cost 
to the Treasury per dollar of bank-held debt remained un
changed in this period. Thereafter, however, it began to rise 
and reached a peak of 1.95 per cent in September 1947. This 
advance in the average rate reflects a combination of develop
ments: a large reduction of bank holdings of short-term obli
gations chiefly as a result of Treasury redemptions, continued 
but moderate purchases of bonds, and beginning in July 1947 
an increase in the rates paid by the Treasury on new bill and 
certificate issues. After September 1947, the average rate on 
bank holdings of Government debt declined slightly to 1.91 
per cent (April 1948), reflecting substantial sales of bonds and 
an increase in short-term security holdings.

While, therefore, the average interest rate on bank-held debt 
began to rise in March 1946, there was no important change 
until July 1947 and subsequent months, when rates on new 
issues of bills and certificates were gradually raised. However, 
total interest payments of the Treasury to the banks have de
clined substantially because of the sharp reduction in bank 
portfolios and the change in the composition of the banks’ 
Government security holdings. The average yield to the banks 
is, of course, lower than the average coupon (or discount) rate, 
since large amounts of Government obligations, principally 
bonds, have been acquired by the banks in the open market at 
prices well above par.
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The rate of inflow of gold into the United States, which had 
begun to show signs of tapering off earlier this year, increased 
again in May and June. Despite the slowing down in Febru
ary, March, and April, the gold stock of this country increased 
778 million dollars in the six months ended June 30. Imports 
were over one billion dollars, but some of the incoming gold 
was placed under earmark for foreign accounts for later use.

GOLD INFLOWS AND MEMBER BANK RESERVES

Cumulated Net Gold Imports and Net Releases from 
Earmarked Stocks, 1939-48*

(Cumulated monthly from January 1, 1939)

1939  1940 1941 1 942  1943 1944 1945 1946 1947 1946

* Decline denotes net export or increase in earmarked gold. May and 
June 1948 preliminary.

Since increases in the gold stock have been the main source 
of gains in member bank reserves during the postwar period, 
an analysis of the causes and origins of gold movements to this 
country is of interest with respect, not only to the international 
situation, but also to domestic monetary developments.

The main cause of the postwar movement of gold to the 
United States has been the widespread shortages of goods which 
the war left in its wake almost everywhere. Some of these 
shortages were the direct result of wholesale destruction of 
production facilities and of the shifting of men and machines 
from peacetime production to war production. Other scarcities 
of goods arose from the cutting off during the war of certain 
countries outside the battle area from their normal sources of 
supply. After the end of the hostilities both groups of countries 
turned to the United States for their peacetime needs.

In addition to using the dollar proceeds of their own exports, 
the substantial amounts of dollars obtained from the U. S. 
Treasury, either directly —  through the various credits and for
eign aid programs of our Government —  or indirectly through 
the International Bank and the Monetary Fund, and (in some 
cases) dollars which they had accumulated before or during 
the war or which they derived from the sale of dollar securities

Foreign Account Expenditures Affecting Member Bank Reserves by 
Sources, Six-month Periods January 1946-June 1948 

(In millions of dollars; increase or decrease (—) in member bank reserves)

Six months 
ended

Gold Dollar
balances

Net
import

Reduction in 
earmarkings 
with Federal 

Reserve 
Bank* Total

Reduction in 
amount held 
with Federal 

Reserve 
System

257 -  44 213 358
December 1946........................ 55 412 467 -  3

531 965 1,496 161
December 1947........................ 1,335 92 1,427 -  45

1 ,058p -2 6 2 796 -  13

p Preliminary.
* Excludes gold held for international account and gold pledged as collateral 

for loans.
Source: Board of Governors of the Federal Reserve System and Department of 

Commerce release United States Gold and Silver Movements in June, 1948.

requisitioned from their nationals, foreign countries have 
drawn on their gold reserves in order to help finance the large 
volume of their postwar imports. To the extent that the dollar 
balances of foreign countries had been accumulated at the 
Federal Reserve Banks, reductions of those balances have had 
an immediate effect on the reserve position of American com
mercial banks. Balances held by foreign central banks and 
governments with the Federal Reserve Banks at the end of 1945 
amounted to about 900 million dollars. In the first half of
1946 a sizable decline in these balances was more impor
tant than gold sales as a source of additional bank reserves. 
To the extent that foreign countries’ dollar balances were al
ready held with commercial banks at the end of the war, they 
of course did not represent a potential source of additional 
member bank reserves.

Aggregate foreign spending affecting bank reserves (from 
gold and dollars held with the Reserve Banks) slackened in 
the second half of 1946. The Treasury spent about half a 
billion dollars more on international account than in the pre
ceding six months, while our net exports declined somewhat. 
In the first six months of 1947, however, net exports of this 
country rose sharply in quantity and even more so in value, 
partly as a result of price increases. Substantially enlarged pay
ments to foreign countries by our Government failed to close 
the financial gap. As a result foreign countries drew heavily 
on their reserves through gold sales to this country and through 
further reductions in their dollar balances with the Reserve 
System.

Some contraction in foreign purchases of goods from the 
United States was effected in the last half of 1947. Since, how
ever, Treasury payments to foreign countries decreased some
what, sales of gold to this country remained close to the high 
rate of the preceding period. A further reduction in the quan
tity and value of United States net exports occurred in the first 
half of 1948. The slackening of gold sales to this country dur
ing the period reflected this development and occurred despite 
a further reduction in international payments by the Treasury.

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

August 1948



FEDERAL RESERVE BANK OF NEW YORK 85

Sources  o f  G old  Sales 
In the early postwar period some of the liberated countries 

of Western Europe, notably France, were the heaviest sellers 
of gold to the United States, but in 1946 and the first half of
1947 large amounts of gold were sold by other countries. A 
large part of the sales were from gold held under earmark at 
this bank for foreign countries. At the end of 1945 total un
pledged earmarked gold for foreign accounts amounted to 
nearly 4.2 billion dollars, but at the end of 1946 the amount 
had been reduced to about 3.8 billion, and at the end of 1947 
to less than 2.8 billion.

An important factor in the 1946 reduction in earmarked 
gold, however, was the repatriation of Argentine holdings. 
Gold exports to that country largely offset imports from other 
countries in the latter half of 1946 and account in part for 
the low rate of net imports in that period. Sales of gold in the 
United States by other countries were nearly as great as in the 
first half, including South African gold which began to reach 
this country in fairly sizable volume.

Gold was imported from South Africa and Canada at a 
greatly accelerated rate in the first half of 1947; as in the pre
vious period, most of the gold imports came from these two 
countries (although not necessarily for their accounts exclu
sively). Exports of gold to Argentina dwindled to a negligible 
amount in the first half of 1947 and were later reversed, as 
that country found it necessary to draw heavily on gold reserves 
for the payment of its imports from this country. Western 
European countries also drew heavily on their gold reserves 
to meet their commitments.

To pay for their heavy purchases of goods in the United 
States in the second half of 1947, our former allies, as well as 
the ex-neutrals, exported gold to this country in substantial 
volume. Chief among the exporting countries were the United 
Kingdom and Argentina, with amounts of nearly 490 million 
dollars and 350 million dollars, respectively. France, Canada, 
and South Africa each exported amounts of between 115 and 
165 million. Some of these shipments, however, were made

Gold Movements to and from the United States 
Six-month Periods January 1946-June 1948 

(In millions of dollars)

Net import or net export ( —)

Country
Six months ended

June
1946

Dec.
1946

June
1947

Dec.
1947

June
1948p

Argentina............................................ _ -134 -  21 357 46
Other Latin American countries....... 7 -  4 -  5 9 -  39

United Kingdom................................. _ _ -  1 490 810
France................................................. _ _ 163
Other Western European countries*. - - - 28 135

Canada................. ............................. 290 54 289 157 -  71

South Africa....... ................................ 3 115 297 114 200

All other countries............................. -  43 24 -  28 17 -  23

Total imports from all countries........ 257 55 531 1,335 1,058

p Preliminary. * Belgium, Netherlands, and Sweden.
Source: Board of Governors of the Federal Reserve System and Department of 

Commerce release United States Gold and Silver Movements in June, 1948.

to rebuild holdings of earmarked gold here. (Exports of the 
respective countries were greater than the decline in their gold 
reserves.) Other countries continued to draw upon their ear
marked accounts, which declined further.

During the first six months of this year the United Kingdom 
was the largest source of our gold imports; its gold shipments 
to the United States jumped to 810 million dollars. Other 
Western European countries also shipped a fairly sizable 
amount of gold to this country during the period. Some of 
these shipments were used to enlarge unpledged earmarked 
accounts, which increased about 260 million dollars.

It seems likely that the importance of gold shipments and 
sales of earmarked gold as a source of bank reserves here will 
again tend to diminish, in part as a result of import restric
tions which several countries have imposed recently. The suc
cessful efforts of various countries to cut down their purchases 
of American goods have already resulted in a diminished rate 
of use of gold to settle accounts in the United States in a 
number of cases. Furthermore, as the European Recovery Pro
gram gets under way and a greater share of this country’s net 
exports are financed through funds supplied by the Treasury, a 
further decline, perhaps to the level of gold production in the 
Western world outside the United States, may well occur, 
especially since the gold holdings of certain individual countries 
have already been reduced to minimum levels.

TREASURY FINANCING DURING THE 
FISCAL YEAR 1948

During the fiscal year ended June 30, the Treasury was able 
for the second year since the end of the war to effect a sub
stantial reduction in the public debt. Nearly 6 billion dollars 
of Government securities were retired, leaving 252.3 billion 
outstanding on June 30. At its peak on February 28, 1946, 
the direct Federal debt had amounted to 279.2 billion dollars.

As in the preceding fiscal year, the retirement of public 
marketable issues exceeded the net reduction in debt. The 
Treasury was able to pay off more than 8 billion of marketable 
issues by using over 7 billion dollars of its net cash income and 
some 900 million dollars of funds borrowed from the public 
through the sale of nonmarketable issues, mainly the invest
ment series Treasury bonds. The net sales of Savings bonds, 
amounting to 1.4 billion dollars, were largely offset by net 
redemptions of Savings notes and certain minor nonmarketable 
issues and by a small amount of net market purchases of Gov
ernment securities by trust funds and other agencies. During 
November 1947, when the commercial banks and other private 
investors became net sellers of Government securities, several 
of the Government agencies began to buy marketable issues. 
In the preceding months of the fiscal year they had sold about
1 billion dollars of Government securities; subsequent pur
chases were somewhat larger. The funds for these purchases 
were obtained from the Treasury through the redemption of 
special issues held by the agencies involved. (Conversely, re-
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Government Financing, Fiscal Years 1947 and 1948 
(In billions of dollars)

Source of funds and change in debt 1947 1948

Cash income.................................................... 46.6
39.0#

47.6
38.6Cash outgo.......................................................

Net cash income*............................................ -  7.6# 
-1 0 .9

-  9.0 
+  1.6Change in General Fund*..............................

Cash repayment of debt*............................... -1 8 .6  
-  0.4  
-1 8 .2

+  2.9  
-2 1 .1

-  7.3 
+  0.1
-  7.4

+  0.9  
-  8.3

Government corporation debt.....................
Direct cash borrowing...............................

N onmarketable...................................
Marketable.........................................

Direct noncash borrowing.............................. +  7.1 
-1 8 .2

+  1.4 
-  7.4Direct cash borrowing (above)......................

Direct public debt........................................... -1 1 .1 -  6.0

Note: Because of rounding, figures do not necessarily add to totals.
* The minus signs indicate the use of funds for debt repayment.
# Does not include a cash payment of nearly 1 billion dollars to the International 

Monetary Fund made from the Stabilization Fund.
Source: Daily Statement of the United States Treasury and Treasury Bulletin. 

Partly estimated by the Federal Reserve Bank of New York.

ceipts from market sales are invested in special issues and thus 
automatically become available to the Treasury.) Public bor
rowing by Government corporations also provided a small 
amount for the retirement of Treasury marketable debt.

The retirement of marketable issues during the past year 
was considerably less than the 21 billion dollars retired in the 
fiscal year 1947, when nearly 11 billion dollars of surplus funds 
(raised during the Victory Loan drive in the fiscal year 1946) 
was available in the General Fund. The net cash income of the 
Treasury was greater than in fiscal 1947. This increase was, 
however, about offset by a lower level of receipts from net 
sales of Savings bonds and notes, and also by the absence of 
sizable net receipts from market sales of Government securi
ties by trust funds and other Government agencies such as 
occurred in the previous year. The latter transactions were 
made to meet the strong demand for Government securities 
in the market at that time. An amount almost equivalent to 
the sum that became available to the Treasury in fiscal year
1947 through the transfer of funds from the Stabilization Fund, 
for which noninterest-bearing notes were issued to the Inter
national Monetary Fund, was raised in the past fiscal year by 
the public sale of the investment series bonds last fall. The 
major part of the decline in Savings bonds net sales during the 
past year reflected a substantial drop in net sales of Series G 
bonds. Whereas net sales of Series E bonds were negligible in 
fiscal 1947, last year they provided some 350 million dollars, as 
the decline in redemptions was greater than the slight decline 
in sales.

Nearly 5 billion of the market issues retired during fiscal
1948 were held by the Federal Reserve Banks. Commercial 
banks held more than 600 million and other investors nearly 
2.8 billion. In the preceding fiscal year, Federal Reserve hold
ings redeemed had been only slightly higher; retirements of 
Government securities held by commercial banks and by other 
investors had been considerably larger, however, amounting to
8.4 billion and 7.2 billion, respectively.

Since the middle of the fiscal year 1947 practically all of the 
redemptions of securities held by the Reserve system and the 
commercial banks have been made with funds withdrawn from 
the nonbanking public.

The net decline in the public debt, amounting to 6 billion 
dollars, was less than the net cash repayment of debt during 
the fiscal year. The new special securities issued to the trust 
funds, together with the increase in the redemption value of 
Savings bonds arising from the addition of accrued interest, 
more than offset the redemption of Armed Forces Leave Bonds 
and of noninterest-bearing notes held by both the International 
Bank and Monetary Fund. At the end of June, the gross public 
debt amounted to 252.3 billion dollars, while the guaranteed 
debt not held by the Treasury was less than 100 million. The 
balance in the General Fund exceeded 4.9 billion dollars, an 
increase of 1.6 billion over a year previous.

The Treasury’s ability to retire marketable issues and to exert 
pressure on the reserves of the banking system thus arose 
mainly from the cash surplus, which amounted to 9.0 billion 
dollars (compared with a nominal budget surplus of 5.4 bil
lion). Net cash receipts from sales of nonmarketable debt 
were relatively minor and showed a sizable reduction from 
the previous year ( even after excluding the one-time receipt of 
funds from the Stabilization Fund in that year).

The cash surplus indicates directly the impact of the Treas
ury’s current operations on the private sector of our economy. 
The difference between the cash surplus and the more com
monly quoted budget surplus is largely a matter of accounting. 
The budget figures include certain intra-Governmental items 
(mainly receipts of interest and earnings and repayments of 
capital stock from partially-owned Government corporations, 
and noncash expenditures such as transfers and payments of 
interest to trust accounts), and noncash payments to the public 
made in the form of securities, such as the Armed Forces Leave 
Bonds. On the other hand, they omit trust account receipts from 
and payments to the public as well as cash outlays for the redemp
tion of the securities issued previously to cover an expenditure 
made by the Government. The transfer of 3 billion dollars to 
the Foreign Economic Cooperation Trust Fund1 affected the 
budget surplus, but it will not affect the cash surplus until the 
funds are actually paid out. The budget surplus this past year 
reached a record of 5.4 billion dollars, even after allowing for 
this 3 billion dollar transfer. In the fiscal year 1947 the budget 
surplus amounted to less than 800 million dollars (although 
the cash surplus was 7.6 billion).

The rise in net cash income in the fiscal year 1948 was due 
almost entirely to a 1 billion dollar rise in total cash receipts. 
Withheld and other individual income taxes at 21.0 billion 
dollars were 1.4 billion higher than in 1947, while corporation

1 This fund was established on June 28 to give effect to section 
114 ( f )  (the Millikin amendment) of the Economic Cooperation 
Act of 1948, which required that the sum of 3 billion dollars be trans
ferred to a trust fund and "considered as expended during the fiscal 
year 1948, for the purpose of reporting governmental expenditures.”
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taxes amounted to 10.1 billion, an increase of nearly 450 mil
lion dollars. Employment taxes and miscellaneous internal 
revenue increased 350 million and 250 million, respectively. 
Part of these increases was offset by a decline in miscellaneous 
receipts, reflecting a falling off in sales of surplus property. 
Customs collections also showed a slight decline. Trust account 
cash receipts were practically unchanged.

Cash expenditures, at 38.6 billion dollars, were only 400 
million less than in the fiscal year 1947. Expenditures for 
national defense, at 11.3 billion dollars, were some 3.6 billion 
lower than in the previous year, but this reduction was partly 
offset by cash payments of nearly 1.5 billion for the redemption 
of Armed Forces Leave Bonds. Refunds, amounting to 2.3 
billion, were also lower (750 million) than in fiscal 1947, 
when substantial corporate income and profits tax refunds 
arising out of the adjustment of wartime tax liabilities were 
made. Cash spending for Veterans’ services and benefits, at
6.3 billion, was only slightly lower. Interest payments remained 
practically unchanged at 3.9 billion. Expenditures for inter
national affairs and finance amounting to 4.9 billion, however, 
were some 1.8 billion higher than in fiscal 1947. Other cash 
budget items rose slightly to 5.1 billion. Trust account expen
ditures declined some 400 million dollars to nearly 2.9 bil
lion. The 'clearing account” involved an addition to expen
ditures, whereas in the preceding year the adjustment in the 
account had reduced them. Thus the reductions in expenditures 
shown in the individual categories were almost offset by the 
redemption of Armed Forces Leave Bonds, the rise in the 
clearing account, and the increase in spending for foreign aid.

The recent reduction in taxes resulted in an estimated loss 
of revenue of only around 600 million dollars in fiscal 1948. 
The real impact of the tax reduction will be felt during the 
current fiscal year, but if personal income continues to rise 
some of the estimated 4.8 billion annual loss will be offset. 
The anticipated reduction in receipts, combined with an ex
pected increase in cash expenditures, indicates that a consider
able reduction in the cash surplus will occur in the current 
fiscal year. As a result, the Treasury’s power to withdraw funds 
from the public (and the banks) for debt retirement, and 
thereby to impose further restraint on bank reserves and bank 
lending, will be considerably curtailed.
D EPA RTM ENT STORE TRADE

According to preliminary estimates, daily average sales at 
Second District department stores during July declined some
what more than seasonally, following a slight decline during 
the previous month as well. However, seasonally adjusted July 
sales were apparently still within 3 per cent of the record vol
ume of May. Daily average sales during July probably did not 
show so large an increase over last year as had been shown 
during the previous three months.

The seasonally adjusted retail value of Second District depart
ment store inventories declined further during June. Stores 
apparently adjusted their inventories in view of the relative

easiness of soft goods lines generally and of most durable lines 
handled by department stores. This bank’s seasonally adjusted 
index of department store stocks (1935-39 average equals 100 
per cent) stood at 237 at the end of June 1948; the seasonally 
adjusted index of daily average sales, however, was 265 for 
June (and 268 for May). The fact that stocks at the end of 
June were 10 per cent greater in value than they were a year 
ago results mainly from comparison with an exceptionally low 
level of stocks (relative to sales).

Outstanding orders of a group of the larger stores at the end 
of June were, dollarwise, 2 per cent lower than a year ago. It 
may be noted that in every month since January 1948, the ratio 
of outstanding orders to sales1 for the group of stores which 
report comparable data has been below that of the same period 
of 1947. The ratio was 1.08 for June of this year, against 1.21 
last year. However, the dollar volume of new orders placed 
by these same stores during June was 5 per cent greater than in 
June 1947, in line with the increase in sales between the two 
periods, and outstanding orders at the end of the month 
showed a sharp seasonal increase.

R e c e n t  T rends in  D e p a r t m e n t  Store  C redit

Credit sales at Second District department stores since early
1947 have expanded more rapidly than total sales of these
1 Outstanding orders at end of month divided by sales during month.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
___________ District, Percentage Change from the Preceding Year______

Locality
Net 

June 1948

sales

Jan. through 
June 1948

Stocks on 
hand 

June 30, 194:
Department stores, Second District___ +11 +  6 +10

New York City................................... +11 +  5 +  8Northern New Jersey......................... +13 +  7 +12
+11 +  6 +  9Westchester County........................... +  10 +  4 +  3Fairfield County................................. +  1 -  1 +  14

Bridgeport....................................... -  1 -  3 +13
Lower Hudson River Valley.............. +11 +  9 +22

Poughkeepsie................................... +13 +11 +24Upper Hudson River Valley.............. +11 +  7 +19
+13 +  4 +23

Schenectady..................................... +  7 +  9 +  8Central New York State.................... +  8 +  6 +19
Mohawk River Valley.................... +12 +  9 +26

+13 +  8 +22
Syracuse........................................... +  6 +  5 +14Northern New York State................. +21 +17

Southern New York State......... +12 +10 +19
Binghamton..................................... +14 +  12 +17

+13 +12 +33
Western New York State................... +11 +  9 +  11

+  7 +  9 +  9Niagara Falls................................... +10 +  6 +  5Rochester......................................... +19 +11 +15
Apparel stores (chiefly New York City). +  6 0 +  2

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 

________ (1935-39 average=100 per cent)________

Item
1947 1948

June April May June
Sales (average daily), unadjusted................ 231 237 252 246
Sales (average daily), seasonally adjusted*. 249 255 268 265
Stocks, unadjusted........................................ 206 251 247 228
Stocks, seasonally adjusted.......................... 215 249 243 237

* Seasonal adjustment factors for 1945-48 revised; available upon request from 
Research Department, Domestic Research Division.
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Indexes of Department Store Sales by Type of Transaction, Second Federal Reserve District, 1*941 and 1946-48*
(1941 average daily sales =  100 per cent)

J F M A M J

* Data only for stores reporting sales by type of transaction; their total sales in 1947 accounted for about 70 per cent of estimated total District department 
store sales. June 1948 preliminary.

stores. As the accompanying chart shows, cash sales during the 
18-month period ended June 1948 were about the same as 
during the corresponding months of 1946, in sharp contrast 
to the continued rise of credit sales. Nevertheless, toward the 
end of the period shown, cash sales continued to represent a 
somewhat larger proportion of total sales than they did in 1941, 
a year of marked increase of consumer credit sales. If the cur
rent pattern of changes in sales by type of transaction persists, 
cash sales may soon account for a proportion of total sales no 
larger than in 1941.

Of the two types of credit sales, instalment sales have con
sistently made the greater advances in the last year and a half. 
However, charge account sales began to show regular gains 
from the preceding year as early as in the second quarter of 
1944, whereas instalment sales began to mark such advances 
only a year and a half later. The recent growth of instalment 
sales has accompanied — and in all likelihood has aided — the 
more than average sales gains made by durable household goods 
(noted in previous issues of this Review). Consumers’ durable 
goods are normally among the higher priced commodities sold 
by department stores. Their sales, and hence instalment sales, 
usually advance sharply when incomes are increasing and credit

Department Store Sales by Type of Transaction 
Second Federal Reserve District 

(Percentage change from corresponding quarter of 
preceding year, daily average basis)

is more easily obtained. Charge account sales also tend to rise 
somewhat more rapidly than cash sales in a period of growing 
consumer income. To some extent, the recent rapid growth of 
both categories of credit sales toward their prewar proportions 
of total sales has been stimulated by the active promotion of 
credit facilities by the stores.

Indexes of Business

Quarter Cash Charge Instalment Total

1947 I.......................... +  4 +23 +46 +10
II....................................... -  1 +12 +32 +  4
I l l ..................................... 0 +  7 +44 +  4
IV..................................... +  4 +14 +47 +  9

1948 I.......................... -  1 +13 +28 +  5
II....................................... +  i +  9 +40 +  6

1947 1948
Index

June April May June
Industrial production*, 1935-39 = 100........ 184 188 191 192p

(Board of Governors, Federal Reserve 
System)

Electric power output*, 1935-39 = 100....... 222 244 247 246p
(Federal Reserve Bank of New York) 

Ton-miles of railway freight*, 1935-39 = 100 209 182 210p
(Federal Reserve Bank of New York)

Sales of all retail stores*, 1935-39 = 100___ 302 337 329 332p
(Department of Commerce)

Factory employment 
United Statesf, 1939 = 100...................... 155 156 155 157p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100............... 125 125 123 123p
(N. Y.S. Div. of Place, and Unemp. Ins.) 

Factory payrolls
United Statesf, 1939 = 100...................... 327 347 346p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100.............. 270 280 277 283p
(N. Y. S. Div. of Place, and Unemp. Ins.) 

Personal income*#, 1935-39 = 100............... 280 302 303p
(Department of Commerce)

Composite index of wages and salaries*J, 
1939 = 100.................................................. 175r 186 187p
(Federal Reserve Bank of New York) 

Consumers’ prices, 1935-39 = 100................ 157 169 171 172p
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(Federal Reserve Bank of New York)
New York City.......................................... 90 99 105 98
Outside New York City........................... 83 88 90 88

* Adjusted for seasonal variation. p Preliminary. r Revised,
t Revised beginning January 1946. # Revised beginning January 1944.
% A monthly release showing the 15 component indexes of hourly and weekly 

earnings computed by this bank will be sent upon request. Tabulations of the 
monthly indexes, 1938 to date, together with information on component series, 
sources, and weights, and reprints of articles describing the indexes may also 
be procured from the Research Department, Domestic Research Division.
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INDUSTRIAL PRODUCTION

Federal Reserve indexes. Monthly figures; latest 
shown are for June.

CONSTRUCTION CONTRACTS AWARDED
MILLIONS OF DOLLARS MILLIONS OF OOLLASS

F. W . Dodge Corporation data for 37 Eastern States. 
Other includes nonresidential buildings and pub

lic works and utilities. Monthly figures; 
latest shown are for June.

CONSUMERS’ PRICES

Bureau of Labor Statistics' indexes. “All items”  in
cludes housefurnishings, fuel, and miscellaneous 

groups not shown separately. Midmonth 
figures; latest shown are for May.

YIELDS ON TREASURY AND CORPORATE SECURITIES

Weekly averages of daily figures compiled by 
Federal Reserve from data reported by U. S. 

Treasury Department; latest shown are 
for week ended July 17.

N ational Sum m ary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, July 24, 1948)

TOTAL output at factories and mines showed little change in June and the early part of July after 
allowance for seasonal influences. Department store sales were at record levels for this season. 

Prices of meats and steel increased sharply in July, while cotton and grains declined.

In d u s t r ia l  Pr o d u c t io n

Industrial production in June continued close to the May level, and the Board’s seasonally 
adjusted index was 192 per cent of the 1935-39 average as compared with 191 in May and 188 in 
April, when output was reduced by a strike at bituminous coal mines.

Output of durable goods increased further in June, reflecting mainly larger production of 
automobiles following settlement of an industrial dispute at the plants of a leading producer. 
Activity in the automobile industry reached earlier postwar peak rates in the first half of July.

Steel production in June continued at the May rate. Ouput of open hearth steel was slightly 
smaller, while electric steel production increased further by 5 per cent to a new record level, 
exceeding the wartime peak. Output of nonferrous metals was reduced somewhat owing largely to a 
curtailment of aluminum production during the Columbia River floods.

Production of nondurable goods in June continued at a seasonally adjusted level of 178 per 
cent of the 1935-39 average. This level has prevailed, with slight variations, since the beginning 
of the year. Cotton consumption and paperboard production declined somewhat in June. Meat 
production, however, increased substantially following the end of a labor dispute which had curtailed 
packing operations since the middle of March. Activity in most other nondurable goods industries 
was maintained at the May rate or advanced slightly.

Minerals output declined 2 per cent from the exceptionally high May rate, as bituminous coal 
output was reduced owing to the beginning of the miners’ 10-day holiday on June 28. Crude 
petroleum production continued to advance.

Co n s t r u c t io n

About 93,500 dwelling units were started in June, according to preliminary estimates of the 
Bureau of Labor Statistics. This number was somewhat smaller than the postwar high of 97,000 in 
May, but still considerably larger than the 77,000 units started in June 1947. Dollar volume of all 
new construction put in place, according to joint estimates of the Departments of Commerce and 
Labor, continued to increase in June and reached a record amount of 1,600 million dollars.

D is t r ib u t io n

Value of department store sales showed about the usual seasonal decline in June and the first 
half of July. The Board’s adjusted index remained around a record level of 310 per cent of the 
1935-39 average, which was about 7 per cent higher than in the corresponding period a year ago.

Rail shipments of grain and forest products were in substantially larger volume in June, while 
loadings of most other classes of freight declined somewhat from the May rate after allowance for 
seasonal changes. Total loadings in the first half of July were above the same period a year ago, 
reflecting mainly a larger volume of coal shipments.

A g r ic u l t u r e

Production of crops this year, as indicated by July 1 conditions, will be substantially larger than 
in 1947 and in record volume. The most important increase is forecast for corn, output of which 
is expected to be about 40 per cent larger than last year’s drought-damaged crop. Estimated wheat 
production, although smaller than last year’s crop of 1.4 billion bushels, would still be the second 
largest crop on record. Cotton acreage is officially estimated to be up 10 per cent from last year. 
Marketings of livestock have expanded following the end of the packing strike but the volume has 
remained 5 to 10 per cent below year-ago levels.

Co m m o d it y  Prices

The general wholesale price level rose further in July, reflecting sharp increases in prices of 
meats and steel products. Meat and livestock prices in mid-July were about 25 per cent higher than 
a year ago. Prices of most other farm products and foods continued to show little change or declined 
in July. Cotton and grain prices were somewhat b^low year-ago levels.

Prices of most iron and steel products were raised by 10 per cent or more in July. Coal prices 
were also advanced, while prices of petroleum products eased and prices of cotton goods declined 
somewhat further.

B a n k  Cr e d it

Quarterly income tax payments by businesses and individuals during the last half of June 
substantially increased Treasury deposits at Reserve Banks and reduced commercial bank reserves 
and deposits. Banks met the drain on reserve funds largely through sales of Government securities 
to the Reserve Banks and through reductions in their excess reserves. During the first three weeks 
of July, reserves at banks increased somewhat. The Treasury drew down its balances to retire bills. 
Federal Reserve Bank holdings of bills were thereby reduced, but the System made net market 
purchases of Government securities in approximately equal volume and thereby supplied banks 
with additional reserves.

Commercial and industrial loans increased moderately in banks in leading cities during June 
and the first half of July. Consumer and real estate loans continued to expand. Banks reduced further 
their holdings of Government securities.

Se c u r it y  M a r k e t s

Common stock prices declined sharply in the third week of July, following four weeks of 
relatively little change. A substantial portion of the mid-March to mid-June gain in prices was lost.

Prices of Government bonds changed little in the first three weeks of July, following some 
decline in June, but prices of corporate bonds declined further.
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MONEY MARKET IN AUGUST

Developments in the money market and in the security 
markets during August were influenced mainly by the steps 
taken during the month to implement further the anti- 
inflationary policy which the Federal Reserve System, in 
cooperation with the Treasury, has been pursuing for some 
time past. This policy has been directed toward restraining 
the unnecessary expansion of bank credit and toward making 
short-term Government securities more attractive relative to 
alternative uses of bank funds — interest rates, risks, and 
liquidity considered.

The initial step was taken on August 9 when the Treasury 
announced an increase in the rate on new issues of short
term Government securities. In contrast to the lVs per cent 
rate borne by the one-year Treasury certificates issued July 1, 
1948, the one-year certificates which will be issued in ex
change for 2.8 billion dollars of certificates and 4.1 billion of 
notes maturing October 1, 1948 will bear interest at the 
rate of 114 per cent a year. A 3.7 billion dollar issue of 
Treasury notes maturing September 15 will be refunded 
with a lYs per cent note issue maturing April 1, 1950. The 
Treasury also announced that it would raise the rate on 
Treasury tax Savings notes. (A subsequent announcement 
gave the new rate as 1.40 per cent per annum if held for the 
full three years’ life of the note, as against 1.07 per cent on 
the old issues.)

The Treasury’s action in raising the interest rate to be 
paid on short-term refunding securities caused an immediate 
decline in prices for short and intermediate Government 
obligations. This rise in the yields on short and medium- 
term Government securities was followed by an advance 
in the discount rates of the Federal Reserve Banks, including 
the Federal Reserve Bank of New York, from 1Va to IV2 per 
cent. The increase in discount rates at this bank was an
nounced on August 12, effective August 13. These changes 
in the rates at which member banks may borrow from the 
Federal Reserve Banks set off a series of increases in short
term open market rates, as shown in the accompanying table.

Acceptance dealers increased their rates for bankers’ accept
ances by Vs of 1 per cent, effective August 13. Commercial 
bank rates on loans to brokers and dealers on Government 
securities were firmer, and the rates on other security loans 
(call money) and on prime commercial paper were also 
lifted. Several New York banks increased the prevailing 
rate on commercial and industrial loans to prime business 
borrowers to 2 per cent from 13/4 per cent, and several of 
the larger banks in other cities made similar adjustments.

In addition to the monetary moves described above, ad
ditional powers to control the expansion of credit were 
granted the Federal Reserve System by the Congress and the 
discussion of this legislation, which was signed by the Presi
dent on August 16, 1948, affected market sentiment and 
market action. The new legislation is discussed on page 
91 in this issue of the Review.

G o v e r n m e n t  Se cu r ity  M arkets

The Treasury’s announcement of higher rates on new short
term security issues was promptly reflected in the market for 
outstanding short and intermediate-term bonds. Yields on 
bonds of these maturities adjusted upward to conform with 
the new higher short-term rates. Prices of bonds maturing

Short-term Interest Rates in the Postwar Period* 
(Per cent per annum)

Item
Apr. 25, 

1946
Oct. 1, 
1947

Jan. 12, 
1948

Aug. 13, 
1948

Federal Reserve discount rate.....................
Three-month bills..........................................
One-year certificates.....................................
Ninety-day bankers’ acceptancest..............
Four to six-month prime commercial paper. 
Bank loans to prime commercial borrowers. 
Bank loans to brokers and dealers on: 

Government securities

1
0.376 

K 
7A  
M 

1X

7A
l
1

1
0.827
1

%
1-1H 
1X

1
IX
1X -1X

IH  
0.976 
lVs 
13*6
ix-m

l-l % 
IX  
l X

IK
1.066
134
1%
1H
2

} lH -l X 
l'A-lH

Long........................................................
Other securities..........................................

* Dates for which changes in rates on various types of paper are shown are those 
closest to changes in the Federal Reserve discount rates except for the October 
1, 1947 data which are taken at the time of an increase in the rate on a new 
issue of Treasury certificates, 

t Dealers’ offering rates on unindorsed bills.
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or callable through 1952 declined by from 1/32 to 7/32 
on August 10. The change in prices was mainly a mark-down 
of quotations, as there was relatively little selling by banks 
and other investors.

Yields on outstanding Treasury certificates and notes also 
rose promptly following the announcement of the higher 
rate on forthcoming short-term Treasury issues. All maturi
ties but the nearest-dated issues were adjusted upward in 
yield. A moderate demand developed for the maturing 
notes and certificates and prices rose temporarily as investors 
sought to obtain the higher interest rates offered on the 
issues into which they were to be exchanged.

The current refunding is the first of recent refinancing opera
tions in which the Treasury has not, in effect, given advance 
indications of an impending change in interest rates on new 
issues. In previous refundings (since mid-1947), rate increases 
were more gradual. Maturing certificates or notes were ex
changed for new issues of slightly shorter maturity at the 
same rate, or of a longer maturity at a higher rate. The 
market therefore had had definite signals of forthcoming 
changes, and the adjustment of rates in the market was made 
over a longer period, as shown in the accompanying chart.

Treasury bill rates also responded rapidly, in the market, 
to the latest change in the rate on new Treasury certifi
cates and notes. Bill yields quickly stabilized at about one 
sixteenth of one per cent above former levels. However, 
investors, pending the next new bill issue, preferred to 
shorten the average maturity of their bill holdings so as to 
reduce the amounts of bills which they would have to hold 
and the time they would have to carry them at lower rates. 
Consequently, switching from long to short bills occurred 
on a sizable scale for a few days until the results of the

Yields on Treasury Bills and Certificates of Indebtedness, 
April 1947-August 1048*

PER C E N T

* Bill yields are discounts on three-month maturities based on dealers’ bid 
prices as quoted in the open market. Certificate yields are based on composite 
market bid quotations. Data not available for computing yields on 12-month 
certificates between August 20 and September 3, 1947, inclusive. Wednesday 
dates; latest figures are for August 25, 1948.

next new bill issue (dated August 19) were known. The 
average rate on new bills rose from 0.997 per cent for the 
August 12 issue to 1.066 per cent on August 19, and then 
increased more gradually to 1.072 and 1.075 per cent for the 
issues of August 26 and September 2, respectively.

M em ber  Ba n k  R eserve Po sitio n s

Reserve positions of the member banks were under mild 
pressure during most of August. Treasury operations, an 
outflow of currency into circulation, and higher required 
reserves brought considerable needs for bank reserves. How
ever, selling of bonds on an increased scale by nonbank in
vestors, most of which were absorbed by the Federal Reserve 
System, provided the banks with the bulk of the needed 
reserves. Bank demands for Federal Reserve credit were 
consequently moderate, and in fact in the aggregate the 
banks were able to reduce their use of Reserve credit over the 
four weeks ended August 25.

The amount of bank reserves absorbed by Treasury trans
actions during the month was substantial. W ar Loan with
drawals from depositary banks of close to one billion dollars, 
together with tax receipts from the general public, exceeded 
total disbursements by 80 million dollars in the four weeks 
ended August 25, and the Treasury’s balances with the Re
serve Banks consequently rose by a like amount. Mean
while the Treasury used approximately 400 million dollars 
of its balances with the Reserve Banks to effect weekly 
retirements of Treasury bills held by the Federal Reserve 
System, thus reducing the amount of its outstanding debt 
without returning funds to the market.

The member banks’ needs for reserves, as a result of Treas
ury operations and other transactions, were met to a large 
extent by sales, by nonbank investors, of substantial amounts 
of restricted Treasury bonds which were purchased by the 
Federal Reserve System, since a small part of the proceeds of 
such sales were reinvested in short-term Government securi
ties purchased from the System. The larger part of the funds 
thus realized by nonbank investors is evidently finding em
ployment in loans or investments returning higher yields than 
do the Government obligations sold. However, the flow of 
reserve funds to the banks as a result of these transactions 
at times failed to coincide with the ebb of reserves away from 
the banks, and the geographic distribution of the gains and 
losses of reserves was uneven. Thus, from time to time, the 
banking system in the aggregate was forced to meet reserve 
deficiencies by selling Treasury bills and other short-term 
securities and by drawing down excess reserves. At other 
times, the banks were able to retire Federal Reserve credit, 
principally through the purchase of bills, and to build up their 
excess reserves.

The unevenness of the geographic distribution of reserve 
gains and losses was most evident in the case of the New 
York City banks. The New York central reserve city banks
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bore a substantial part of the losses from Treasury operations, 
and large transfers of business and financial funds from New 
York to other parts of the country brought additional strain 
on the reserve positions of the metropolitan institutions. 
Sales of bonds by nonbank investors indirectly to the Reserve 
System did not fully offset the banks’ losses. Most of the 
weekly fluctuations in the use of Federal Reserve credit by 
all banks, and in the volume of excess reserves, reflected to a 
large extent the operations of the New York City banks.

M em ber  Ba n k  C redit

The seasonal upswing in commercial, industrial, and agri
cultural loans gained momentum during August. Increases 
were substantial in the first two weeks of the month, and then 
tapered off in the third week. Since the June 2 low point 
of 14,207 million dollars, business loans of the weekly report
ing member banks have risen 665 million dollars, or 4.7 per 
cent, as against a gain of 615 million dollars, or 5.2 per cent, 
in the corresponding period of 1947, and on August 18, 1948 
they were the highest on record. More than half the in
crease of the past few months occurred in the first two weeks 
of August. The New York City banks accounted for almost 
half (285 million dollars) of the increase in business bor
rowing among all weekly reporting member banks since 
June 2 of this year. In the week ended August 25, however, 
business loans of the City banks declined slightly.

In addition to seasonal influences, the current expansion of 
bank loans to business reflects the persistence of inflationary 
forces in the economy. Demands for credit may be traced in 
part to higher wages and prices following the third round of 
wage increases, as well as to continued mortgage borrowing 
and instalment purchase financing. While loans on Gov
ernment and other securities fell and loans to banks fluctuated 
irregularly (with a sharp rise in the week ended August 18), 
real estate and all other loans (including consumer loans) 
of the banks continued to expand.

The weekly reporting member banks continued to reduce 
their holdings of Treasury certificates during the past month, 
and on August 18 their certificate portfolios were about 700 
million dollars below the June 9 peak for this year of 4,915 
million dollars. Bond holdings also declined, while the banks 
bought small amounts (net) of notes and added considerably 
to their bills. Bill holdings, however, fluctuated widely from 
week to week, reflecting principally changes in the reserve 
positions of the reporting banks.

NEW CREDIT CONTROL LEGISLATION
Broader credit controls were among the recommendations 

for an anti-inflation program presented by the President to the 
recent special session of Congress, which convened July 26 
and adjourned August 7. These, in addition to housing legis
lation, were the only parts of the program on which any 
action was taken by Congress.

The "anti-inflation” act passed by the special session and 
approved by the President on August 16 (Public Law 905) 
gave the Board of Governors of the Federal Reserve System 
authority, until June 30, 1949, to increase the reserve require
ments of all classes of member banks 4 percentage points 
above the previous maxima for demand deposits and 1V2 per
centage points above the previous maximum for time deposits. 
If the requirements for all classes of banks and deposits were 
raised to the new legal limits, member banks would have to 
increase their reserves with the Reserve Banks by roughly
4 billion dollars. Currently the reserve requirements for all 
member banks are at the previous maxima, except those 
against demand deposits of central reserve city banks, which 
are 2 percentage points below the old limit of 26 per cent.

The new law also restored the power of the Board of Gov
ernors of the Federal Reserve System, until June 30, 1949, 
to regulate the extension of consumer instalment credit. 
Under its provisions the Board of Governors has announced 
that controls on consumer instalment loans and instalment 
sales credits will be reimposed beginning September 20, and 
has reissued Regulation W  to govern such loans and credits 
extended after that date.

In the revised form, Regulation W  is somewhat more 
liberal in its provisions with respect to down payments and 
terms of repayment than the regulation that was in force at 
the time the Boards powers to regulate consumer credit 
were repealed by a Congressional resolution (November 1, 
1947). The new regulation covers the same groups of com
modities as did the original regulation at the time of its 
repeal, but increases the upper limit for the price of goods 
that are subject to regulation from $2,000 to $5,000. The 
"listed articles”—those subject to the new regulation— in
clude automobiles, household appliances (refrigerators, cook
ing stoves, etc.), radios, television sets, phonographs, sewing 
machines, vacuum cleaners, furniture, and rugs. Instalment 
sales of or loans for the purchase of all listed articles with a 
cash price of $50 to $5,000 are subject to regulation. Like 
the old Regulation W  (after its December 1, 1946 revi
sion), the new regulation does not cover charge accounts. 
Loans for home repairs, the purchase of jewelry and silver
ware, medical and educational expenses, and certain other 
consumer purposes, also are not included under the new 
regulation. The Board of Governors has stated, however, 
that it is studying conditions in the field of loans for the 
repair and modernization of homes, and that if such loans, or 
any other category of consumer instalment loans, should show 
signs of unhealthy expansion, the new regulation may be 
amended to include them.

Under the new regulation, down payments are to be at 
least 33Ys per cent for automobiles and 20 per cent for 
all other listed articles. The balance is to be paid within 15 
months if the principal amount is $1,000 or less and within
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18 months if it is larger. Except under certain conditions, 
monthly payments must be in substantially equal amounts or 
so arranged that no instalment is substantially greater than 
any preceding instalment, and must be at least $70 if the credit 
granted is over $1,000. At the time the original regulation 
was terminated in the fall of 1947, the minimum down pay
ment was 33 Yz per cent for all listed articles with the excep
tion of furniture and floor coverings, on which it was 20 
per cent. Under the old regulation, the balance of all credits 
had to be repaid within 15 months.

The new regulation should make little difference, in prac
tice, where the standards set for instalment sales by the 
American Bankers Association and the various consumer 
credit organizations are rigidly adhered to by all who are 
engaged in financing consumers. Since the termination of 
controls last fall, however, it is reported that many dealers 
have relaxed their terms on instalment sales considerably, 
particularly on home appliances, television sets, and furniture. 
Down payments have been reduced to 10 or 20 per cent 
and contracts generally extended to around 18 months (in 
the case of refrigerators, to 36 months). In some instances 
where competition has been strong and a buyers’ market 
has appeared, terms are said to have been made even more 
liberal, with down payments sometimes eliminated. The 
terms required by the new regulation may, therefore, reduce 
sales of those goods on which terms have been the most 
liberal. In the case of automobiles, repayment periods dur
ing the absence of regulation were generally lengthened to
18 or 24 months, depending upon the age of the car, but 
down payments in most cases have remained at 3 3 ^  per cent. 
The demand for automobiles is still so great that the new

regulation is expected to have less effect on sales volume 
than in the case of some other listed articles. The operations 
of instalment lenders such as commercial banks are also not 
expected to be greatly affected by the new regulation, since 
most of these have reputedly pursued a conservative policy 
during the period of no regulation of consumer instalment 
credit.

EARNINGS AND EXPENSES OF THE 
SECOND DISTRICT MEMBER BANKS
Net profits of the central reserve New York City banks 

during the first six months of 1948 declined 13 million dollars, 
or 19 per cent, from the corresponding 1947 level. In the 
remainder of the Second Federal Reserve District the con
solidated returns of representative groups of member banks, 
shown in the accompanying table, indicate that between the 
first half of 1947 and the first six months of 1948 net profits 
declined between 11 and 27 per cent in the three largest size 
groups and rose IIV2 per cent in the smallest size banks. The 
decline in the largest size groups ( including New York City) 
was caused mainly by charges to earnings for the accumula
tion of reserves for bad debts on loans, as authorized by the 
Treasury ruling of December 8, 1947, while the better show
ing of the smallest size banks resulted mainly from a larger 
increase in gross income and a relatively smaller volume of 
bad debt reserve charges.

To the extent that the provision for bad debt reserves is 
utilized, it will tend to smooth out the cyclical fluctuations in 
banking profits arising from losses on loans, by enabling banks 
to accumulate tax-free reserves (in excess of actual current

Percentage Changes in Earnings and Expenses of Selected Second District Member Banks 
First Six Months of 1948 Compared with the First Six Months of 1947

Item

New York City 
banks

Sample banks located outside New York City 
Deposit size

Central reserve Over
$20,000,000

$5,000,000
to

$20,000,000

$2,000,000
to

$5,000,000
Under

$2,000,000

Number of banks. 35 35 25 25 15

Interest on United States Government obligations.....................................................
Interest and dividends on other securities.....................................................................
Interest and discount on loans.........................................................................................
Service charge? on deposit accounts................................................................................
Trust department income..................................................................................................
Other current incom e..........................................................................................................

-  10.1 
+  1.8 

• +  24.4 
+  46.6 
+  7.9 
-  0 .9

-  8 .0  
+  19.1 
+  22.9 
+  22.6 
+  8.8  
+  7.4

-  9 .4  
+  1.2
+  18.0 
+  21.5 
+  14.4 
+  7.9

-  6 .3
-  2 .8  
+  23.9 
+  25.3 
+  63.6* 
-  0 .3

-  6 .1
+  6 .2  
+  38.6 
+  17.4 

0
+  7 .6

Total current operating earnings.............................................................................

Salaries and wages— officers and employees..................................................................
Interest on time and savings deposits............................................................................
All other current expenses.................................................................................................

Total current operating expenses............................................................................
Net current operating earnings, before income taxes.........................................

Profits on securities sold.....................................................................................................
Recoveries..............................................................................................................................

+  5.1

+  2.9 
+  2.7 
+  2.4

+  8.2

+  11.2 
+  1.1
+  9 .4

+  5.2

+  10.3 
0

+  10.2

+  8 .5

+  13.0 
+  2 .4  
+  10.9

+  14.1

+  10.5 
+  6.1 
+  17.1

+  2 .4  
+  9.2

-  41.1 
+108 .6  
+ 220 .0
-  5.9

-  19.4 
+  1.0
-  48.0

+  8 .6  
+  7 .2

-  16.9 
+  20.8 
+201 .5
-  23.6

-  26.2 
+  9.3  
-  45.5

+  7.6 
+  0 .4

-  87.4 
+  54.3 
+  97.0
-  26.8

-  27.0 
+  8 .4
-  37.0

+  9 .6  
+  6 .3

-  40.6 
+ 113 .5  
+  191.1
-  21.7

-  11.0
+  4 .4  
-  16.2

+  11.8 
+  18.5

-  4 .8
-  19.6 
+  82.0
-  9 .0

+  11.5 
+  28.0 
+  8 .6

Losses and charge-offs.........................................................................................................
Taxes on net income............................................................................................................

Net profits..............................................................................................................................
Dividends paid.............................................................................................................
Retained earnings........................................................................................................

* Change is not representative because of small number of banks having trust departments.
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loan losses) in prosperous years for use in lean years when 
actual losses may be large. Such a policy is undoubtedly con
servative, and it has been recognized as such in the past by 
many banks which have regularly set up reserves for possible 
loan losses out of net profits after taxes. During the first six 
months of 1948, additions to reserves for bad debts on loans 
were greatest in the larger banks of the District. Such addi
tions amounted to 7.4 per cent of total current operating 
income in both the central reserve New York City banks and 
the largest banks outside the City. The proportion of total 
current operating income set aside in the remaining groups 
declined steadily with the size of the bank sampled, equaling
6.0 per cent in the 5-20 million dollar group, 4.8 per cent in 
the 2-5 million dollar group, and only 1.3 per cent in the 
smallest size group of banks, with deposits under 2 million 
dollars.

Total current operating income showed gains compared 
with a year ago ranging from 5.1 per cent in the case of the 
central reserve New York City banks to 14.1 per cent for 
the smallest size banks (with deposits under 2 million dol
lars), and for every group of banks it attained a new semi
annual postwar peak. In all cases the gain in loan income, 
which generally accrued from both greater volumes and 
higher rates, was more than sufficient to offset the decline 
in interest received on U. S. Government securities—a decline 
resulting from the reduction in holdings of such securities. 
Service charges collected on deposit accounts continued their 
upward trend and rose substantially in all groups of banks, 
but the gain was especially large at the central reserve New 
York City banks. Total current operating income in most 
of the groups of banks also was enlarged by gains in trust 
department income and larger income from non-Govern- 
ment securities.

Total current operating expenses for all groups of banks 
increased over last year’s level, but the rise in New York 
City (2.4 per cent) was considerably less than in the other 
Second District groups. The smaller rise in the City banks 
stemmed largely from smaller increases in payroll totals, 
occasioned by a virtual cessation in the upward trend of 
City bank employment, as contrasted with continued sizable 
gains in employment in the banks outside New York City. 
The City banks also appear to have kept a closer check upon 
"all other” current operating expenses than did the other 
banks. Their close control of operating expenses enabled the 
City banks to show a 9-2 per cent rise in net current operat
ing income before income taxes, a gain surpassed only by the 
smallest size banks.

Additions to net current operating income, before income 
taxes, arising from profits on securities sold were lower than 
a year ago in all groups of banks and reflected the generally 
lower level of Government security prices in 1948. Cur
rently, security profits in the various groups of banks shown 
in the table are from 7 to 39 per cent of the peak semi

annual volumes attained in the first half of either 1945 or
1946. For the central reserve New York City banks, security 
profits realized in the first half of 1948 were iV l million 
dollars, or one-fifth the peak volume established in the 
first six months of 1945.

Recoveries of previously charged-off assets were greater 
than a year ago in all but the smallest size banks. In many 
instances the expansion in total recoveries arose from the 
recovery on the March 15 tax date of part of the tax re
serves set up in 1947 and later found to be too large because 
of deductions for bad debt reserves on loans. The setting 
up of bad debt reserves was also the primary factor in the 
substantial rise in each group in losses and charge-offs on 
assets. As of June 30 four fifths of the City banks and half 
of the sample banks located in the Second District outside 
New York City had set up such reserves.

Reserves set aside for taxes on net income were generally 
lower than in the first half of 1947, in line with the cur
rently reduced taxable income in the larger banks and the 
lower actual income tax payments, based on 1947 incomes, 
of the smallest banks, whose books are usually on a "cash 
basis”. Despite the generally lower level of net profits, divi
dend payments again were higher in all groups of banks, 
continuing the steady upward trend of payments which has 
been in effect since 1943. The volume of net profits retained 
as capital to provide increased depositor protection thus was 
reduced rather substantially from last year’s levels in all 
groups of banks but the smallest, where it increased 8.6 per 
cent.
Net Profits of Various Deposit Size Groups of Second District 

Member Banks by Semiannual Periods*
M IL L IO N S  
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The trend of semiannual net profits from the first half of 
1945 through the first half of 1948 for the central reserve 
New York City banks and for the sample member banks in 
the Second District outside New York City is shown in the 
accompanying chart, which is drawn to show percentage 
changes and thus facilitate comparison between the various 
groups of banks. It will be noted that net profits in the City 
banks reached a high in the six months immediately following 
the end of the war, while in the three largest size groups out
side the City the highs were established six months later and 
in the case of the smallest size banks, a year later. Except in 
the smallest banks, where the growth of operating income 
was the dominant factor, the highs in the various groups 
coincided with the peak volumes of profits on securities sold 
and recoveries of previously charged-off securities. Con
sequently, other than in the 5-20 million dollar group, in 
which a reduction in operating earnings extended the de
cline, the drop from the peaks occurred in the following six 
months or year as the sustaining influence of security profits 
evaporated. Subsequently, the steadily rising volume of net 
current operating earnings has exercised a stabilizing in
fluence on the level of net profits, offsetting to some extent 
the declining volume of recoveries and profits on securities 
sold and the initial charge-offs to bad debt reserves on loans 
in the last two half-year periods.

MONETARY R EFO R M  IN  GERMANY
The monetary reform measures recently enacted in Western 

Germany have been widely commented upon, but relatively 
little attention has been given to their technical details or to 
the many features that distinguish them from similar measures 
elsewhere in Europe. This article therefore examines the 
monetary reform laws which were issued uniformly by the 
United States, British, and French military governments, com
pares them with the monetary reform measures adopted in the 
Soviet zone of Germany, and appraises the implications of the 
Western zone currency reform for the German economy.

The pressing need for a drastic reduction of the excessive 
money supply inherited from Nazi war finance had long been 
recognized by all four of the occupation powers, but it was 
the United States military government that took the lead in 
seeking quadripartite action toward such a reduction. More 
than two years ago technical experts from the United States, 
after an on-the-spot study of the major monetary and financial 
problems, prepared a comprehensive reform program for sub
mission to the Allied Control Council.1

Protracted negotiations for a quadripartite agreement on 
monetary reform followed in Berlin, and were not terminated 
until the Soviet withdrawal from the Allied Control Council 
machinery early this year. Meanwhile, monetary conditions in

1 Some of these problems, together with the requisite remedial 
measures, were surveyed in the September 1946 issue of this R ev iew .

Germany went from bad to worse. It was no secret in Ger
many that a currency reform program was being prepared 
under which the bulk of the money supply would be wiped 
out. Monetary reform became an issue widely discussed in the 
press. The effect of this continual debate was about what might 
have been expected: it soon undermined whatever confidence 
in the mark had survived the demise of the Nazi Reich. Ger
man individuals and firms refused to add to their redundant 
cash holdings; the desire to acquire money no longer served 
as a stimulus to effort; goods were hoarded or bartered rather 
than sold for cash; and the mark was used as a medium of 
exchange only for the small supply of goods available against 
ration cards, or in the black market, where its worth had 
dwindled to an insignificant fraction of its former value.

M o n e t a r y  R e f o r m  in  t h e  W estern  Z o n e s

Confronted with numerous signs of a progressive disintegra
tion of Germany’s monetary system and unable to reach an 
agreement with the Soviet military administration on joint 
reform measures, the military governments of the three West
ern occupation powers finally decided to take independent but 
uniform action in their zones. Late in June 1948 a number 
of laws and regulations were promulgated that provided for 
an extremely drastic contraction of the money supply, the lift
ing of some of the more repressive price and rationing con
trols, and the reduction of several taxes that were under
mining economic incentives. Monetary reform in Western 
Germany must be viewed as much more than a technical meas
ure for the conversion of the currency and the scaling down 
of the cash balances held in the economy; its cardinal purposes 
were rather to reestablish the price mechanism as a decisive 
determinant of German economic behavior and to restore the 
incentive to produce. In broader terms, the program must be 
looked upon as another step in the series of measures that have 
recently been taken toward normalizing the economic life of 
Western Germany, in order that the area may play its assigned 
role in the European Recovery Program.

The reform was carried out in two stages. During its initial 
phase which began June 20, all old notes (reichsmarks, renten- 
marks, etc.) of more than one mark circulating in Western 
Germany2 became invalid and had to be turned in, while notes 
and coins of one mark or less remained in use at one tenth of 
their face value. However, each inhabitant of the Western zones 
was permitted to make a preliminary exchange on a one-to-one 
basis of 60 marks of the old bank notes for the new currency, 
called "deutsche marks”; forty of these new marks were made 
immediately available and the remainder two months later. 
No provision was made until June 26 for old bank note hold

2 Because of the technical difficulties involved, the Western-spon
sored monetary reform did not at first apply to the Western-occupied 
sectors of Berlin. The currency reform measures that were finally 
adopted by the Western Allies in Berlin differed in a number of minor 
points from those in the Western zones and were more similar to the 
reform sponsored by the Soviet military administration.
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ings in excess of sixty marks or for deposits held in bank 
accounts. On that day, the second stage of the reform began, 
a law being promulgated in each of the three Western occupa
tion zones under which old credit balances as well as the bank 
notes which had been turned in during the initial phase of the 
program were to be converted into deutsche marks at the 
rate of ten old marks for one deutsche mark.3

Before the ten-to-one ratio could be applied to old credit 
balances and to the bank notes which had been turned in 
but not converted during the initial phase of the program, the 
new law required that the sixty marks originally exchanged 
on even terms be in effect adjusted to a ten-to-one basis. Thus, 
a person who had already drawn forty deutsche marks and 
who was entitled to obtain another twenty was considered ( in 
cases where his total funds subject to conversion exceeded 60 
marks) to have used up as much as 600 marks of his old cash 
holdings at the time the monetary reform program began. In 
other words, the first 540 marks of the old deposits ( and bank 
notes in excess of 60 marks) belonging to people who had 
already obtained their initial quota of the new currency were 
thus entirely wiped out.

Another clause in the new law restricted the utilization of 
bank deposits by permitting conversion by individuals of 
amounts in excess of 5,000 marks only after the Tax Office 
had cleared the excess as having been acquired legitimately. 
Moreover, one half of the new marks had to be deposited 
in blocked accounts which were to be unfrozen only when 
economic conditions permitted.

In general, all unpaid debts, including mortgages, municipal 
bonds, and other certificates of indebtedness were written 
down by the monetary reform legislation at the rate of 
ten-to-one, but salaries, wages, pensions, and similar recurrent 
payments had to be continued on a one-to-one basis.

The bank deposits of all German governmental agencies 
and of the occupying powers were completely wiped out 
under the new legislation, but were partially replaced by 
cash allotments to permit continued operations. Similarly, 
the reserves or cash balances of all credit institutions were 
canceled and the securities and other obligations of the Nazi 
Reich were not included in the conversion. In order to pro
vide German credit institutions with new reserves, the central 
banks of the eleven Western German states were directed to 
credit to the accounts of such institutions an amount equal 
to 15 per cent of the latter s demand liabilities and IV2 per 
cent of their savings and time deposits. In addition, since the 
bulk of their assets had consisted of securities issued by the 
Nazi government, credit institutions were given "equalization 
claims” against the public authorities, but only sufficient 
to bring their total assets up to their liabilities. The allot

3 However, the law provided that at some future date, the military 
government could— after consultation with the competent German 
legislative bodies— authorize an additional grant of up to 1 deutsche 
mark for every 10 old marks.

ment of such equalization claims could be made dependent 
upon the fulfilment of certain conditions imposed by the 
banking supervisory authorities.

W ith a view to strengthening the incentives to work and 
produce, a tax reform law was issued on June 22, providing 
for a reduction of income taxes by one third. The property 
tax was cut by more than one half, and the corporate profit 
tax was fixed at a straight 50 per cent, replacing the former 
sliding scale of 35 to 65 per cent.

The authors of the reform legislation were, of course, 
aware that a straight cut in the nominal value of money and 
monetary claims left much to be desired from the viewpoint 
of equity. Except for holders of very small cash amounts, 
the law made no distinction whatever between large and 
small holders. Moreover, debtors and owners of physical 
goods or property were likely to profit greatly from the ten- 
to-one conversion ratio. The German authorities were there
fore instructed to adopt legislation for the equalization of 
the burdens on various classes of inhabitants arising both 
from the currency inflation and from the monetary reform.

M o n e t a r y  R e f o r m  in  t h e  So v ie t  Z o n e

The currency reform executed in the Soviet zone by virtue 
of an order of the Soviet military administration resembled 
in some respects that enacted in the Western zones, but there 
were also very significant differences. The principal distinc
tion is less in technical details than in ultimate objectives. 
Monetary reform in the East was not combined, as in the 
West, with an attempt to restore free market forces. Any 
relaxation of controls over production, rationing, and prices 
would have been at variance with the basic principles of 
the socialized economy of the Soviet zone. In Eastern Ger
many, monetary reform served to facilitate the operation of 
controls, in contrast to the situation in the Western zones, 
where it ipaved the way for their dismantlement.

A distinctive feature of the reform In the Eastern zone 
was the fact that small savers were permitted to retain a 
much larger proportion of their cash reserves. The general 
conversion ratio was also ten-to-one, but the old currency 
that was turned in on a one-to-one basis for the initial quota 
(which in the Russian zone was 70, not 60 marks) was not, 
as in the Western zones, later counted as a part of the amount 
converted at the ten-to-one ratio. Moreover, savings deposits 
in the Soviet zone were converted on the preferential basis 
of one-to-one on the first 100 marks, five-to-one on the next 
900, and ten-to-one on balances in excess of 1,000 marks. 
The Soviet-sponsored reform provided in addition for con
version at the one-to-one ratio of all accounts of public 
agencies and of Soviet-owned and nationalized enterprises. 
The over-all reduction of the money supply was thus less 
severe in Eastern than in Western Germany.

The exchange of currency in the Soviet zone was carried 
out in two stages. In June, old currency was exchanged for
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specially-marked reichsmark notes. In July, these stamped 
notes were converted into new ones, called by the same name 
(deutsche marks) as in the Western zones, which were put 
into circulation by a newly established bank of issue in 
Berlin. Currency holdings in excess of 70 marks had to be 
deposited in bank accounts, from which withdrawals were to 
be permitted after August 15.

Cu r r e n c y  M easures in  Be r lin

The Soviet military administration attempted to introduce 
Soviet-zone currency unilaterally as the sole currency in the 
Western sectors of Berlin as well. This move was rejected 
by the Western powers because it would have implied ac
ceptance of the Soviet claim that Berlin was to be regarded 
not only economically but also politically as a part of the 
Soviet zone. Contrary to their original intention, the Western 
powers then put their own deutsche mark into circulation in 
the sectors of the city under their administration, but this 
Western measure did not deprive the Soviet-sponsored cur
rency of its legal tender quality in those sectors and in fact 
expressly permitted its partial use for payroll purposes. 
Measures against the free movement of funds across the city 
followed, producing a currency chaos that can be eliminated 
only by an agreement between the Eastern and the Western 
military regimes or between the governments they represent.

T h e  Prospects o f  Success

More than two months have now passed since the reform 
program was inaugurated in Germany, and the first results 
in the Western zones have become apparent. On the whole, 
the first phase appears to have been a success. Technically, 
the withdrawal of outstanding currency, the issuance of the 
new currency, and the supplying of adequate funds to com
mercial enterprises and government agencies, have proceeded 
relatively smoothly. One of the principal purposes of the re
form was to force manufacturers, merchants, and others to dis
gorge their large hoards of consumer goods, and this purpose 
has been accomplished. The effect of the reform on the supply 
of labor and on labor productivity has so far been bene
ficial. Now that there is less urgent need for people to take 
time off from their work in order to travel through the 
countryside in search of farm products, absenteeism has fallen 
very substantially.

At the same time, the reform has laid bare much of the 
poverty concealed by the monetary overhang. The sharp cut 
in cash reserves has caused a great deal of hardship to certain 
sections of the public. The old and the sick and other groups, 
such as students, who had been living on their (or their 
families’) savings, have fallen on hard times. Many manufac
turers who formerly had ample supplies of cash now com
plain about the dearth of medium and long-term credit.

Following the rapid dismantling of controls, most prices 
have shown a rising trend and some have risen to levels be

yond the reach of many consumers. This has led to protest 
demonstrations in several German cities. Many traders, after 
the rapid sale of their hoarded stocks, are now in a highly 
liquid position and are again withholding goods from the 
market. The changeover from a system of partly repressed and 
partly open inflation to a market economy has been so sudden 
that it will take some time for prices and production to adjust 
themselves to the new cost level. But in view of the deterio
ration of plant and equipment, and the decline in business 
efficiency and labor productivity, the new price and cost 
levels are likely to remain substantially above those enforced 
prior to the reform. The hoarded goods that are now being 
liquidated are small compared with the large backlog of de
mand. Unless production of consumer goods in Western 
Germany increases much more rapidly than some observers 
anticipate, severe shortages in all sectors of the economy 
may reappear, and confidence in the new currency may 
then falter. Much will depend on whether the new Western 
German banking system under the leadership and control 
of the newly established central bank (Bank Deutscher 
Laender), follows a wise credit policy that will not generate 
inflationary pressures, while yet satisfying the essential credit 
needs of industry. Much will depend also on the early arrival 
in Germany of the raw material deliveries scheduled under 
the European Recovery Program.

THE OUTLOOK FOR AGRICULTURE
The outlook for production of most major farm crops this 

year has been very bright, and the wheat, corn, and cotton 
crops are expected to attain record or near-record levels. The 
Department of Agriculture states that "The aggregate volume 
of all crops, as estimated on August 1, promises to surpass 
any year of record by a considerable margin.” This is a sharp 
contrast to the situation a year ago, when a short corn crop 
caused prices of farm products to advance to new peaks. Not 
only has the agricultural supply picture improved, but the 
demand in some lines has also lessened. The bumper grain 
crops will be an important factor in creating conditions 
for an ultimate increase in livestock production and a sub
sequent decline in prices for livestock and dairy products.

The 1948 wheat crop, now estimated at 1,284 million 
bushels for all types, is 6 per cent below 1947, but is 
greater than any other crop on record. This marks the fifth 
successive year in which wheat production has exceeded one 
billion bushels, whereas in the decade before the war the 
annual harvest averaged less than 750 million bushels. The 
corn crop is estimated at 3.5 billion bushels, compared with
2.4 billion in 1947 and an average of 2.8 billion in the pre
ceding ten-year period, 1937-46.

Early this spring it was thought that there would be just 
about enough wheat available during the 1948-49 season to 
meet domestic and export needs. These estimates soon proved
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Chart I
U. S. Wheat, Corn, and Cotton Crops 

(1937-46 average, 1947, and 1948*)

AVER. EST. AVER. EST. AVER. EST.

* For 1948, August 1 estimate.
Source: U. S. Bureau of Agricultural Economics.

over conservative, however, since growing weather was par
ticularly favorable for both wheat and corn. Also, less wheat 
was used to feed livestock and poultry than had been antici
pated earlier, and the extraordinary corn crop in 1948 means 
that still less wheat will be used for this purpose in the coming 
season. The Bureau of Agricultural Economics estimates 
domestic wheat consumption in 1948-49 at 750 million bushels, 
of which 510 million will be used for food, 150 million for 
feed, and 90 million for seed and alcohol. This leaves 534 
million bushels from this year’s wheat crop available for 
export and for adding to domestic stocks (which totaled 
195 million bushels on July 1, 1948, at the start of the current 
crop year).

In the 1947-48 crop year, following widespread crop failures 
in Europe, this country exported the equivalent of 485 million 
bushels of wheat. Harvest prospects abroad are much improved 
this year, although European crops on the whole are still below 
prewar levels. Continued large shipments from this country 
will be necessary if Europe is to have more adequate rations 
and if European stocks are to be restored to reasonable work
ing levels. Estimates of total exports of wheat in the current 
season have ranged from 300 to 450 million bushels, with the 
final goal probably closer to the latter figure. In any case, it is 
likely that wheat stocks in this country at the end of the crop 
year will be somewhat larger than the average year-end stocks 
during the thirties.

Such an abundance of supply relative to demand has, as 
might be expected, resulted in substantially lower prices, as 
shown in the accompanying table. Prices of most leading 
crops have declined sharply from their 1948 peaks, although 
livestock prices are still close to their recent record levels. 
Wheat and corn have each declined approximately $1 per

bushel from their January peaks, or about one third; the rela
tive decline in oats, barley, and rye has been even steeper.

Grain prices might have dropped even further were it not 
for the Government price support program. In the case of 
wheat, the price is supported through nonrecourse loans or 
through purchase agreements with the farmers at an average 
level of $2.00 per bushel on the farm, which is the equivalent 
of $2.23 for No. 2 hard winter wheat at Kansas City. Never
theless, during most of July and all of August this grade sold 
in Kansas City below the price at which loans could be 
obtained, reaching a low of $2.06 per bushel on August 2. 
This apparent paradox is explained by the fact that, to be 
eligible as security for a loan, a farmers wheat must be stored 
under specified conditions. In many areas, farmers who have 
found storage facilities already crammed by the huge harvest 
have been forced to market their wheat immediately, thus 
forcing prices down. Once it has been sold by the farmer, the 
wheat is no longer eligible for price support through non
recourse loans or purchase agreements.

Prices of most other grains are currently at or near the sup
port level based on the parity legislation. Corn prices cur
rently have been maintained well above support levels because 
of the short supply remaining from last year’s small crop. 
Prices for future delivery, however, indicate that the new crop 
will sell at a lower level.1 Cotton prices, depressed by the 
largest crop in eleven years and by a decline in domestic 
and export demand, have dropped to a level approximately 
equal to the support price.

Prices for livestock, poultry, and their products, on the other 
hand, have remained at peak levels. They are unlikely to 
decline appreciably in the immediate future, despite substan
tially lower feed prices. The high cost and short supply of 
feed in recent years, combined with high livestock prices, 
have compelled many farmers to reduce the size of their

1 The futures prices shown in the table do not always cover 
exactly the same quality or grade of a commodity as the spot prices, 
and they are often influenced by factors which do not enter into 
trading for spot commodities. They do constitute, however, a 
valuable indication of the opinion of professional commodity traders 
as to the course of prices during the coming year.

Prices of Selected Agricultural Commodities

Commodity Spot prices (immediate delivery)

Futures 
prices 

(delivery in 
July 1949)

1948 peak
August 24, 

1948
Per cent 
change

August 24, 
1948

Winter wheat (bu .).......................... $ 3.065 $ 2.168 - 2 9 $1,915
Spring wheat (bu .)........................... 3.105 2.181 - 3 0 2.115*

2.808 1.800 - 3 6 1.438
1.458 .754 - 4 8 .708

Rye (bu.)............................................ 3.175 1.848 - 4 2 _
2.755 1.400 -4 9 —

.386 .307 - 2 0 .291
W ool tops (lb .).................................. 2.015 1.780 -1 2 1.785

31.200 29.375 -  6 _
36.375 35.000 -  4 —

* M ay 1949 delivery.
Source: U. S. Bureau of Labor Statistics and Journal of Commerce.
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herds. As a result the livestock population is the lowest in 
many years and meat production in 1948 is expected to be
10 per cent below last year’s. Not only is the current supply 
of meat well below the levels demanded by current high 
incomes, but it will take a long time to rebuild the livestock 
population to a point where demand may be satisfied at 
reasonable prices. It takes over two years to breed and fatten 
beef cattle and at least ten months to produce hogs of market
able quality. Moreover, to the extent that livestock is withheld 
from market for breeding purposes or for further fattening, 
the current supply will be still further reduced. The farmer 
will have a choice between selling his stock this year at high 
prices and having increased herds for sale in a year or two 
when prices may possibly be lower.

In New York State, where dairy and poultry farms account 
for over three fifths of the value of the State’s marketings, 
production of most farm products (as partly indicated in 
Chart II) has also risen this year. Although high feed costs 
have been instrumental in cutting the number of milk cows 
on farms to the lowest level in ten years, the amount of milk 
produced per cow has been close to last year’s record level 
and total milk output during the first half of the year was 
somewhat above average. The number of laying hens on New 
York State farms has been increasing relative to last year, 
ever since it became apparent that feed would be plentiful 
and less expensive in the coming year. Egg production in the 
first seven months of this year has been well above the same 
period last year in New York State, although in the country 
as a whole it declined somewhat, mainly because of reduced 
flocks. If consumer incomes remain high, it seems likely that 
the demand for milk and eggs will maintain a favorable rela
tionship between prices of these products and the farmers’ 
feed costs, whereas last year many farmers in this area found

Chart II
Output of Selected Farm Products in the United States 

and in New York State 
(Percentage change, 1937-46 average to 1947 and to 1948*)

1 9 4 7  “( 9 4 8  (EST.)

P E R C E N TA G E  CHAMGE

* For 1948, August 1 estimate for crops; milk and egg output estimated 
on basis of first seven months.

Source: U. S. Bureau of Agricultural Economics and N. Y . State Dept, 
of Agriculture and Markets.

that their expenses for feed and other items were rising much 
faster than the prices they received. Output of potatoes in 
New York State has increased over last year, and disposing of 
the surplus has involved continued Government assistance in 
supporting prices. The crop of apples, as well as peaches, pears, 
and grapes, is below normal this year. As a dairy State, New 
York needs plenty of fodder, and this year its hay crop is the 
largest of any State. Nevertheless, the total hay production is 
somewhat below last year, although this is partially compen
sated for by the increase in New York State grain harvests. 
The wheat crop, which declined somewhat in the country as 
a whole, was nearly one-third larger in New York State than 
last year.

For the consumer, the bumper crops which the nation is 
producing in 1948 may not have too great an immediate 
effect. For some manufactured foodstuffs and textiles, increased 
processing and distribution costs may largely offset the lower 
price of the raw materials. As explained earlier, the enlarged 
supplies of feed grains will not become available to the public 
in the form of more and fatter livestock until late in 1949. 
Moreover, declines in food prices may be offset by increases 
in the cost of fuels and metal products, and in rents.

D EPA RTM EN T STORE TRADE
Adversely affected by the unusually hot weather which pre

vailed towards the end of the month, sales at Second District 
department stores during August made but little of the usual 
seasonal increase in dollar volume. Although sales in the 
first three weeks of August are estimated to have increased at 
least 9 per cent over last years, for the month as a whole they 
probably increased only about half as much as in other recent 
months.

The seasonally adjusted retail value of stocks has shown 
a persistent decline from a peak level at the end of March. 
By the end of July, adjusted stocks were valued at 228 
per cent of their 1935-39 average. This relatively low level
Department and Apparel Store Sales and Stocks, Second Federal Reserve 

District, Percentage Change from the Preceding Year

Locality

Net 

July 1948

sales

Jan.through 
July 1948

Stocks on 
hand 

July 31, 1948

Department stores, Second D istrict.. . . +  6 +  6 +12

New York C ity ...................................... +  4 +  5 +  11
Northern New Jersey........................... +  2 +  6 +12

-  4 +  5 +  9
Westchester County............................. +  1 +  4 -  1
Fairfield C ounty.................................... +18 +  2 +10

Bridgeport........................................... +17 0 +  9
Lower Hudson River Valley............... +12 +  9 +24

Poughkeepsie...................................... +13 +11 +26
Upper Hudson River Valley............... +  16 +  8 +18

+18 +  6 +20
Schenectady........................................ +10 +  9 +  9

Central New York State..................... +  9 +  6 +18
Mohawk River Valley..................... +16 +10 +25

+14 +  9 +20
+  5 +  5 +14

Northern New York State.................. +21 +18
Southern New York State................... +21 +12 +17

Binghamton........................................ +22 +13 +15
+25 +  14 +33

Western New York State.................... +14 +10 +10
+18 +10 +  7

Niagara Falls...................................... +12 +  7 +  7
Rochester............................................. +10 +11 +15

Apparel stores (chiefly New York C ity ). -  2 0 +  2
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of stocks (as compared with a sales index of 266 per cent) 
was nevertheless 12 per cent higher than the level of a 
year ago, in dollar terms, largely because stocks were cut to 
an exceptionally low amount during the summer of 1947, and 
because prices have continued to rise.

The dollar volume of outstanding orders reported for the 
end of July by a group of the larger stores in this District 
was for the fifth consecutive month somewhat lower than at 
the corresponding time in 1947. Compared with the end of 
June 1948, outstanding orders showed the usual very sharp 
seasonal increase preceding the fall selling season. Although 
new orders of these same stores during July totaled 8 per cent 
more than last year’s, outstandings were held below the figures 
of a year ago by heavy receipts of merchandise.

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 

(1935-39 average =  100 per cent)

Item
1947 1948

July May June July

Sales (average daily), unadjusted................. 171 252 246 181
Sales (average daily), seasonally adjusted.. 251 268 265 266

Stocks, unadjusted........................................... 192r 247 228 216
Stocks, seasonally adjusted............................ 204 243 237 228

r Re vised.

Indexes of Business

Index
1947 1948

July May June July
Industrial production*, 1935-39 =  100.........

(Board of Governors, Federal Reserve 
System)

176 192r 192 187p

Electric power output*, 1935-39 =  1 00 ... . 
(Federal Reserve Bank of New York)

218 247 246 247p

Ton-miles of railway freight*, 1935-39 =  100 
(Federal Reserve Bank of New York)

188 210 206p

Sales of all retail stores*, 1935-39 =  1 0 0 . . . .  
(Department of Commerce)

301 328r 331 331p

Factory employment
United Statesf, 1939 =  100................... 153 156r 158 158p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 121 123 123 122 p
(N. Y. S. Div. of Place, and Unemp. Ins.)

Factory payrolls 
United Statesf, 1939 =  100........................ 322 347 359p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 265 277 283 284p
(N . Y. S. Div. of Place, and Unemp. Ins.)

Personal income*#, 1935-39 =  100............... 282 303 309p
(Department of Commerce)

Composite index of wages and salaries*:}:, 
1939 =  100................................................... 176 187 188p
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 =  100................. 158 171 172 174
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(Federal Reserve Bank of New York)
New York C ity.............................................. 83 105 98 97
Outside New York C ity .............................. 82 90 88 91

* Adjusted for seasonal variation. p Preliminary. r Revised,
t  Revised beginning January 1946. # Revised beginning January 1944.
j  A monthly release showing the 15 component indexes of hourly and weekly 

earnings computed by this bank will be sent upon request. Tabulations of the 
monthly indexes, 1938 to date, may also be procured from the Research 
Department, Domestic Research Division.
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1941 1942 1943 1944 1945 1946 1947 1948

Federal Reserve index. Monthly figures; latest 
figure shown is for July.

DEPARTMENT STORE SALES AND STOCKS

Federal Reserve indexes. Monthly figures; latest 
figure for sales is July, latest for stocks is June.

WHOLESALE PRICES

Bureau of Labor Statistics’ indexes. Weekly figures; 
latest shown are for week ended August 21.

LOANS AT MEMBER BANKS IN LEADING CITIES

Excludes loans to banks. Wednesday figures; 
latest shown are for August 18.

N ational Sum m ary of Business Conditions 
(Summarized by the Board of Governors of the Federal Reserve System, August 28, 1948)

INDUSTRIAL output declined somewhat in July and regained part of the loss in August. Unusually 
favorable weather in July resulted in a further marked gain in crop prospects. Prices of basic 

commodities generally decreased somewhat further from mid-July to the latter part of August, 
reaching the lowest levels since the end of August 1947. The general wholesale price level showed 
little change and was 10 per cent higher than a year ago.

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 declined 5 points in July to a 
level of 187 per cent of the 1935-39 average. This decline reflected in large part the effects of 
employee vacations, especially in certain nondurable industries. Preliminary information for the 
first part of August indicates a somewhat higher rate of total production than in July.

Output of durable goods showed a slight decrease in July. Production of iron and steel declined
3 per cent, but recovered during August to about the June rate. Activity in the automobile industry 
showed a substantial further gain in July as assembly of passenger cars and trucks reached a new 
postwar peak rate. Lumber production increased more than seasonally in July. Output of most 
other durable goods declined somewhat.

Production of nondurable goods declined about 4 per cent in July, mainly because of reduced 
activity in the textile and paper industries. Cotton consumption declined 18 per cent from June to 
July as compared with a decrease of 11 per cent during the same period last year. Pork production 
was reduced more than seasonally in July while beef production was maintained. Activity in most 
other nondurable goods industries showed little change.

Minerals production declined 3 per cent in July mainly because of reduced output of bituminous 
coal. Total coal production for the month, however, was about one-fifth above the rate in July 1947. 
Crude petroleum production continued at an exceptionally high rate in July and rose further in the 
early part of August.

Co n s t r u c t io n

Value of new construction put in place, according to joint estimates of the Departments of 
Commerce and Labor, rose further in July to a new record of over 1,700 million dollars, an increase 
of 100 million from June. The number of new houses started in July was estimated at 94,000,
2,000 units fewer than in June, but 13,000 more than the number started in July 1947.

D is t r ib u t io n

Department store sales in July and August showed chiefly seasonal changes. Value of sales 
in the first half of August was substantially larger than in the corresponding period last year when 
sales were temporarily limited by unfavorable weather. Also, sales in recent weeks appear to have 
been stimulated by prospective restrictions in terms resulting from the reimposition of instalment 
credit regulations on September 20.

Shipments of railroad revenue freight were maintained in July at about the June rate. Load
ings of coal were reduced further, while shipments of grain and forest products continued to show 
marked gains. Loadings of coal and most other classes of freight were in somewhat larger volume 
in the first half of August.

C o m m o d it y  Prices

Prices of most basic commodities decreased further from the middle of July to the latter part 
of August. Cotton and grains reached Federal price support levels. Nonferrous metal prices, how
ever, were raised sharply. Wholesale prices of meats were generally maintained at the advanced 
levels reached in mid-July and some additional increases occurred in prices of other manufactured 
products.

The consumers’ price index rose further by 1.2 per cent from mid-June to mid-July, reflecting 
chiefly higher retail prices for foods and automobiles, and increased transportation fares.

A g r ic u l t u r e

During July and August weather conditions continued to be unusually favorable for crop 
development. The August 1 official forecast of cotton was 15.2 million bales, more than a fourth 
larger than last year’s crop. The outlook for grains showed further marked improvement and total 
production of these and other principal crops was indicated to be 12 per cent larger than last year.

Marketings of livestock and products in August continued below the same period a year ago, 
reflecting mainly the reduced number of meat animals on farms.

Ba n k  Cred it

Support purchases of Treasury bonds and certificates by the Federal Reserve System were large 
in July and the first three weeks of August. These additions to the portfolios of the Reserve Banks 
were in excess of reductions in holdings of bills as a result of Treasury cash retirement and market 
sales, and total System holdings of Government securities increased somewhat. A further increase 
in gold stock also added to bank reserves.

Commercial and industrial loans increased substantially at banks in leading cities during July 
and the first three weeks of August. Real estate and consumer loans rose further. Government 
security holdings expanded somewhat over the period; bill and note holdings were increased and 
certificate and bond holdings reduced.

In t e r e s t  R a t e s  a n d  Se c u r it y  M a r k e t s

In August the Treasury announced a rate of IVa per cent on the October issue of one-year 
certificates and yields on outstanding short and medium-term Government securities rose. The 
Federal Reserve Banks increased discount rates from 1]4 to 1 Vi per cent. Some increases also 
occurred in other short-term money market rates and in rates on commercial bank loans.

Prices of corporate bonds declined further in the first three weeks of August. Common stock 
prices fluctuated near the reduced level reached in the third week of July.

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

September 1948



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  OF N E W  Y O R K

V o l u m e  30 O C T O B E R  194 8  No. 10

MONEY MARKET IN SEPTEMBER
The principal influence in the money market during Sep

tember was the action of the Board of Governors of the Fed
eral Reserve System raising the legal reserve requirements of 
member banks, under the additional credit control powers 
granted in legislation enacted by the special session of Con
gress. The increases amounted to 2 percentage points on 
demand deposits and 1J/2 percentage points on time deposits 
of all classes of member banks. This action brought the re
quired ratio on time deposits to the new legal limit of iVi per 
cent, which is uniform for all member banks, and raised the 
required ratios on demand deposits of the reserve city and 
country banks to 22 and 16 per cent, respectively (or within
2 points of the new maximum limits for those two classes of 
banks), and the central reserve city banks’ legal requirements 
to 26 per cent (as compared with the new maximum of 30 
per cent).

The higher requirements became effective during the re
serve computation periods beginning September 16 for the 
country member banks and September 24 for the other two 
classes. Confronted with the sizable task of raising approxi
mately 2 billion dollars of additional reserves during these 
periods, member banks, in the aggregate, appear to have 
disposed of approximately that amount of Government securi
ties, although minor adjustments in their reserve positions 
were also made in other ways. The member banks sold mainly 
short-term securities, but they also sold sizable amounts of 
bank eligible bonds; in both cases, some of these securities 
were purchased by nonbank investors who, in turn, sold re
stricted bonds. In addition, there was continued selling of re
stricted bonds by institutional investors and others who either 
found what seemed more profitable uses for their funds or 
who became fearful that new measures of credit restraint might 
endanger the support program for Treasury bonds. Thus, 
sales of restricted bonds by the member banks must have been 
negligible, especially since they held only small amounts of such 
issues, and most of the bonds acquired by the System during the 
month were restricted issues maturing in more than five years.

Pressure on the bond market was substantial in the weeks

following the announcement on September 8 of the change 
in reserve requirements. As prices of restricted issues were 
already at their support levels, this pressure was evident only 
in small price declines in bank eligible bonds, the section of 
the market in which trading was lightest. In the last state
ment week of the month (ended September 29), selling of 
long-term restricted issues receded and total Federal Reserve 
purchases of Treasury bonds were considerably lower than 
in the previous two weeks. While prices of the ineligible 
issues remained unchanged, quotations on the eligible bonds 
rose slightly.

M em ber  Ba n k  R eserve Po sitio n s

Money market conditions during the past month were also 
responsive to heavy net Treasury disbursements in the first 
half of the month, and heavy net Treasury receipts in the sec
ond half, as well as to the increase in member bank reserve 
requirements and the large-scale sales of long-term Treasury 
bonds by nonbank investors.

Substantial net Treasury disbursements, together with large 
sales to the Federal Reserve System of long-term Treasury 
bonds by institutional and other nonbank investors, only a part 
of which were reinvested in Treasury bills acquired directly or 
indirectly from the banking system (including the Reserve 
System), brought substantial ease to the money market in 
the first half of September. The banks’ needs for reserves were 
small in this period, stemming principally from an increase in 
required reserves. Thus, the banks were able to retain most 
of their gains of funds, a portion of which they invested in 
Treasury bills and other short-term securities purchased from 
the Reserve System. Much the larger part of the banks’ gain 
in funds was allowed to remain uninvested, and excess reserves 
rose 900 million dollars in the two weeks to 1.8 billion on 
September 15. This increase in idle funds was in recognition 
of their temporary character, as they were largely consumed 
by heavy payments of quarterly income tax instalments be
ginning at the midmonth and by the increase in legal reserve 
requirements of the country member banks. A part of this
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temporary gain in excess reserves represented funds deposited 
with the Reserve Banks by the larger city banks against the 
temporary accumulation of demand deposits by their country 
correspondents, but most of the increase represented funds 
held by the country banks directly with the Reserve System.

In the second half of the month, the money market was 
under severe strain. In addition to the increase in legal re
serve requirements of member banks, the flow of Government 
receipts increased rapidly as tax collections rose; Treasury dis
bursements fell, and in the third and fourth weeks of Septem
ber Treasury operations absorbed reserve funds approximately 
equal in volume to those placed at the banks’ disposal in the 
first two weeks of the month. Thus, Treasury balances with 
the Reserve Banks toward the close of September were prac
tically unchanged from the total at the beginning of the 
month. The banks’ reserve position also derived less benefit 
from the continued large nonbank investor sales of restricted 
bonds to the Reserve System than in some past weeks, since 
such sales were more closely balanced by purchases of Treasury 
bills from the banking system or directly from the Treasury 
on subscription (thus reducing the share held by the banks, 
including the Reserve Banks). In addition, a substantial amount 
of Treasury bills was acquired by nonbank investors out of 
funds previously deposited in the banks.

The pressure on member bank reserves was so heavy that 
member banks were compelled to dispose of very large amounts 
of Government securities, temporarily increase their borrowings 
from the Reserve Banks, and draw down their excess re
serves sharply. A major part of the adjustment in member 
bank reserve positions in the week ended September 22, dur
ing which most of the increase in the legally required reserves 
of the country banks was effected, came in the form of a 700 
million dollar drop in excess reserves. Besides drawing upon 
their idle balances at the Reserve Banks, country member banks 
sold moderate amounts of bank eligible bonds and substan
tially reduced their balances on deposit in reserve and central 
reserve city member banks. Thus, they shifted part of the 
adjustment of their reserve positions on to the latter banks, 
which were compelled to sell short-term Treasury securities 
(principally bills) to meet the withdrawals of their cor
respondent banks and the large tax payments of their 
customers.

The strain on the reserve and central reserve city banks 
became more severe in the following week when they had to 
meet the increase in their own reserve requirements, especially 
because, in contrast to the country banks, they had had com
paratively small amounts of excess reserves in the preceding 
week. Liquidation of holdings of Treasury bills and other 
short-term Government securities, mainly by the reserve and 
central reserve city institutions, was therefore particularly large 
and many of these banks increased their borrowings from the 
Reserve Banks sharply for a few days. (Most of these loans

they paid off by the close of the month so as to show a mini
mum of indebtedness in their third-quarter financial state
ments.) Federal Reserve credit outstanding consequently in
creased sharply.

Inasmuch as the reserve and central reserve city member 
banks bore the brunt of the adjustment, their sales of short- 
term Treasury securities, principally to the Reserve System, 
were very large. Their holdings of such issues consequently 
fell to such low levels relative to long-term securities and 
other less liquid assets that it may well be that their initial 
adjustment to the increased requirements may prove to be 
temporary.

M e m ber  Ba n k  Credit  
Government security holdings of the weekly reporting mem

ber banks rose substantially in the first half of September, 
reflecting the ease of reserve positions, but declined sharply in 
the succeeding two weeks as the money market tightened. 
Although all other earning assets continued to expand rather 
rapidly, the increase was not so large as in September 1947 
(see the accompanying chart).

That the demand for funds upon the part of business and 
others, however, is actually larger than before appears to be 
indicated, in part, by the fact that new corporate security 
flotations in the first nine months of this year were con
siderably larger than in the same period of 1947. Apparently 
other financial institutions, including the insurance companies, 
are meeting a larger share of these needs, and in fact there ap-
Cumulative Net Changes in Loans and Investments (other 

than Government Securities) of the Weekly Reporting 
Member Banks and of Life Insurance Companies* 

(Cumulated from December 31, 1946)

B I L L I O N S  
O F  O O L L A R S

* W eekly reporting- member bank data also exclude loans on Government 
securities and are as of the last Wednesday in the month (except for the last 
figure plotted which is for September 15). Life insurance company data are as 
of the last day of the month and cover 49 companies holding 90 per cent of 
the admitted assets of all American life insurance companies. The changes 
in life insurance company holdings for January 1947 and Aug,ust 1948 were 
estimated by the Federal Reserve Bank of New York.

Source: Board of Governors of the Federal Reserve System and the Life 
Insurance Association of America.
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pears to have been a considerable shift of borrowing from the 
banks to other institutions. Life insurance companies, for ex
ample, have increased their loans and investments other than 
U. S. Government securities by about 3.9 billion dollars in the 
first eight months of 1948 in contrast to an increase of 2.5 
billion in the same period of 1947. The corresponding fig
ures for the weekly reporting member banks were 1 billion 
dollars and 2.4 billion dollars in the first eight months of 
1948 and 1947, respectively. The smaller rise in 1948 at 
the reporting banks was attributable in part to a more pro
longed seasonal Recline in business loans early this year than 
in 1947. More important, however, is the fact that the decline 
probably reflects a substantial refunding of bank loans by 
corporate borrowers with the proceeds of credit extended, 
directly or indirectly, by other lenders.

INCREASE IN RESERVE REQUIREMENTS 
OF SECOND DISTRICT NONMEMBER BANKS
The increase in legal reserve requirements during the past 

month has not been confined to the member banks. Banking 
authorities in several States have taken similar action with 
respect to the legal reserve ratios of nonmember commercial 
banks. State banking boards of two of the three States that 
are included in whole or in part in the Second Federal Reserve 
District have already increased the legal reserve ratios that 
nonmember institutions are required to maintain against their 
deposits.

On September 30, the State Superintendent of Banks in New 
York announced an increase, effective the next day, of \l/i 
percentage points in reserve requirements against time deposits, 
i.e., from 6 per cent to the legal maximum of IV2 per cent, 
and a rise of 2 percentage points to the 26 per cent maximum 
on demand deposits of all nonmember banks with offices in 
Manhattan. No change was made in the legal ratios against 
demand deposits of reserve city and country nonmember banks 
in New York State, since these were already at their upper 
limits of 20 and 14 per cent, respectively. However, it was also 
announced that the Banking Department would, at the next 
session of the State legislature in January, seek additional 
powers over the reserve ratios of the nonmember banks.

The Connecticut banking authorities have lifted the legal 
reserve requirements of nonmember commercial banks, also 
effective October 1, from 12 to 16 per cent on demand deposits 
and from 6 to IV2 per cent on time deposits.

Up to the end of September, the New Jersey banking au
thorities had given no public notice of intention to raise the 
reserve requirements against demand and time deposits of 
nonmember banks in that State beyond the existing levels of 
15 and 3 per cent, respectively. The legal maxima are 30 and 
6 per cent on demand and time deposits, respectively, but 
may not exceed the reserves currently required of the member 
banks in that State.

GOVERNMENT SUPPORT OF FARM PRICES
The bumper crops that are being harvested throughout the 

country have brought prices of some farm products down to the 
levels at which the Governments agricultural price support 
program becomes effective. This situation contrasts sharply 
with that in recent years, when the wartime and postwar 
increase in domestic and foreign demand pushed prices of 
most agricultural commodities well above support levels. An 
understanding of the existing legislation relative to the sup
port of agricultural prices is particularly important today be
cause price support for this year’s crops may necessitate the 
spending, lending, or pledging of hundreds of millions of 
dollars. To the extent that this program involves expenditure 
of public funds, the Treasury’s cash surplus will be reduced, 
further weakening an important anti-inflationary weapon. And 
finally, and perhaps most important, is the concern of the pub
lic with the present level of prices and the maintenance of 
economic stability.

The principal points involved in price support policy are 
the basic concept of parity for agricultural prices, the tech
niques by which support levels are determined and prices 
are supported, and the effects on the economy in general and 
agriculture in particular.

T h e  M e a n in g  o f  Pa r it y

In the price break following World War I, prices of farm 
products fell much more sharply than other commodity prices, 
and throughout the twenties and thirties farm prices remained 
low in comparison with other prices. In response to the 
demand for a comprehensive statistical measure of the posi
tion of farm prices relative to other prices, the concept of 
"parity” was gradually evolved. As defined in the Agricultural 
Adjustment Act of 1938, " 'Parity’, as applied to prices for any 
agricultural commodity, shall be that price for the com
modity which will give to the commodity a purchasing 
power with respect to the articles that farmers buy equivalent 
to the purchasing power of such commodity in the base 
period.” Thus the parity formula aims to relate the prices 
which farmers receive to the prices farmers pay. In other 
words, a farmer selling his products at the parity prices would 
receive for each unit an amount sufficient to purchase the 
same quantity of consumer goods or farm equipment as the 
proceeds of the same unit bought during some past period 
which has been accepted as a fair standard. For many com
modities, the base period that is in use covers the five years 
from August 1909 through July 1914, a period free from 
major economic and political disturbances and characterized 
by relative stability in both farm and nonfarm prices. This 
period was generally a favorable one for agriculture.

The parity price formula is not intended to assure farmers 
a certain level of income or a stable standard of living.
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Since parity prices are expressed only as prices per bushel, 
per pound, or per bale, a farmer’s total income naturally 
depends on the quantities marketed as well as on the parity 
prices for his crops, while his net return is also dependent 
upon his efficiency of production. The formula does not 
attempt to equalize the living standards of farm and non
farm families; it is devised to indicate the prices of farm 
products which will give farmers about the same purchasing 
power per unit of output as they had in the base period.

Co m p u t a t io n  o f  Pa r it y  Prices

Parity prices are calculated in terms of the prices received 
by farmers in the local markets in which they ordinarily 
sell. In computing the parity price of a commodity, the first 
step is to determine the average price during the base period, 
which for many commodities consists of the 60 months 
beginning August 1909 and ending July 1914. For instance, 
wheat averaged 88.4 cents per bushel at that time, corn was
64.2 cents per bushel, and cotton was 12.4 cents per pound. 
The base prices for tobacco and many fruits and vegetables 
are calculated for later periods owing to lack of adequate 
data in the prewar period, to extensive changes in consumer 
demand, or, in the case of some minor crops, to the influ
ence of pressure groups seeking a more favorable base period 
for their product.

As a second step, the relationship between the prices paid 
currently by farmers and the prices they paid in the base 
period is established by calculating an index of prices paid 
by farmers. This index covers retail prices for 86 items used 
in family living (food, clothing, furniture, household sup-

Average Prices Received by Farmers and Average Support Prices 
for Selected Commodities, 1947-48 and 1948-49 Market Years

1947-48 Market year Average
support

price
1948-49
market

year

Commodity

Unit

Season
average

price

Average
support

price

A verage 
price 

September 
15,1948

“ Basic”  commodities
W heat.................................... bu. $ 2.29 $ 1.83 $ 1.97 $ 2.00
C orn...................................... bu. 2.26p 1.37 1.78 1.44
Cotton*................................. lb. .3193 .2794 .3094 .3074
Tobacco#.............................. lb. .412 .400 .467 .439
R ice........................................ bu. 2.76 1.69 2.16 1.84
Peanuts................................. lb. . lOlp .100 .104 .108

“ Steagall”  commodities
Flaxseed f .............................. bu. 6.375 6.00 6.00 6.00
Soybeans............................... bu. 3.2  Sp 2.04 2.45 2.18
Dry peas............................... cwt. 5.37 4.33 4.99 4.72
Dry beans............................. cwt. 12.00p 7.15 8.33 7.61
H ogs...................................... cwt. 24.10 15.60-16.15 J 27.30 16.84**
Irish potatoes...................... bu. 1.62 1.53 1.53 1.67

Other commodities
Oats........................................ bu. 1.05 .63 .687 .70
Barley.................................... bu. 1.70 1.03 1.08 1.15
W ool...................................... lb. .420 .420 .463 .423

p Preliminary.
* Average prices refer to all types; support prices are the average rate for 15/16 

inch middling cotton.
# Flue-cured tobacco only.
t  U. S. N o.l flaxseed, Minneapolis basis.
t  $15.60 in April-September 1947; $16.15 in October 1947-April 1948.

** April-September 1948.
Source: U. S. Department of Agriculture, Bureau of Agricultural Economics.

Index of Prices Paid by Farmers and Prices Received by Farm
ers for Crops and for Livestock and Livestock Products 

1929-45 Annually, January 1946-August 1948 Monthlyf 
(August 1909-July 1914 average —  100 per cent$)

PER CENT

* Prices paid by farmers for commodities used in family maintenance and 
in production, including interest and taxes.

t Data for September 1948, received too late for inclusion in the chart, 
accentuate the recent shifts, as follow s: prices paid, 250; prices received 
for crops, 231 ; prices received for livestock and products, 343. 

t  See footnote 1 in the text.
Source: U. S. Department of Agriculture, Bureau of Agricultural Economics.

plies, etc.) and 93 items used in farm production (feed, 
fertilizer, farm machinery, trucks, equipment, seed, etc.). When 
the base period used is that of 1910-14, interest charges and 
taxes are also included in the calculation of the index. On 
September 15, 1948, the index based on the 1910-14 average 
stood at 250 per cent.1

The parity price is the average base period price adjusted 
to the level indicated by the index of prices paid by farmers. 
For wheat the parity price as of September 15 would be 250 per 
cent of the base price of 88.4 cents, or $2.21 per bushel, and, 
similarly, for cotton and corn the parity prices (250 per cent 
of the base prices) would be 31 cents per pound and $1.60 
per bushel, respectively. Since base prices for all products 
are fixed, any changes in parity prices are wholly dependent 
on the movements of the index of prices paid by farmers. 
Thus, while the increase in support levels for the "basic” 
commodities shown in the accompanying table is the direct 
result of the rise in the parity price of each commodity, the 
parity price rise in turn was occasioned by the year-to-year 
gain of nearly 10 per cent in the index of prices paid by 
farmers.

The parity relationships for American agriculture as a whole 
may be measured (as is done in the accompanying chart) by

1 Since monthly figures on prices paid by farmers were not available 
for the period August 1909-July 1914, annual data for the five calen
dar years 1910-14 were used instead.
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expressing prices paid and prices received by farmers as index 
numbers having equivalent base periods. When the index of 
prices received by farmers is the same in relationship to the 
base period as the index of prices paid, farm prices are at 
parity. Until 1941, the indexes of prices received for crops 
and livestock (including livestock products) moved below 
the index of prices paid, indicating that prices of both types of 
farm products were below parity as measured by the 1909-14 
relationship. Since the lifting of price controls in July 1946, 
prices of livestock and livestock products have shown a greater 
relative increase than prices of crops, and they are now at 
record levels. Crop prices, on the other hand, have been drop
ping steadily for the past four months, and in August they 
averaged below parity for the first time in six years.

D e t e r m in a t io n  o f  Price Su p p o r t  Levels

The purpose of the price support program is to place a floor 
under farm prices by assuring farmers minimum prices for 
their commodities. During the war, the Government encour
aged high levels of agricultural output by guaranteeing that 
prices for certain commodities would be maintained at not 
less than 90 per cent of the parity price. In order to facilitate 
orderly adjustments from greatly expanded wartime farm pro
duction to normal peacetime demand, these supports were also 
guaranteed for at least two full years following the end of 
hostilities. For about 20 major commodities, price support has 
been mandatory, while optional supports authorized by the law 
have been extended to various other commodities to the extent 
that available funds permitted. Although a great many different 
commodities have received price support at one time or another, 
not all important farm products are supported each year. In 
the past year, for instance, there was no support program for 
beef cattle or for apples. Furthermore, although support pro
grams may be announced for certain commodities, market 
prices may be so high that operations are negligible. Although 
support prices were announced for numerous commodities last 
year, the only items on which support operations were needed 
in any substantial volume were potatoes, eggs, and wool.

Support prices are generally computed by taking a certain 
percentage (usually 90 per cent) of the parity price for a 
specific date in the month preceding the marketing season. 
Thus the wheat support level is 90 per cent of the parity 
price prevailing on June 15. Since on that date in 1948 the 
parity price of wheat was $2.22 per bushel, the average support 
price for the 1948-49 crop has been set at $2.00. This repre
sents the average rate to the farmer at local markets. Actual 
support prices vary according to the location of the crop and 
the quality of the grain; for instance, No. 1 hard winter wheat 
is supported at $2.24 per bushel at the terminal market in 
Kansas City, while the same type and grade of wheat at the local 
markets in western Kansas and Nebraska is supported at only 
$1.96 to $1.98, the difference representing largely freight

costs. For some commodities, such as potatoes, hogs, and eggs, 
the support prices are varied throughout the year according 
to normal seasonal fluctuations.

Prices of the six "basic” crops (wheat, corn, cotton, tobacco,2 
rice, and peanuts) are supported at the fixed level of 90 per 
cent of parity, except in the case of cotton, for which support 
levels are set at 92.5 per cent of parity. For a group of four
teen leading commodities,3 known as "Steagall” commodities, 
support prices are required to be not less than 90 per cent of 
parity. Since it was particularly desired to expand output of 
these commodities during the war, the Secretary of Agriculture 
was empowered in 1941 to set as high a support price as was 
necessary to obtain production of the needed amount; this 
power he still retains. Thus, while the parity price for flax
seed (the source of linseed oil used in paint) was only $4.24 
per bushel on August 15, 1948, the support price this season 
has been established at $6.00 per bushel, or more than 140 
per cent of parity. Under the Wool Price Support Act of
1948, the price of wool must be supported at a level which 
will furnish wool growers a return equivalent to that received 
for the 1946 clip. To the extent that funds are available, 
other commodities may be supported in order to bring their 
prices into a fair relationship with the "basic” and "Steagall” 
commodities.

M ethods  o f  Su p p o r t in g  Prices

Once the level at which prices for a given commodity will 
be supported has been determined, there are several methods 
by which the support can be made effective. The principal 
method, particularly for "basic” commodities, has been the 
nonrecourse loan. The Government will make a loan to the 
farmer, or will guarantee a loan made by a local bank or other 
private lending agency, in an amount calculated at the sup
port price, secured by a chattel mortgage or a warehouse re
ceipt covering certain commodities, provided they have been 
stored under specified conditions. If the price rises above sup
port levels, the farmer can sell his crop at the higher price and 
pay off the loan plus interest; if the price stays low, the Gov
ernment takes the commodity as full payment at maturity or 
extends the loan.

Another method, relatively new, is the purchase agreement. 
When the Government signs such an agreement with the 
farmer, it stands ready during a limited period of time to 
purchase at the support price a specified quantity of grain 
of marketable quality, not exceeding the farmer’s total crop. 
The farmer pays a small charge for this guarantee, and, de

2 For certain types of tobacco (fire-cured and dark air-cured) sup
port prices are fixed as a percentage of the support price for burley 
tobacco.

3 These commodities include potatoes, sweet potatoes, hogs, milk, 
butterfat, eggs, chickens (weighing over 3Vi pounds), turkeys, certain 
varieties of dried peas and beans, peanuts (for o il), flaxseed, soybeans, 
and American-Egyptian cotton.
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pending on market conditions, he may decide to sell to the 
Government all, or part, or none of the specified quantity.

Other methods of supporting the market, employed chiefly 
in the case of perishable commodities, have included direct 
purchase programs, loans to dealers who paid support prices, 
and inventory take-out commitments to processors or dealers,
i.e., promises to purchase inventories of commodities for which 
farmers were paid support prices or of products made from 
such commodities. Milk prices are supported through mar
keting orders which fix minimum prices to producers at a 
level tending to yield a parity return after allowing for feed 
prices and other economic factors.

These direct support measures are often supplemented by 
various indirect means, such as purchases by the Government 
for the armed services and for foreign relief. Other farm-aid 
legislation facilitates the support of farm prices by limiting 
disposal of the Governments stocks of farm products, regulat
ing production and marketing of agricultural commodities, 
or encouraging their consumption.

Funds available for carrying out: these programs total billions 
of dollars. The Commodity Credit Corporation, which has 
responsibility for price support operations, has authority to 
borrow 4,750 million dollars "on the credit of the United 
States” to finance its operations. The CCC has a capitalization 
of 100 million dollars and a reserve of 430 million for post
war price support operations. Any impairment of the capital 
of the CCC must by law be restored annually by the U. S. 
Treasury.

Since most of the loans under the price support program are 
guaranteed by the Government rather than made directly, any 
substantial increase in such commodity loans would be reflected 
in an expansion of private credit rather than in increased 
Government outlays. However, should the banks need these 
funds for other purposes or become dissatisfied with the IV2 
per cent interest which they receive on the guaranteed loans, 
the CCC must be ready to purchase the loans on demand; in 
any case the CCC takes over unredeemed loans at maturity. 
Since this season’s loans and purchase agreements for wheat 
do not mature until next spring and those for cotton and corn 
mature next summer and fall, sizable outlays by the Govern
ment may not be necessary until some time in 1949.

The Department of Agriculture may require certain condi
tions of eligibility for price-supporting loans on the basic 
commodities. When it appears that the supply of a com
modity will be excessive, the Government may try to bring 
supply into line with demand by proclaiming acreage allot
ments or marketing quotas for the next crop year. Producers 
not cooperating with respect to these allotments or quotas are 
not eligible for regular loans or purchase agreements; they can 
obtain loans on only a portion of their crop and only at a sub
stantially lower price. Marketing quotas are subject to the

approval of at least two thirds of those voting in a referendum 
of the producers of the commodity involved. If more than one 
third disapprove, no quotas are imposed, but in such a case the 
Government has no obligation to support prices. Marketing 
or acreage restrictions have not been imposed on major crops 
since the war, except that potato producers have had to con
form to acreage requirements before obtaining support bene
fits, while tobacco producers have approved marketing quotas.

T h e  A g r ic u l t u r a l  A c t  o f  1948
Under the terms of the Agricultural Act of 1948, the sup

port program for "basic” commodities will continue in its 
present form until June 30, 1950, except that the 1949 cotton 
crop will be supported at only 90 per cent of parity. The sup
ports for several "Steagall” commodities (milk, hogs, chickens, 
and eggs) will be maintained at 90 per cent of "parity or 
comparable price”4 until January 1, 1950. Irish potatoes will 
be supported at 90 per cent until the crop harvested before 
January 1,1949 is marketed. Potatoes harvested after that date, 
and the other "Steagall” commodities, will be supported 
through January 1, 1950 at not less than 60 per cent of parity 
and not more than the support level in 1948.

The Agricultural Act of 1948 also contains a long-range 
program. One principal change in this program involves 
adjusting parity prices for each crop to reflect the relationship 
during the past ten years between the level of prices for that 
commodity and the level of all farm prices. In general, parity 
prices for livestock and livestock products will be raised by 
the new formula, while the parities for grains will be lowered. 
Another change will make the level at which support prices 
are established dependent upon the relationship of current 
supply to "normal” supply and upon whether or not marketing 
quotas have been voted. W ithout marketing quotas, minimum 
support levels will range from 60 per cent of parity when 
supply is over 130 per cent of normal to 90 per cent when 
supply is 70 per cent or less of normal; when supply is equal to 
"normal”, the support level in most cases will be 75 per cent 
of parity.

If and when this new system of revised parity prices and 
variable support levels takes effect, it should answer many, 
though not all, of the criticisms which have been made of the 
present price support program. By taking into account the 
recent price experience of each product in determining its 
parity, the parity formula will make allowance for changes in 
production techniques and for shifts in consumer demand 
between the different types of agricultural products. But in 
continuing to link parity for all farm products combined to

4 "Comparable prices” are established for products when a lack of 
data or highly significant economic changes affecting the price of a 
commodity necessitate use of an alternative method in computing 
base period prices.
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the 1909-14 relationships with the prices paid by farmers, the 
new formula fails to take into account the relative changes in 
farm and nonfarm production and distribution techniques— 
and consequently in farm and nonfarm price relationships— 
over a period of nearly 40 years. Nor does the new parity 
formula revise the index of prices paid by farmers to allow for 
changes in the relative importance of the items farmers buy or 
to include factors not presently covered by the index, such as 
farm wages.

Ec o n o m ic  Effects o f  Price  Su ppo r ts

The relatively high levels of support prices during the war 
may have been helpful in insuring the nation against possible 
shortages of essential food, and they may have served the same 
purpose in the postwar period, when foreign demands were 
so pressing. It can also be argued that there is considerable 
justification for the continuation of support prices during a 
period of transition on a basis that will enable farmers who 
increased their production to meet war demands to readjust 
to peacetime conditions without undue loss. Continuation of 
the present program of high support prices, however, might 
have the effect of perpetuating wartime production patterns 
rather than encouraging a shift to meet peacetime demands. 
A long-term program, similar to that in the Agricultural Act 
of 1948, embodying relatively low levels of support prices 
which vary according to the size of the supply and which are 
geared to a modernized parity formula, would seem more likely 
to bring supplies into line with current levels of domestic and 
foreign demand.

The farm price support program has been criticized in recent 
years as a cause of high food prices. However, since 1942, 
prices of crops and livestock have been on the whole well 
above levels necessitating support operations except for the 
past few months, so that any influence of the support program 
on the general level of food prices must have been indirect. 
Prices of most major crops averaged well above support levels 
during the 1947-48 season, as shown in the accompanying 
table. Only a few crops, notably potatoes, required extensive 
support directly resulting in higher prices to the consumer 
than would normally have been the case. But for the bulk of 
the food items in the consumer’s budget, the price rises of 
the postwar years have arisen from causes largely independent 
of the farm price support program. In fact, by encouraging 
increased production, the support program during and after 
the war may have resulted in less extreme prices than would 
otherwise have been the case. It is possible, however, that the 
influence of price supports in the coming year may keep farm 
prices higher than they otherwise might be, although in some 
cases the magnitude of the current harvest and the lack of 
suitable storage space have actually driven prices below support 
levels.

ERP—THE FIRST SIX MONTHS
Since last February, when its underlying rationale and prin

ciples were discussed in these columns,1 the European Recovery 
Program has formally come into existence and a new stream 
of aid to Western Europe has started to flow. The decisive step 
was taken on April 2, when Congress passed the Foreign As
sistance Act of 1948; W ithin a week thereafter, an Economic 
Cooperation Administration had been set up, Mr. Paul G. Hoff
man had been appointed Administrator, and the new organiza
tion had commenced its aid program by authorizing the pro
curement of 21 million dollars of food for particularly needy 
European countries.

That the new agency was able to begin operations so quickly 
was due to the fact that considerable spade work had been 
done in Paris by the Committee of European Economic Co
operation and in Washington by various branches of the Gov
ernment, and that personnel of other agencies, especially the 
State Department, was at the ECA’s disposal for the initial 
operations. The ECA, however, had to build up its own organ
ization, not only in Washington and in Paris—the headquar
ters of the United States Special Representative in Europe, Mr. 
W. Averell Harriman—but also in the individual recipient 
countries, where missions were established. This organizational 
process, which even to date has not been fully completed, 
tended to slow down operations in the first months of the 
ECA’s operations.

The money for the first year of ERP operations (April 3,
1948 to April 2, 1949), moreover, was not appropriated until 
June 20, when Congress passed the Foreign Aid Appropria
tion Act, 1949. Thus, uncertainty with respect to the amount 
which Congress would actually appropriate was another factor 
slowing down operations of the ECA in its first months. The 
ECA was in a position to authorize immediate aid in favor of 
the recipient countries only because Congress, in an earlier 
measure, had appropriated stopgap aid of 55 million dollars 
(which was distributed by the State Department in collabora
tion with the ECA), and, in the Foreign Assistance Act of 1948, 
had authorized the Reconstruction Finance Corporation to ad
vance 1 billion dollars to the ECA, pending appropriation of 
ERP funds by Congress.

Disregarding the 55 million dollars of stopgap aid, the 
ECA has at its disposal for the year ending April 2, 1949 an 
aggregate of 5 billion dollars. Of this total, 4 billion dollars 
has been appropriated, and 1 billion has been authorized as the 
amount which the ECA may borrow from the Treasury for the 
granting of ERP loans through the Export-Import Bank until 
April 2, 1949. The 4 billion dollars is available until June 
30, 1949, with the qualification that the entire amount may be 
obligated and expended during the 12 months ending April 2,

1 The European Recovery Program, in the February 1948 issue of 
this Review.
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1949, if the President, upon recommendation of the ECA, 
deems such action necessary. That the full amount may in fact 
be spent within 12 months was suggested by the Presidents 
request in his midyear budget message for an additional 1.5 
billion dollars to cover the months April-June 1949.

During the first three months of ECA operations, the par
ticipating countries could qualify for aid by signing so-called 
"letters of intent”, in which they signified, in general terms, 
their adherence to the purposes of the Foreign Assistance Act 
of 1948, gave assurance of continuing efforts to accomplish a 
joint recovery program, and expressed their intention to con
clude formal agreements with the United States as provided for 
in the Act. Such bilateral agreements, which qualified the par
ticipating countries for aid after July 3, 1948, were sub
sequently concluded between the United States and all the 
European countries receiving American aid under the ERP. 
These agreements specify the obligations of the contracting 
countries, including commitments regarding financial stability 
and the utilization of the so-called "counterpart funds” (the 
local currencies that are paid into special, restricted accounts in 
amounts equivalent to that part of ERP aid which is made 
available in the form of grants).

In its report of September 22, 1947, which formed the basis 
for the ERP discussions in Washington, the Committee of 
European Economic Cooperation had estimated the aggregate 
prospective balance-of-payments deficit of the cooperating 
countries with the Western Hemisphere in the years 1948 to 
1951, but had not made any suggestions concerning the geo
graphical distribution of the proposed American aid. On the 
basis of its own revision of the Paris estimates, however, the 
State Department released on April 8, 1948 a breakdown of 
the prospective aid by recipient countries. These estimates, 
while designated as "illustrative” and not intended to prejudge 
the views of the Administration, have become the pattern for 
future aid under the ERP.

To make planning possible on the side of the recipient 
countries, and to facilitate the work in the various divisions 
of its own organization, the ECA has made quarterly allotments 
permitting the commitment of funds on behalf of the various 
recipient countries. In this way the ECA has allotted to the 
individual recipient countries for the first three quarters of its 
operations (April to December 1948) a total of 4,332 million 
dollars in grants and loans, which, after allowance for 68 
million of expenses and certain other outlays, leaves (of the 
total available 5 billion) an uncommitted amount of 600 mil
lion dollars for the first three months of 1949. For the last 
three months of the calendar year 1948, relatively liberal allot
ments (1,769 million) have been made in order to permit the 
foreign governments to adopt the practice of making forward 
commitments of funds in advance of purchase negotiations or 
contracts.

While the over-all programs for the distribution of aid have 
to date been worked out in Washington in cooperation with 
the recipient countries, the ECA has shifted the respon
sibility for planning aid distribution to the participating coun
tries themselves through the medium of the Organization for 
European Economic Cooperation (OEEC), which those coun
tries set up in Paris in April. In order to stimulate greater 
initiative and cooperation among its members, Mr. Hoffman 
requested the OEEC in June to draft a plan for the distribution 
of ERP aid from July 1, 1948 to June 30, 1949. On September
11 the OEEC released provisional distribution schedules ag
gregating 4,875 million dollars for that period. To become 
effective, however, these schedules still require the ECA’s stamp 
of approval.

It is a well known fact that payment difficulties have slowed 
down intra-European trade and thus have contributed to an 
uneconomic use of European resources. The OEEC, in col
laboration with the ECA, has, therefore, worked out a plan 
for increasing intra-European trade through mutual aid. Under 
this plan, participating countries with active current account 
balances vis-a-vis all other participants will receive part of their 
dollar aid in the form of so-called "conditional” allotments. In 
receiving these allotments, such countries must set aside 
equivalent amounts in their own currencies for the purpose of 
extending credits to participants with which they have active 
balances. The OEEC, in dividing the aid for the fiscal year 1949,

Table I
Over-all Program for the Distribution of ECA Aid by Countries 

(In millions of dollars)

State Dept. ECA program
OEEC program (revised) 

July 1948-June 1949
Recipient country program* 

April 1948 
-M ar. 1949

(revised#) 
April- 

Dee. 1948
United States 

aid
Intra-Euro
pean aid**

United Kingdom ............. 1,250.9 1,235.0 1,263.0 -2 8 2 .0
1,078.6 966.0 989.0 +323 .3

Italy.................................... 664.9 541.0 601.0 -  20.3
566.4 403.01 496.Of +  71.7

Germany...........................
U. S .—British Z o n e .. . .

502.4
4 1 3 .7

440.3
3 6 3 .0

514.0
4 1 4 .0 -  10.2

French Z one .................. 8 8 .7 7 7 .3 1 0 0 .0 +  .8Belgium-Luxembourg. . . 280.7 106.0 250.0 -2 0 7 .5
177.3 216.0 217.0 +  63.5
123.1 87.0 110.0 +  6 .8
108.4 60.0 79.0
98.5 162.0 146.0 +  66.8
29.6 72.0 84.0 +  31.8
24.6 10.0 47.0 -  25.0

9 .8 6.3 11.0
9 .8 10.0 50.0 -  19.7— 17.0 18.0_ _

Switzerland....................... - - -
T ota l...................... 4 ,925.0 4,331.6 4 ,875.0

* The figures in this column are recomputations of the State Department 
estimates. The latter estimates had been made on the assumption that Con
gress would make available 5,300 million dollars for the period April 1, 1948 to 
March 31, 1949. Of this amount 5,222 million dollars was allocated for aid to 
participating countries and 78 million for administrative and other expenses. 
Since Congress made available 5 billion dollars only, the State Department 
figures have been recomputed on the latter basis, after deducting 75 million 
for expenses.

# As of September 22, 1948.
t  Including 30 million dollars for Netherlands East Indies for the last quarter 

of 1948.
t  Including 84 million dollars for Netherlands East Indies.

** The figures for countries receiving “ conditional dollar allocations”  and granting 
intra-European aid are marked with a ( —) sign; figures for countries which are 
recipients of such aid are marked with a ( + )  sign.

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

October 1948



FEDERAL RESERVE BANK OF NEW YORK 109

Table II
ECA Program and Procurement Authorizations by Countries

Recipient country

Contemplated aid program 
April-September 1948 (revised#)

In millions of dollars

Grants Loans Total

Procurement authorizations 
April-September 22, 1948*

In millions 
of dollars

In per cent 
of total 

authorizations

In per cent of con
templated aid for 

each country

United Kingdom..................
France...................................
Italy......................................
Netherlands..........................
Germany...............................

United States-British Zone
French Z o n e ........................

Belgium-Luxembourg..........
Austria..................................
Denmark...............................
Eire........................................
Greece...................................
Norway.................................
Sweden..................................
Iceland..................................
Turkey..................................
Trieste...................................
Portugal................................
Switzerland...........................

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

550.0
476.0
266.0 
185.5 
265.3
223.0 
42.3

4 .0
131.0 
34.5

102.0 
15.0

2 ,038.3

185.0
110.0 
40.0 
57.5

37.0

17.5
30.0

25.0
10.0 
2.3

10.0

735.0
586.0
306.0
243.0 
265.3
223.0 
42.3
41.0

131.0
52.0
30.0

102.0
40.0
10.0 
2 .3

10.0
9 .0

400.1 
437.8
207.2
157.5
231.2
191.2 

40.0
12.5

107.6 
38.1

90.8
36.5

524.3 2 ,562.6 1,725.9

23.2
25.4 
12.0
9 .1

13.4 
11.1
2.3 
0 .7
6.2 
2.2

5.3  
2.1

0 .4

100.0

54.4
74.7
67.7
64.8
87.2
85.7
94.8
30.5 
82.1
73.3

89.0
91.3

73.3

67.3

# As of September 22, 1948.
* Latest available breakdown.

allocated, in addition to the direct aid granted by the United 
States, the aid which individual countries would give in local 
currencies on the basis of conditional allotments. An an
nouncement concerning the latter is expected to be made by 
the ECA when the OEEC has completed a reconciliation of cer
tain discrepancies in the estimated debit and credit positions 
of the countries in intra-European trade.

Table I gives a survey of the original State Department 
program, the ECA program for the first three quarters of 
operations, and the OEEC program both for dollar aid and 
intra-European aid. The figures in the three sets of estimates 
are not strictly comparable, because the time periods to which 
they relate are not identical and the concept of aid has under
gone a change. It is clear, however, that Britain and France 
are the largest recipients of aid. Other major recipients are 
the Bizone (i.e., the American and British-occupied zones of 
Germany), Italy, and the Netherlands.

As can be seen from Table II, a little more than two thirds 
of the ECA program for the first half year (April-September) 
had actually been carried out through September 22 through the 
issue of procurement authorizations.2 Close to the average of 
authorizations for all countries were Italy and the Netherlands. 
Authorizations were above the average for Austria, Denmark, 
France, Greece, Norway, Trieste, and the Western Zones of 
Germany, but below the average in the cases of Belgium-Luxem
bourg and Britain. That the ECA, in its first half year of opera
tions, reached only about two thirds of its goal may be at
tributed to a variety of circumstances, including organizational

2 With procurement allocations lagging behind, actual expenditures 
have also lagged. Up to September 22 the Treasury had disbursed 
under ERP only 646 million dollars, which is about 38 per cent of 
the procurement authorizations issued up to that date.

difficulties, uncertainty concerning Congressional appropria
tions in the early months, procurement delays, and difficulties 
over loan negotiations with foreign countries.

"Offshore” purchases, i.e., purchases made with ECA dollars 
in countries other than the United States, had been estimated 
in the Administrations "Outline of a European Recovery Pro
gram” (December 1947) at about 40 per cent of the ag
gregate amount of ERP aid to be made available in the period 
April 1948-June 1949. Of the 1,124.2 million dollars of 
procurement authorizations (excluding freight) issued up to 
the end of August, 620.8 million or about 55 per cent had been 
issued for purchases in the United States, and 503.4 million 
or about 45 per cent for offshore purchases. The ratio of 40 
per cent for offshore purchases originally envisaged by the 
Administration is, therefore, being roughly observed.

The largest beneficiaries of offshore procurement authoriza
tions to date have been Canada, with 222.6 million dollars 
(mainly wheat, bacon, and aluminum), the "Bizone” with 43.1 
million (mainly coal and coke), Iran with 34.3 million 
(petroleum), Belgium with 27.2 million (mainly equipment, 
steel, and phosphates), and the Netherlands West Indies with
21.7 million (petroleum). An aggregate of 146.4 million dollars 
was authorized in the participating countries themselves and
76.7 million in Latin America.3 Very little procurement has 
been authorized to date from Argentina because of price con
ditions, but on August 12 the ECA announced that it was 
giving serious study to procurement possibilities in Argentina 
in view of the fact that that country had declared its willing
ness to sell cereals and other products at world market prices.

3 This amount included 20.4 million dollars in Chile, 18.7 million 
in Mexico, 14.6 million in Venezuela, 11.5 million in Cuba, 6.7 mil
lion in Brazil, and 4.8 million in other Latin American countries.
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In mid-September it was reported that freight cars had been 
ordered for the "Bizone” from Hungary (2.3 million dollars) 
and from Czechoslovakia (3 million dollars). These items 
represent the first large orders under the ERP from countries 
in the Russian sphere.

A breakdown by commodities of the 1,725.9 million dollars 
of procurements authorized by the ECA through September 22 
shows that 422.0 million had been allocated for wheat and 
wheat flour, and 260.4 million for other foodstuffs. Other im
portant items were coal (149.8 million), petroleum products 
(151.4 million), and nonferrous metals (117.5 million). Ex
ports of machinery, vehicles, and equipment (85.3 million) 
and of such industrial raw materials as cotton (95.6 million), 
were still on a rather moderate scale.

The expected improvement in world supplies of cereals and 
later of dairy produce may allow certain ERP countries to 
economize in their use of dollars for imported foods. A shift 
in the commodity composition of ERP imports from food to 
equipment would, therefore, seem desirable. But such a shift 
assumes that equipment can be readily procured, which is 
doubtful in view of the existing heavy demands on the Ameri
can steel industry. The prospect, therefore, is that the ERP na
tions may have to turn increasingly to one another in order to 
obtain the industrial equipment needed for reconstruction and 
development. This gives additional emphasis to the program 
of allocating ECA dollars in such a way as to foster intra- 
European trade.

As noted above, Congress has authorized the ECA to borrow
1 billion dollars from the Treasury for the granting of loans 
through the Export-Import Bank,4 and has appropriated an 
additional 4 billion for the ERP. While loans may also be 
made from the latter fund, it is generally believed that roughly 
four fifths of the total of ERP funds will be made available in 
the form of grants, and only about one fifth in the form of 
loans. As can be seen from Table II, the ECA has followed this 
ratio in its programming for the first half year of operations 
by allocating 2,038.3 million dollars to grants and 524.3 mil
lion to loans.5 According to these allocations, most countries 
will receive both loans and grants. Austria, Greece, Trieste, and 
the Western Zones of Germany will receive grants only; 
Eire, Iceland, Sweden, and Turkey will be given loans only; 
while Portugal and Switzerland will receive neither grants 
nor loans, but will be able to obtain American goods in 
short supply, otherwise unobtainable, through the procurement 
and allocation systems set up under the program.

4 The 1 billion dollar fund may be reduced by the amount of guaran
tees (of no more than 300 million) which the ECA may give to 
encourage private investment projects within the framework of 
the ERP.

5 The ECA’s program for the last three months of 1948 has not yet 
been broken down by grants and loans. A breakdown will be released 
when the ECA has completed its review of the OEEC program for 
fiscal 1949.

To date, however, virtually all the aid actually extended 
by the ECA has taken the form of grants. The only country 
with which a loan agreement has been concluded is Iceland, 
which has borrowed 2.3 million dollars for the acquisition 
of fishing equipment. The loan agreement with Iceland pro
vides for an interest rate of 3 per cent and for repayment in 10 
years; principal payments are to start approximately three 
years from the date of the first advance under the credit. Nego
tiations on additional ECA loans, aggregating 700 million dol
lars, are reported to be under way with Britain, Denmark, 
Eire, France, Italy, the Netherlands, the Netherlands East 
Indies, and Norway.

FURNITURE STORE TRADE

Sales of furniture stores in the Second Federal Reserve 
District have continued to expand substantially in recent 
months, as have those of housefurnishings departments in the 
department stores and sales of durable goods generally. During 
the first eight months of 1948, furniture stores that report 
their sales to this bank did 15 per cent more business, measured 
in dollars, than in the same period of 1947. Inasmuch as the 
rise in average prices of furniture and of other housefurnish
ings was well below 15 per cent (as indicated by the best 
available price indexes), it appears that as much as half of this 
rise in dollar sales may be attributed to increased physical vol
ume. The still considerable backlog in demand, the further 
rise of personal incomes, the growth of new housing, an easier 
supply of merchandise of improved quality, and the availability 
of consumer credit have all contributed to this increased volume 
of furniture store sales.

An expansion of credit sales, practically all on an instalment 
basis, has been a conspicuous factor in the growth of total 
sales. Whereas during the first eight months of this year credit 
sales of stores reporting by type of transaction increased 25 
per cent over the corresponding period of 1947, cash sales were 
only 1 per cent larger and were actually less than in 1946. 
It may be noted that, although credit sales have expanded con
tinuously since the end of the war, cash sales during 1947 had 
already declined below the 1946 volume. Cash sales in both July 
and August of 1948 were 24 per cent below cash sales in the 
corresponding months of 1946, in contrast to gains of more 
than 30 per cent in credit sales during the same interval. 
Credit sales during the first eight months of 1948 ac
counted for 79 per cent of total sales, against 75 per cent 
during the same period last year. However, in 1941, the only 
prewar year for which comparable data are available, credit 
sales accounted for the unusually large proportion of 88 per 
cent of that year’s total sales.

Along with the growth of credit sales, both accounts 
receivable and collections have expanded. Because consumers 
have tended more and more to take advantage of the full life
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Sales and Stocks of Second District Furniture Stores*

Month

Percentage change 
1947 to 1948

Stock-sales
ratio

Sales
End-of- 

month stocks 1947 1948

M a y................................ +14 +18 4 .2 4.3
June................................ +17 +20 3.9 4 .2
July................................. +13 +18 5.2 5.4
Aug................................. +14 +20 4 .8 5.0

* Pertains only to the group of stores for which both sales and stocks data 
are available.

of purchase contracts rather than to repay ahead of schedule, 
and because in some cases there has been a lengthening of 
terms, accounts receivable have risen faster than collections. 
As a result, the collection ratio for an identical group of stores 
has fallen, on the average, from 16 per cent in the first eight 
months of 1947 to 14 per cent in the corresponding period this 
year.

The increased easiness of the furniture market at wholesale 
and manufacturing levels is suggested by the prevalence of 
enlarged store inventories despite rapidly advancing retail 
sales. As a matter of fact, stocks expanded even more than 
sales during late spring and early summer and the stock-sales 
ratio rose accordingly.

DEPA RTM EN T STORE TRADE
Sales at Second District department stores during Septem

ber rose less than seasonally, according to preliminary reports. 
For the third quarter as a whole, sales on a seasonally adjusted 
basis were almost 10 per cent greater than in the first quarter, 
but somewhat less than in the second quarter.

Stocks increased somewhat more than seasonally during 
August and at the end of that month were 12 per cent greater 
in value than one year previous.

The dollar volume of new orders placed during August by 
a group of the larger stores was less than that of a year ago; 
this was the first year-to-year decrease in new orders in 12 
months. As has been the case for most of 1948, these stores 
also reported a lower volume of outstanding orders for the 
end of August than for the corresponding time last year.

T h e  1948 Sp r in g  Se a so n  

Second District department stores increased their dollar 
sales by 6 per cent during the 1948 spring selling season 
(February through July) in comparison with the spring 
season of 1947. This was much the same increase as had 
occurred last year, but the pattern of change among types of 
goods was quite different, as can be seen in the accompany
ing chart. Basement store sales this year did not duplicate 
the large gains made during the previous spring season, while 
main store sales conversely widened their gains. Housefur
nishings exceeded last year’s fairly large increase and accounted

for the largest share of this year’s expansion of total sales. In 
apparel there was a decided shift towards women’s wear, 
reflecting the success of the new styles which experienced 
their first spring season this year, the end of restocking by 
veterans, and some resistance to men’s apparel prices. Owing 
to consumer resistance to advancing prices, the season was 
characterized by widespread promotions and intensified com
petition, particularly after the failure of Easter sales to meet 
expectations.

Accounting for close to one fourth of aggregate sales this 
season, housefurnishings contributed practically one half of the 
expansion in total sales. All departments in this group, with 
two minor exceptions (oriental rugs and linoleum), partici
pated in the increase. Sales of basic furniture—bedding and 
upholstered pieces—were fully one-fifth larger than a year 
ago. After evidence of lagging consumer interest at the turn 
of the year, refrigerators made the most substantial gain in 
the entire store, although other major household appliances 
(washers, stoves, ironers) advanced but little. The radio 
department improved by more than 10 per cent, largely because 
of strong demand for television equipment. Trade sources 
report the market for conventional radios to be very slow.

While the new styles in women’s clothing were generally 
accepted, as indicated by a much wider gain for apparel than 
for accessories, many customers were guided by price con
siderations. Inexpensive dress lines more than doubled the 
gain of better dress departments. Main store sales of coats 
improved only to the same extent as better dresses (6 per 
cent) and suits fell short of last year’s sales, in sharp contrast
Spring Season Sales at Second District Department Stores* 

(Percentage increase 1946 to 1947 and 1947 to 1948)
PER CENT

X /Z //11946 TO 1947 ^ 1 9 4 7  TO 1946

i
.  ■ ___________Wt ymr

TOTAL STORE MAIN STORE BASEMEN T STORE

«H j

HOUSEFURNISHINGS WOMEN’ S WEAR MEN’ S WEAR

* The spring season covers the six months February through July.
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Sales at Second District Department Stores During the 
1948 Spring Season, by Major Departmental Groups

Group
Percentage 
distribution 

of sales

Percentage dis
tribution of the 
increase in sales 

from 1947 to 1948

Total store............................................................. 100 100
M a in ................................................................... 89 82
Basem ent............................................................ 11 18

Housefurnishings................................................. 27 48
Women’s wear...................................................... 41 46
Men’s wear........................................................... 9 1
All other................................................................. 23 5

to basement sales, which showed a 13 per cent improvement 
in coats and suits combined. Fur sales declined by fully 15 
per cent. In accessories, the best season-to-season improve
ment was in sales of hosiery, an item radically affected by the 
change in styles. Many other accessories departments declined 
or at best only equaled last year’s performance. On the whole, 
sales of accessories were 3 per cent better compared with 8 
per cent in the case of apparel.

Men’s wear barely exceeded last year’s dollar volume, and 
men actually bought fewer units of clothing than they did in 
the spring of 1947. In the spring of 1947 veterans were still 
replenishing wardrobes, consequently buying in greater quan
tity than normal replacement needs, and sales then were 
markedly above the preceding year’s, as the chart shows. This 
year’s sales are thus compared to those of an exceptional period. 
Furthermore, the general pressure on consumer budgets from 
other needs and from rising prices appears to have affected 
the family outlay for men’s clothing. Retailing opinion is 
that reduced prices will greatly enhance sales of men’s wear. 
This has been indicated to some extent by the rapid move
ment of specially promoted merchandise, and the better show
ing in basement departments.

Inventory was dollarwise 11 per cent greater at the end of 
the 1948 season than it had been a year before, when it 
reflected several months of deliberate stock pruning by the 
stores. Concerned over the possibility of price declines as 
well as the need to liquidate fashion stocks in preparation for 
the introduction of new styles in the following fall season, 
stores had reduced their inventories during the 1947 spring 
season. At the end of the spring season, inventories in physical 
terms may have been about 2 per cent larger than a year ago, 
judging by the LIFO department store inventory price indexes

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 

(1935-39 average ~  100 per cent)

Item
1947 1948

August June July August
Sales (average daily), unadjusted................. 178r 246 181 187
Sales (average daily), seasonally adjusted.. 244r 265 266 256
Stocks, unadjusted............................................ 215 228 215r 242
Stocks, seasonally adjusted............................ 207r 237 228 232

r Revised.

of the U. S. Bureau of Labor Statistics. The sharpest gains were 
in housefurnishings departments, a result of greatly improved 
supply as well as continued consumer demand. Ready-to-wear 
stocks were in most instances enlarged, with the usual wide 
differences among departments.
Department and Apparel Store Sales and Stocks, Second Federal Reserve 

District, Percentage Change from the Preceding Year

Locality

Net sales

Stocks on 
hand 

Aug. 31, 1948August 1948
Jan .through 
August 1948

Department stores, Second District----- +  5 +  6 +12

New York C ity...................................... +  3 +  5 + 10
Northern New Jersey........................... +  6 +  6 +16

+  5 +  5 +11
Westchester County............................. -  9 +  2 +  8
Fairfield C ounty.................................... -  5 +  1 +21

Bridgeport........................................... -  7 -  1 +21
Lower Hudson River Valley............... +  5 +  9 +21

Poughkeepsie...................................... +  8 +11 +20
Upper Hudson River Valley............... + 15 +  9 +22

+17 +  7 +21
Schenectady........................................ +12 +10 +20

Central New York State..................... +  5 +  6 +16
Mohawk River Valley..................... +  5 +  9 +22

+  8 +  9 +11
+  6 +  5 +12

Northern New York State.................. 0 +16
Southern New York State................... +  8 +11 +20

Binghamton........................................ + 12 +13 +14
+  3 +12 +44

Western New York State.................... +13 +10 +  8
+ 15 +10 +  2

Niagara Falls......................................
Rochester............................................

-  2 +  6 +15
+11 +11 +18

Apparel stores (chiefly New York C ity ). -  5 -  1 +  2

Indexes of Business

Index
1947 1948

August June July August

Industrial production*, 1935-39 =  100........ 182 192 186 190p
(Board of Governors, Federal Reserve 
System )

Electric power output*, 1935-39 =  100........ 229 246 247 253p
(Federal Reserve Bank of N ew  York) 

Ton-miles of railway freight*, 1935-39 =  100 210 206 201p
(Federal Reserve Bank of N ew  York)

Sales of all retail stores*, 1935-39 =  100........ 303r 337r 336p
(Department of Commerce)

Factory employment
United States, 1939 =  100.......................... 158 158 158 162p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 127 123 122 126p
(N .Y .S . Div. of Place, and Unemp. In s.)  

Factory payrolls
United States, 1939 =  100.......................... 332 359 360p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 276r 283 284 297p
(N . Y .S . Div. o f Place, and Unemp. In s.)  

Personal income*#, 1935-39 =  100................ 278 309 308p
(Department of Commerce)

Composite index of wages and salaries*!, 
1939 =  100...................................................... 177 188 190p
(Federal Reserve Bank of N ew  York) 

Consumers’ prices, 1935-39 =  100 ................ 160 172 174 175
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of N ew  York)
New York C ity......................................... 88 98 97 103
Outside New York C ity ............................ 86 88 91 96

* Adjusted for seasonal variation. p  Preliminary. r Revised.
# Revised beginning January 1944.
J A monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.
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INDUSTRIAL PRODUCTION

Federal Reserve indexes. Monthly figures; latest 
shown are for August.

EMPLOYMENT IN NONAGRICULTURAL ESTABLISHMENTS

Bureau of Labor Statistics' estimates adjusted for sea
sonal variation by Federal Reserve. Proprietors 

and domestic servants are excluded. Mid
month figures; latest shown are for 

August.

CONSUMERS’ PRICES

Bureau of Labor Statistics' indexes. “All items”  in
cludes housefurnishings, fuel, and  ̂miscellaneous 

groups not shown separately. Midmonth fig
ures; latest shown are for August.

MEMBER BANK RESERVES AND. RELATED ITEMS

Wednesday figures; latest shown are 
for September 22.

MONTHLY REVIEW, OCTOBER 1948

N ational Sum m ary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, September 28, 1948)

T NDUSTRIAL output in August and the early part of September regained most of the decline which 
J- occurred in July. Department store sales showed about the usual marked seasonal increase. Prices 
of some additional industrial products were raised, while prices of farm products and foods generally 
declined somewhat from the beginning of August to the latter part of September.

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 190 per cent of the 1935-39 
average in August, as compared with 186 per cent in July and 192 per cent in June. Most of the 
increase in August reflected larger output of nondurable goods, but activity in these lines was about 2 
per cent below the June rate.

Steel production increased in August and was at a rate of 93 per cent of capacity. During Sep
tember steel mill activity has been scheduled at a somewhat higher rate. Output of lumber and of 
stone, clay and glass products was somewhat larger in August than in the preceding month. Activity 
in the automotive industry, however, decreased in August and in the early part of September, prima
rily as a result of work stoppages at plants of parts suppliers and shortages of sheet steel. Output of 
most other durable goods continued in August at about the July rate.

Production in nondurable goods industries in August recovered most of the decline shown in 
July, when plant-wide vacations sharply reduced output of textiles, leather, paper, and some other 
products. Cotton consumption rose 11 per cent in August but was at a rate somewhat below the same 
month a year ago. Shoe production showed a marked seasonal gain in August, according to trade 
estimates. Activity also increased in the paper and printing, chemicals, and rubber products industries. 
Output of manufactured foods, on the other hand, declined in August, reflecting mainly a further 
sharp reduction in the volume of meat production and a less than seasonal rise in the canning industry.

Production of fuels increased in August and was at a rate 7 per cent above the same period a year 
ago. Output at metal mines remained at the July rate. In the early part of September crude petroleum 
output declined somewhat as a result of a West Coast refinery strike.

Co n s t r u c t io n

Value of construction contracts awarded in August, according to reports of the F. W. Dodge Cor
poration, declined moderately from the high levels of recent months. The number of new nonfarm 
dwelling units started in August was 83,000, as compared with 94,000 in July and a peak of 98,800 
in April, according to preliminary estimates of the Bureau of Labor Statistics. Value of construction 
activity on jobs under way continued to increase during August.

D is t r ib u t io n

Department store sales during August and the first half of September showed about the usual 
marked seasonal expansion and the Board’s adjusted index for the third quarter is likely to be slightly 
higher than the level during the second quarter, when the index was 309 per cent of the 1935-39 
average.

Loadings of railroad revenue freight increased in August, largely as a result of increased loadings 
of coal and miscellaneous merchandise. Shipments of grain decreased somewhat from the high July 
level, and livestock shipments increased less than normally for this season.

C o m m o d it y  Pr ices

The general wholesale price index declined 1 per cent in the latter part of August but advanced 
again in the middle of September, reflecting chiefly fluctuations in meat prices. In the latter part of 
September wholesale prices of farm products and foods, including meats, were somewhat lower than 
in the early part of August, while average prices of industrial products were higher.

The consumers’ price index increased further by one-half per cent from mid-July to mid-August, 
reflecting advances in prices of all major groups of items except foods. Retail food prices, following 
a rise of 7 per cent from March to July, have apparently shown little change since that time.

Ba n k  Cr e d it

Federal Reserve System support purchases of United States Government bonds sold by insurance 
companies and other nonbank investors continued heavy in August and the first half of September. 
System sales of short-term Government securities both to banks and others were also large, and the 
total portfolio of Government securities was little changed. In the first half of September bank 
reserves were substantially increased by a decline in Treasury balances at the Reserve Banks, 
but in the third week of the month these balances were rebuilt by large tax receipts.

In the early part of September the Board of Governors announced an increase in reserve require
ments of 2 percentage points on net demand deposits and l */2 percentage points on time deposits, 
effective September 16 for member banks outside reserve cities and September 24 for reserve city and 
central reserve city banks. This action increased by 2 billion dollars the amount of reserves that mem
ber banks are required to hold.

Pursuant to legislative authority granted in August, the Board of Governors reinstituted the regu
lation of consumer instalment credit, effective September 20.

Commercial and industrial loans increased by 700 million dollars at banks in leading cities in 
August and the first half of September. Real estate and consumer loans also expanded further. Bank 
holdings of Government securities were little changed, despite the retirement for cash of about 400 
million dollars of bank-owned Government bonds on September 15.

In t e r e s t  R a t e s  a n d  Se c u r it y  M a r k e t s

Interest rates showed little further change in the first three weeks of September, following a rise 
in short-term money market rates in August. Common stock prices showed further moderate weak
ness, but prices of high-grade corporate and municipal bonds changed only slightly.
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MONEY MARKET IN OCTOBER
During October the money and Government security mar

kets continued to reflect the repercussions of the increase in 
member bank legal reserve requirements, which had become 
effective in September, and the reactions of investors to in
tensive and extensive discussion of the support being given 
the Government security market by the Federal Reserve System. 
Funds supplied by net Federal Reserve purchases of securities 
from nonbank investors and by member bank sales of their 
own Treasury bonds enabled the banks to increase their 
holdings of short-term Government securities and thus to 
achieve greater liquidity. The initial result of nonbank 
investors’ transactions in Government obligations and of 
other transactions affecting member bank reserves was to 
ease reserve positions materially. The reserve funds thus 
made available were mopped up by a moderate reduction of 
Federal Reserve Bank discounts and by a decline in the 
holdings of short-term Government securities of the Federal 
Reserve System.

The immediate effect of the raising of legal reserve ratios 
of member banks in the second half of September had been 
a heavy liquidation of short-term Treasury securities, especi
ally bills, although the member banks also disposed of moder
ate amounts of bank-eligible bonds. As a result, for certain 
banks, particularly those in the larger cities, liquidity—in 
terms of the proportion of short-term Treasury issues in their 
portfolios—had been reduced below levels they deemed 
desirable. In October these banks began to restore, in part 
at least, the former maturity distribution of their holdings. 
They acquired substantial amounts of Treasury bills, principally 
with funds obtained through the deposit, by nonbank 
investors, of the proceeds of sales of long-term Treasury 
bonds to the Federal Reserve System, and with funds supplied 
by country banks rebuilding their balances with city corre
spondents. These interbank deposits had been drawn down 
substantially during the period in which the country member 
banks were adjusting their reserves to the new legal require
ments; they were restored in October with the proceeds of 
the sales of Treasury securities, mainly intermediate and long
term bank-eligible bonds and certificates, some of which, it 
appears, were taken by nonbank investors. To some extent, the

larger banks bought Treasury bills with funds raised through 
modest sales from their own bond holdings. Longest-term 
eligible bonds sold by commercial banks were absorbed 
principally by savings banks while the Federal Reserve System 
acquired many of the medium-term issues. In the three 
weeks ended October 20, Treasury bond portfolios of the 
weekly reporting member banks in 94 leading cities declined 
about 200 million dollars, combined certificate and note 
holdings declined 60 million dollars, and Treasury bills 
increased 1,115 million dollars (net).

Insurance companies and other institutional investors con
tinued during October to sell long-term ineligible bonds on 
a large scale, most of these bonds being absorbed by the 
Federal Reserve System. This selling was related primarily 
to an increase during October in the volume of alternative 
investments available for institutional funds, notably new 
corporate and State and municipal security issues (offered 
both publicly and privately). However, part of the proceeds 
of these security issues were reinvested, at least temporarily, 
in Treasury obligations other than long-term ineligible bonds. 
The securities so purchased appear to have been acquired in 
part from country bank portfolios.

The large shifts of Government security holdings (both 
between types of securities and between classes of investors) 
that took place during the month did not result in any 
substantial change in the volume of Reserve credit out
standing; a modest decline in the aggregate volume of Federal 
Reserve credit in use was effected, as sales and cash redemp
tions of Treasury bills exceeded purchases of Government 
bonds by a narrow margin.

An active demand for Treasury bills and other short-term 
securities developed during the month, not only because 
member banks were liquidity-conscious, but also because of 
their easier reserve positions and because many investors 
sought to decrease the average maturity of their portfolios 
in order to avoid the consequences of rumored increases in 
short-term rates. In addition to their purchases of Treasury 
bills, commercial banks and others were active buyers of 
the shortest-dated Treasury certificates and notes ( those matur
ing January 1, 1949), and sellers of the longest-dated certifi-
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cate issues. A corresponding shift occurred in the Federal 
Reserve portfolio; longer certificates rose and holdings of 
the shortest maturities declined.

These and earlier developments reflect the effects of small 
increases in short-term interest rates, uncertainty as to the 
future course of such rates, increases in legal reserve ratios, 
and other measures taken by the Federal Reserve System in 
cooperation with the Treasury—measures which have suc
ceeded in containing within narrow limits the expansion 
of bank reserves resulting from a variety of factors, including 
Reserve System support of the Government bond market.

Actually, despite Federal Reserve Bank purchases of about 
10 billion dollars of long-term Treasury issues (net) between 
November 12, 1947 (when large-scale Federal Reserve pur
chases of such issues began) and October 27, 1948, total 
Government security holdings of the System increased only
1.2 billion dollars in this period. (Member banks also 
obtained reserve funds from a 1.6 billion dollar inflow of 
gold and a 600 million dollar decrease in currency in circu
lation.) The explanation of the difference in these figures, 
of course, lies in the fact that Reserve Bank sales and redemp
tions of short-term securities, mainly Treasury bills, offset 
much the larger part of their total bond purchases. (Changes 
in Federal Reserve System holdings of bonds and other types 
of Government securities from November 12, 1947 are 
shown in the accompanying chart.) The experience during 
the month of October has been generally similar to that 
of the entire period of about IIV 2 months. The reserves 
created during October by System purchases of long-term 
bonds, from institutional and other nonbank investors, were 
to a considerable extent eliminated as a result of sales and 
redemptions of System-held Treasury bills and other short
term obligations.

In addition, it must be remembered that the net increase 
in Federal Reserve security portfolios during the 11 Vi-month

Changes in Government Security Holdings of the 
Federal Reserve System*

(Cumulated weekly from November 12, 1947)
B I L L IO N S

* Wednesday dates; latest figures are for October 20, 1948.

period did not constitute an increase in reserves available 
for a multiple expansion of bank credit. Legal reserve require
ments of the member banks were raised, in three separate 
instances, by an aggregate of approximately 3 billion dollars, 
and member institutions sold a like amount of Government 
securities (chiefly short-term) to the Federal Reserve System 
to meet these increases. Apart from this rise in the System’s 
security portfolio attributable to increases in legal reserve 
requirements of member banks, total Government security 
holdings of the Reserve Banks have declined during the 
past year. During the same period demand deposits adjusted 
at the member banks have shown little change, and total loans 
and investments of these banks have declined moderately.

M em ber  Ba n k  R eserves

Member banks had no substantial net sources of funds dur
ing October other than those supplied as a result of nonbank 
investor net sales of Government securities to the Federal Re
serve System. All other transactions affecting reserve positions 
tended largely to offset one another. However, this single 
source of added reserves was sufficiently large to enable the 
member banks to reduce their borrowings from the Reserve 
Banks and acquire substantial amounts of Treasury bills—both 
outstanding issues, principally from the Federal Reserve Sys
tem, and new bills on subscription from the Treasury. As a 
result of the increased takings of new bills by the banks, part 
of the maturing issues, held principally by the Reserve System, 
was redeemed. The reduction in the member banks’ use of 
Reserve credit was substantial and somewhat larger than their 
gains of funds, resulting in a small decrease in their excess 
reserves. The decline in total Reserve credit outstanding was 
much smaller, however, than the reduction in member banks’ 
use of such credit, owing to the increase in the System’s bond 
holdings.

There was considerable fluctuation in bank reserves during 
the first two weeks of the month, reflecting chiefly Govern
ment security operations of the New York City banks and also 
an uneven distribution of gains and losses of funds among 
banks in different parts of the country. Member banks were 
under some pressure during the week ended October 6 as a 
result of a sizable holiday demand for currency, a moderate 
decline in Federal Reserve "float,” and a rise in required 
reserves, which were only partly offset by net Treasury dis
bursements and net expenditures out of foreign deposit ac
counts with the Reserve Banks, financed chiefly through sales 
of gold to the Treasury. The banks nevertheless bought sub
stantial amounts of Treasury bills and reduced their debt to 
the Reserve Banks, drawing down their excess reserves in the 
process to 510 million dollars, the lowest level since last May. 
Most of this decrease occurred among the New York City 
banks. These institutions, like most other banks, gained sub
stantial amounts of reserves early in the first week of October 
as a result of nonbank investor sales of Treasury bonds to the 
Federal Reserve System and redemptions of maturing Treas
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ury certificates and notes. Toward the end of the week, the 
New York City banks purchased large amounts of Treasury 
bills, incurring a substantial reserve deficiency.

Reversing the process in the following week (ended Octo
ber 13), the New York City banks sold large amounts of 
Treasury bills and increased their borrowings, turning their 
deficiency of reserves into an excess. These sales and borrow
ings were made in part to meet pressure from a transfer of 
funds to other parts of the country and from Treasury net 
receipts, but mostly to balance average reserves against require
ments. Thus, most of the 465 million dollar increase in excess 
reserves of all member banks in this week again reflected 
principally the change in the City banks’ position.

The modest shift of funds out of New York City con
tributed to the easing of reserve positions of the banks in 
other parts of the country, along with substantially lower 
required reserves and moderate Treasury net expenditures. 
Even though in this second week the banks did not have the 
benefit of additions to reserves from the sales of bonds by non
bank investors to the Federal Reserve System (since those 
investors reinvested most of the proceeds in short-term Treas
ury issues), their gains of funds were moderately larger than 
their losses from other transactions, including a continued 
reduction in the "float” and a further increase in money in 
circulation. Nevertheless, the unevenness with which these 
gains and losses of funds affected different banking institu
tions was reflected in the fact that many banks outside New 
York City were compelled to increase their borrowings sub
stantially and to sell moderate amounts of Treasury securities 
(mainly bonds), while others were able to build up their 
excess reserves.

In the last two weeks of the month, member bank reserve 
positions eased. Currency flowed back to the banks after the 
Columbus Day holiday, Federal Reserve "float” rose, and for
eign governments continued to disburse funds on deposit with 
the Reserve Banks. The banks continued, in addition, to gain 
funds from Reserve System purchases of long-term restricted 
Government bonds, and they employed these and other gains 
of funds not only to meet their needs for reserves but also to 
reduce their borrowings and increase their Treasury bill 
holdings.
SECURITY MARKETS

During the past ten months, prices of stocks and bonds have 
fluctuated irregularly, with mixed trends in evidence toward 
the close of the period—stock prices rising and bond prices 
leveling off at almost the low points for the year. On the 
whole, bond values rose during the first six months of the year 
and fell subsequently. Rising bond prices during the earlier 
period were associated partly with the decision of the Treasury 
in May not to raise the rate on new issues of its short-term 
securities. The pressure on the bond market in subsequent 
months may be linked to anti-inflationary measures taken by

the Federal Reserve System and the Treasury, including the 
raising of the rate on new short-term Treasury issues, and to the 
renewed fear in some quarters that Federal Reserve support 
of long-term Treasury bonds at the "pegged” levels might be 
removed. Of course the continued heavy demand for invest
ment funds in excess of savings has been the basic factor 
making for lower bond prices (higher yields) in the last four 
months, as in the last couple of years.

Stock prices also responded to monetary influences, but other 
factors, such as increased Government expenditures, tax reduc
tion, and apprehension concerning the business outlook were 
more important. These various factors, however, worked in 
opposite directions, with the net result that a sizable part of the 
February-June advance in prices was canceled in the next three 
months. October witnessed a renewal of the advance as pes
simism with regard to the business outlook was replaced by a 
more optimistic appraisal of near-term business prospects.

In spite of the generally higher level of interest rates and the 
uncertain course of stock prices, the volume of security flota
tions for new capital, particularly corporate securities, was con
siderably larger in the first ten months of this year than in 
the corresponding period a year ago. The usual summer let
down, and price weakness in the market for outstanding securi
ties, brought about some contraction in the amount of new 
corporate and municipal issues floated during the third quar
ter, but in October a marked expansion in the volume of new 
offerings took place. If securities registered with the SEC or 
otherwise being readied for sale are offered to the public 
(or sold privately to large investors) according to schedule, a 
very sizable volume of new issues may be forthcoming in the 
remaining months of the year.

Bo n d  M a r k e t

The first half of 1948 witnessed moderate recovery of 
bond prices. Large-scale selling of long-term Treasury bonds, 
primarily to the Federal Reserve System, ceased for a time 
toward the close of May and the Treasury bond market 
stabilized at levels above Federal Reserve support prices. In 
the third quarter, the special offering of Savings bonds to 
institutional investors, increases in reserve requirements of 
member banks, and the higher interest rates offered by the 
Treasury on new short-term security issues brought renewed 
liquidation of long-term Treasury bonds, and prices declined 
until they reached support levels for most issues in August, 
where they remained through October.

Prices of high and medium-grade corporate bonds and of 
municipal issues in general moved similarly to Treasury bond 
prices, recovering through early June, falling in the next two 
months, and leveling off in September and October. The move
ments of corporate and municipal bonds were, however, wider 
than those of Treasury bonds, since of course they did not bene
fit from any official support and their supply was increasing. 
Municipal bonds in turn were more volatile than corporate 
issues, for the proceeds of the sale of Government bonds to the
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Federal Reserve System (particularly when the sellers were the 
insurance companies) were reinvested in corporate issues rather 
than in the lower-yielding municipal obligations. (Insurance 
companies and some other institutional investors derive no tax 
benefits from tax-exempt securities.)

Toward the close of October 1948, yields on long-term, 
taxable Treasury bonds were at levels corresponding to Fed
eral Reserve support prices, yields on highest to medium- 
grade (Moody’s averages of Aaa to Baa) corporate bonds were 
slightly below the peak reached early in the year, and municipal 
bond yields showed approximately the same decrease from 
the 1948 peak.

The period of rising interest rates since the spring of 1946 
has been accompanied by a widening of the differential be
tween corporate and Government bond yields, owing to the 
wider movements in corporate bond yields. Between August 
and December 1947, when bond yields rose most rapidly, the 
spread between the average yield on highest-grade long-term 
corporate issues and that on the longest-term Treasury bond, 
the 2Vis of December 1967-72, more than doubled. The 
subsequent decline in bond yields in the first six months of
1948 was accompanied by a shrinkage in this spread, which, 
however, increased again with the weakness that appeared in 
the bond market beginning in June. The differential remains 
substantially above the level that prevailed in 1946 and the 
first half of 1947, when interest rates were considerably lower.

This tendency of the spread between Government and cor
porate bonds to widen has had its counterpart in the cor
porate market in the form of increased spreads between high 
and medium-grade issues. After many years of narrowing 
differentials owing to the dearth of new, higher-yielding cor

Yield on Highest-Grade Corporate Bonds Compared with the 
Yield on U. S. Treasury 2 ^ ’s of December 1967-72

(Weekly, 1946-October 22, 1948*)
P E R C E N T

1 9 4 6  1 9 4 7  1 9 4 8

* Figures for corporate bond yields are averages o f daily figures for weeks 
ending Friday; Treasury bond yields are Friday figures. The 2 ^ ’s o f December 
1967-72 are ineligible for bank investment.

# Difference in yield between corporate Aaa bonds (M oody’s) and U. S. 
Treasury 2 ^ 's  o f December 1967-72.

Source: Federal Reserve Bank of New York and Moody’s Investors Service.

porate issues during the war, the market has begun to evaluate 
the credit factor in bonds more closely and to demand larger 
differentials for greater risks.

St o c k  Prices

In the past ten months stock prices have continued to move 
within a relatively narrow range. The favorable influences gn 
prices of the reduction in Federal income tax rates, the increase 
in Governmental foreign aid, and the prospects of higher 
Federal defense expenditures were largely offset by the defla
tionary influences of increased international tension, further 
anti-inflationary moves of the monetary authorities, and renewed 
fears of a business recession. After falling off early in the 
year, prices rose 20 per cent between February and June and 
then receded 9 per cent between June and the close of Sep
tember. A fresh advance in October carried prices 5 per cent 
above the level prevailing at the end of September to the highest 
levels since early August. The volume of trading increased 
during the February-June period of rising prices, reaching an 
average of almost 2 million shares a day during May. Turn
over declined thereafter, reaching the million-share level in 
July and remaining below that average during most of the 
subsequent two months. The higher prices in October were 
accompanied by larger trading volume, which averaged slightly 
more than one million shares daily.

Although stock values, on the whole, as measured by Stand
ard and Poor’s broad index of the prices of 416 issues, showed 
only a nominal increase for the first ten months of the year, 
several of the industry groups showed substantial improve
ment. Among these, the most noteworthy were the railroad, 
aircraft, shipbuilding, electrical equipment, radio, steel, copper, 
lead and zinc, petroleum, coal, rayon, and brewery stocks. For 
the most part, shares of industry groups that were strongest 
during the February-June upswing were, with the exception 
of the petroleum stocks and a few other groups, among those 
showing the smallest decreases during the subsequent decline. 
W ith the exception of the railroad and rayon shares, further
more, most of these groups led in the October upswing in 
prices along with the building material, distillery, ship
ping, and tire and rubber company shares, which had not 
been among the outstanding groups in the earlier advance. 
Steel share prices, which made relatively large gains during 
October, were also among the groups which did no better than 
average during the February-June upswing. The better-than- 
average showing of these groups reflects the particular situa
tions governing specific industries, e.g., larger defense orders, 
the development of television, and heavy demand for steel, 
petroleum products, copper, and other nonferrous metals. 
Prices of only three groups, the petroleum, brewery, and coal 
stocks, were higher toward the close of October than at the 
postwar peak of the market as a whole.

Among the stock groups which showed net declines in prices 
in the first ten months of the year, fertilizer, agricultural ma
chinery, drug and cosmetic, apparel, leather and shoe, soft drink, 
moving picture, and air transport company shares were weakest,
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reflecting prospects for lower farm income in 1949 and lagging 
demand for nondurable goods and some of the service lines.

N e w  Issues

The usual summer letdown in new financing and to a lesser 
extent unsettled conditions in the market for outstanding 
securities were responsible for a drop of about one fifth in 
average monthly corporate flotations for new capital purposes 
to about 400 million dollars (partly estimated) in the four 
months ended October 31, from 500 million in the first half 
of the year. However, the July-October total was moderately 
higher in 1948 than in 1947, and for the first ten months of
1948 corporate new capital flotations were 44 per cent higher 
than last year.

New bond issues during the past four months were gen
erally well received by the market, despite the weakness of 
bond prices. New offerings were in most cases priced at levels 
affording higher yields than those on outstanding issues of 
comparable quality and maturity. However, as a result of the 
fall in bond prices, the market quotations of many new securi
ties subsequently fell below the issue prices and this did tend 
to act as a deterrent to the public sale of new bonds. Private 
sales to insurance companies and other institutions, ungov
erned by immediate price developments, remained large, repre
senting about two fifths of all new corporate issues in the ten 
months ended with October.

The upward movement of stock prices from February to June 
and again in October failed to stimulate the flotation of com
mon stocks; such issues were practically nominal in amount 
during July-October. However, there was a considerable spurt 
in preferred stock issues in the second quarter of the year. 
Stock issues averaged 20 per cent of all security issues in the 
first half of the year and fell to about 9 per cent of the total in 
the succeeding four months.

Despite a sharp drop in volume from the level of the first 
six months of 1948, utility issues during the next four months 
were still the most important class of new securities offered in 
the market and constituted 40 per cent of all new money 
security flotations. Within the utility group, the electric power 
corporations have become the most important seekers of capital 
funds, accounting for about half the utility financing in the first 
ten months of 1948. Telephone companies, which in the pre
ceding two years had accounted for more than half the utility 
flotations, fell to 32 per cent this year.

Manufacturing (including mining) enterprises have floated 
about two fifths of the amounts issued since June 1948, as 
against one third in the first half of the year and 45 per cent 
in the entire year 1947. Although new financing by manufac
turing companies has been declining since the record high 
offerings of the last quarter of 1947, the aggregate volume 
of manufacturing issues in the first ten months of the year 
was about 14 per cent larger than in the corresponding period 
a year ago. The petroleum, tobacco, machinery, transportation 
equipment (other than automobiles), and iron and steel in

corporate Security Flotations for New Capital by Industries 
(Monthly averages for semiannual periods, 1946-48*)

M I L L  ION S  
OF D O L L A R S

* Last period shown covers the monthly average for only four months, July 
through October 1948; September and October 1948 estimated by the Federal 
Reserve Bank of New York.

Source: Com mercial and Financial Chronicle data classified by industry by 
the Board of Governors o f the Federal Reserve System.

dustries have been the predominant issuers of securities in the 
manufacturing group in the current year to date.

Railroad security flotations for new capital have increased 
more than any other group in the first ten months of this year, 
rising by 150 per cent over the same period in 1947. The 
sharp increase in railroad financing reflects the greatly enlarged 
capital expansion program of the common carriers and the 
ability of rolling stock manufacturers to raise the level of their 
output substantially. According to the Bureau of Transport 
Economics of the ICC, the railroads’ expenditure on new equip
ment this year is expected to amount to about 1 billion dollars, 
or two-thirds more than in 1947. Of this amount, approxi
mately 45 per cent had been spent in the first six months of 
the year.

In the municipal new issue market, offerings in the four 
months ended October 31 of this year failed to keep pace with 
the volume of the first half of the year, largely because of the 
usual lack of activity during the summer. It is estimated that 
total offerings of State and local governments averaged about 
170 million dollars a month during the last four months, a 
20 per cent decline from average monthly offerings of 215 
million dollars in the preceding three months, and slightly 
below the amount offered in the same period of 1947. Despite 
this decline, the total for the first ten months of the year (2.3 
billion dollars) was about 275 million above the total for the 
corresponding period last year.

The record supply of new municipal issues has not been 
sold to the public without some difficulties. For the most part, 
higher rates have had to be offered by municipal governments 
in order to attract buyers, and there was bound to be some 
investor resistance to closely priced issues in view of the gen
eral trend of rising interest rates. Dealer inventories of unsold 
issues have been fairly heavy from time to time and have been
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disposed of only at concessions from issue prices. Inventories 
had been substantially reduced by the end of September, 
although the general feeling among municipal dealers was that 
they should have been lighter in view of the dearth of new 
issues during that month. This feeling was substantiated by 
the difficulties encountered in disposing of part of the very 
large volume of offerings in October.

The supply of new State and local government bond issues 
not only grew substantially in October but is likely to grow 
further. Probably another billion dollars or so of new securities 
will be added to the backlog when voters make their decisions 
as to new capital projects and bonus payments at the polls in 
November. Disposing successfully of the large volume of 
issues that are likely to be offered will require planning and 
coordination between municipal bondmen and municipal 
finance officers to avoid congestion and prevent the develop
ment of temporarily oversold conditions in the market from 
time to time. More attractive yields may also have to be 
offered in order to attract certain institutional investors inter
ested in high quality of issues rather than in tax exemption.

INTRA-EUROPEAN PAYMENTS PLAN
The Intra-European Payments Plan, proposed by the Organi

zation for European Economic Cooperation and approved in 
principle by the Economic Cooperation Administration, has 
been formally adopted by the countries participating in the 
European Recovery Program, through the OEEC resolution 
of October 16. Operation of the plan is expected to remove 
part of the log jam that has increasingly clogged intra- 
European trade channels.

Before the war, trade among the countries participating 
in the ERP accounted for 51 per cent of their total exports 
and 38 per cent of their total imports, and therefore played 
an essential role in their economic life. When, at the end of 
the war, efforts were made to resume this trade, it had to be 
done largely on the basis of bilateral clearing agreements 
involving reciprocal credits. The bilateral trade pattern was 
familiar to many countries from prewar days and the reciprocal 
credit device helped to overcome the shortage of foreign 
exchange. Underlying the reciprocal credits was the assump
tion that the balance of trade would fluctuate seasonally, or 
in any case over short periods. Balances in excess of the agreed 
credit margins were usually to be paid off in gold. In view of 
the uncertain trade and supply conditions, the size of the credit 
margins usually had to be determined arbitrarily rather than 
on the basis of prospective trade currents and credit needs.

While in some instances the expected two-way swings in 
trade balances materialized, very often the reciprocal credits 
were utilized only in one direction and therefore tended to 
become permanent. Pronounced creditor and debtor relations 
developed, Belgium and Switzerland becoming the chief 
creditors, France a general debtor. The United Kingdom, 
which during 1947 and early 1948 was heavily in debt to

many ERP countries, found its position improving rapidly 
thereafter and is expected to run a large active balance with 
ERP countries generally during the year ending June 1949. 
A number of countries, without being large net debtors 
or creditors, had substantial debits and credits in their various 
bilateral positions.

As long as credit margins remained available, intra-European 
trade showed remarkable recovery. During 1947, however, the 
growing unwillingness of creditors to advance new credits, 
and the inability or unwillingness of debtors to pay in gold, 
together with the failure of sterling convertibility, made 
increasingly necessary the bilateral balancing of trade between 
each pair of trading countries. Trade in the aggregate began 
to shrink in terms of physical volume, as the deficit countries 
were forced to cut their purchases to the level of their sales; 
and the proportion of trade in nonessential goods grew as 
surplus countries sought means of converting their outstand
ing credits into imports.

From a balance of payments viewpoint, this impasse had 
two aspects. One was the net deficit of individual countries 
with the other ERP countries as a group, which the debtor 
countries could meet only by paying out dollars received from 
other sources. The second was the inconvertibility of European 
currencies, which prevented a country with equal bilateral 
deficits and surpluses from using the surpluses to offset the 
deficits.

The growing paralysis of intra-European trade was a serious 
threat to recovery. It became clear that European countries, 
unable to buy all they would like from the Western Hemi
sphere, must increasingly buy from each other. Furthermore, 
the most effective distribution and use of resources required 
that, for a while at least, some of the ERP countries be enabled 
to incur fairly sizable deficits with the rest of the group. This 
called for some means of financing the balances.

Ea rlie r  A p proach es  to  t h e  Pr o b l e m

Various solutions were tried without success. Sterling con
vertibility, could it have been sustained, might have solved 
the problem of compensating bilateral debits and credits by 
providing a universally acceptable means of payment. Even so, 
the problem of financing net deficits would have remained. 
Sterling convertibility having failed, the problem was next 
attacked through the institution of a clearing scheme con
ducted by the Bank for International Settlements. This, too, 
did not produce major results, because the countries that be
came "permanent members” of the clearing (Belgium and 
Luxembourg, France, Italy, Netherlands, and the Bizone) did 
not find enough opportunities for clearing among themselves, 
while the "occasional members” usually found some motive 
for rejecting the clearing operations proposed to them by 
the BIS.

A third line of approach was implicit in the proposal of 
the Committee of European Economic Cooperation, in Sep
tember 1947, for stabilization funds aggregating 3 billion
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dollars which were to be added to the amount of Marshall 
Plan aid proposed by the committee. While the proposal was 
not elaborated in detail and was made primarily for purposes 
of internal stabilization in the countries to be aided, its effect 
on intra-European trade might have been to put that trade 
on a dollar standard. As long as the dollar remains a scarce 
currency, however, its use as an intra-European means of 
payment might easily have had restrictive effects. Countries 
might have endeavored to buy as little from each other as 
possible, in order to extract dollars from their trade partners 
that could be spent in the United States, unless the United 
States were prepared to continue putting up enormous amounts 
of dollars, or the ERP countries were willing to pursue 
severely deflationary policies which would mitigate the 
dollar shortage. From a long-run viewpoint, the universal 
use of the dollar in world trade would certainly be profitable 
to the United States, as the similar role of sterling was at one 
time for Britain. But while the dollar remains a scarce cur
rency, its use as a universal means of payment would almost 
certainly prove restrictive, and to make dollars sufficiently 
available at this time to avoid such an outcome would require 
a disproportionate effort on the part of the United States, or 
almost impossibly severe deflation on the part of the partici
pating countries.

It was soon realized, however, as the ERP progressed, 
that American aid could be used to unblock European 
trade and payments without a special dollar pool and without 
additional cost to the United States. Two methods, essentially 
variants of the same principle, were available, the "offshore 
purchase” method and the "local currency” method. The off
shore purchase method, which owes its name to the offshore 
purchase provisions of the Economic Cooperation Act, con
sisted in giving intra-European debtors the dollars required 
to pay for their intra-European deficits. Under this method, 
which ECA used during the third quarter of 1948, special 
"supplemental” dollar allotments were made to the debtor 
countries to meet these deficits, in addition to the "basic” 
allotments which covered their Western Hemisphere deficits. 
The supplemental allotments were made on the basis of the 
bilateral deficits of the recipients with each of the other par
ticipating countries, estimated in advance, and were earmarked 
for expenditure in specific creditor countries. In making its 
basic allotments to the creditor countries, ECA in turn took 
into account the dollars they were scheduled to receive in 
payment of their prospective surpluses with other participating 
countries. In other words, intra-European debtors were allotted 
dollars ecjual to their Western Hemisphere deficits plus their 
intra-European deficits, while creditors were allotted dollars 
equal to their Western Hemisphere deficits minus their intra- 
European surpluses.

M a in  Featu res  o f  t h e  Pa y m e n t s  Pl a n

It is, however, the local currency method which the OEEC 
has now, for a variety of reasons, decided to use as the basis

of the payments plan. Under this method, the dollars, instead 
of being given to the debtor as a supplemental allotment, are 
given directly to the creditor as a "conditional” allotment on 
the basis of bilateral balances between the ERP countries 
estimated in advance for one year. The condition for each 
such allotment is that the creditor must grant the debtor 
"drawing rights” in the creditor’s own currency, equivalent 
to the conditional dollars received. The debtor then uses the 
drawing rights to meet his liabilities to the creditor. The 
aid thus given by ECA is referred to, from the debtor’s 
viewpoint, as "indirect aid.” The drawing rights are given on 
a "gross” basis. In other words, a country that has surpluses 
with some of its trading partners and deficits with others will 
grant drawing rights equal to the sum of the surpluses and 
receive rights equal to the sum of the deficits. This will greatly 
facilitate the offsetting of its debits against its credits. The 
creditor will finance the drawing rights he grants out of the 
"counterpart funds” that he deposits upon receipt of an ECA 
conditional allotment (or upon receipt of "indirect aid”). 
The setting up of the drawing rights, however, is not 
to be delayed until sufficient counterpart funds have been 
built up. Drawing rights and conditional dollar allotments 
are rather to be made available simultaneously, although the 
timing of their actual utilization may differ. If the utilization 
of conditional dollars and hence the building up of counterpart 
funds lags behind the utilization of the drawing rights, the 
creditor is expected to prefinance the drawing rights and later 
reimburse himself out of the counterpart funds. The debtor, 
upon using the drawing rights, is to establish a counterpart 
fund in his own currency, just as if he had received a direct 
grant from ECA.

In addition to the drawing rights, funds to cover intra- 
European deficits are being made available through the release 
of existing balances. These are mostly sterling balances, aggre
gating the equivalent of 209 million dollars, which the United 
Kingdom will release for financing that part of its surplus with 
the Continental countries that is not covered by drawing rights. 
It should be noted that the United Kingdom surplus includes 
that of the entire sterling area.

Both the drawing rights and the existing balances will be 
used, not for direct payments to creditors, but via a clearing 
mechanism that is to be an extension of the present BIS 
clearing. All ERP countries will participate in this clearing, 
Switzerland and Portugal entering it on a special footing. The 
balances that accumulate in the payments-agreements accounts 
as a result of current trade will be cleared monthly. W ith some 
qualifications, only currently arising balances will enter into 
this clearing, old balances being consolidated, except those 
which are released for the purpose of covering deficits. At the 
outset the clearing will be limited to situations where, with the 
aid of the drawing rights, closed chains of indebtedness can be 
established in which each country in the chain holds the cur
rency of the preceding country while its currency in turn is held
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by the following country ("first order clearing”). In such a 
chain, all debits and credits, if they are equal, can be wiped 
out and no new debtor-creditor relationship arises. Clearings 
in which new credit relationships would arise ("second order 
clearing”) may be proposed by the agent (the BIS) but can 
be vetoed by countries that feel themselves adversely affected. 
It is planned to broaden the scope of the clearing and reduce 
the veto right later on. For the time being, however, the 
clearing aspect seems likely to play only a minor role within 
the payments plan.

The essence of the payments plan, in simplest terms, is to 
make ERP dollars do double duty: once to move goods within 
Europe, and again to move goods to Europe from overseas. 
At the same time, the plan effectively implements the "net aid” 
concept, which is the most rational criterion of the need of 
each counry for foreign aid. The magnitude of the net aid 
that is required depends, not only on the country’s Western 
Hemisphere deficit, but also on its intra-European deficit or 
surplus, i. e., on the net deficit in its over-all balance of pay
ments, disregarding possible balances with other nonparticipat
ing countries. A country that has an intra-European deficit on 
top of its Western Hemisphere deficit needs aid to cover both. 
A country with an intra-European surplus, on the other hand, 
can use this surplus to reduce its dollar aid requirements, pro
vided the surplus can be converted into dollars. This is 
what the payments plan does. The "conditional allotment” 
of dollars, though it has the appearance of a grant, is no gift 
at all. It is payment for goods that the surplus country is to 
deliver to its debtors. All that the conditional allotment does 
for the creditor—and it is still a good deal—is to make the 
surplus convertible into dollars so it can be used to cover part 
of the Western Hemisphere deficit. The debtor country re
ceiving "indirect aid” is the main beneficiary of the operation. 
Likewise, of course, the drawing rights granted by the creditors 
are not gifts, but simply export surpluses for which the credi
tors receive dollars. This is not to deny that some of the ERP 
countries may be making a very valuable contribution to the 
recovery of their fellow-participants. But this depends prima
rily, not upon whether they are intra-European creditors or 
debtors, but upon the amount of net aid that they demand 
relative to a fair appraisal of their needs.

T r a n s f e r a b il it y  o f  D r a w in g  R ights

To ensure the effective working of the payments plan, an 
element of flexibility has been added through the limited 
transferability of drawing rights. The transfer of drawing rights 
means that the obligation of the creditor who originally granted 
the rights is assumed by some other creditor, which implies that 
the conditional dollar allotment on which the rights are based 
is taken from the original creditor and given to the new one. 
Without this device, the plan might easily create intolerable 
rigidities, and might also fail to protect the legitimate needs 
of the debtors. As to the danger of rigidity, it is to be noted

that the advance estimates of trade balances on which drawing 
rights and conditional allotments are based cover a one-year 
period. The original estimates presented by debtors and credi
tors, respectively, for the year ending June 1949 differed re
markably, and their reconciliation by OEEC necessarily must 
have been based upon estimates of a type subject to a high 
margin of error. A really effective clearing mechanism would 
give relief from rigidity if sufficient reciprocal credit margins 
or existing balances were available, but there is no informa
tion to indicate that they will be. Thus, the plan would put 
trade into a strait-jacket which would be none the less irk
some because it was multilateral. This danger has been over
come, to some extent, by making the drawing rights trans
ferable.

The protection of debtors is another aim sought by injecting 
flexibility into the plan. The debtor countries have pointed out 
that their drawing rights will not be worth what they seem 
unless they are as effective as dollars in securing goods. They 
feared that if they were placed on a local-currency basis in
stead of on the dollar basis used under the offshore-purchase 
system, the creditor countries would gain a considerable bar
gaining advantage. Upon receiving the "conditional dollars” 
directly from ECA after setting up the drawing rights, the 
creditor countries, it was feared, might feel tempted to go slow 
on supplying desirable goods against the latter, through use 
of export licenses or by excessive price demands. To make sure 
that the drawing rights would be as effective as dollars in 
bargaining for goods, it has therefore been agreed that under 
certain conditions debtors should be allowed to seek some other 
creditor who would be willing to grant them drawing rights, 
on condition of course that the conditional dollar allotment be 
transferred from the original to the new creditor. The danger 
for the creditor of losing dollars is likely to make him willing 
to honor his drawing right obligations as if the debtor were in 
fact buying with dollars.

The transferability of drawing rights has the general effect of 
injecting an incentive to export into the payments plan be
cause it offers countries an opportunity to earn extra dollars. 
Debtors too have this incentive, since (with the exception of 
Greece) even those countries that are debtors on balance have 
bilateral surpluses with some trade partners and therefore 
extend some drawing rights. Without transferability, incentives 
would be largely lacking.

There are various factors, however, that counsel moderation 
in the actual operation of the transfer of drawing rights. One 
is that very sizable changes in dollar allotments to creditors 
cannot be made without severely disturbing the planning of 
their imports and eventually the working of their entire 
economy. The total of ERP dollars relative to recovery needs 
is so limited that their allocation must be made with the utmost 
deliberation and cannot be left in any major degree to the free 
play of intra-European trade balances. A second point is that 
easy transferability of drawing rights, at the debtor’s option,
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Distribution of Drawing Rights, Existing Resources, and ERP Aid, July 1948— June 1949
(In millions of dollars)

Aid to be granted 
.(+ ) or 

received (—) by 
(1)

Drawing rights to be received (+ )  or granted ( - )  by

Drawing rights and existing resources utilized
Position including 
United States aid

Gross
drawing
rights

granted
(15)

Gross
drawing
rights

received
(16)

Net 
drawing 

rights 
granted 
or re
ceived 

(15+16) 
(17)

Existing 
resources 

to be 
utilized* 

(18)

Total
intra-
Euro-
pean

position
(17+18)

(19)

United
States
dollar
allot

ments#
(20)

Net
aid

(20-17)
(21)

Net aid 
plus 

existing 
resources 
(21-18) 

(22)

Aus
tria
(2)

Bel
gium
(3)

Den
mark

(4)
France

(5)
Greece

(6)
Italy
(7)

Neth
erlands

(8)

Nor
way
(9)

Swe
den

(10)

Tur
key
(11)

United
King
dom
(12)

Bi
zone
(13)

French
Zone
(14)

Austria.............. -  4.5 -  0.1 -  2 +  0.4 +  2 -  1 -  1.5 +  0.7 -  25 -3 2 -  0.5 +  3.1 -  66.6 -  63.5 -  63.5 217.0 280.5 280.5
Belgium * * ....... +  ’ 4.5 +  6.5 +  40 +13 -1 1 +72.5 +23 +  6 +  *2 +  30 +17 +  4 +218.5 -  11 +207.5 +207.5 250.0 42.5 42.5
Denmark........... +  0.1 - '* 6 .5 -  2.7 +  2 +  3 -  1.5 -  1 -  0.2 +  5.1 -  11.9 -  6.8 -  6.8 110.0 116.8 116.8
France............... +  2 -  40 +  ‘ 2.7 +  5 - i i - 5 -200 -6 3 -1 4 +  9.7 -333 -323.3 +  io -313.3 989.0 1,312.3 1,302.3
Greece............... -  0.4 -  13 -  2 - " 5 -  7 — 5 -  2 - 5 - i 3 -  10 -  4.3 -  0.1 -  66.8 -  66.8 -  20 -  86.8 146.0 212.8 232.8
Italy.................. -  2 +  11 +  11 +  ‘ 7 +  0.5 +  0.1 +  5 -  25 +10.1 +  2.6 +  47.3 -  27 +  20.3 -  45 -  24.7 601.0 580.7 625.7
Netherlands +  1 -  72.5 +  5 +  2.5 -  2 +  0.8 -  8.5 +  2 +  11.3 -  83 -  71.7 -  65 -136.7 496.Of 567.71 632.7f
Norway............. +  1.5 -  23 +  " 5 +  2 - 0 . 5 — 2.5 -2 1 .8 -  0.5 +  8 +  16.5 -  48.3 -  31.8 -  31.8 84.0 115.8 115.8
Sweden.............. -  0.7 -  6 - 3 +  5 -  0.1 +  2 +21.8 +  1 +  5 +  34.8 -  9.8 +  25 -  60.2% -  35.2 47.0 22.0 82.2
Turkey.............. -  2 +  1.5 +13 -  5 -  0.8 +  0.5 - i +12 +  i.5 +  28.5 -  8.8 +  19.7 -  19 +  0.7 50.0 30.3 49.3
United Kingdom +25 -  30 +200 + 1 0 +25 +46.5 +  5.5 +312 -  30 +282 +209 +491 1,263.0 981.0 772.0
Bizone............... +32 -  17 +  1 +  63 +  4.3 -10.1 +  ‘ 8.5 - ' 8 - 5 -1 2 - ’ 46.5 +108.8 -  98.6 +  10.2 -  9.8 +  0.4 414.0 403.8 413.6
French Zone___ +  0.5 -  4 +  0.2 +  14 +  0.1 -  2.6 -  2 -  1.5 -  5.5 +  14.8 -  15.6 -  0.8 -  0.8 100.0 100.8 100.8

Total. . . . +63.5 -207.5 +  6.8 +323.3 +66.8 -20.3 +71.7 +31.8 -2 5 -19 .7 -282 -10 .2 +  0.8 +810.4 -810.4 ±564.7 ±228.8 ±699.6 4,875.0§ 4,875.0§ 4,875.0§

* Release of balances indicated by (+ ), right to their use by (—).
# Including both conditional and unconditional allotments.

** Includes Luxembourg.
t Includes 84 million of United States aid for Netherlands East Indies.
j  Net of 9.8 million in balances to be released, and 70 million in rights to balances that are to be utilized.
§ Includes United States aid to Eire, 79 million; to Iceland, 11 million; and to Trieste, 18 million.
Source: Columns 2 to 19 from Records & Statistics, Supplement to The Economist, Vol. IV, No. 92 (October 16, 1948), p. 352; columns 20 to 22 based on OEEC data.

would give the debtor free rein to "shop around” with dollars. 
This might have the same restrictive effects as dollar trading, 
already discussed. It might become a motive for cutting im
ports, particularly on the part of the creditor from whom draw
ing rights were being transferred. Finally, it seems clear that 
a creditor should not be penalized severely for having made too 
liberal estimates of his prospective surplus, if at the time that 
aid was being divided this liberality had earned him only 
moderate concessions in added dollars.

The issue of the transferability of drawing rights caused 
some delay in the final approval of the plan by OEEC, because 
of objections by the British. Britain and Belgium are the only 
countries that have scheduled substantial net surpluses. Britain, 
as appears in the table, has undertaken to supply a net surplus 
equivalent to 491 million dollars (of which 282 million is ac
counted for by net drawing rights, and 209 million by the 
release of existing sterling balances). A large part of the goods 
in question will come from the independent sterling area, 
which may cause Britain’s indebtedness to that part of the 
sterling area to go up. This British undertaking was an impor
tant factor in getting the other countries to accept the distribu
tion of aid proposed by OEEC, because it increased the amount 
of net aid available to them. The British themselves, however, 
have expressed some doubt as to their ability to meet this com
mitment. On the other hand, it is believed in some quarters 
that Belgium will have little trouble in meeting the commit
ment it has made of 207.5 million dollars, and could even in
crease its exports if it received payment in dollars. There is, 
consequently, a chance that drawing rights and conditional 
dollars may be transferred away from Britain. Belgium, on

the other hand, is the creditor most likely to gain from transfer
ability, and has been a warm supporter of the device. The 
Belgian point of view has also appealed to the traditional 
American preference for multilateralism, with which concept 
transferability has come to be identified, although in the context 
of the payments plan it really should be looked upon as an 
element simply of flexibility.

A satisfactory compromise appears now to have been found 
under which a modification of drawing rights may be recom
mended by OEEC only in three cases: (1 ) force majeure; (2) 
proof by the debtor that despite every reasonable effort he is 
unable to use his rights against the original creditor; and (3) 
proof by the creditor that rights granted by him are no longer 
needed. In the last case, the drawing rights presumably would 
be canceled and the net aid to the creditor would go up cor
respondingly. In all other cases unused drawing rights are to 
remain in force after the end of the year for which they have 
been granted. Since decisions affecting drawing rights also 
affect the allotment of conditional dollars, they will in any 
case be subject to the approval of ECA.

U sefulness of the  Pl a n

The payments plan may be expected to produce a number 
of valuable results. It will probably increase the volume of 
trade and make this trade more effective because it will re
move the compulsion to balance accounts bilaterally. Trade 
can now be made as multilateral as is desired, within reasonable 
limits. Nevertheless, one may doubt whether the plan offers a 
lasting solution to the problem of European payments. This 
is by no means a condemnation of the plan. It will per
form an extremely valuable function by breaking the present
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financial impasse in intra-European trade. Its contribution, in 
terms of additional goods moved, should be at least of the 
order of half a billion dollars, and indirectly perhaps much 
more. But the present limitations of the plan clearly mean that 
continued thought and work must be directed toward strength
ening it, as well as toward the development of a more funda
mental solution of the intra-European payments problem.

BUSINESS CONDITIONS IN THE SECOND 
FEDERAL RESERVE DISTRICT
Business activity in the Second Federal Reserve District con

tinued at high levels during the first ten months of 1948. Many 
of the principal business indicators have shown increases over
1947, but in general such gains have been smaller than in the 
rest of the country. This represents a continuation of the ten
dency which has prevailed for the past two years. In the first 
year following the end of the war, the dominating influence 
in this District of the apparel and other nondurable goods 
industries minimized reconversion problems and helped to 
maintain relatively high levels of employment, production, and 
income to a greater extent than in the rest of the country. But 
once the initial postwar period of reconversion and labor diffi
culties had passed, the further gains in this District were rela
tively more moderate than elsewhere in the nation.

In appraising business conditions in a limited area, about 
the only detailed indicators that are promptly and readily avail
able for nonagricultural activity are the statistics of employ
ment in various industries. Factory employment, as estimated 
for the Second Federal Reserve District, showed a slight decline 
in the first nine months of 1948 compared with the same period 
last year, whereas in the country as a whole there was a gain 
of 3 per cent. However, other Second District nonagricultural 
industries, except construction, showed increases in employment 
that more than offset the reduction in factory employment, 
even though the gain was smaller than that for the same indus
tries in the country as a whole.

In New York State1 the year-to-year declines in factory 
employment appeared to be centered in the durable goods lines, 
reflecting in part a readjustment to more normal peacetime 
demand, such as the nondurable goods industries underwent in
1947. Employment in durable goods manufacturing in Septem
ber 1948 was slightly below that for the same month in both
1947 and 1946. Machinery and electrical apparatus showed the 
greatest declines from last year, while the number of workers 
in shipyards and airplane factories, which dropped sharply 
between 1946 and 1947, has risen somewhat in recent months. 
Nondurable goods industries had about the same number of 
employees in September 1948 as in September 1947, although 
fewer than in September 1946. The number of workers in 
apparel firms in September was only slightly less than in Sep

1 Estimates of New York State employment are furnished by the 
Bureau of Research and Statistics, Division of Placement and Unem
ployment Insurance, New York State Department of Labor.

tember 1947 and about 6 per cent less than two years earlier. 
Food processing plants and textile mills have added workers, 
but there has been a decline in miscellaneous manufacturing.

The trends in factory employment in the various industrial 
areas of the Second District have largely reflected differences 
in types of manufacturing industries. The employment picture 
in New York City has been dominated in the past two years 
by the sharp seasonal fluctuations of the apparel industry, a 
pattern which had largely disappeared in the war and recon
version periods. From April through September of this year, 
New York City factory employment was lower each month 
than in the corresponding month of 1946 and 1947, and at 
the seasonal low point in July 1948 employment reached the 
lowest mark in eight years. The women’s outerwear industry 
in the New York area reported that the value of shipments in 
the first half of 1948 was 9.5 per cent above the first half of
1947. Allowing for price changes, this indicates a well-sus
tained rate of production; in the rest of the country, however, 
shipments rose 16 per cent in the same period.

The New York City printing and publishing industry em
ployed slightly fewer workers than a year earlier but somewhat 
more than in 1946, while employment in most metalworking 
concerns was below that in the corresponding period last year.

In Upstate New York, business conditions following recon
version proved to be more stable than in New York City, with 
factory employment in all areas well above prewar levels. Dur
ing the spring and summer of 19483 however, there were 
declines in employment in the Elmira and Utica areas and to 
a lesser extent in Buffalo. Claimants for unemployment insur
ance in mid-September were fewer than on the corresponding
1947 date in the Albany, Binghamton, and Poughkeepsie 
regions ( and also in New York City and the suburban areas), 
but were substantially more numerous in Elmira, Utica, Syra
cuse, Rochester, and Buffalo. In New Jersey, factory employ
ment has been running above last year’s figures, and, as in New 
York State, the gain has been largely in nondurable goods 
lines. In the Connecticut portion of the Second District, 
employment appears to have fallen below 1947 levels.

Besides manufacturing, the only other major industry group 
in the Second District to show a drop in activity has been con
struction. Employment in New York State construction firms 
during the first eight months of 1948 averaged 4 per cent below 
the year-earlier level, although in New Jersey there appeared 
to be some year-to-year gain. The country as a whole showed 
an average increase of over 8 per cent in construction employ
ment during the same period. Likewise, both residential and 
nonresidential construction contracts awarded in the Second 
Federal Reserve District during the first three quarters of this 
year have shown smaller gains than those in the rest of the area 
(37 States) covered by the F. W. Dodge Corporation data.

These declines in manufacturing and construction employ
ment have been more than offset by increases in the other 
nonagricultural industries. The trade and service industries in
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particular have hired more workers, although here too the gains 
have generally been smaller than in the rest of the country. 
Wholesale and retail establishments in New York State in
creased their working forces by an average of 2 Vz per cent in 
the first eight months of 1948. Employment also increased in 
finance, insurance, and real estate firms, in Federal, State, and 
local government offices and establishments, and in communi
cations and other public utilities. This last increase partly 
reflected an advance in electric power output of 7 per cent in 
New York State (compared with a national average of 10 
per cent), which is in itself an important indicator of the 
increase in over-all business activity.

Cash receipts from farm marketings in New York State in 
January-August 1948 were 14 per cent above the same period 
in 1947, whereas for the country as a whole the average increase 
was only 6 per cent. Milk, poultry, and dairy products—the 
mainstay of this Districts agriculture—continued to sell at high 
prices during 1948, while the price declines in grains and other 
crops which adversely affected farm incomes in other sections 
of the country were reflected here chiefly in the form of lower 
feed costs and higher net incomes.

The dollar volume of department store sales in the Second 
District in January-September 1948 was 6 per cent above the 
corresponding months of 1947, compared with 8 per cent for 
the country as a whole. Year-to-year increases in sales at all 
types of independent retail stores in New York City and North
ern New Jersey during the first eight months of 1948 were on 
the whole smaller than the nation-wide average of 8 per cent, 
but in Upstate New York the gains were generally larger than 
the national gain.

One of the best and most comprehensive indicators of the 
economic activity in a region is the amount of income which 
is produced there and which is received by its inhabitants in 
the form of wages, profits, and property income. The trends 
in a region’s income payments reflect its growth compared 
with the rest of the nation, the relative well-being of its popu
lation, and its position as a market, both for its own products 
and those of other regions. Estimates of income payments in 
the Second Federal Reserve District, based on U. S. Depart
ment of Commerce data by States, are shown in the accom
panying chart for the period 1929-47.

It is undeniably true, as the chart indicates, that the Second 
District accounted for a smaller proportion of the national 
total in 1947 than it did in 1929 or in the prewar years, but this 
movement cannot be attributed to a decline in activity within 
this District. In fact, there has been a very sizable and steady 
increase in the dollar volume of income payments in this Dis
trict since 1938. The relative increases in income have been 
much greater in other areas of the nation, it is true, but in al
most every case these advances have occurred in newer and less 
developed areas. It would be well-nigh impossible for a highly 
industrialized and heavily populated region like the Second

Income Payments in the Second Federal Reserve District: 
Current Dollars and Percentage of the United States Total

PER C ENT

Source: Computed by Federal Reserve Bank of New York from U. S. Depart
ment of Commerce data.

District to match the rate of expansion which the South, the 
Southwest, or the Pacific Coast States have been experiencing 
since the beginning of the war.

In a larger sense, the chart depicts the relative stability of 
the Second Federal Reserve District’s economy. There is a 
distinct inverse relationship between the level of income and 
the Second District’s share of the national total. When the 
dollar volume of income payments declined between 1929 and 
1932 and between 1937 and 1938, the percentage received in 
the Second District rose, because the cut in dollar payments in 
other sections of the country was much sharper. Conversely, 
the rate of increase in this District has ordinarily been exceeded 
elsewhere, resulting in a decline in the Second District’s por
tion. The reason for this area’s relative stability of income, 
of course, lies in the industrial composition of the area. Manu
facture of consumers’ nondurable goods plays an extremely 
large part in the Second District economy, whereas areas where 
the durable goods industries predominate are subject to much 
wider cyclical swings, both upwards and downwards. Large 
portions of this area’s industry were not readily adaptable 
to output of military goods during the war, and consequently 
industrial expansion took place to a much larger extent else
where.

Agriculture is much less important in this District than in 
any other Federal Reserve District, accounting for less than
2 per cent of income payments in 1947, compared with a 
nation-wide average of 10 per cent and between 25 and 60 
per cent in 10 States. Thus, the abrupt changes in output 
because of crop failures and the extreme cyclical fluctuations
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in farm prices have little effect on this areas income. The fact 
that this District has been relatively little affected by the post
war farm prosperity has depressed its share of total income 
payments during the past few years, but by the same token 
this area was relatively better off during the long years of 
depressed farm prices. A further stabilizing factor has been 
the much larger proportion of property income in total income 
payments in this District than in the rest of the country.

DEPARTMENT STORE TRADE
During October, Second District department store sales ex

panded in line with seasonal expectations, according to pre
liminary estimates. Even though there was an additional shop
ping day last October, the year-to-year increase compares very 
favorably with that of recent months. On a daily average basis 
the gain was clearly the best in about a year. It should be 
noted, however, that during last October unusually warm 
weather had some adverse effect on sales. On the average, 
dollar sales during the first three quarters of 1948 have run
Department and Apparel Store Sales and Stocks, Second Federal Reserve 

District, Percentage Change from the Preceding Year

Net sales

Locality Stocks on
Jan. through hand

Sept. 1948 Sept. 1948 Sept. 30, 1948

Department stores, Second District___ +  6 +  6 +12
New York C ity ...................................... +  4 +  5 +10
Northern New Jersey........................... +  6 +  6 + 15

Newark................................................ +  5 +  5 +11
Westchester County.............................. -  1 +  2 +  9
Fairfield C ounty.................................... +12 +  2 +16

Bridgeport........................................... +12 +  1 +14
Lower Hudson River Valley............... +  5 +  8 +18

Poughkeepsie...................................... +  9 +11 +21
Upper Hudson River Valley............... +  9 +  9 +17

A lbany.............................. ................... +  9 +  8 +13
Schenectady........................................ +11 +10 +20

Central New York State..................... +  4 +  6 +17
Mohawk River Valley...................... +  5 +  8 +26

Utica................................................. +  6 +  8 +22
Syracuse............................................... +  3 +  5 +13

Northern New York State.................. 0 + 14
Southern New York State................... +10 +  11 +18

Binghamton........................................ +14 + 13 + 15
Elmira.................................................. +  4 + 11 +39

Western New York State.................... +12 +11 +12
Buffalo.................................................. +14 +11 +  5
Niagara Falls...................................... +18 +  7 +19
Rochester............................................. +10 +11 + 25

Apparel stores (chiefly New York C ity). +  1 0 +  8

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average— 100 per cent)

1947 1948

Item
Sept. July August Sept.

Sales (average daily), unadjusted................. 243r 181 187 257
Sales (average daily), seasonally adjusted... 238r 266 256 252

Stocks, unadjusted............................................ 228r 215 242 256
Stocks, seasonally adjusted*.......................... 216 242 242 243

r Revised.
* Seasonal adjustment factors for 1946-48 revised; available upon request from 

Research Department, Domestic Research Division.

about 6 per cent better than last year. Trade circles expect 
this gain to be maintained through the rest of 1948.

The accompanying table shows that the retail value of Dis
trict stocks on September 30 was 12 per cent greater than a 
year previously, when they were particularly low. The increase 
partly represents a normal response of inventory to the year- 
to-year improvement of sales and perhaps some inadvertent 
accumulations, as in men’s clothing. The table also shows that 
the largest relative increases in stocks took place in the smaller 
stores outside New York City. The most important character
istic in the movement of stocks during this year has been that 
month-to-month changes reflected little more than the usual 
seasonal influences.

Outstanding orders on the books of a group of the larger 
District stores at the end of September were fully one-fifth 
below the level of a year ago and thus showed a radically 
different change as compared with stocks. Likewise, new 
orders placed during September were considerably below last 
year’s and failed to show the usual seasonal increase from 
August. The combination of a reduced volume of outstanding 
orders and an increase in sales resulted in a considerably lower 
ratio of outstanding orders to sales than for September 1947 
(1.4 as against 1.8). This sharp retrenchment of order posi
tions reflects increased caution on the part of department stores.

Indexes of Business

1947 1948

Index
Sept. July August Sept.

Industrial production*, 1935-39 =  100........ 186 186 191 191p
(Board of Governors, Federal Reserve 
System)

Electric power output*, 1935-39 =  100........ 238 247 253 252p
(Federal Reserve Bank of New York) 

Ton-miles of railway freight*, 1935-39 = 100 203 201 208p
(Federal Reserve Bank of N ew  York)

Sales of all retail stores*, 1935-39 =  100........ 318r 337 337 338p
(Department of Commerce)

Factory employment
United States, 1939 = 100........................... 160 158 162 164 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 130 122 126 128 p
(N . Y .S . Div. of Place, and Unemp. In s.)  

Factory payrolls
United States, 1939 =  100........................... 345 360 37 bp
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 288 284 297 306p
(N . Y .S . Div. of Place, and Unemp. In s.)

Personal income*, 1935-39 = 100..................
(Department of Commerce)

Composite index of wages and salaries*:}:, 
1939 =  100......................................................

301 310 314p

180r 191 193p
(Federal Reserve Bank of N ew  York) 

Consumers’ prices, 1935-39 =  100................. 164 174 175 175
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of N ew  York)
New York C ity............................................. 88 97 103 104
Outside New York C ity .............................. 86 91 96 93

* Adjusted for seasonal variation. p  Preliminary. r Revised.
J A monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be procured 
from the Research Department, Domestic Research Division.
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1941 1942 1943 1944 1945 1946 1947 1948

Federal Reserve index. Monthly figures; latest 
figure shown is for September.

CONSTRUCTION CONTRACTS AWARDED

F. W . Dodge Corporation data for 37 Eastern States. 
Other includes nonresidential buildings and pub

lic works and utilities. Monthly figures; 
latest shown are for September.

WHOLESALE PRICES

Bureau of Labor Statistics* indexes. Weekly figures; 
latest shown are for week ended October 16.

LOANS AT MEMBER BANKS IN LEADING CITIES

Excludes loans to banks. Wednesday figures; latest 
shown are for October 13.

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, October 23, 1948)

INDUSTRIAL output and employment were maintained in September at August levels. Value of 
department store sales in September and the early part of October showed about the usual seasonal 

increase. Prices of foods declined from earlier record levels, while prices of most other commodities 
showed little change.

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 maintained in September 
at 191 per cent of the 1935-39 average. Manufacturing output showed a small gain, while minerals 
production declined 3 per cent.

Steel mill activity in September was at a rate of 96 per cent of capacity as compared with 93 
per cent in August. Output of electric steel reached a new record level. In the third week of October 
total steel production was scheduled at a rate of 99 per cent of capacity. Activity at most metal 
fabricating plants showed little change in September. Automobile production was curtailed further 
but increased sharply in the last week of September, reflecting mainly settlement of strikes at sup
pliers* plants. Output of lumber and stone, clay and glass products declined somewhat in September.

Production of nondurable goods rose slightly in September and was at a level close to the June 
rate. Cotton consumption and production of paperboard and rubber products showed small further 
gains from the reduced summer levels. Food production was in larger volume in September, reflect
ing increased meat production and a recovery in canning operations from the sharply curtailed rate 
in August. Output of petroleum products was reduced somewhat in September mainly because of 
labor disputes at refineries in California.

Production of minerals* declined in September, reflecting chiefly the reduced output of crude 
petroleum on the West Coast. In the early part of October petroleum output recovered to the August 
rate. Coal production declined somewhat in September and the first half of October and was below 
year-ago levels, reflecting some reduction in demand, mainly for export.

C o n s t r u c t io n

Contracts awarded for construction, reported by the F. W . Dodge Corporation, declined further 
in September reflecting mainly seasonal decreases in most types of awards. The number of new 
houses started, according to Department of Labor preliminary estimates, declined from 83,000 in 
August to 81,000 in September. Last year the number of new units started was 86,000 in August 
and 94,000 in September.

D is t r ib u t io n

Value of department store sales in September and the early part of October was maintained 
close to the advanced level prevailing since last May, after allowance is made for the usual seasonal 
changes.

Railroad freight carloadings showed less than the usual seasonal rise in September and the early 
part of October, and shipments of most classes of freight during this period were in smaller volume 
than in the same period a year ago.

C o m m o d it y  Prices

The general level of wholesale commodity prices declined 3 per cent from the middle of Sep
tember to the first week of October, reflecting chiefly sharp decreases in prices of livestock products. 
During the subsequent two weeks prices of these products increased somewhat. Spot prices for corn 
dropped sharply in September and the first three weeks of October and were moderately below the 
support level for the new crop. Wholesale prices of textiles, leather, lumber, and coal declined 
somewhat, while further marked advances were reported in prices of various metal products.

Retail food prices in mid-October were estimated to be about 5 per cent below the record high 
reached in July, while consumer prices of most other groups of items advanced somewhat further 
in this period.

Ba n k  Cr e d it

Required reserves of all member banks were increased by about 2 billion dollars in the latter 
part of September as a result of the action of the Board of Governors in increasing reserve require
ments against net demand and time deposits. The increase in required reserves necessitated sub
stantial sales of Government securities by banks to the Federal Reserve in the latter part of September, 
but the increase was about equal to the volume of reserve funds that had been supplied to banks 
in the period June through September by gold inflow and net sales of Government securities to the 
Federal Reserve Banks by nonbank investors.

Federal Reserve support purchases of long-term Government securities from insurance com
panies and other nonbank investors continued large during the first three weeks of October. Banks 
used the reserve funds supplied them by Federal Reserve transactions with nonbank investors to pur
chase short-term securities from the Reserve Banks. Total holdings of Government securities at the 
Reserve Banks declined somewhat.

Business loans showed further rapid growth at banks in leading cities during September and the 
first half of October. Real estate and consumer loans also continued to rise.. During the first half of 
October, banks in leading cities added somewhat to their holdings of Government securities, following 
reductions in late September to meet higher reserve requirements.

In t e r e s t  R a t e s  , a n d  Se c u r it y  M a r k e t s

Yields on short-term Government securities rose slightly in late September and early October. 
Prices of high-grade corporate and municipal bonds were relatively stable during the first three 
weeks of October, and common stock prices rose somewhat, following moderate declines in September.
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MONEY MARKET IN NOVEMBER

The first half of November witnessed a certain amount of 
shifting in the attitude of investors toward Government securi
ties, which was reflected in the open market operations of the 
Federal Reserve System. The selling of Treasury bonds, par
ticularly of long-term restricted issues, which had resulted in 
substantial purchases of these securities by the Federal Reserve 
Banks in recent months, almost ceased immediately after the 
elections. In fact, a modest demand for taxable and partially 
tax-exempt Treasury bonds developed, which at times had to 
be met by sales from the System portfolio, and prices of all 
bond issues rose. The tendency of banks and other investors to 
"shorten” maturities also waned, and the previous trend away 
from longer maturities of Treasury certificates and notes to 
the shortest issues was actually reversed.

Market sentiment shifted again following the disclosure, in 
the Systems weekly statement as of November 17, that the 
Federal Reserve Banks had been selling Government bonds. 
Selling pressure reappeared, prices declined, and purchases of 
Treasury bonds by the System were resumed, but on a much 
smaller scale than for some time past.

According to reports in the market, the more optimistic 
feeling, during the first part of November, regarding the trend 
of bond prices was a quick reaction to the outcome of the 
national elections. This was construed as involving a com
bination of factors which might result in some curtailment of 
capital expansion programs, a reduced corporate demand for 
funds, and a consequent reduction in the selling of restricted 
Government bonds by institutional investors seeking the 
higher yields offered by corporate securities. The fact that less 
than 70 per cent of the total amount of proposed State and 
municipal bond issues was approved by voters in State and 
municipal elections also indicated a somewhat smaller demand 
for investment funds than had been expected.

This hasty market reappraisal did not, of course, establish 
a Government security market of breadth and strength. Pri
marily, it discouraged selling of both restricted and eligible 
bonds, without creating a greatly increased demand for these 
securities. Technical factors within the market supported the

main trends. It was known, for example, that some nonbank 
investors had previously sold Government securities well ahead 
of their needs for cash to meet other investment demands. In 
the shorter sector of the bond market the Treasury’s decision 
to retain the 1 lA  per cent rate on new one-year issues of cer
tificates reversed an earlier tendency to anticipate a decline in 
prices as a result of expected higher short-term rates. Finally, 
brokers and dealers added to their positions. Loans to brokers 
and dealers, on Government securities, of the New York City 
weekly reporting member banks rose 181 million dollars in 
the three weeks ended November 17; a large part of this in
crease was required to carry expanded holdings of short-term 
Treasury securities but some of it reflected a rise in long posi
tions in Government bonds. (Such loans rose another 213 
million dollars in the week ended November 24, again owing 
chiefly to dealer operations in short-term issues.)

The peak of Government security prices for the month was 
reached on November 16 for most issues. Quotations on tax
able bank-eligible bonds were then 1/32 to 31/32 above the 
levels prevailing at the beginning of the month, and advances 
in the restricted issues ranged from 1/32 to 11/32. Reflecting 
demand from commercial banks and others, as a hedge against 
possible higher corporation income taxes, partially tax-exempt 
bonds scored sharper gains in prices than did the taxable issues.

These price gains were largely reversed during the follow
ing week when it became known that, in view of the small 
market supply and in order to avoid price gyrations not indi
cative of underlying market conditions, the Federal Reserve 
System had sold 67 million dollars of Treasury bonds, most of 
which had maturities of more than five years. Market offerings 
continued light but demand evaporated and quotations were 
marked down. Most of the restricted bond issues reached 
earlier support prices by November 23 and prices of eligible 
issues also declined. Toward the close of the month, bond 
prices recovered slightly.

On November 16 the Treasury announced that it would 
issue a IVa per cent, one-year certificate, in exchange for a 
571 million dollar issue of 2 per cent bonds maturing
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PRICE

Prices of Selected Treasury Bonds*

* Averages o f closing bid and asked prices, Wednesday dates; latest figures 
are for November 24, 1948.

December 15 and a similar security in exchange for 6,127 
million dollars of lVs per cent certificates and notes maturing 
January 1, 1949. This announcement put an end to specula
tion which had been widespread, particularly before the elec
tion, that another increase in short-term rates was an immediate 
prospect. As a result, yields on the longer issues of certificates 
and notes moved lower (prices rose), and fairly sizable de
mand for these issues developed from commercial banks and 
from industrial corporations investing temporarily idle funds. 
The Federal Reserve System supplied part of this demand for 
longer-dated certificates and notes and acquired some of the 
shorter maturities, thus reversing the recent character of its 
operations in this area of the market.

M e m ber  Ba n k  R eserve Po sitio n s  
Money market conditions were somewhat tight at the begin

ning and toward the close of the period under review (the 
four weeks ended November 24), and easy in the intervening 
weeks. The major factors affecting member bank reserve posi
tions were substantial net purchases of Government securities 
by nonbank investors from the portfolios of the Federal Reserve 
Banks (an influence largely operative early in the month), the 
Treasury’s redemptions of maturing bills held by the Federal 
Reserve System (which were resumed toward the close of the 
period), the flow of currency into and out of circulation in a 
month containing three holidays, and the ebb and flow of 
Federal Reserve “float”—Federal Reserve funds credited to 
the banks against checks still in the process of collection. 
Despite the pull of these various forces in one direction 
and in another, over the entire period there was little net 
change in the reserve positions of the member banks and in 
Federal Reserve credit outstanding. System security portfolios 
fell 249 million dollars and loans to member banks rose 282 
million.

Member bank reserve positions were under pressure in the 
week ended November 3, chiefly as a result of the Government 
security operations of nonbank investors. Federal Reserve 
System holdings of Government securities showed a small net 
decline of three million dollars in this week, but there were 
substantial shifts as between the types of issues held. The 
System’s bond purchases during the week aggregated 454 mil
lion dollars (net), while bill holdings declined 388 million 
dollars, and notes and certificates fell moderately. Although 
a considerable portion of the increase in bonds represented 
sales of nonbank investors, the latter made much larger pur
chases of short-term securities, both from the Federal Reserve 
System and the commercial banks, resulting in a considerable 
decline in bank deposits and a loss of reserves. Member banks 
consequently disposed of Treasury bonds and bills in order to 
build up their balances to the required level.

The adjusted demand deposits of the weekly reporting 
member banks declined more than 800 million dollars and their 
net deposits due to other banks rose almost 270 million dollars 
in the week ended November 3. It therefore appears that 
most of the loss of funds fell upon the larger banks and that 
some portion of the securities purchased by nonbank investors 
came out of the portfolios of the nonreporting banks, thus 
increasing their reserves. These institutions apparently used 
these and other funds to increase their balances with the re
porting banks.

During the following two weeks, ended November 17, 
money market conditions eased considerably. A sharp expan
sion of Federal Reserve "float,” a net return flow of currency 
after Armistice Day, and disbursements by foreign central 
banks and governments of most of the proceeds of their gold 
sales to the Treasury provided more than enough reserves to 
counterbalance the effects of other transactions which absorbed 
reserves. Among the latter were net Treasury receipts, higher 
required reserves, and moderate net purchases of Treasury 
securities from the Federal Reserve System by nonbank in
vestors. The banks used their net gains of funds chiefly to 
retire Federal Reserve credit, principally by acquiring Treasury 
bills from the System and repaying indebtedness to the 
Reserve Banks.

Member bank reserve positions came under some strain in 
the final week under review, as the retirement of 100 million 
dollars of Treasury bills held by the Reserve System, a con
traction of Federal Reserve "float,” and a pre-Thanksgiving 
holiday demand for currency more than offset gains of funds 
from other sources. Member banks met these drains chiefly 
by expanding their borrowings from the Federal Reserve 
Banks.

The New York City banks bore a large part of the loss of 
funds resulting from nonbank investors’ net purchases of 
securities from the Reserve System early in the month, and 
they participated but slightly in the gains of funds of all mem
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ber banks in the two weeks ended November 17. Moreover, 
most of the drain on member bank reserves in the last week 
under review was centered in New York. The metropolitan 
institutions were therefore compelled to dispose of a sizable 
amount of Government securities in order to adjust their re
serve positions. Total Government security holdings of the 
New York City weekly reporting banks fell 402 million dollars 
in the four weeks ended November 24, and borrowings rose 
185 million.

REAL ESTATE LOANS OF SECOND 
DISTRICT COMMERCIAL BANKS

Since the end of the war the real estate market in this 
country has been exceptionally active. Stimulated by the acute 
housing shortages and the relatively easy mortgage terms per
mitted under the Veterans* and Federal Housing Administra
tion programs, the number of dwelling units started has in
creased steadily. This year the total will probably exceed the 
previous peak of 937,000, established in 1925. The turnover 
of titles to old houses has likewise been very great. In addition, 
high levels of business activity have stimulated a large amount 
of commercial and industrial construction. The financing of 
this large volume of home purchases and new construction has 
meant a tremendous demand for mortgage loans from all 
types of lenders.

Real estate loans of the commercial banks, one of the most 
important groups of mortgage lenders, have, as a result, in
creased faster since the end of the war than any other type 
of loans extended by them, except consumer credit. In most 
parts of the country, the expansion of bank mortgage holdings 
was particularly rapid during the first two postwar years; 
more recently it has shown some signs of leveling off. At the 
end of December 1945 real estate loans outstanding of all 
insured commercial banks amounted to 4.7 billion dollars, or 
about 18 per cent of their total loan portfolio; by June 1948 
this total had risen to 10.1 billion dollars, or more than 25 per 
cent of total loans outstanding.

The percentage increase in bank real estate loans in the 
Second District, which in June 1948 accounted for roughly 
10 per cent of the national total, has been somewhat less than 
in most other sections of the country. Between December 
1945 and June of this year, total real estate loans of Second 
District member banks increased approximately 105 per cent, 
while for the country as a whole the increase was closer to 
115 per cent. Residential mortgages, which currently account 
for more than three quarters of the Second District banks' 
total mortgage portfolio, increased during the same period 
by 117 per cent in this District compared with 125 per cent 
for the country as a whole. Mortgages on other nonfarm prop
erty increased only 69 per cent in the Second District com
pared with an increase of 114 per cent for the country. Al

though farm real estate loans of the District banks nearly 
doubled, the increase is not necessarily significant in view of 
the smallness of the total amount in this category (only 29 
million dollars at the end of last June).

While the pattern of real estate loan growth in the District 
as a whole has been not unlike that in the rest of the country, 
there have been differences among the various sections of the 
District in the rate at which real estate loans have been expand
ing in recent months and in the extent to which banks have 
invested in mortgages. Real estate loans of the New York City 
banks have always been an insignificant proportion (2 to 4 
per cent) of the total loan portfolio of the City banks. Some 
of the City banks do not make real estate loans at all. For the 
ones that do, the increase in mortgage holdings during the first 
two years after the end of the war was fairly moderate, and 
proportionately less than the increase in the rest of the District 
or in other parts of the country. During 1948, as the accom
panying chart illustrates, the total more than doubled. How
ever, a substantial portion of this sharp increase represents 
construction loans under Title VI of the National Housing 
Act to builders of large apartment and other housing projects, 
some of which are located outside this District. As the projects 
are completed, these loans are likely to be taken over by other 
mortgagees, including life insurance companies.

Real Estate Loans of Selected Banks in Five 
Second District Areas*

(Monthly, June 1947-October 1948f)
M IL L IO N S  
OF DOLLARS

* New York City, Northeastern New Jersey, Western New York (Buffalo, 
Niagara Falls, and Rochester), Central New York (Binghamton, Elmira, 
Syracuse, and U tica), and the Capital district (Albany, Schenectady, and 
T roy ). Plotted on ratio scale to show proportionate changes, 

t  Figures are for the last Wednesday in each month.
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Reporting member banks in the cities of Northeastern New 
Jersey, have, as a group, made relatively substantial investments 
in mortgages, since real estate loans account for approximately 
a third of their total loan portfolios. During the last year and 
a half,1 however, their total mortgage holdings have fluctu
ated within fairly narrow limits, and have shown little net 
increase. Real estate loans of the reporting banks in Western 
New York (Buffalo, Niagara Falls, and Rochester) have shown 
a fairly steady but moderate increase since June of 1947; 
between that date and the end of October 1948 the total out
standing rose about 28 per cent. Since the increase has just 
kept pace with the expansion of other types of loans by the 
same banks, mortgages have continued to account for slightly 
less than a quarter of their total loan portfolio.

Mortgage portfolios of banks in the Central (Binghamton, 
Elmira, Syracuse, and Utica) and Capital (Albany, Schenectady, 
and Troy) areas of New York State both increased about 40 
per cent between June 1947 and October 1948. In the Central 
section the proportion of mortgages to total loans for the re
porting banks rose during these sixteen months from 30 to 35 
per cent, and in the Capital district from 18 to 21 per cent.

If figures for the State banks and trust companies in New 
York are indicative of the experience of the other banks in 
the District as well, both the amount and percentage of new 
mortgage loans insured by the Federal Housing Administra
tion have been rising since the end of the war. The volume 
of loans to veterans, however, dropped off during 1948. Insured 
loans accounted for slightly less than half of the total amount 
of new mortgages made during the past year.

Most of the loans made by the State banks on 1 or 2-family 
houses since the end of the war have been made on existing 
houses, primarily in connection with title transfers, but since
1947 the amount of loans on new units has also been increas
ing rapidly. During the 12 months ended September 30, 1946, 
mortgages on new units accounted for only 7 per cent of the 
total mortgages placed on 1 to 2-family residences, while dur
ing the year ended September 1948, they accounted for over a 
third of the total.

The share of commercial banks in total mortgage lending in 
this District can be estimated only roughly from the available 
statistics. However, the proportion appears to have risen since 
the war. For the country as a whole, the proportion of total 
mortgage loans held by the commercial banks has increased 
markedly since the end of the war, although there are some 
indications that it may have declined slightly this year. At the 
end of 1939 commercial banks in the United States held 12 
per cent of total urban real estate mortgages outstanding, at 
the end of 1945 they held 13 per cent, and at the end of 1947,
19 per cent. At the close of last year, their holdings of mort

1 Data for this section, and for the other sections of the District out
side New York City, have been tabulated separately only since 
June 1947.

gages on multifamily residential and commercial properties 
totaled 3.4 billion dollars, and on 1 to 4-family houses, 5.2 
billion. As Table I shows, this was 22 per cent and 17 per 
cent, respectively, of the total amounts outstanding in the two 
categories.

About 26 per cent of total nonfarm mortgage recordings 
of $20,000 or less last year was made by commercial banks. A 
substantial proportion of these recorded loans, however, were 
apparently taken over later by other investors (or sold to the 
Federal National Mortgage Association, a Government agency 
which acts as a secondary market for insured loans), since the 
figures on mortgages outstanding at the end of the year on 1 to 
4-family houses show that the commercial banks held only 
17 per cent of the total (see Table II) compared with 16 per 
cent at the end of 1946. Part of the difference between the 
proportion of mortgages acquired and the proportion held by

Table I
Percentage Distribution of Outstanding Mortgages by Type of 

Property and Type of Mortgagee 
(December 31, 1939, 1945, and 1947)

Type of mortgagee
One to four-family 

houses

Multifamily residen
tial and commercial 

real estate

1939 1945 1947p 1939 1945 1947

Savings and loan associations*........... 20 27 30 _ _ _
Insurance companies............................. 8 11 12 28 32 28
Mutual savings banks........................... 15 13 10 18 14 11
Commercial banks.................................. 10 13 17 15 14 22

47 36 31 39 40 39

Total United States....................... 100 100 100 100 100 100

V Preliminary.
* Savings and loan associations do not usually make multifamily or commercial 

real estate loans.
§  Includes Home Owners’ Loan Corporation.
Source: Survey of Current Business, October 1948.

the commercial banks may also reflect the banks’ faster repay
ment schedules. Generally, nowadays, mortgage loans of the 
commercial banks are made on an amortized or instalment 
basis, while those of insurance companies and some other 
investors are sometimes repayable in one lump sum at the 
end of the term.

No figures on outstandings by type of mortgagee comparable 
to those for the country as a whole are available for the Second 
District. W hat figures there are, however, indicate that com
mercial bank mortgage credit has been leveling off recently, 
except in New York City. In contrast to the situation in many 
other sections of the country, the mutual savings banks are still 
the largest mortgage lenders in this District, although their 
total holdings have not increased as rapidly as have the com
mercial banks’ holdings since the end of the war. At the end 
of 1947 mortgage loans of the New York savings banks totaled
3.1 billion dollars compared with only 1.0 billion for all mem
ber banks in the District, their closest competitors.

Figures on nonfarm mortgage recordings of $20,000 or less 
during 1947 in Connecticut, New Jersey, and New York indi-
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Table II
Percentage Distribution of Total Nonfarm Mortgage Recordings of 

$20,000 or less in the United States and in Second District 
States by type of Mortgagee, 1947

Type of mortgagee
Mortgage recordings, 1947

Mortgages 
o u ts ta n d 

ing, De
cember 31,

Connecti
cut

New
Jersey

New
York

United
States

1947*
United
States

Savings and loan asso
ciations ..................... 19 24 25 31 30

Insurance companies. 7 6 3 7 12
Mutual savings banks 27 7 26 5 10
Commercial banks___ 22 25 18 26 17
Others........................... 25 38 28 31 31#

T otal................. 100 100 100 100 100

* Preliminary. The series on mortgage recordings and mortgages outstanding are 
not strictly comparable. The mortgage recordings figures, while primarily home 
mortgages, also include all other types of mortgages.; The other series covers 
exclusively home mortgages.

# Includes Home Owners’ Loan Corporation.
Source: Home Loan Bank Board (Statistical Summ ary, 1948) and U. S. Depart

ment of Commerce (Survey o f Current Business, October 1948).

cate that the proportion made by the commercial banks in this 
District is somewhat below that for the country as a whole; 
in New York it was only 18 per cent compared with 26 per 
cent for all banks. From December 1947 through September
1948 real estate loans of the weekly reporting member banks 
in the Second District outside New York City rose 11 per cent, 
and those of reporting banks in the City, 76 per cent. Pre
liminary figures indicate that the outstanding mortgage loans 
of the New York savings banks increased only about 9 per 
cent during the same period, and those of the New York State 
chartered savings and loan associations about 12 per cent.

BRITAIN’S ECONOMIC PROSPECTS

Two months have passed since the publication of the British 
White Paper on the United Kingdom’s postwar balance of pay
ments1 gave rise to a flurry of optimism concerning Britain’s 
immediate economic prospects. The information that the 
White Paper conveyed and the comments that it provoked 
were indeed very encouraging. Great Britain’s over-all balance- 
of-payments deficit was reported as having declined from 630 
million pounds in 1947 to an estimated 280 million pounds 
in 1948. Although this result was to a large extent attained 
by a severe cutting of imports (to 80 per cent of their 1938 
volume), the development on the receipts side appeared rather 
favorable. Not only did exports (as estimated) increase in
1948 to 30 per cent over the 1938 volume, but other items, 
such as income from foreign shipping, insurance, etc., showed 
a marked recovery as compared with 1947. The situation 
appeared less satisfactory so far as the dollar segment of 
Britain’s international accounts was concerned. While the
1948 dollar deficit promised to be smaller than the peak figure 
of 1,024 million pounds in 1947, it was still expected to

1 "United Kingdom Balance of Payments 1946-1948” , September 
1948, Cmd 7520.

amount to approximately 500 million pounds. Nevertheless, 
its drastic decline suggested the possibility that in a not too 
distant future Britain’s further efforts, together with the bene
ficial effects of the economic recovery of the world as a whole, 
would eliminate Britain’s deficit on both the over-all and the 
dollar accounts.

However, careful study of British and world economic 
trends, and of data published since the W hite Paper, indicates 
that these expectations are somewhat premature. While the 
progress made with respect to the balance-of-payments position 
is undoubtedly a major accomplishment, it would not seem to 
call for a fundamental reappraisal of the longer-run British 
economic position.

That position remains essentially unchanged. Great Britain 
no longer receives net income from foreign investments, ship- 
ing, and other service transactions in the proportions that 
enabled it before the war to nearly cover its import surplus. 
Nor is there much prospect that increased income from these 
sources will in the future do more than offset the substantial 
payments that will have to be made on the debts to the United 
States and other countries incurred during and since the war. 
This loss of foreign revenue, in conjunction with price devel
opments in world markets that are highly unfavorable to 
Great Britain, has resulted in an over-all shrinkage in the 
volume of foreign supplies for which the United Kingdom is 
able to pay. Quite apart from the fact that the prices received 
for British exports have increased less than the prices of what 
Britain has to import, the fact that the world price level has 
nearly trebled has in itself increased greatly the deficit in the 
British balance of trade. At the same time, since a large part 
of British foreign investment is of the fixed return type, in
come derived from foreign assets has hardly risen despite the 
general price increase, so that such income has offset a smaller 
part of the balance-of-payments gap than before the war.

On the other hand, total requirements of the United King
dom have increased markedly. The population of the British 
Isles has grown by about 2 per cent since prewar. In order to 
preserve health and efficiency, the meagre living standards of 
the war years had to be substantially raised in the first two years 
after the war. The tense international situation, moreover, has 
forced the British Government to retain in the armed forces 
large numbers of men who would otherwise be productively 
engaged, and to devote a large share of the national resources 
to the maintenance of an elaborate military establishment. The 
impossibility during the war of carrying out the normal 
replacement of worn-out equipment, the replenishment of 
depleted inventories, and the usual housing repairs, has entailed 
exceptionally large outlays for these purposes since the end of 
hostilities.

Barring a major improvement in the terms of trade, the 
only way to attain some sort of balance between these expanded 
needs and the greatly reduced supplies—apart from borrowing
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abroad or liquidating foreign assets—is a drastic increase of 
domestic output. Yet, with the labor force fully employed, a 
significant rise in total output can hardly be attained without 
a thorough modernization and reequipment of Britain’s pro
ductive apparatus. This in turn is predicated upon large-scale 
investment in plant and facilities. The problem faced by 
Britain is thus somewhat similar to that of the so-called under
developed countries: large investments are needed to increase 
output; but in the absence of an inflow of capital from abroad, 
only an increase in output can yield the wherewithal for a 
large investment program.

The economic policy of the British Government has accord
ingly been directed toward two objectives: (1 ) to secure such 
help from abroad (primarily from the rest of the British 
Commonwealth and from the United States) as is obtainable; 
and (2) to press the productive utilization of domestic 
resources to the limits of political and social feasibility. These 
efforts have been crowned with considerable success thus far. 
Since the war, not only have the other members of the British 
Commonwealth willingly cooperated with the United King
dom in not demanding repayment of their sterling balances 
in London, and in reducing to a minimum their claims on the 
sterling area’s dollar pool, but they have actively supported 
Great Britain with substantial loans and grants. The United 
States has agreed to a generous settlement of the British lend- 
lease account, has provided a loan of 3,750 million dollars, and 
has allotted to the United Kingdom a large part of the first 
ERP appropriation.

Britain’s progress on the domestic production front also has 
been pronounced. Total manufacturing output in 1947 was 
about 20 per cent above the prewar volume, while exports 
exceeded their 1938 volume by 9 per cent. Further progress 
was reported for the first half of 1948: the volume of manu
facturing output exceeded prewar by 26 V2 per cent in the sec
ond quarter of 1948, and export volume in the third quarter 
climbed to 38 per cent above prewar.

At the same time, the disinflation policy of the government, 
by siphoning off a large part of the excess purchasing power, 
has reduced the effective demand for nonessentials and has 
given powerful support to the policy of concentrating pro
ductive resources on exports and investment projects.

It is perhaps not surprising that this sequence of successes 
has been expected to continue. The rate of growth during the 
first three postwar years has tended to generate hopes that 
Britain will soon outgrow its economic difficulties and that by 
continued austerity and further expansion of output and 
exports it will be able to close the gap between the resources 
at its command and national requirements.

Such anticipations, however, appear to overlook some very 
serious hurdles which obstruct the road to Britain’s recovery. 
The early successes in increasing industrial production were 
to a large extent due to the return of more normal economic

conditions attained in the course of postwar reconversion. Men 
were demobilized and returned to productive work. Slack in 
the utilization of plant, machinery, and labor was progressively 
removed. Bottlenecks in the supply of raw materials, power, 
parts, etc., were gradually eliminated. It is obvious that this 
phase had eventually to come to an end. Further progress 
will have to break new ground and can be made only by 
increasing the country’s productive capacity.

That the end of the first stage is rapidly being approached 
is strikingly demonstrated by the economic program for July
1, 1948-June 30, 1949, which the British Government sub
mitted to the Organization for European Economic Coopera
tion in October.2 As set forth in this program, the curve of 
growth that so far has been rapidly mounting is now distinctly 
flattening out. The index of manufacturing production in the 
year ending June 30, 1949 is to average between 125 and 
130 per cent of the prewar level; this is hardly an increase 
over mid-1948. Similarly, total exports are to attain 137 per 
cent of the prewar volume, which is actually a step backward 
compared with the 138 per cent attained in the third quarter 
of 1948. Indeed, it would seem that, so far as exports are con
cerned, the program represents possibly a downward revision of 
the earlier targets of 150 per cent of prewar volume by the end 
of the current year and 155 per cent by the end of 1949.

The conclusion seems inescapable that major increases in 
output can no longer be squeezed out of Britain’s present 
economic system, unless there is an increase in productivity 
through a far-reaching reorganization of British industry and 
through new investment in plants and facilities.

The prospects for increased productivity, however, are by no 
means clear. At the annual average rate of 2 to 3 per cent that 
was the British and American experience before the war, the 
growth of total output would only slowly enable Britain to 
narrow the gap between available supplies and even the present 
drastically curtailed national requirements. It would not suffice 
to reestablish Britain’s "viability” by 1951— the last year of 
the European Recovery Program.

The British Government’s goals, it is true, are more ambi
tious. In planning an annual investment of about 20 per cent 
of the national income, it obviously expects productivity to 
advance more rapidly than in the past. In agriculture the long
term plan envisages that production by 1952 will equal 150 per 
cent of the prewar level. About 25 million pounds are to be 
invested in the coal industry, continuing the current increase 
in mechanization. Major investments, aggregating nearly 200 
million pounds, are scheduled in the electricity, steel, and 
chemical industries. Yet this whole investment program does 
not promise to affect the volume of output significantly until 
the end of the ERP period.

Consumption, at least for the duration of ERP, will thus 
have to be held down to its present level, and the balance-of-

2 "European Cooperation”, October 1948, Cmd 7545.
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payments deficit can hardly be expected to decline much 
further in the immediate future.

It is quite conceivable that, granted a steady growth of its 
total output and with rigid limitations of consumption, Britain 
will be able to balance its foreign accounts a few years after 
the end of ERP. This would presuppose, however, that world 
markets continue as receptive to British exports as they have 
been since the war and as they still appear to be. Whether this 
assumption is realistic is difficult to say. The reappearance of 
Germany and Japan as major exporters will undoubtedly con
front Britain with serious competition. A decline of domestic 
demand in the United States would also strengthen American 
pressure on export markets while at the same time reducing 
American imports from Great Britain. Under such conditions 
a possible improvement of the British terms of trade might 
be more than offset by a serious decline in the volume of 
British foreign sales.

There are no present indications that the British balance-of- 
payments deficit that would persist in that case could be bal
anced by private capital movements. Should the private capital 
market continue to be unwilling to supply the necessary funds, 
the United Kingdom would have to continue to depend on 
intergovernmental loans and grants.

These are indeed not bright prospects, but there seems no 
reason to regard them as unrealistic. It will require all the 
planning skill of the government, all the ingenuity and 
flexibility of management, all the cooperation of labor, and all 
the endurance of the consumer to keep the British balance-of- 
payments gap down to manageable proportions.

DEPARTMENT STORE TRADE
Sales at Second District department stores during Novem

ber showed much less than the usual pre-Christmas rise, in 
large part because of the unusually mild weather which pre
vailed practically throughout the month. As a result, season
ally adjusted sales showed a sizable decline, accentuating a 
trend that began six months ago. Sales were also lower in 
dollar volume than in November of last year, even though 
there was an additional shopping day this year. In 1947, how
ever, because of the warm weather that had prevailed during 
much of September and October, a large volume of fall buy
ing spilled over into November, making that month (season
ally adjusted) the best of the entire 1947 fall-winter season.

There is considerable speculation in trade circles as to 
whether the disappointing November sales figures are due 
exclusively to warm weather or whether they result partly 
also from more fundamental factors such as mounting con
sumer resistance to prices (most recently for men’s clothing), 
filling up of consumers’ inventories, and the effect of the high 
cost of food.

R e c e n t  T rends in  Stocks  a n d  O rders

During the 18 months preceding November 1948 the value 
of stocks in Second District department stores fluctuated on a 
lower level relative to the 1935-39 averages than sales, as is 
shown in the accompanying chart. Once the "ersatz” goods 
of the war and immediate postwar period were cleared out by 
extensive markdowns and special sales at the beginning of 
the 1947 spring season, this bank’s index of stocks remained 
below that of sales, particularly during the stock-pruning 
period in the middle of 1947. Only following a poor pre- 
Easter selling season in 1948 did the stock index for a brief 
period exceed that of sales. Since then stocks have moved 
mostly sidewise but with some downward tendency. The re
cent movements of stocks indicate in part cautious buying by 
store managers, despite over-all inflationary tendencies in the 
economy, and in part a continuation of the downward trend 
in the stocks-sales ratios.1

The extent to which the stores are endeavoring to avoid 
inventory accumulations is indicated by recent changes in order 
positions. The reporting group of the larger District stores 
reduced outstanding orders at the end of October by fully 
one-fifth below last year’s levels (as was the case at the end 
of September). As a matter of fact, not since February (when 
the increase was only 2 per cent) have outstandings been as 
much as one per cent greater than in 1947. During October, 
for the third consecutive month, these same stores placed new 
orders (net of cancellations) for a significantly smaller amount

1 For a detailed analysis of this shifting relation of stocks to sales, 
with particular emphasis on Second District stores, see Clement 
Winston and Marie L. Puglisi, "Inventory Turn-Over in Retail Trade,” 
Survey of Current Business, June 1948.

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District*

(Adjusted for seasonal variation, 1935-39 average=100 per cent)
PER CENT
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* Seasonal factors^ used to adjust stocks have been revised, as announced in 
the November 1948 issue of this R eview .
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Ratio of Stocks and Orders to Sales 
Second District Department Stores* 

(Month of October for selected years)

1940 1946 1947 1948

Stocks#................................................................. 2.48

0.95

1.31

2.72

3.29

0.88

2.45

1.53

1.21

2.44

1.17

1.08

Outstanding orders#.........................................

New ordersf.......................................................

* For a group of the larger stores which in 1947 accounted for about 55 per 
cent of estimated total District department store sales.

# Stocks and outstanding orders at end of month divided by sales during month, 
t  Net new orders during month divided by sales during month.

than last year, although orders increased more than seasonally 
above the particularly low level of September.

Because of year-to-year declines in orders at a time when 
sales were making gains, the ratio of outstanding orders to 
sales has continued to drop from the peak reached during the 
scramble for goods in 1946. At the end of October in that year, 
the ratio stood more than three times as high as its 1940 level 
of about 1.0. It was reduced sharply from 3.3 to 1.5 within 
one year, and by October 1948 the ratio was down to 1.2. 
While stores are reluctant to build up inventories, as is clearly 
indicated by the stocks-sales ratios in the accompanying table, 
the outstanding orders-sales ratio is still slightly higher than 
in 1940, since some order backlogs still exist for a few hard 
goods lines.

The new orders-sales ratios of recent months display a 
marked contrast to those of 1940. In only one month this 
year has the ratio been greater than during the corresponding

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality
Net

October 1948

sales

Jan. through 
October 1948

Stocks on 
hand 

Oct. 31, 1948
Department stores, Second District___ +  7 +  6 +  5

New York C ity...................................... +  5 +  5 +  3Northern New Jersey........................... +  6 +  6 +  8Newark................................................. +  3 +  5 +  5Westchester County.............................. +13 +  3 -  2
Fairfield C ounty.................................... -  1 +  2 +17

Bridgeport........................................... -  2 0 +17
Lower Hudson River Valley............... +15 +  9 +  8Poughkeepsie...................................... +20 +12 +  9Upper Hudson River Valley............... +13 +  9 +  8Albany................................................. +13 +  8 +  6Schenectady........................................ +16 +11 +  9Central New York State..................... +11 +  7 +11Mohawk River Valley..................... +10 +  9 +16

Utica................................................. +12 +  9 + 15
Syracuse............................................... +12 +  6 +  8Northern New York State.................. + 10 +14

Southern New York State................... +  8 +11 +12
Binghamton......................................... +11 +13 + 11Elmira.................................................. +  4 +10 + 24

Western New York State.................... + 13 +11 +  7Buffalo......................................... +10 +11 +  1Niagara Falls...................................... +11 +  7 +  2Rochester............................................ +19 +12 +19
Apparel stores (chiefly New York C ity ). +  6 0 +  5

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 average=100 per cent)

Item
1947 1948

October August Sept. October

Sales (average daily), unadjusted................. 252r 187 257 280
Sales (average daily), seasonally adjusted.. 225 256 252 250

Stocks, unadjusted............................................ 253 242 256 267
Stocks, seasonally adjusted*.......................... 224 242 243 236

r Revised.
, * Seasonal adjustment factors for 1946-48 revised; available upon request from 

Research Department, Domestic Research Division.

month of 1940, and in recent months the ratio has been de
cidedly lower than in corresponding months of 1940.

The full implications of these developments in the stock and 
order positions of department stores are not entirely clear. 
Apparently there still are some lines whose delivery periods 
are substantially longer than before the war. However, the 
recent stability of the stocks-sales ratio in the face of a decline 
in orders illustrates that supply conditions are continuing to 
improve and that the principal retail trade ratios are rapidly 
approaching prewar patterns.

Indexes of Business

Index
1947 1948

October August Sept. October
Industrial production*, 1935-39 =  100......... 190 191 192 19 5p

(Board of Governors, Federal Reserve 
System )

Electric power output*, 1935-39 =  100........ 228 253 252 253p
(Federal Reserve Bank of N ew  York) 

Ton-miles of railway freight*, 1935-39 = 100 207 209 200p
(Federal Reserve Bank of N ew  York)

Sales of all retail stores*, 1935-39 =  100........ 319r 338r 340 339p
(Department o f Commerce)

Factory employment
United States, 1939 =  100.......................... 160 162 165 163 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 132 126 128 127 p
(N . Y . S . D iv . o f Place, and Unem p . In s.) 

Factory payrolls
United States, 1939 = 100.......................... 350 375 P<N00CO

(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 297 297 306 294p
(N . Y . S. Div. o f Place, and Unemp. In s.)  

Personal income*, 1935-39 =  100.................. 292 313 313p
(Department o f Commerce)

Composite index of wages and salaries*!, 
1939 =  100...................................................... 181r 193 194p
(Federal Reserve Bank of N ew  York) 

Consumers’ prices, 1935-39 =  100................. 164 175 175 174
(Bureau o f Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of N ew  York)
New York C ity.............................................. 94 103 104 109
Outside New York C ity .............................. 88 96 93 93

* Adjusted for seasonal variation. p Preliminary. r Revised,
t  A monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.
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INDUSTRIAL PRODUCTION

Federal Reserve indexes. Monthly figures; latest 
shown are for October.

Bureau of Labor Statistics* estimates adjusted for 
seasonal variation by Federal Reserve. Proprietors 

and domestic servants are excluded. Midmonth 
figures; latest shown are for September.

CONSUMERS’ PRICES

Bureau of Labor Statistics* indexes. “All items” in
cludes housefurnishings, fuel, and miscellaneous 

groups not shown separately. Midmonth 
figures; latest shown are for October.

MEMBER BANK RESERVES AND RELATED ITEMS

Wednesday figures; latest shown are for 
November 17.

National Summary of Business Conditions 
(Summarized by the Board of Governors of the Federal Reserve System, November 30, 1948)

INDUSTRIAL production increased somewhat in October. Value of department store sales showed 
less than the usual seasonal rise in October and the early part of November. Prices of foods and 

some other products declined while prices of metal products advanced further. Growth of bank 
loans has slackened considerably since September, and in November sales of Government bonds by 
nonbank investors declined sharply. Bond prices advanced somewhat in November while common 
stock prices declined sharply.

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 increased 3 points in October 
to a rate of 195 per cent of the 1935-39 average, owing mainly to a substantial gain in output of 
durable goods.

Activity in durable goods industries in October was at a new high rate for the postwar period, 
reflecting in large part a record volume of iron and steel output. Steel mill activity advanced 4 per 
cent in October to a rate of close to 100 per cent of capacity, and operations continued at about 
this level during November. Output of automobiles likewise showed a significant increase in October 
and reached a new postwar peak rate. Production of copper and railroad freight cars declined. 
Activity in most other durable industries in October was somewhat above the September rate.

Output of nondurable goods showed a slight further gain in October. Production of petroleum 
products recovered to the August level, reflecting settlement of labor disputes at West Coast 
refineries. Activity in the paper and publishing industries expanded moderately. Production of 
textile and leather products, on the other hand, declined in October, according to preliminary reports. 
Output of most other nondurable goods was maintained at about the September rate.

Minerals production recovered from the decline in September, which had reflected mainly a 
temporary curtailment of crude petroleum output. Bituminous coal production declined further in 
October and was 7 per cent below the same month a year ago. Output of metals was maintained 
at about the September rate.

Co n s t r u c t io n

Construction contracts awarded, as reported by the F. W. Dodge Corporation, increased slightly 
in October, reflecting chiefly large awards for publicly-financed housing projects and hospitals. 
Awards for private residential building and public works and utilities continued to decline. The 
number of new housing units started, according to Department of Labor estimates, dropped further 
in October to 72,000. This compares with 81,000 in the preceding month and 94,000 in October 
of last year.

D is t r ib u t io n

Department store sales in October and the early part of November were below the advanced 
level of the preceding six months, after allowance is made for the usual seasonal changes. Value 
of sales in the first three weeks of November was 8 per cent less than during the corresponding 
period last year.

Shipments of most classes of railroad revenue freight in October and the early part of Novem
ber were maintained at about the September level, after adjustment for seasonal changes. Total 
carloadings during this period were 4 per cent below the same period a year ago, reflecting mainly 
a smaller volume of shipments of coal and manufactured goods.

Co m m o d it y  Prices

The general level of wholesale commodity prices decreased somewhat further from the middle 
of October to the third week of November, reflecting mainly additional marked declines in prices 
of meat and livestock. Prices of grains and cotton strengthened in this period. Further advances 
were reported in metal prices.

Decreases in retail food prices lowered the consumers’ price index by one-half per cent from 
September to mid-October. Retail prices of most other groups of items showed further small advances.

Ba n k  Cr e d it

Federal Reserve support purchases of long-term Treasury bonds from nonbank investors declined 
sharply in early November, following substantial purchases in October. In mid-November, as prices 
of Treasury bonds advanced somewhat, Reserve Bank holdings were reduced slightly. During October 
and the first three weeks of November the System sold a larger amount of short-term Government 
securities to banks and to other investors than it purchased of Treasury bonds, and total Govern
ment security holdings at the Reserve Banks declined.

Following the increase in reserve requirements in the latter part of September, total loans of 
all member banks showed little change in October. Loans to businesses increased further at banks 
in leading cities during October and the first three weeks of November, but the increase was con
siderably smaller than in the corresponding period last year. Holdings of short-term Government 
securities rose substantially over the period. Demand deposits at member banks increased sharply 
in October, as the result of Federal Reserve purchases of securities from nonbank investors, but 
declined somewhat early in November at banks in leading cities.

Se c u r it y  M a r k e t s

Trading in Government bonds was in small volume in the first three weeks of November. 
Prices of high-grade corporate and municipal bonds advanced slightly. On November 16, the 
Treasury announced a one-year 1*4 per cent certificate issue in exchange for issues maturing in 
December and January.

Common stock prices declined about 10 per cent in early November, cancelling the advance 
that began in late September.
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MONEY MARKET IN DECEMBER

Renewed strength developed in the Treasury bond market 
during December and prices of all issues rose. All of the 
longer-term issues advanced, and closed the month at levels 
ranging from 2/32 to 17/32 above the highest points attained 
in November. Unlike the November upswing, which took 
place in a thin market as a consequence of a diminution of sell
ing pressure, the December rise reflected a broadening of de
mand as well as the absence of sales by some institutional 
investors which, until November, had been consistent sellers. 
Accumulating evidence that inflationary pressures were sub
siding somewhat, and the less tangible influence of opinion 
with respect to future fiscal and monetary policy, contributed 
to the more favorable estimates of future price movements in 
the Government security market.

Other factors lent strength to the main trend of the market. 
The receding dimensions of the seasonal increase in business 
loans of the banks during November and December, particu
larly when compared with the soaring advances in the corre
sponding periods of the preceding two years, was considered 
both a confirmation of a weakening of demands for credit and 
a portent of greater interest of the commercial banks in 
Government securities of somewhat longer maturities. There 
were few large offerings of new corporate issues after the first 
week of the month and, concurrently, the sales of Treasury 
bonds to obtain funds for new investment purposes declined 
noticeably. The large life insurance companies refrained from 
selling long-term restricted Government bonds and—tempo
rarily at least—appeared to have withdrawn from the market. 
Some investors, mindful of the heavy reinvestment demand 
for securities that normally occurs in January, purchased securi
ties in December in order to "beat the gun,” and contributed 
to the market’s strength.

Much of the activity in the Government bond market was 
centered in the trading of savings and commercial banks, which 
tended to lengthen the maturities of their portfolios. Indica
tive of a marked change in investment policy by the savings 
banks was the sale of certificates of indebtedness and the pur

chase of long-term ineligible bonds with the proceeds. The 
savings banks also continued to shift from long-term eligible 
to ineligible issues. Commercial banks were more cautious 
about lengthening their portfolios; their operations involved, 
in part, switching from the short end of the list of inter- 
mediate-term bonds to the long end. Commercial banks also 
continued to acquire partially tax-exempt bonds as a hedge 
against the possibility of higher corporation income taxes.

Prices of all intermediate and long-term Government bonds 
rose considerably. All the ineligible issues but the 2Vas of 
1959-62 (which were temporarily in supply) advanced above 
their recent support prices during the first half of the month, 
and the 2}4’s subsequently moved free. The Federal Reserve 
System made small net purchases in support of one or two 
longer-term issues of which modest amounts were overhang
ing the market in the first part of December. But in the 
second half of the month, the System made moderate net sales 
of long-term ineligible bonds. Unlike the System sales of long
term bonds in November, these sales did not cause a decline 
in prices.

Trading in the short-term Government security market 
tended to reflect mainly changes in the banks’ reserve posi
tions. The demand for bills and longer certificates was strong 
during periods of money market ease, and weakened as pres
sure on bank reserves increased, particularly after the 15 th of 
the month when quarterly tax collections grew heavy.
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M em ber  Ba n k  R eserve Positio n s

Treasury operations and the pre-Christmas demand for cur
rency were the chief influences affecting the money market 
during December. Treasury transactions included the retire
ment of about 200 million dollars of bills held by the Federal 
Reserve System (100 million each in the weeks ended Decem
ber 8 and 15), the payment of more than 600 million dollars 
of interest on the public debt on the 15th of the month, with
drawals from War Loan deposits aggregating 1.1 billion dol
lars in the first half of December, and receipts of fourth- 
quarter instalment payments of income taxes, most of which 
reached the Treasury’s accounts with the Federal Reserve Banks 
in the week ended December 22. Seasonal demands for cur
rency prior to Christmas, which were smaller than in any year 
since the end of the war, resulted in a total of 238 million dol
lars being paid out between December 1 and 22; as usual, 
currency began to return to the banks after the holiday.

In the week ended December 8, the beginning of the holi
day outflow of currency together with the Treasury’s retire
ment of 100 million dollars of maturing Treasury bills out of 
Federal Reserve holdings brought moderate pressure on mem
ber bank reserve positions. But the money market eased con
siderably in the following week, when the regular disburse
ments of the Treasury for defense, foreign aid, crop support, 
and other purposes were heavy and were supplemented by 
payment into the market of the interest on the public debt 
due at the middle of the month. Because of these factors and 
because the withdrawals from the Treasury’s War Loan de
posits at commercial banks were limited to 450 million dollars, 
Treasury disbursements in the week ended December 15 
exceeded receipts by more than 550 million dollars. Approxi
mately 100 million dollars of the Treasury’s disbursements 
were used to retire bills held by the Reserve Banks, however, 
and so did not reach the money market.

In addition to the substantial net Treasury disbursements, 
member banks during the second week of December had the 
benefit of a large increase in Federal Reserve "float” and of a 
small, contraseasonal return flow of currency from circula
tion— the latter being an unusual development during the 
Christmas shopping season. Because a large part of the net 
gains of funds occurred on the last day of the statement week, 
most of these gains augmented excess reserves, which rose 
almost 600 million dollars. Borrowings from the Federal 
Reserve Banks were reduced 133 million dollars.

Thus, in the following week, the banks were in a favorable 
position to meet the heavy losses of deposits which accom
panied the payment of fourth-quarter instalments of Federal 
income taxes. Additional pressure on member bank reserve 
positions was exerted in that week by a resumption of the 
seasonal outflow of currency and by sizable purchases, by non
bank investors, of Treasury obligations from the Federal Re
serve System. The heavy drains of funds quickly tightened

the money market, absorbing most of the previous week’s 
accumulation of excess reserves and compelling the banks to 
borrow almost 160 million dollars from the Reserve Banks and 
to sell Government securities, some of which were absorbed by 
the Reserve System. However, the System’s sales of Treasury 
issues, mostly bills and longer-term bonds, to nonbank investors 
exceeded its purchases from the commercial banks and total 
System holdings consequently fell nearly 150 million dollars.

The heavy flow of tax checks to the Treasury subsided in 
the week ended December 29, and currency returned to the 
Federal Reserve Banks in considerable volume after the Christ
mas holiday. At the same time a substantial shrinkage in 
"float”, interdistrict flows of funds, and preparations for year- 
end statements resulted in temporary but large-scale borrowing 
from the Reserve Banks early in the week which was subse
quently repaid out of the proceeds of substantial sales of short
term securities by commercial banks, and the money market 
was rather tight.

M em ber  Ba n k  Credit

Government security holdings of the weekly reporting mem
ber banks declined moderately in the four weeks ended De
cember 15. A modest increase in certificates and bonds (taken 
together because of the exchange offering of certificates for 
bonds due on December 15) and a moderate gain in notes were 
more than offset by a decline in bills reflecting pressure on 
reserve positions. Although the data are obscured by the De
cember 15 exchange, it appears that the banks made small net 
purchases of Government bonds in the four-week period, inter
rupting the downward trend of their bond holdings that had 
been in progress throughout the year.

Total holdings of Government securities of the weekly 
reporting member banks in mid-December were about 4.2 
billion dollars less than at the same date in 1947. This decline 
reflected the effects of redemptions of commercial bank-held 
Treasury obligations and the pressure maintained on bank 
reserves through Treasury retirement: of issues held by the 
Reserve Banks and through increases in legal reserve require
ments. The banks shortened their portfolios considerably dur
ing the year in order to strengthen their holdings of liquid 
assets in view of uncertainties concerning their reserve require
ments, to place themselves in a more favorable position to 
obtain the higher rates offered on new short-term Treasury 
issues, and also to avoid possible losses on longer-term bonds. 
Treasury bill holdings rose during the 12-month period under 
review by 0.9 billion dollars. An increase of 1.5 billion dollars 
in certificates was not fully offset by a drop in note holdings. 
The major change was in bond holdings, which declined 5.5 
billion dollars during the year.

Total loans of the weekly reporting member banks rose to 
a new high record of 25,529 million dollars (gross) on De
cember 15, or 336 million dollars above the November 17
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total and 1,884 million dollars larger than a year earlier. Most 
of the increase in the four weeks ended December 15 was 
accounted for by an expansion of security loans to brokers and 
dealers in connection with their increased position in Govern
ment and new corporate securities. Both real estate and all 
other (including consumer) loans continued their gradual 
advances to new peak levels.

It was, however, the unexpectedly small seasonal rise in com
mercial, industrial, and agricultural loans which received most 
attention. Business loans rose only 27 million dollars in the 
four weeks ended December 15; in the corresponding weeks 
of 1947, they had gained 416 million (see the accompanying 
chart). In fact, such loans actually fell 124 million dollars 
between the November 10 peak and December 8, whereas they 
had shown a rapid rise between the corresponding dates in 
the two preceding postwar years. Only a sharp upturn in the 
week of December 15 brought the commercial loan figure into 
new high ground.

This lag in the expansion of commercial, industrial, and 
agricultural loans has been generally interpreted as reflecting 
a slackening of activity in a wider and wider area of business, 
cessation of the rise in wholesale prices, and cautious inventory 
practices. This view was strengthened by the fact that the 
totals for this category of bank loans have been sustained 
during the year’s final months by a heavy seasonal expansion 
of crop loans made under the guarantee of the Commodity 
Credit Corporation. Even though the weekly reporting mem
ber banks comprise only the larger institutions of the country 
and account for only a small proportion of total crop loans,

Cumulated Net Changes in Commercial, Industrial, and 
Agricultural Loans, Weekly Reporting Member 

Banks, 1947 and 1*948*

the large seasonal expansion of such credits this year influenced 
the week-to-week changes in the combined commercial, indus
trial, and agricultural loans reported by these banks. On the 
other hand, the expansion of purely commercial and industrial 
loans has been retarded to some extent by the repayment of 
outstanding bank debt, by large corporations, with the pro
ceeds of loans arranged directly with life insurance companies 
and of securities offered in the capital market. The fact that 
the most noticeable lag in loan expansion has been in the 
loan portfolios of New York City banks tends to confirm the 
evidence of some shift in the sources of borrowed funds.

CORPORATE WORKING CAPITAL

Despite their exceptionally liquid position at the end of the 
war and the retention since then of large amounts from cur
rent earnings, American business corporations have had to 
seek unprecedented amounts of working capital funds from 
banks and from institutional and other investors during the 
past three years.

At the end of the war, corporate enterprise in the aggregate 
probably enjoyed the most liquid financial position in history. 
Working capital1 of all business corporations (exclusive of 
banks and insurance companies) totaled 97.8 billion dollars 
at the end of 1945, exceeding current liabilities by 51.6 billion 
dollars. Cash on hand and in the banks plus Government 
security holdings comprised 44 per cent of total quick assets, 
reflecting in large part limited investment opportunities dur
ing the war and the fact that the Treasury had financed a large 
part of the wartime working capital needs of industry. These 
liquid assets, amounting to 42.8 billion dollars, were sufficient 
to pay off all but 3.4 billion dollars of total corporate obliga
tions due within one year. Inventories and accounts receivable, 
while considerably above the 1939 figures, were unusually low 
in relation to total working capital.

Working balances of 1,122 corporations which are registered 
on national security exchanges and for which there is a break
down by industry showed no significant deviation, industry by 
industry, from working capital patterns of all business corpo
rations, other than such deviations as are characteristic of the 
operations of individual industries. For the most part, at the 
end of 1945 each of the major industries showed substantial 
accumulations of liquid assets, a low level of inventories and 
receivables, and a wide margin of quick assets over liabilities.

W ith industry in such strong financial condition, it ap
peared as though a very considerable expansion of business 
activity could be financed with funds on hand and with retained 
current profits. Indeed, toward the close of 1945, prospects 
for an increase in commercial loans and security issues seemed

* Cumulated from Dec. 31, 1946 and Dec. 31, 1947. Wednesday dates; latest .  ̂ T h e  Slim total o f  current assets, sometimes known as gfOSS W O fk - 
figure is for Dec. 22, 1948. ing Capital.
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remote. W ithin two short years (in fact within the very next 
year), however, it was necessary for business to seek additional 
funds. The very large volume of liquid assets proved insuf
ficient to meet the heavy needs for working capital and other 
funds that developed after the war. In the aggregate, business 
corporations except banks and insurance companies increased 
their total current assets to 118.4 billion dollars on June 30, 
1948, a gain of over 20 per cent from the 1945 year-end total. 
The increase in working capital came primarily in inventories 
and receivables, the two components which had grown least 
during the war. In the 2V2-year period corporations added
16.7 billion dollars to their inventories— 8.5 billion in 1946 
and 5.8 billion in 1947. According to preliminary indications, 
nearly five billion more was added in 1948 (2.4 billion in the 
first six months). Between the end of 1945 and June 30, 1948, 
customer financing rose 12.4 billion dollars, practically all of 
which was in the first two years.

The postwar expansion of working capital stemmed princi
pally from the need for funds to reorient production and dis
tribution into normal peacetime channels after several years 
of military production. During the reconversion period cer
tain industries required additional cash because sales were low 
and expenditures comparatively high. Inventories increased 
at all levels of the productive and distributive system. Since 
the national output was no longer directed preponderantly 
toward meeting the needs of a single buyer (the Federal 
Government) with known requirements and delivery sched
ules, a peacetime variety and balance in stocks had to be re
established, and depleted "pipelines” had to be filled. As pri
vate buyers, unlike the Federal Government, did not make 
payments in advance of delivery, credit to customers expanded

Total Current Assets of U. S. Corporations* 
(December 31, 1945 and June 30, 1948)

of dollars ABSOLUTE AMOUNTS PERCENTAGE DISTRIBUTION

D E C .31 , JU N E 3 0 ,

Other

Notes & 
Accts. Rec.

Inventories

U. S. Govt. 
Securities

Cash

* All U. S. corporations except banks and insurance companies. 
Source: Securities and Exchange Commission.

sharply. Financing of American export trade gradually shifted 
back to private channels, although the Government still plays 
a very important role in this field.

On top of these needs for funds arising from the return to 
peacetime patterns of production and channels of distribution, 
working capital was required to meet the steadily rising cost 
of goods and services. Three rounds of postwar wage increases 
raised the cash requirements for payrolls, while the upsurge in 
prices which followed the removal of price controls raised 
inventory costs. Higher prices of industrial materials reflected 
wage increases as well as acute demand and shortages of supply, 
the latter resulting in part from the presence of production 
bottlenecks. Since one concerns selling price is another’s cost, 
a rise in prices tends to become cumulative throughout the 
various stages of production and distribution. Thus the need 
for additional working capital arose from the price element 
as well as from the physical accumulation of inventories.

How was this growth of working capital financed, and did 
the methods of financing used contribute to the process of 
inflation?

The very process of inventory accumulation, of course, tends 
to be inflationary since it creates incomes without making 
goods available for immediate consumption. The inflationary 
significance of the growth of working capital depends, how
ever, on the manner in which the larger working capital needs 
have been financed. To the extent that the additional funds 
come from nonbank investors, no new income is generated in 
the inventory accumulation process except when idle balances 
are activated. In the main, postwar needs of American business 
for expanding working capital have been met through (1) the 
sale of Government security holdings, (2) increased short
term borrowings from the banks, (3) an increase in trade pay
ables, and, (4) long-term borrowing, sales of securities in the 
capital market, and, most important, retained earnings and 
other internal funds (designated "all other sources” in the 
accompanying table).

On the whole, it appears that the financing of enlarged in
ventories and corporate trade receivables has been inflationary 
to a moderate degree only. As shown in the accompanying 
table, corporate sales of Government securities ( 8 . 5  billion 
dollars in the IVz years ended June 30, 1 9 4 8 )  accounted for 
over a fourth of the total funds required. About three fourths 
of these sales were made during the first postwar year, when 
the Treasury retired large amounts of maturing or called 
issues with funds which had been raised through the sale of 
Government obligations to nonbank investors in the Victory 
Loan drive. Thus, it is probable that the bulk of the Treasury 
securities which corporations liquidated did not find their way 
into bank portfolios. However, Government War Loan de
posits which might otherwise have lain idle were put into 
more active use as a result of such liquidation.
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Uses and Sources of New Working Capital Funds of 
Business Corporations*
(In billions of dollars)

Uses 1946 1947
First half 
of 1948

1946- 
first half 
of 1948#

Increase in cash................................................ 0 .0 1.2 0 .0 0 .7
Increase in customer financing...................... 6 .0 5.9 0 .5 12.4
Inventory accumulation.................................. 8 .5 5.8 2 .4 16.7
Repayment of bank and trade debt............. 0 .0 0 .0 1.5 0 .0
Reduction in taxes due Federal Government 2 .5 0 .0 0 .0 0 .2
Decrease in other liabilities............................ 0 .0 0 .0 0 .3 0.0

T ota l....................................................... 17.0 12.9 4 .7 30.0

Sources

Decrease in cash................................................ 0 .3 0 .0 0 .2 0 .0
Liquidation of Government securities......... 6 .2 1.5 0 .8 8 .5
Decrease in other assets.................................. 0 .7 0.1 0 .0 0 .8
Increase in bank and trade debt................... 5 .2 4 .0 0 .0 7.7
Increase in taxes due Federal Government. . 0 .0 2.1 0 .2 0 .0
Increase in other liabilities............................. 0 .0 1.1 0 .0 0 .8
All other sources!............................................. 4 .6 4 .1 3 .5 12.2

T ota l....................................................... 17.0 12.9 4.7 30.0

* All corporations other than banks and insurance companies.
# Data in this column show net changes in asset or liability items for the 2 % -

year period and are not summations of the items in the preceding columns.
t  Retained profits, increases in reserves, long-term loans, and sales of new se

curity issues.
Source: Securities and Exchange Commission.

More than one fourth of the postwar needs for working 
capital funds were obtained through the expansion of notes 
and accounts payable. Unfortunately, no breakdown between 
short-term bank borrowings and indebtedness to suppliers is 
available. However, it is known that business loans of the 
banks rose sharply in 1946 and 1947 and accounted for a siz
able part of the total expansion of corporate payables, which 
amounted to 7.7 billion dollars in the period under review. 
The decline in business loans during the first half of 1948 
was largely seasonal. Probably more than half the postwar 
expansion of corporate payables was indebtedness to suppliers. 
Corporate trade receivables expanded much more than corpo
rate trade payables, however, so that credit extended by cor
porations to individuals and unincorporated business increased 
substantially. This together with the rise in intercorporate 
indebtedness (that part of the increase in the volume of cor
porate trade receivables financed by a rise in corporate trade 
payables)2 resulted in a larger volume of sales being carried 
on without any change in the money supply, thus causing the 
velocity or turnover of money to increase somewhat. The 
extension of trade credit by corporations to individuals and 
unincorporated business has tended to reduce the need of the 
latter groups for additional outside financing, including bank 
loans. However, such outside financing may not otherwise

2 In the data for all corporations, intercorporate accounts receivable 
and payable are necessarily equal; the difference between total accounts 
receivable and total accounts payable (almost always an excess of re
ceivables) represents credit extended by corporations to individuals and 
unincorporated business or indebtedness of the former to the latter.

have been available, in whole or in part, to small business and 
others.

Equity funds and long-term borrowing (including retained 
earnings, other internal funds set aside in various reserves, and 
the proceeds of new security issues in the capital market) 
provided most of the remaining working capital needs. In the 
21/2 years ended in mid-1948, 12.2 billion dollars of new 
working capital were received from these sources by American 
corporations. In addition, of course, a substantial part of 
corporations’ internal funds and of the proceeds of their 
security issues was used to finance the unprecedented expan
sion of plant and equipment.

Although a clear-cut answer cannot be given, it appears that 
on the whole the increase in corporate working balances has 
not been one of the main factors exerting inflationary pressures 
on the pricing system during the postwar years.

W hat is the present position of industry with respect to 
working capital and what are the prospects for further ex
pansion of working capital needs?

In spite of the large volume of expenditures made, corpora
tions have actually added 700 million dollars to their holdings 
of cash since the end of 1945 (an increase of 3 per cent). The 
liquidation of Government security holdings has continued, 
but on a sharply diminished scale. Thus, despite a 40 per cent 
decline in Government securities since the end of 1945, cor
porate liquid assets still totaled 35 billion dollars on June 30,
1948, when they accounted for 30 per cent of total working 
capital. Current assets are still more than twice quick liabilities. 
They should provide an ample cushion against the contingency 
of substantial losses through shrinkage of inventory values.

While it is apparent that in the aggregate corporate work
ing capital is ample and liquidity high, the position of 
individual industries and of individual enterprises is not 
uniformly favorable. For the 1,122 large corporations registered 
on national security exchanges, it appears that ample working 
capital margins prevail in all of the major industries and that 
liquidity remains high (except among trade corporations and 
sales finance and personal loan companies, where there is less 
need for liquidity). This is not necessarily true for the smaller 
corporations.

The expansion of corporate working capital was most rapid 
during 1946 and 1947. Preliminary data for 1948 indicate 
considerable reduction in additional working capital needs, 
reflecting the filling of "pipelines” and the lessened impact of 
price increases on inventories. W ith the return of buyers’ 
markets in more and more industries and the continuation of 
selective price declines, it appears likely that there will be some 
further lessening of demands for working capital funds for 
the further accumulation of inventories and for customer 
financing.
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PRICE TRENDS DURING 1948
At the end of 1948, the over-all level of wholesale prices 

was slightly lower than that which prevailed at the start of the 
year, making 1948 the first year since 1938 in which whole
sale prices failed to show a net advance. The U. S. Bureau of 
Labor Statistics’ new weekly index of wholesale prices was 
163.5 per cent of the 1926 average in the week ended Decem
ber 28, compared with 164.5 for the last week of 1947 and 
the all-time high of 169.7 set in the week ended August 17,
1948. The year’s net decline in prices was not, however, a 
general one; instead it was mainly a drop in prices of farm 
products and foods which offset the continued firmness in 
prices of other commodities, as shown in the accompanying 
chart.

At the end of 1948, farm products as a whole were selling 
at about 13 per cent below the peak reached near the start of 
the year. The course of farm prices during the year was char
acterized by the divergence between the price movements of 
grains and other crops, on the one hand, and those of livestock 
and livestock products, on the other. Grain prices broke 
sharply in late January and early February, dropping 20 per 
cent in four weeks. There was a partial recovery in March 
and April, but, as the new crops reached the market, grain 
prices started a steady downward movement which persisted 
until, by mid-October, all grains except rice were at or below 
the level (90 per cent of parity) at which Government sup
ports generally become operative. The record size of some crops 
and near-record size of others caused a shortage of approved 
storage facilities, which forced some farmers to sell their grain 
below the prices at which the Government would make loans 
on properly stored grain.

Wheat prices, which at one time in Kansas City were 17 
cents below the support price equivalent, strengthened as 
harvesting was completed and heavy exports relieved some of 
the pressure on storage space. During most of November and 
December, wheat prices were as much as 10 cents above sup
port levels. The margin by which prices must exceed support 
levels to make it profitable for a farmer to repay a grain loan 
increases with the passage of time. It is estimated that approxi
mately 16 cents per bushel above support prices are required 
to pay principal, interest, and storage charges on a wheat loan 
which has run for six months.

Corn prices dropped sharply in September and October, and 
at election time hit a low of $1.35 per bushel at Chicago, or 
about 20 cents below the support level. By late December, 
corn prices had risen about 14 cents, but the problem of ade
quate storage was still acute.

Cotton prices followed somewhat the same pattern as that 
of grains, with a peak early in the year, a sharp drop to less 
than support levels when the new crop came on the market, 
and a subsequent partial recovery in the latter part of the year.

The recent increase has been spurred by improved export pros
pects, the large proportion of the crop going into loan, and 
the emergency program for advances on farm-stored cotton 
instituted by the Department of Agriculture to protect farmers 
against the necessity of selling below loan levels.

One interesting result of the downward movement in grain 
prices has been the narrowing of the gap between prices for 
near and distant future delivery contracts on the major grain 
exchanges. In the case of wheat, the gap narrowed by the end 
of 1948 to approximately one-half what it had been a year 
earlier, while for corn and oats the price differential was only 
about one third of the margin prevailing a year earlier.

The decline in grain prices also caused a correspondingly 
rapid drop in feed prices. Since the Second Federal Reserve 
District is in general a feed-consuming, rather than grain- 
producing, area, the result has been lower feed costs for the 
dairy farmers and poultry and livestock raisers in this area.

Similarly, the abundant supply and lower cost of feed are 
expected to promote increased supplies and lower prices of 
livestock and meats by late 1949- Until the last few months 
of 1948, however, the low livestock population and the large 
consumer demand at high income levels had pushed meat 
prices to new peaks. During the spring, livestock and meat 
prices had fallen together with grain prices. Later, when 
livestock prices were depressed because labor-management 
disputes had reduced the meatpacking industry’s ability to 
absorb the livestock brought to market, meat remained rela
tively scarce and high-priced. During the summer and early
Weekly Indexes of Wholesale Prices of Farm Products and of 
All Commodities other than Farm Products and Foods, 1948* 

(1926 average—100 per cent)

* Tuesday dates; latest figures are for December 21, 1948. 
Source: U. S. Bureau of Labor Statistics.
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fall, both meat and livestock prices reached new peaks. As the 
fall marketing season got under way, prices declined appre
ciably, but they still remained well above parity levels. The 
decline, which exceeded normal seasonal expectations, reflects 
to some extent consumer resistance to high prices; the Bureau 
of Agricultural Economics expects that meat consumption per 
person in the fourth quarter of 1948 will prove to have been 
about two pounds less than the 40.8 pounds per capita con
sumed in the last quarter of 1947. Livestock and meat prices 
are expected to rise seasonally in the next few months; ordi
narily hog prices increase about 15 per cent between Decem
ber and March, while beef cattle rise about 7 per cent in the 
same period. After that time, however, livestock should be 
more plentiful as the new pig crops, fattened on lower-priced 
corn, come on the market.

As shown on the accompanying chart, prices of commodities 
other than farm products and foods during 1948 were, as a 
group, remarkably steady. Except for the rise around mid
year, reflecting the third round of wage increases and higher 
raw material costs, there has been little fluctuation in the 
weekly index of these prices. The main sustaining factor in 
this group has been metals and metal products. Demand for 
nearly all types of metals is still in excess of supply, and metal 
prices moved upward substantially during the year, as indi
cated in Table I. There has been no increase in basic steel 
prices since July, but charges for "extras” (special grades and 
shapes of steel) were boosted substantially in recent weeks. 
An increase of about 10 per cent in tin plate prices, effective 
January 1, was also announced recently. Among the nonferrous 
metals, lead, zinc, aluminum, mercury, and cadmium all 
advanced in price during the final quarter of 1948.

The next greatest year-to-year gain was registered by the 
fuel and lighting material group. The average for this group

Table I
Spot Prices of Selected Foodstuffs and Industrial Commodities 

December 31, 1947— December 30, 1948

Percentage change

Commodity

Unit

Price in dollars 
December 30, 

1948

December 31, 
1947 to 

December 30, 
1948

Highest 1948 
price to Decem

ber 30, 1948

Foodstuffs
Barley........................ bu. 1.450 - 4 6 - 4 7
Corn........................... bu. 1.490 - 4 2 -4 7
Lard............................ lb. .162 - 3 9 -4 4
Butter........................ lb. .659 — 25 - 2 6
Wheat (winter)........ bu. 2.275 -2 2 - 2 6
Hogs........................... cwt. 22.375 - 1 9 - 2 8
Steers......................... cwt. 28.000 -1 0 - 2 4

Industrial commodities
Print cloth................ yd. .158 - 4 4 - 4 4
C otton....................... lb. .322 - 1 1 - 1 7
Copper....................... lb. .234 +  9 0
T in .............................. lb. 1.030 +10 0
Steel scrap................. ton 44.500 +11 -  1
Lead........................... lb. .215 +43 0
Zinc............................ lb. .182 +64 0

Source: U. S. Bureau of Labor Statistics.

Table II
Weekly Wholesale Prices by Major Commodity Groups

Group totals
Index, 1926 average = 100

Percentage 
change, 
Dec. 30,

and selected items
Dec. 30, 

1947
1948 peak 

Index Date*
Dec. 28, 

1948

1947 to 
Dec. 28, 

1948

All commodities................................ 164.5 169.7 Aug. 17 163.5 -  0 .6
Farm products.............................. 199.0 203.3 Jan. 18 177.4 -1 0 .9

Grains......................................... 248.2 261.3 Jan. 13 170.9 -3 1 .1
Livestock.................................... 250.3 280.0 July 18  

July 20  
Sept. 21

Sept. 14

221.4 - 1 1 .5
Foods.............................................. 179.2 191.0 173.6 -  3.1

Meats............................. ............ 238.4 282.9 228.7 -  4.1
All commodities other than farm 

products and foods.................. 146.7 153.5 152.5 +  4.0
Textile products....................... 149.4 151.8 June 1 145.6 -  2 .5
Fuel and lighting materials. . . 
Metals and metal products. . .  
Building materials...................

127.7
151.9
192.6

136.9
173.8
203.9

Aug. 3 
Nov. 28  
Sept. 14  
Jan. 20

136.9
173.8
200.3

+  7 .2  
+ 14 .4  
+  4 .0

All other..................................... 137.5 140.4 132.8 -  3 .4
Hides and skins................... 245.4 240.8 Jan. 20 192.5 - 2 1 .6

* Week first attained.
Source: U. S. Bureau of Labor Statistics.

is, however, still one of the lowest relative to the base period, 
as shown in Table II. Most of the gain in fuel and lighting 
material prices during 1948 occurred in the first seven months 
of the year, when coal and petroleum prices rose. Since then 
the index has remained quite stable, although recently reduc
tions have been made in some prices for crude oil and petro
leum products. The building material group was the only other 
major category to show a year-to-year advance in prices, and 
here too the increase was arrested in the latter part of the 
year, chiefly as a result of a softening in lumber prices. Prices 
of textile products, another component, have in some cases 
declined very sharply; spot prices of certain cotton yarns and 
fabrics are down close to, or even below, the levels prevailing 
immediately before OPA controls were lifted in November 
1946. Nevertheless, the textile product group as a whole had 
declined only 4 per cent by the end of 1948 from its June 1 
peak.

Retail prices at the end of 1948 were somewhat higher than 
a year earlier, but the peak for 1948 had been reached in 
August. Retail food prices declined during September, Octo
ber, and November, and it seems likely that the decline con
tinued into December. The sharp drops in grain prices have 
not yet resulted in similar declines in grain products at the 
retail level, in large part because of higher processing costs, 
but prices of meat, butter, and eggs have recently reflected 
the declines at wholesale of livestock and products. On the 
whole, the other commodities in the BLS consumers’ price 
index—apparel, housefurnishings, fuel, and miscellaneous— 
continued to increase. Near the end of the year, however, the 
relatively poor sales showing of department stores and other 
retail outlets increased the pressure for lower-priced consum
ers’ goods, particularly apparel. The number of promotions in 
soft goods lines appears to be increasing, and special discounts 
and trade-ins are reported to be more prevalent for major 
appliances; such developments are ordinarily not fully reflected
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in official price indexes. Lower cotton textile prices will also 
be instrumental in reducing apparel prices for the coming 
season. To some extent, a decline in consumers’ prices from 
this direction may be offset in the next few months by the 
seasonal rise in meat prices noted earlier. There have also been 
requests for increases in utility rates, freight rates, and railway 
passenger and commutation fares, while pressure for upward 
adjustment of rent ceilings likewise persists.

At the beginning of 1949, there seem to be definite signs 
of weakness in the price structure. Although similar signs 
appeared to a greater or less extent near the start of 1947 and
1948, this time the durable goods lines as well as the non
durables are affected. Only in the case of goods for which 
demand is still well in excess of supply, such as basic metals 
and new lower-priced passenger cars, is there continued 
upward pressure on prices, and even in these lines open and 
concealed premiums are of considerably less importance than 
they were a year ago. Despite the weakening of inflationary 
pressures, however, there are sustaining factors in the situation, 
such as the relative absence to date of speculative inventory 
accumulation, the prospect of large Government expenditures 
on defense and foreign relief, and the existence of a support 
program which should prevent any considerable further decline 
in farm prices.

D EPA RTM EN T STORE TRADE
December buying in Second District department stores 

showed some improvement, but was little if any greater than 
in 1947, according to preliminary information. Combined sales 
in the two final months of the year were certainly less than in 
the corresponding months a year previous, for the first time 
in 10 years. November sales had lagged behind those of the 
same month in 1947 by fully 4 per cent. Not until the last 
calendar week before Christmas Day—which included two 
more pre-Christmas shopping days than in 1947—did sales 
again rise above those of the previous year.

However, sales in December expanded considerably more 
from November’s unexpectedly low volume than can be ac
counted for by the measures of seasonal variation derived from 
data for other postwar years. Owing to wartime scarcities of 
goods, which in some cases continued into the postwar period, 
consumers until 1948 started Christmas buying much earlier 
in the season than they did before the war. This past season 
they have apparently shifted back to the prewar habit of con
centrating Christmas shopping in December.

National sales of the leading mail-order houses and of many 
variety chains specializing in items of low unit price also 
experienced in November a year-to-year sales decline, in some 
cases for the first time in more than three years. And, as dis
cussed below, basement sales in this District did little better 
in November than upstairs departments.

The unseasonably warm weather in November, by keeping 
shoppers out of the stores, undoubtedly affected more than the 
sales of winter items alone. The failure of December sales 
to rise markedly above 1947, however, weakens the explana
tion that lower sales in November were due primarily to 
weather conditions. When the weather did turn cool in the 
early weeks of December, sales did not expand to 1947 levels 
in all areas of the country. And in those areas where the 
cooler weather was accompanied by a pick-up in sales, gains 
were not as great as in earlier months.

To what extent resistance by price-conscious consumers was 
involved is not entirely clear. On several earlier occasions 
there have been reports of widespread price resistance, while 
department store sales were maintaining a fairly stable rate of 
increase (as they were during much of 1948). The composi
tion of total sales, however, has at times reflected price con
siderations: luxury lines have either declined or have failed 
to match the pace set by more essential merchandise or by 
goods for which a deferred demand existed. Considerable price 
resistance has undoubtedly been a factor in the stores’ willing
ness to promote or mark down slow-moving goods.

Since November is a large volume month, the decline in 
sales offset much of the gain of the preceding two months, as 
shown in the table. Thus, for the three-month period ended 
in November, dollar sales were only one per cent greater than 
in 1947. Considering the decline in November sales, the 
year-to-year increase in stocks shown for the end of Novem
ber was small, reflecting the cautious policy of store man
agers. The drastic decline in outstanding orders at the end of 
that month compared with one year previous indicates clearly 
the quick action which merchants are taking when prospects 
for sales are questionable. Notwithstanding the relatively low 
sales volume in November, the outstanding order-sales ratio 
dipped well below that of the year before.

T h e  Pa t t e r n  o f  t h e  N ove m b er  Sales  D e clin e

The decline of sales in November as compared with Novem
ber 1947, although rather general in Second District depart
ment stores— extending even to basement lines—was not 
shared by all departments. The few year-to-year gains which

Sales, Stocks, and Orders of Second District Department Stores* 
(Percentage change, 1947 to 1948)

Period Sales Stocks New orders
Outstanding

orders

+  5 +  10 - 1 3 - 2 0

+  5 +  4 -  6 - 2 0

-  5 +  5 - 1 7 - 3 5

Three-month average. +  1 +  6 - 1 2 - 2 4

* For a group of the larger stores which in 1947 accounted for about 55 per cent 
of estimated total District department store sales.
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were made, however, were with rare exception smaller than 
in immediately previous months. In some departments the 
rate of increase had begun to narrow in earlier months. A 
great many departments showed sharp declines in November 
after having exceeded 1947 sales by substantial margins dur
ing the retail fiscal quarter ended in October 1948.1

Basement sales dipped below those of a year before almost 
to the same extent as the main store sales. The gap between 
the greater relative increases of the lower priced downstairs 
departments and the main store increases had been closing 
since mid-spring, partly because of the exceptional improve
ment in basement sales during 1947. When the extraordinary 
increases of main store sales made during the first postwar 
year tapered off, basement store sales soared. In November, 
however, the weakening of sales in higher priced lines was not 
accompanied by a further rise in basement sales.

Women’s wear as a whole had been characterized by a 
gradual improvement during the third quarter months August- 
October, when they averaged at least 5 per cent greater in 
dollar volume than a year earlier. The rising trend was abruptly 
reversed in November, when sales fell some 8 per cent behind 
those of the year before, accessories falling off somewhat more 
than apparel. Although of lesser magnitude, the decline in 
apparel was a greater reversal, for it was apparel which 
accounted entirely for the gain noted for the total women’s 
wear departmental group during the third quarter. (In Octo
ber women were spending one-sixth more on apparel than 
they had spent in the year before.) Accessories had been lag
ging all along.

The dress department, after having previously improved 
over 1947, was the largest volume apparel department to show 
a decrease in November. Sales of inexpensive dresses fell off 
along with those of better quality dresses. Furs had a poor 
response from shoppers throughout most of 1948. November 
fur sales were off still more acutely from the year before— 42 
per cent below the level of November 1947.

Coats and suits sold better this past November than in the 
same month of 1947, but the rate of increase contracted 
abruptly from the third fiscal quarter. Differences in style 
acceptance as between dresses and coats and suits may have 
accounted for the maintenance of at least a small gain for coats 
and suits in November. It may be noted that during the third 
quarter, also, the year-to-year improvement in coats and suits

1 November 1948 had one more shopping day, but one less Satur
day, than November 1947. Probably, therefore, increases from the 
year before are slightly overstated, and decreases slightly understated, 
in this review of the recent past and in the accompanying chart, both 
of which are based on monthly totals.

was far more substantial than for dresses (32 against 5 per 
cent).

As for men’s wear, a poor spring-summer selling season was 
followed by considerably more favorable sales in the early fall 
months. But sales of men’s wear, like those of womens wear, 
contracted sharply in November, falling more than 10 per cent 
below the figures for the year before. Men had been limiting 
their purchases of clothing more than their buying of the lower 
unit-priced furnishings—contrary to the experience in 
women’s lines—and in November they spent on outerwear 
fully one-fifth less than the amount spent in 1947.

The housefurnishings group was the only major depart
mental group to score an improvement in November sales, as 
the accompanying chart shows. But the gain in November was 
less than half that reached in the third quarter as a whole. 
Apparently demand is leveling off even for these lines. In fact, 
a preliminary estimate for November indicates that in many 
areas outside this District there was a year-to-year lag in sales 
of housefurnishings greater than for soft lines.

There were widely divergent trends among the components 
of the housefurnishings group in this District’s stores. Some 
"big-ticket”, large volume departments, notably furniture and 
floor coverings, continued to improve markedly in November. 
The expanding sales of these commodities are of course closely

Recent Changes in Department Store Sales 
Second Federal Reserve District 

(Main store only; percentage change, 1947 to 1948, for 
third fiscal quarter* and November)
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related to the high rate of completion of new dwellings. Sales 
of floor coverings actually showed a slightly greater improve
ment in November than in the third quarter. The District 
gain in both furniture and floor coverings exceeded the 
average gain for the country. Sales of major household elec
trical appliances fell off sharply during November; this was 
true in particular of refrigerator sales, where the change is in 
sharp contrast to the average increase noted for the third 
quarter. The remarkable success of television receivers, how
ever, caused November sales of the radio department to exceed 
those of the year before, although to a lesser extent than in 
the months just preceding. A special survey of December sales

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net 

Nov. 1948

sales

Jan. through 
Nov. 1948

Stocks on 
hand 

Nov. 30, 1948

Department stores, Second District----- -  4 +  5 +  6
New York C ity ...................................... -  5 +  4 +  4
Northern New Jersey........................... -  5 +  5 +  8

Newark................................................ -  6 +  3 +  5
Westchester County.............................. -  1 +  3 +  1
Fairfield County.................................... -  4 +  1 +  4

Bridgeport........................................... -  6 -  1 +  1
Lower Hudson River Valley............... -  4 +  7 +  8

Poughkeepsie...................................... -  1 +  10 +  7
Upper Hudson River Valley............... +  1 +  8 +  10

Albany................................................. +  1 +  7 +  10
Schenectady........................................ +  3 +  10 +  10

Central New York State..................... -  4 +  5 +11
Mohawk River Valley..................... -  6 +  7 +11

Utica................................................. — 5 +  7 +11
Syracuse............................................... -  4 +  5 +11

Northern New York State.................. - 1 1 +  11
Southern New York State................... -  4 +  9 +11

Binghamton........................................ -  2 +11 + 10
Elmira.................................................. - 1 1 +  8 +22

Western New York State.................... 0 +10 +  9
Buffalo.................................................. +  1 + 10 +  3
Niagara Falls......................................
Rochester............................................ 0 +10 +21

Apparel stores (chiefly New York C ity ). - 1 0 -  1 +  8

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 

(1935-39 average =  100 per cent)

Item
1947 1948

Nov. Sept. Oct. Nov.

Sales (average daily), unadjusted................. 323 257 280 298
Sales (average daily), seasonally adjusted.. 249r 252 250 229

Stocks, unadjusted............................................ 263 256 267 278
Stocks, seasonally adjusted*.......................... 228 243 236 242

r Revised.
* Seasonal adjustment factors for 1946-48 revised; available upon request from 

Research Department, Domestic Research Division.

in New York City department stores indicates a further nar
rowing of the year-to-year gain. In many areas outside this 
District, however, particularly where television broadcasting 
is not yet very extensive, radio departments failed by a wide 
margin in November to equal their dollar sales volume of a 
year previous.

Among the miscellaneous departments, even toys and games 
suffered a sharp year-to-year drop in November. Piece goods 
and household textiles failed to continue the improvement 
made during the third quarter, both groups declining by about
5 per cent in November. Silverware and jewelry, despite 
widely reported consumer resistance, had shown at least a 
small average gain for the third quarter, but in this department, 
too, a year-to-year decrease occurred in November.

Indexes of Business

Index
1947 1948

Nov. Sept. Oct. Nov.

Industrial production*, 1935-39 =  100.........
(Board of Governors, Federal Reserve 
System)

192 192 195 194p

Electric power output*, 1935-39 =  100........
(Federal Reserve Bank of N ew  York)

235 252 253 255p

Ton-miles of railway freight*, 1935-39 = 100 
(Federal Reserve Bank of N ew  York)

211 201 209p

Sales of all retail stores*, 1935-39 =  100........
(Department o f Commerce)

323 340 338 334p

Factory employment
United States, 1939 = 100.......................... 161 165 163 161 p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100................ 132 128 127 12 5p
(N .Y .S . Div. o f  Place, and Unemp. In s.)

Factory payrolls
United States, 1939 =  100.......................... 353 382 382p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100................ 294 306 294 301 p
(N .Y .S . Div. o f Place, and Unemp. In s.)

Personal income*, 1935-39 =  100.................. 294 313 314p
(Department of Commerce)

Composite index of wages and salaries*!, 
1939 = 100...................................................... 182 194 194 p
(Federal Reserve Bank of N ew  York)

Consumers’ prices, 1935-39 =  100................. 165 175 174 172
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of N ew  York)
New York City.............................................. 97 104 109 101
Outside New York C ity .............................. 89 93 93 93

* Adjusted for seasonal variation. p  Preliminary.
t A monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.
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INDUSTRIAL PRODUCTION

Federal Reserve index. Monthly figures; latest 
figure shown is for November.

CONSTRUCTION CONTRACTS AWARDED

F. W. Dodge Corporation data for 37 Eastern 
States. Other includes nonresidential buildings 
and public works and utilities. Monthly figures; 

latest shown are for November.

DEPARTMENT STORE SALES AND STOCKS

Federal Reserve indexes. Monthly figures; latest 
figure for sales is November; latest 

for stocks is October.

LOANS AT MEMBER BANKS IN LEADING CITIES

Excludes loans to banks. Wednesday figures; 
latest shown are for December 15.

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, December 30, 1948)

INDUSTRIAL activity was maintained in November at about the high October rate. Department 
store sales were 5 per cent below last year’s level but in the early part of December sales increased 

more than a year ago. Commodity prices showed further moderate decreases in November and the 
first half of December.

In d u s t r ia l  Pr o d u c t io n

Output at factories and mines showed little change in November, and the Board’s seasonally 
adjusted index of industrial production was 194 per cent of the 1935-39 average as compared with 
195 in October and 192 in November 1947.

Activity in the automobile, machinery, and nonferrous metals industries showed small reduc
tions in November, but output of most other durable goods was maintained at the level of the 
preceding month. The number of new automobiles assembled declined about 4 per cent in Novem
ber, but rose again in the early part of December to a new postwar peak rate. Output for the 
year has been about 5,275,000 passenger cars and trucks, the largest annual total since 1929. Copper 
smelting was curtailed sharply in November as a result of a labor dispute affecting mine output. 
Steel production, on the other hand, showed a slight further gain, averaging 100.4 per cent of 
capacity in November as compared with 100 in October.

Production of nondurable goods declined slightly in November, reflecting in large part further 
curtailments in output of textile and leather products. Cotton consumption decreased 5 per cent 
and was 18 per cent smaller than in November 1947. Newsprint consumption was reduced some
what from the peak rate reached in October. Activity at paper and paperboard mills continued at 
record levels, and output of most other nondurable goods was maintained at about the October rate.

Minerals production increased somewhat in November, reflecting a slight further gain in 
crude petroleum output and an unusually large volume of iron ore production for this season. Coal 
output was maintained in November at the October rate but declined about 5 per cent in the first 
half of December.

Em p l o y m e n t

Employment in nonagricultural establishments showed a small decline in mid-November from 
the record level in October. The decline, which was unusual for this season, reflected mainly some 
further curtailment of employment in industries manufacturing nondurable goods. Trade employ
ment continued to increase seasonally, although the gain was the smallest for November since 1942. 
Employment in most other lines showed little change.

Co n s t r u c t io n

Value of contracts awarded for most types of private and public construction declined more 
than seasonally in November, according to reports of the F. W . Dodge Corporation. The number 
of new housing units started decreased further in November to 65,000 as compared with 72,000 
in October and 80,000 a year ago.

D is t r ib u t io n

Value of department store trade in November showed less than the usual seasonal rise and 
the average daily rate of sales was 5 per cent smaller than a year ago. The Board’s adjusted sales 
index was 287 per cent of the 1935-39 average as compared with the advanced level of about 310 
which prevailed from April to October. Sales recovered to year-ago levels during the first half of 
December, however, and it is estimated that total dollar sales for the holiday shopping period will 
be near last year’s record volume. Sales of appliances and various other durable goods except new 
automobiles have been below the exceptionally high levels prevailing at the end of last year.

Railroad carloadings of most classes of merchandise showed more than the usual seasonal 
decline in November and early December and total shipments were about 9 per cent below the 
same period a year ago. Loadings of coal were about 15 per cent below a year ago. Shipments of 
manufactured goods were down about 5 per cent, owing to a further diversion of freight to other 
forms of transportation and a reduction in the physical volume of goods shipped for export. This 
reduction was augmented in November by a maritime dispute.

Co m m o d it y  Prices

Wholesale prices and consumers’ prices declined about 1 per cent from mid-October to mid- 
November, reflecting chiefly decreases in livestock and foods. In the first three weeks of December 
prices of foods continued to decline, various industrial materials weakened further, and prices of 
some appliances and textile, petroleum, and soap products were reduced. Additional advances were 
reported in prices of metals.

Ba n k  Cr e d it

Federal Reserve System holdings of Government securities were further reduced in the first 
three weeks of December, reflecting sales of Treasury bills, certificates, and bonds. These securities 
were purchased primarily by commercial banks, which had an abundant supply of funds as a result 
of a seasonal increase in the volume of checks in clearing and a further gold inflow. Absorption 
of bank reserves by the pre-Christmas outflow of currency was somewhat smaller than usual.

Loans and investments at banks in leading cities showed little change in November, but 
increased somewhat in the first half of December. Loans to businesses showed a much smaller 
growth than in the same period last year. Loans to brokers and dealers for purchasing Government 
securities rose sharply in November while bank holdings of Treasury bills declined. Deposits 
declined slightly at all commercial banks in November, but increased sharply at banks in leading 
cities during the first half of December.

Se c u r it y  M a r k e t s

Prices of U. S. Government bonds and high-grade corporate and municipal bonds rose slightly 
during the first three weeks of December. Common stock prices were steady with a moderate vol
ume of trading.
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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  OF  N E W  Y O R K

V o lu m e  31 F E B R U A R Y  1 94 9  N o .2

MONEY MARKET IN JANUARY

Demand for Treasury bonds broadened during the past 
month, and price advances were general throughout the list, 
although quotations turned irregular in the last few days of 
the month. Commercial banks widened their operations in 
Government bonds to include the longer-term eligible issues. 
In the market for restricted bonds, the demand from savings 
banks continued, but this market also tended to spread out, 
with other nonbank investors taking a somewhat more active 
part in the buying. Insurance companies, however, remained 
generally inactive as either buyers or sellers.

While prices of all maturities of Treasury bonds rose, gains 
were most substantial among the longer-term bank-eligible 
issues. Commercial banks, which had previously confined their 
operations to bonds of intermediate maturities, reached out for 
longer-term, higher-yield issues, including the 2V4’s of 1956- 
59 and the 2Vis of September 1967-72. In part, the funds for 
these purchases represented the proceeds of sales of short-term 
Treasury obligations and, in part, they became available as a 
result of the post-Christmas return of currency from circula
tion and various other money market transactions. This 
lengthening of maturities of bank portfolios apparently re
flected growing confidence in the stability of the Government 
bond market as well as the uncertainty surrounding the busi
ness outlook. Many of the banks entering the long-term bond 
market for the first time in many months had experienced, or 
were anticipating, a decline in commercial loans and were 
rearranging their portfolios to counteract either an actual or 
a prospective decline in income.

While a more diverse group of nonbank investors than in 
the preceding two months manifested interest in the long-term 
ineligible issues, the savings banks continued to be the backbone 
of the market in ineligibles. Increases, actual or prospective, 
in the dividend rates of many New York savings banks, along 
with seasonal and other factors, attracted deposits to those 
institutions. During the past month, therefore, the savings 
banks were able to make sizable net additions to their holdings 
of Government bonds, as well as to continue to acquire long
term restricted issues with the proceeds of the sale of inter

mediate and long unrestricted bonds. Some savings banks also 
disposed of shorter-term restricted bonds in order to buy the 
long issues.

The supply of Treasury bonds from market sources remained 
light even at rising prices, and the Federal Reserve System met 
part of the demand. The Systems net sales of bonds in the 
four weeks ended January 26 amounted to 736 million dollars, 
of which almost half was disposed of in the last week. All but 
67 million of the bonds sold by the System during this period 
had maturities of more than five years. Since November 1948, 
when its bond holdings reached a peak, the Reserve System 
has sold a net total of 959 million dollars of Government bonds 
of all maturities, or almost one tenth of the increase (10.5 
billion dollars) in its holdings during the year following the 
start of support purchases in November 1947.

As shown in the following chart, Federal Reserve net 
purchases of bonds since October 1947 have consisted pri
marily of securities maturing in more than five years. Since 
during this period a substantial amount of these holdings 
passed into the shorter maturity class, actual purchases of the 
Reserve System in the over-five-year category were larger than 
the net change in its holdings would indicate. By the same 
token, the Systems purchases of bonds maturing in five years 
or less, which represent a small fraction of its total holdings, 
have been smaller than the net gain in the Systems holdings.

System purchases of the longer maturing bonds, as shown 
in the chart, were concentrated in two periods between which
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Bond Holdings of the Federal Reserve System by Maturity 
(Weekly, October 29, 1947-January 26, 1949*)

its holdings remained rather stable. Between November 1947 
and the middle of February 1948, the System’s holdings rose
4.5 billion dollars, and in the second period, between early 
July and the middle of November 1948, the increase was 4.2 
billion. The commercial banks supplied a substantial amount 
of the bonds bought by the System in the first period and cur
tailed their liquidation sharply thereafter. A large part of the 
proceeds were used to acquire short-term Treasury obligations, 
chiefly from the Reserve System, or were absorbed by increases 
in reserve requirements.

The bulk of the System’s purchases of longer bonds, how
ever, came from nonbank investors. In part, the selling of these 
nonbank holders reflected a lack of confidence in the main
tenance of the long-term interest rate and, as a result, 
a considerable portion of the proceeds of selling found its way 
into short-term and nonmarketable Government securities. A  
sizable part of the funds obtained by selling long Government 
securities, however, was reinvested in new corporate securities, 
satisfying that part of the demand for capital which was in 
excess of the public’s current savings. The fact that many 
institutional investors have not been active sellers in the 
Government bond market since early November may be in
dicative of either a reduction in business demands for capital 
(seasonal and otherwise) or a tighter screening of demands 
and the filling of such needs as remain out of current income 
and funds accumulated from prior sales of long-term Govern
ment bonds.

M em ber  Ba n k  R eserve Positio n s

Member bank reserve positions were, for the most part, easy 
during the first three statement weeks of the past month, re

flecting the effects on member bank reserves of net Treasury 
disbursements and a heavy return flow of currency from circu
lation. The ease in the money market was especially marked 
early in January, as indicated by the rate on immediately 
available Federal funds, which fell to VsAA  per cent. Reserve 
positions tightened noticeably in the last week of the month, 
when final tax payments on 1948 income grew heavy. Sub
stantial Federal Reserve sales of Treasury bonds absorbed re
serves throughout the month.

The first and third weeks of the month were the periods of 
greatest ease. Although Treasury calls upon War Loan deposits 
amounted to 689 million dollars in the earlier week, Govern
ment expenditures were 333 million dollars larger than re
ceipts. These funds together with a 174 million dollar reduc
tion in the public’s need for currency furnished the banks 
with substantial additions to their reserves, since, in the aggre
gate, offsetting transactions were not very large. The banks 
used these net gains of funds to reduce their borrowings from 
the Federal Reserve Banks and to add to their holdings of 
Government securities, particularly Treasury bills, part of their 
purchases coming from the Reserve System. In the third week 
(ended January 19) the same influences were generally opera
tive, although the magnitudes were smaller.

During the second week of January (ended January 12) the 
commercial banks in the aggregate gained a moderate amount 
of reserves. However, the gains were unevenly distributed 
and, in fact, the larger city banks were pressed for reserve funds 
as a result of the Government security operations of the 
smaller country banks. For the banks as a whole, the reserve- 
lifting effects of a large decrease in outstanding currency were 
approximately counterbalanced by the drain on reserves caused 
by a sizable decline in Federal Reserve "float,” while the loss 
of bank reserves resulting from the Treasury’s retirement of 
100 million dollars of a maturing issue of bills held by the 
Reserve Banks was more than offset by a considerable reduc
tion in required reserves and by other transactions bolstering 
reserve positions. Because of the uneven distribution of the 
funds gained, however, the larger city banks in general and the 
New York City banks in particular found their reserve posi
tions under pressure. Early in the week, the New York metro
politan banks made substantial purchases of the new Treasury 
bill issue on tender, investing a large part of their substantial 
excess reserves carried over from the previous week. Thus, 
they were not in a favorable position to meet subsequent large 
transfers of funds to other parts of the country as well as con
siderable purchases of Treasury bonds by nonbank investors 
and by correspondent banks with funds kept on deposit in New 
York. A large portion of these bond purchases was supplied 
from the Reserve System’s portfolio, and the resultant drain 
on the reserve positions of the New York banks compelled 
those institutions to increase their borrowings from the Re
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serve Bank and to dispose of sizable amounts of short-term 
Government securities.

Country banks drew down their balances with correspondent 
banks in other large cities also, in order to purchase eligible 
long-term Government bonds. These demands were satisfied, 
partly out of the holdings of the Reserve System and partly by 
sales of nonbank investors who, in turn, acquired restricted 
issues from the System. Thus, a considerable portion of the 
funds withdrawn from the larger correspondent banks ( includ
ing the New York City institutions) did not return to the 
money market.

System holdings of Treasury securities fell 454 million dol
lars in the week ended January 12, reflecting considerable sales 
of bonds in the market and to an even larger extent substan
tial redemptions of Federal Reserve holdings of the maturing 
Treasury bill issue, resulting from the fact that commercial 
bank subscriptions for the new issue were considerably in ex
cess of their holdings of the maturing issue.

In the last report week of the month (ended January 26) 
the money market tightened perceptibly. Treasury receipts 
rose substantially as the result of remittances by many taxpayers 
of the final payments on their 1948 incomes. The return of 
currency from circulation continued to add to reserves, but a 
sharp decline in Federal Reserve "float” and purchases of 
Treasury bonds by banks and others from the Reserve System 
(which were particularly large in this week) continued to 
absorb reserves. Member banks borrowed heavily from, and 
sold substantial amounts of short-term Government obliga
tions to, the System. The latter s sales of bonds, however, ex
ceeded its purchases of short-dated securities by a small margin, 
bringing the decline in total System security holdings in the 
four weeks ended January 26 to 1.3 billion dollars.

GOLD INFLOWS AND THEIR EFFECT  
ON MEMBER BANK RESERVES

The postwar inflow of gold1 to this country continued dur
ing 1948, but was on a substantially lower level than in 1947. 
Net imports, valued at 1.7 billion dollars, were only about 
one-tenth smaller than in 1947. However, as the accompany
ing table indicates, the total amount of gold earmarked here for 
foreign account during 1948 exceeded the amount released 
from earmark, whereas in 1947 the total amount released was 
in excess of earmarkings. Actual purchases of foreign-owned 
gold by the Treasury in 1948, therefore, were about 1.4 billion 
dollars smaller than in 1947.

The postwar movement of gold to the United States was at 
its peak in 1947, when foreign countries drew heavily on their 
gold reserves to help finance their huge volume of imports. 
The gold reserves of many countries were, consequently,

1 Consisting of net imports, adjusted for net changes in the total of 
gold earmarked for foreign accounts at this bank.

Analysis of Increases in United States Gold Stock, 1946-48 
(In millions of dollars)

Monetary gold 
stock Selected factors of change

End of 
year Increase

. Net 
imports

Reduction 
in gold ear
marked for 

foreign 
accounts*

Decrease 
in Stabil

ization 
Fund Total

1946........................... 20,529 464 312 368 -159# 521

1947........................... 22,754 2,225f 1 ,866 1,057 63 2,986

1948........................... 24,243 1,489 1,701 -  195J n.a. n.a.

n.a. Not yet available.
* Excludes gold held for international account.
# Increase in Stabilization Fund.
f  Includes transfer of 687.5 million dollars gold subscription to the International Monetary

Fund.
I Increase in earmarkings.

severely depleted. Various measures that have been taken since 
1947, in particular the adoption of the European Recovery 
Program, lessened the strain on foreign gold reserves. Europe’s 
dollar payments for imports from the United States were thus 
reduced very substantially, while offshore purchases under the 
program also resulted in some increase in the dollar receipts of 
certain Western Hemisphere countries. Exports of goods and 
services to this country, meanwhile, rose considerably. As a 
result, gold sales to this country began to decline toward 
the level of current world gold production (outside of 
Soviet Russia).

Even though gold sales to this country last year were con
siderably smaller than in 1947, they constituted a problem of 
some magnitude for the Federal Reserve System since they 
tended to increase member bank reserves by a like amount. 
Every such addition to reserves in the past year, when average 
reserve requirements varied between roughly 20 and 25 per 
cent, became the base for a potential four to fivefold increase 
in credit to the public. It is appropriate, therefore, to review in 
some detail the process by which gold imports— the most im
portant source of additions to the gold stock— result in added 
bank reserves, and what steps can be and have been taken to 
offset, such a growth in the credit base.

Some of the gold imported into this country is purchased by 
the Treasury immediately; most, however, is placed under ear
mark. When imported gold is earmarked, it is physically set 
aside in the vaults of the Federal Reserve Bank of New York 
( which acts as the agent for the whole Federal Reserve System 
in international banking transactions) and does not enter into 
the gold stock of the United States. It becomes available for 
purchase by the Treasury only when the foreign country in
volved decides to release the gold from earmark in order to 
acquire dollars.

The general account balances of the Treasury with the Re
serve Banks tend to decline as the Treasury makes payments 
for the gold so purchased. At the same time, there is a rise in 
the dollar balances owned by the sellers of gold at the Federal
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Reserve Bank of New York. Normally there is at least a short 
interval between the time when the dollar accounts of foreign 
authorities are credited with the proceeds of their gold sales 
and the date when the proceeds are used for the payment of 
American goods and services. Ultimately, however, the foreign 
balances at the Federal Reserve Bank are drawn down and 
member bank deposits and reserves are correspondingly in
creased. These increased reserves provide the base for poten
tial credit expansion.

To examine the procedure in more detail, the purchase of 
gold by the Treasury involves two additional steps not men
tioned above. First, when the Treasury purchases gold, Treas
ury cash holdings2 increase by the amount of the purchase, 
while total Treasury funds (including bank balances) remain 
unchanged. Gold simply replaces balances with the Reserve 
Banks on the books of the Treasury. The second step is the 
Treasury’s issuance of gold certificates to the Federal Reserve 
System. Upon their issuance, Treasury cash is reduced by an 
amount equal to the gold certificates issued (since the gold is 
no longer considered as cash but as a 100 per cent backing for 
the gold certificates) and balances with the System are restored. 
This process of transferring gold into and out of the General 
Fund of the Treasury has no effect on member bank reserve 
balances. Member bank reserves are affected only at the time 
when the proceeds of the gold sales are paid out by foreign 
monetary authorities.

When the Treasury has completed the operation by replen
ishing its balances with the Reserve Banks through issuance 
to them of gold certificates in the amount of the gold pur
chased, there is of course no net drain on Treasury deposits 
with the Federal Reserve System. In the meantime, member 
bank deposits and reserves have been increased by the amount 
of the Government gold purchases (as foreign holders spend 
the proceeds of gold sales in the market), and thus a potential 
basis for increasing bank credit has been provided.

The effects of an increase in the monetary gold stock on 
bank reserves are no different today, when the Treasury alone 
may buy gold, than under the system that existed prior to 
1933, when the commercial banks were the major buyers and 
sellers of gold. Under the former procedure, a commercial 
bank paid for gold purchases by crediting the accounts of 
foreign sellers, with a resultant increase in the money supply. 
While the bank’s required reserves also rose, this deficiency 
was normally made good through the sale of the gold to the 
Reserve System. Most of the proceeds of the sale, however, 
became available as excess reserves for a multiple expansion 
of bank credit and the money supply.

There are, however, alternative possibilities open to the 
Treasury for avoiding the inflationary effects of gold pur

2 Treasury cash includes free gold, Federal Reserve notes, and Treas
ury currency in the General Fund of the Treasury.

chases under the present gold bullion standard. One of these 
methods, which was resorted to under quite different circum
stances in 1936-38, is the sterilization of gold: if the Treasury’s 
net receipts are sufficient to cover the cost of the gold pur
chased, it can refrain from issuing gold certificates. The 
Treasury can instead transfer funds to the Federal Reserve 
Banks from its commercial bank accounts in order to rebuild 
its balance with the Reserve Banks.

The effect on bank reserves of the gold purchase by the 
Government is completely neutralized by the sterilization 
operation. As already noted, after the Treasury pays for the 
gold it has purchased, the sellers in all probability transfer the 
proceeds to commercial banks (from their accounts in the 
Federal Reserve Bank of New York). If the Treasury now 
withdraws from the commercial banks an amount sufficient 
to replenish its Federal Reserve balances, the commercial 
banks are left with no greater reserves than they had prior to 
the gold purchase by the Government. This method of off
setting gold inflows is particularly effective if the Treasury 
receipts used to pay for the gold are obtained from the public 
(from sources such as individual income taxes and sales of 
Series E Savings bonds); then deposit growth is arrested at the 
same time.

Sterilizing gold with funds obtained from the public, there
fore, involves: (1) no change in Treasury balances at the 
Federal Reserve Banks; (2) no change in member bank re
serves; (3) no increase in gold certificates facilitating mone
tary expansion; and (4) no increase in the publicly-held 
money supply.

Actually, in recent years the Treasury and the System have 
adopted another procedure which, though its aims are much 
broader, also achieves the sterilization of gold. This procedure 
consists of the retirement of Government securities held by 
the Federal Reserve System. To the extent that Treasury net 
cash receipts are available for this purpose, maturing Govern
ment securities are redeemed out of Treasury balances trans
ferred from deposits with commercial banks; these deposits 
are obtained from tax collections and security sales mainly to 
nonbank investors. Thus, the reserves that are created by the 
Treasury’s gold purchases are absorbed and cannot serve as a 
basis for credit expansion.

In 1948, one factor alone— the retirement of Government 
securities held by the Federal Reserve Banks— reduced bank 
reserves by three and a half times the increase in the United 
States monetary gold stock during the year. Thus debt and 
monetary policy is not only sterilizing the Treasury’s gold pur
chases but is also offsetting in substantial part the various 
other factors which have tended to expand bank reserves, such 
as Federal Reserve support purchases of Government bonds 
and the decline in currency in circulation.
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THE PRESIDENT’S BUDGET MESSAGE
In view of the uncertainties in the domestic economic out

look as well as in the international political situation, the 
budget which President Truman submitted to Congress on 
January 10 must be regarded as a more than usually tentative 
estimate of the Government’s fiscal activities in the twelve 
months beginning July 1, 1949.

The budget presented anticipates for the fiscal year ending 
June 30, 1950 receipts of 41.0 billion dollars and expenditures 
of 41.9 billion dollars, leaving a deficit of nearly 900 million. 
Estimates of receipts are based on existing tax legislation and 
on the assumption that the current high levels of income and 
employment will continue. A  continuation of the current 
level of economic activity has been assumed consistently 
in recent years by the Treasury in estimating receipts. 
Mainly as a result of this assumption, substantial increases in the 
original official estimates have usually been made both at the 
beginning and at the middle of recent fiscal years (even when 
there has been no change in existing legislation). For example, 
in the budget message submitted in January 1947, receipts 
from taxes on corporations in the fiscal year ended June 1948 
were estimated at 8.3 billion dollars. Successive increases in 
this original estimate raised it to 9-5 billion in the message 
submitted in January 1948. Actual receipts amounted to 10.2 
billion. While during a period of rising prices and increasing 
income, such as we have experienced in the past decade, use 
of the level of activity current at the time of forecasting results 
in an underestimation of receipts, in a period of falling activity 
the reverse would be true, i.e., Government receipts would 
tend to be overestimated.

Table I
U. S. Budget and Cash Receipts and Expenditures 

Fiscal Years 1948-50 
(In billions of dollars)

Actual
1948

Estimated
1949

Projected
1950

Change 1949 
to 1950

Budget receipts.........................
Trust account receipts............

Less: noncash receipts. . . .

42.2
6 .5
3 .4

39.6
6 . 0
2 . 6

41.0
8 .8 *
2 . 6

+ 1 .4
+ 2 . 8

t
Cash receipts.................... 45.4 42.9 47.2 + 4 .3

Budget expenditures!.............
Trust account expenditures

and investments...................
Less: noncash expenditures**.

33.8

6 . 8
4.6

40.2#

6 . 0
5.6

41.9

8 .8 *
4.9

+ 1 .7

+ 2 . 8
- 0 . 7

Cash expenditures##. . . . 36.5 40.1 45.7 + 5 .6
Excess of cash receipts. . 8 . 8 2 . 8 1.5 - 1 . 3

* Includes proposed changes in the social security programs.
t  Decrease of less than 50 million dollars.
j  Includes net expenditures of wholly-owned Government corporations and 

credit agencies.
# Expenditures made from the Foreign Economic Cooperation Trust Fund 

(representing 3.0 billion dollars of the 1948 budget surplus) are included in 
the budget outgo for fiscal 1949.

** Net of noncash expenditures and investments and of net market sales and re
demptions of obligations of Government corporations less cash redemptions of 
noncash issues. The net of market transactions in obligations of Government 
corporations is included with cash repayments of the public debt.

## Includes adjustments for the clearing account.
Note: Because of rounding, figures may not add to totals shown.
Source: The Budget o f the United States Government for the Fiscal Year Ending 

June SO, 1950 , and Bureau of the Budget, Receipts from  and Payments to the 
Public, Special Study No. 1 , January 1949.

The bulk of the expenditures anticipated in the budget are 
subject to Congressional approval in the form of appropria
tions, while some 6.2 billion dollars, representing proposed 
new Governmental activities, will require authorizing legisla
tion as well as appropriations. Of the expenditures calling for 
new legislation, an allowance of 4.3 billion dollars to continue 
the European Recovery Program constitutes the major portion. 
An additional 355 million is provided for other foreign assist
ance programs* which currently include aid to Greece, Turkey, 
China, and Korea. Proposed new programs for national de
fense include 600 million for universal military training, as 
well as 385 million for adjustments in military pay and to pro
vide for certain military public works, including the construc
tion of needed family housing and research and development 
facilities. The remaining proposed expenditures cover mainly 
added Federal aid for education and for slum clearance and 
other low-cost housing programs, and the cost of a stand-by 
anti-inflation program— all of which had been recommended 
in the President’s earlier messages to Congress. A  proposed 
increase in postal rates providing some 250 million in revenue 
would partly offset these increases in expenditures.

An additional request for funds to provide military supplies 
for countries important to the security of the North Atlantic 
area may be made later, the President indicated. Also, if 1949 
agricultural production should equal the 1948 crops, larger 
expenditures for price supports than are now estimated may 
become necessary in fiscal 1950.

Declaring that a surplus in the budget accounts in a period 
of high prosperity is essential for sound public policy, the Presi
dent recommended new tax legislation to raise revenues by 
4 billion dollars, without, however, making any detailed 
recommendations with respect to the desired tax program. In 
the State of the Union speech made several days earlier, the 
President had suggested that added revenue should come prin
cipally from corporations and that consideration should also 
be given to raising personal income tax rates in the middle and 
upper bracket levels and to revising estate and gift taxes. He 
later defined the middle bracket as covering incomes of $6,000 
to $25,000 or $30,000 per annum. Even if such a tax program 
were adopted by July 1949, however, the revenue from these 
additional taxes in the fiscal year 1950 would be considerably 
less than 4 billion dollars, reflecting the normal lag in collec
tions. (Unofficial estimates place the additional revenue in 
fiscal 1950 at 2 billion dollars.)

In addition to the above changes in direct taxes, the Presi
dent called for new payroll taxes to provide some 2.2 billion 
dollars for proposed broadening of the social security program. 
Payments of additional benefits under the enlarged program 
would absorb nearly 1.7 billion of these receipts. Such re
ceipts and expenditures involve the Government trust accounts 
and thus are not included in the budget figures. The net addi
tional receipts of 500 million that the proposed program is
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estimated to yield are, however, included in the estimated cash 
surplus for fiscal 1950, discussed below.

T h e  Budget  A c c o u n ts

The President expects budget receipts during fiscal 1950 to 
exceed those of the current fiscal year by 1.4 billion dollars. 
Receipts from individual taxes (at 19-8 billion) are set nearly 
500 million higher than in the current fiscal year. Payments 
in the current fiscal year will be somewhat lower than would 
be expected with the current levels of income, since many tax
payers can apply overpayments, which were made prior to the 
enactment of the Revenue Act of 1948, against final payments 
due in March 1949. No such tax credits will be available in 
fiscal 1950. Also, salaries and wages of the armed forces will 
be subject to withholding for the whole fiscal year compared 
with only half of the current fiscal year. Corporate taxes, at 
12.3 billion, are expected to be some 550 million higher in 
fiscal 1950 than in the current fiscal year, since aggregate cor
porate profits in the combined calendar years 1948 and 1949, 
on which collections in fiscal 1950 are based, are expected to 
exceed those in the combined calendar years 1947 and 1948. 
Slightly more is expected to be obtained from excise taxes and 
net employment taxes (collections less offsetting appropria
tions to trust funds). Miscellaneous receipts will be down, 
as receipts from sales of surplus property are expected to 
dwindle. The decline in miscellaneous receipts may, however, 
be more than offset by smaller tax refunds; the treatment of 
refunds as a deduction from receipts, rather than as an item of 
expenditures, is an innovation in the budget this year.

Budget expenditures in fiscal 1950 as estimated are nearly
1.7 billion higher than in the current fiscal year, a sizable in
crease for national defense and smaller increases in several 
other activities being only partly offset by declines in other 
items, mainly in veterans’ benefits and foreign aid. The large 
increase of 2.5 billion for national defense brings total spend
ing for this purpose up to 14.3 billion dollars. This sum is, 
however, within the limit set by Dr. Nourse, Chairman of the 
Council of Economic Advisers, as compatible with an economic 
policy free from strict regimentation. The objective towards 
which the budget recommendations in this field are pointed 
is "to build a foundation of military strength which can be 
sustained for a period of years without excessive strain on our 
productive resources, and which will permit rapid expansion 
should the need arise.” Aside from the proposed 985 million 
dollars to be spent for universal military training and for ad
justments in military pay and additional public works, as 
mentioned above, the largest dollar increase in defense spend
ing is expected for aircraft procurement, which may rise about 
500 million dollars to a total of 1.7 billion. Only a small in
crease in the number of military personnel is expected; their 
pay and maintenance, at 5 billion, are scheduled to be only 
slightly higher than this year, but will still constitute the largest

outlay for defense. In addition, the civilian components may 
require 760 million, or 30 per cent more than in the current 
fiscal year, mainly for drill and training pay and maintenance. 
Stockpiling of strategic and critical materials is scheduled for a 
50 per cent rise, making the total proposed outlay for this item 
525 million dollars in fiscal 1950. All other military programs 
and projects, requiring some 5.1 billion, show a combined rise 
of about 500 million over fiscal 1949.

International affairs and finance, the second largest class of 
expenditures, are expected to show a decline of about 500 
million dollars, to 6.7 billion in fiscal 1950. The decline is 
based largely on a reduction (700 million) in foreign relief 
(relief in occupied areas, assistance to China, and other pro
grams, mostly post-UNRRA) which is partly offset by in
creased spending for reconstruction and military aid (mainly 
Export-Import Bank loans and proposed aid other than the 
European Recovery Program). As pointed out previously, no 
allowance has been made in this estimate to cover possible 
expenditures for a new program of providing military supplies 
to strategic countries.

Veterans’ benefits and services may require about 1.3 billion 
less than in the current fiscal year, but even so spending for this 
purpose will amount to 5.5 billion dollars. The anticipated 
drop reflects mainly the virtual exhaustion of unemployment 
and self-employment allowance claims and an expected sharp 
decline in educational training programs. Veterans are, how
ever, scheduled to receive about 2 billion dollars as an initial 
dividend on their national service life insurance. This expendi
ture will be made from a trust account, and thus will not affect 
the budget deficit, but it will raise the Government cash outgo.

Interest payments are due to show a small rise to a total of 
nearly 5.5 billion dollars. The increase will reflect largely the 
higher rates at which interest is accrued on Savings bonds as 
these approach maturity, and interest on a growing volume of 
special issues.1 The Government’s interest payments have been 
little affected by the increases in rates on short-term Govern
ment marketable issues that were initiated in July 1947 as a 
part of the Federal Reserve program of credit control. Those 
increases have been largely offset by a reduction in the volume 
of Treasury marketable debt and by the refunding of matur
ing bonds into short-term issues bearing lower rates.

The four items discussed above— defense, foreign aid, veter
ans’ aid, and interest— reflecting largely the aftermath of war 
constitute over three quarters of the expenditures budgeted 
for fiscal 1950. Other budgeted expenditures call for slightly 
over 9.9 billion dollars and thus may be nearly 850 million 
higher than in the current year, mainly because of new pro
grams requiring 600 million dollars. However, among the 
existing programs, expenditures by the Commodity Credit

1 Special issues are held by Government trust funds. They bear rela
tively high coupon rates which are, in part, fixed by statute.
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Corporation for price support and by the Reconstruction Fi
nance Corporation for purchases of mortgages are scheduled 
to decline while other existing programs are slated for a com
bined rise of over 750 million dollars; the latter increases relate 
mainly to the development of natural resources, the promo
tion of public health, and additional public assistance.

T h e  Ca sh  Po s it io n

In recent years, the budget figures have included large 
amounts of noncash expenditures and a small amount of non
cash receipts from Government agencies. Noncash expendi
tures are for the most part accruals of funds to be paid to the 
public in cash at a later date and consist mainly of transfers and 
interest payments to trust accounts and net accrued interest on 
Savings bonds. On the other hand, in addition to their non
cash receipts from the Treasury, the trust accounts receive pay
ments from the public in the form of payroll taxes collected 
for old-age insurance, deposits from State unemployment trust 
funds and the Railroad Retirement Board, cash premiums from 
veterans, and several minor items. These funds are partly 
invested in Government securities and partly disbursed as 
cash benefits and refunds. A better over-all view of the im
pact of current Treasury operations on the private economy is 
obtained when the budget figures are adjusted to a cash basis 
and the receipts from and payments to the public which flow 
through the trust accounts are also taken into account.

On this basis, some 47.2 billion dollars are expected to be 
collected from the public in fiscal 1950— about 4.3 billion 
more than in fiscal 1949- One third of this increase is expected 
from the budget receipts, reflecting mainly higher levels of 
income and lower tax refunds, while an additional 2.9 billion 
dollars are anticipated from trust accounts. The latter rise is 
based largely on the proposed new or higher social security 
taxes. The old-age account alone would receive 1.7 billion

Table II
Change in the Public Debt, Fiscal Years 1948-50 

(In billions of dollars)

Actual
1948

Estimated
1949

Projected
1950

Excess of cash receipts*...........................
Change in Treasury cash balance..........

Repayments to the public#.................
Noncash borrowingf.............................

Change in the public d e b tj.....................
Public debt at end of year**..................
Treasury’s balance at end of year.........

-  8 .9  
+  1 . 6

-  2 . 8  
-  0 .9

-  1 .5
-  0 .5

-  7 .3  
+  1.4

-  3 .8  
+  3.1

-  2 . 0
+  2 .4

-  5.9 
252.3 

4 .9

-  0 . 6  
251.6 

4 .0

+  0 .4  
251.9 

3 .5

* Includes receipts from seigniorage on silver amounting to about 37 million
dollars annually.

# Mainly cash retirement of Treasury marketable debt, net market sales and 
purchases by Government agencies and trust funds, and net sales and redemp
tions (purchase price) of Savings bonds. Also included are a small amount of 
sales and redemptions of obligations of Government corporations and net 
changes in a few minor debt items.

f  Increases in special issues, noncash securities issued in payment for budget 
expenditures, and accrued discount on Savings bonds less redemptions of 
noncash issues and interest paid on Savings bonds redeemed.

% Gross direct public debt and both guaranteed and nonguaranteed obligations 
of Government corporations and credit agencies held by the public.

** Gross direct public debt and guaranteed obligations only.
Note: Because of rounding, figures may not add to totals shown.
Source: Same as for Table I.

dollars more if the President’s proposals were enacted. These 
proposals involve extending the old-age insurance coverage 
to 25 million additional workers, raising the maximum tax base 
(possibly from $3,000 to $4,800 annual salary), making a 
scheduled increase in the tax rate from 1 to 1 Vi per cent effec
tive July 1, 1949 instead of six months later, and adding a new 
tax for disability insurance. Another 500 million would be 
raised by a new tax for medical insurance and by extending 
unemployment insurance to cover workers in small establish
ments, Federal employees, and certain other types of workers.

In addition to 39.1 billion in cash payments to the public in 
fiscal 1950 from the budget accounts, an additional 6.6 billion 
will be disbursed from trust accounts. The total outgo of 45.7 
billion dollars is some 5.6 billion higher than estimated cash 
payments in the current fiscal year. Apart from the increases 
in budget accounts already discussed, the higher estimate re
flects mainly the anticipated payment of 2 billion dollars, as 
already mentioned, to World War II veterans of dividends 
accumulated during the past several years, and proposed addi
tional social security benefits of 1.7 billion dollars.

T h e  Pu blic  D ebt

Without the suggested increase in direct taxes, and not 
counting on any net sales of Savings bonds, repayments of debt 
held by the public amounting to 2.0 billion are expected to be 
made in fiscal 1950. This reduction will be more than offset 
by an estimated rise in noncash borrowing. Thus, the direct 
and guaranteed public debt at the end of June 1950 would 
amount to 251.9 billion, or 350 million higher than the esti
mated level at the end of June of this year.

Because of withdrawals to cover part of the cash retirement 
of debt, by the end of June 1950 the Treasury’s cash balance 
in the General Fund is expected to be down to 3.5 billion, from
4.2 billion dollars at the beginning of January this year.

T h e  Cu r r e n t  Fiscal  Y e a r

The President’s budget message contained an upward re
vision of estimates for the current fiscal year, ending June 30, 
1949. Budget receipts are now placed at 39.6 billion and ex
penditures at 40.2 billion dollars, compared with 37.9 billion 
and 39.4 billion, respectively, in the previous estimates (Au
gust 1948). The higher estimate of receipts reflects the con
tinued rise in both personal and corporate income during the 
past six months, while the increase in expenditures was caused 
mainly by a rise in Commodity Credit Corporation expendi
tures for the support of agricultural prices.

The net cash income in the second half (January-June) of 
the fiscal year should amount to 2.3 billion, compared with 
only 500 million collected during the first half. Receipts are 
normally greater in the second half of the fiscal year, and it 
can reasonably be expected that the estimated net cash receipts 
for the full fiscal year will be realized.
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LATIN AMERICAN EXPORT 
CREDIT INFORMATION
Shortly after the war, when American exports to Latin 

America were expanding rapidly, it was felt by some observers 
that more comprehensive information on Latin American 
credit conditions would be welcome to both the export trade 
and the banks. Although the data available through banks and 
trade channels were already plentiful and seemed destined to 
remain the primary source of information, broadening Ameri
can interests in the export field made an addition to the exist
ing information seem desirable. It was thought by many, more
over, that the course of economic events after World War II 
might resemble that which had followed World War I and that 
similar problems would have to be faced by the export trade. 
The outstanding feature of the earlier period had been the 
very sharp price decline that took place in the middle of 1920 
and which, in the export field, gave rise to heavy losses through 
cancellations of orders, rejections of shipments, bankruptcies, 
and similar circumstances arising out of the financial condition 
of individual customers. With these ideas in mind, the Federal 
Reserve Bank of New York, after exhaustive discussions with 
banks and exporters, inaugurated in May 1947, its statistical 
series, "Export Credit Information on Latin American Coun
tries,” which since has been released to the press each month. 
This monthly survey is made possible by the cooperation of 
twelve New York City banks doing a large foreign business, 
who voluntarily compile the necessary data.

Although the experience following World War II has been 
by no means free from problems, their nature has in fact 
proved to be quite different. Up to the present time, at least, 
there has been no general fall of prices, and consequently there 
have been no serious problems of cancellations, rejections, and 
other factors reflecting the condition of individual export ac
counts. In contrast, the exporting community has been beset 
by difficulties arising out of exchange shortages in numerous 
countries, which have caused payment delays even though 
individual customers usually were able to make prompt pay
ment in local currency. The export credit survey, although 
originally designed to deal with problems of the post-World 
War I type, appears to have proved its value in the face of 
the new difficulties, as is attested by the 4,500-odd copies of 
the report now being mailed out monthly by this bank in 
response to requests received from exporters, banks, trade asso
ciations, Federal Government offices, and many others.1

C o n t e n t s  of  t h e  Series

The report classifies collections upon individual countries 
into the following categories: (1 ) prompt; (2 ) up to 30 days 
slow; (3) 31 to 60 days slow; (4) 61 to 90 days slow; and 
(5) over 90 days slow. The collections included in this break

1 A copy of the monthly press release is available upon request to the 
Federal Reserve Bank of New York, Research Department, Financial 
Statistics Division.

down are exclusively collections paid, not collections outstand
ing. While the use of detailed data relating to collections 
outstanding would make the report slightly more complete, 
their compilation would involve a considerably heavier burden 
upon the reporting banks. In practice, it has been found that, 
for a study of trends, little is lost by centering attention upon 
an analysis of collections paid rather than of collections out
standing. In each category of promptness the report shows 
the percentage of the total number of collections paid by each 
country, not the percentage of their dollar value. If the classifi
cation were made on the basis of dollar value, there would be 
a danger that a few large collections, whether prompt or not, 
might unduly color the picture in one direction or another.

In addition to the classification with respect to promptness, 
the report shows, for each country: (1) the total number of 
collections paid during the month; (2) the total dollar value 
of collections outstanding at the end of the month; and (3) 
the total dollar value of unused confirmed letters of credit 
outstanding. All of these data are useful in interpreting the 
trend of collection conditions and the general export credit 
situation.

The classification of collections paid into various categories 
of promptness is made on the basis of a schedule indicating 
the period within which a collection must be paid in order to 
be considered prompt; this schedule likewise appears in the 
report. According to the schedule, a collection on a distant 
country such as Argentina is considered prompt if paid within 
two months, whereas for nearby Cuba a maximum of three 
weeks is allowed. This schedule was prepared after detailed 
consultation with the reporting banks, and represents general 
agreement as to what was to be considered prompt at the 
time it was made up in the spring of 1947. Some changes 
probably would have to be introduced from time to time if an 
attempt were made to adapt the schedule to continually 
varying shipping and other conditions. Such changes, however, 
would hamper the comparability of recent data with earlier 
ones and thus destroy, at least for some time, the possibility 
of analyzing trends. Such trend analysis, rather than reliance 
upon isolated figures, is perhaps the most valuable use to which 
the series can be put.

Because the schedule inevitably introduces an element of 
arbitrariness into the data relating to each individual country, 
comparisons between countries as to promptness are inadvis
able except in a very general sense. The fact, for instance, that 
one country shows 80 per cent of its collections in the prompt 
category and another country only 70 per cent may reflect, not 
a real difference in promptness, but the effects of a slightly 
tighter schedule in the case of the seemingly slower country. 
Larger differences, of course, are almost certainly significant.

In t e r p r e t a t io n  o f  t h e  D a t a

For the proper interpretation of the series it is important 
to bear in mind the fact stressed earlier, that the report
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endeavors, not to supplant, but to supplement the information 
available to exporters from their banks and other sources. The 
collection picture must be viewed always against the broader 
background of trade conditions and regulations in each coun
try. For instance, the slowing up of collections in a country 
where no exchange shortage is known to exist may be taken to 
indicate a tighter financial condition of individual accounts, 
but where exchange shortages and controls prevail, slowness 
more likely reflects the exchange situation as a whole. Further
more, in countries where priorities are granted to imports on 
the basis of essentiality, the average collection experience is 
not necessarily indicative of what exporters of high or low 
priority goods may expect.

In addition to relating the data of the report to other eco
nomic and financial facts, it is necessary to relate the various 
parts of the report to one another. For example, the decline in 
the proportion of collections paid promptly and the increase 
in the slower categories, that have on the whole marked the 
past year, point to deteriorating conditions; and so does the 
increase in the amount of collections outstanding (see the 
accompanying chart and Table I). The sudden increase in the 
proportion paid over 90 days slow, however, that has occurred 
in a few countries in recent months, indicates that the efforts 
in those countries to pay long overdue collections are proving 
successful and that conditions to that extent are improving. 
This indication can be verified by observing the trend in the 
number of collections paid and in the dollar value of collec
tions outstanding. A rise in the former and a fall in the 
latter, for instance, would be indicative of a general improve
ment in the situation.

Since the inauguration of the monthly reports in May 1947, 
the trend of promptness has been downward for most coun
tries. Under such conditions it is almost inevitable that the

Export Collections on Latin American Countries 
(As reported by twelve New York City banks)
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new warning signals provided by the reports should contribute 
to a more cautious attitude on the part of exporters and hence 
to a reduction in the aggregate volume of credit available to 
the importing countries. The better protection against delays 
and perhaps losses that exporters have thus obtained is, of 
course, the primary motive for issuing the reports. It would 
be unfortunate, however, if, over a period of time comprising 
both upswings and downswings, the net effect of the reports 
should prove to be a reduction in the total volume of credit.

Table I
Number of Collections Paid Promptly as a Percentage of Total Number of Collections 

Paid by Individual Latin American Countries, as Reported by Twelve New York City Banks, January to December 1948 
(Collections classified according to the schedule of promptness for each country)

Country Prompt
payments

1948

Jan. Feb. M arch April May June July August Sept. Oct. Nov. Dec.

Argentina........................................... 2 Months 40.7 46.0 36.7 31.6 30.9 25.9 34.2 23.3 24.6 23.9 20.9 30.2
2 Months 55.5 62.0 72.6 66.9 57.2 61.4 63.7 58.0 51.6 46.3 45.9 54.9
6 Weeks 30.2 25.6 19.4 11.3 7.2 7.1 2 . 6 3.7 3.7 4 .8 4.7 7.7

Chile.................................................... 2 Months 42.9 51.6 27.6 1 0 . 2 6 .3 18.9 17.2 36.8 40.2 48.9 31.2 61.7
Colombia............................................ 7 Weeks 53.9 52.5 46.5 37.1 31.5 14.5 10.5 1 2 . 8 14.1 14.6 1 1 . 2 1 1 . 1

2 Months 33.6 36.7 6.3 8 .5 9.5 5.4 6 . 1 18.7 18.2 24.3 27.2 32.9
3 Weeks 78.4 81.5 78.6 76.9 84.6 78.6 79.9 77.8 75.9 77.9 75.1 79.7

Dominican Republic....................... 1 Month 77.8 70.5 79.8 77.7 80.2 78.9 76.7 72.4 6 8 . 6 60.1 60.6 70.0
6 Weeks 54.5 61.7 58.3 53.1 50.2 53.0 53.9 63.4 58.8 42.0 45.0 54.1

Guatemala......................................... 6 Weeks 55.6 6 8 . 2 61.4 6 8 . 0 75.7 77.3 66.3 59.8 64.3 58.4 67.1 6 6 . 1
Haiti.................................................... 1 Month 83.2 75.8 78.7 85.3 79.5 81.6 90.5 8 8 . 2 87.4 69.3 66.4 80.4
Honduras........................................... 1 Month 63.6 53.9 48.3 48.9 52.7 50.9 54.5 51.8 43.0 44.3 45.6 49.7

1 Month 73.7 77.9 77.6 79.6 80.7 79.6 80.3 78.4 67.9 72.6 75.9 75.6
Nicaragua.......................................... 6 Weeks 78.1 67.8 83.1 78.3 71.4 8 1 . 0 89.1 78.7 71.5 72.8 6 8 . 6 71.1
Panama.............................................. 1 Month 87.9 84.1 86.6 87.7 83.7 82.5 8 6 . 8 8 6 . 0 85.4 84.1 85.4 85.7
Paraguay............................................ 2}A  Months 53.1 26.9 6.8 1 1  .6 9.1 9.0 23.5 26.6 31.3 49.7 18.1 34.0
Peru..................................................... 2 Months 65.9 50.2 50.9 48.3 59.2 58.4 55.0 55.5 52.3 39.9 34.5 25.7
Salvador............................................. 1 Month 61.5 65.9 58.3 57.2 57.7 58.1 59.7 52.1 55.0 45.6 65.2 54.1
Uruguay............................................. 2 Months 40.4 51.3 47.9 60.2 63.5 58.6 73.3 61.4 58.4 58.7 51.6 63.0
Venezuela.......................................... 6 Weeks 65.8 65.8 69.3 72.4 68.7 72.3 68.5 6 8 . 0 62.9 6 6 . 1 69.1 62.2
British Guiana.................................. 6 Weeks 63.7 65.6 76.9 69.9 80.5 83.9 84.9 81.6 91.7 73.1 1 0 0 . 0 78.4
Dutch Guiana................................... 5 Weeks 47.9 76.3 60.2 44.8 63.8 37.1 69.8 78.0 87.7 79.2 77.9 6 6 . 0
French Guiana.................................. 5 Weeks - - - 1 0 0 . 0 - — 1 0 0 . 0 - — — - —

All countries............................. 59.0 60.8 59.2 58.9 53.5 50.7 47.6 49.7 49.0 52.5 54.7 54.3
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Table II
Collections Outstanding on Latin American Countries, as Reported by 

Twelve New York City Banks, January to December 1948 
(End-of-month data in millions of dollars)

1948

Country
January February March April May June July August September October N ovem ber D ecem ber

Argentina......................... 12.3 13.2 13.2 1 2 . 1 12.9 16.4 13.8 14.3 13.9 14.9 15.0 15.3
Bolivia.............................. 1 . 1 1 . 2 1 . 2 1 . 1 1 . 2 1.3 1.7 1 . 6 1 . 2 1.3 1 . 2 1 . 8
Brazil................................ 52.2 59.1 67.2 75.0 79.9 6 6 . 6 57.7 53.4 48.7 51.7 52.8 57.2

9 .5 8 . 8 9.1 7 .6 6.7 5.6 5.3 4.7 4.4 4.9 4.6 4.4
Colom bia......................... 7 .8 8 . 1 9 .0 1 0 . 6 11.5 11.7 1 1 . 0 1 0 . 0 7.5 8 .4 7.7 5.6
Costa Iliea....................... 2.3 2 . 2 2 . 2 2 . 2 2 . 0 1.5 1 . 2 1 . 0 0 .9 0.7 1 . 0 1.4
Cuba................................. 4 .7 4.1 4.1 3.3 3.8 3.9 3.8 3.7 3.0 3.6 3.0 3.6
Dominican Republic. . . 0 .5 0 . 6 0.7 0 . 6 0 . 6 0 . 6 0 .5 0 . 6 0.5 0 . 6 0 . 6 0.7
Ecuador............................ 1.4 1 . 6 1 . 8 1 . 6 1.5 1 . 8 1.9 2.3 2 . 0 2 . 2 1.9 1 . 8
Guatemala....................... 0 . 6 0 . 6 0 .5 0 . 6 0 . 8 0.9 0.9 0 . 8 0.9 1 . 1 0.7 0.7
H aiti................................. 0 . 2 0 . 1 0.3 0 . 2 0 . 2 0.3 0 . 2 0 .3 0 . 2 0 . 2 0 . 2 0 .3
Honduras......................... 0 .7 0 .7 0.7 0 . 8 0.7 0 .5 0.7 0 . 6 0.7 0 .7 0 .5 0.7
M exico............................. 4 .4 4.1 4 .0 3 .8 3.8 3.6 3.4 3.3 2.9 2 . 8 2 . 6 2.9
Nicaragua........................ 0 .4 0 . 6 0 . 8 O.S 0.9 0.9 0 . 8 0 . 8 0 . 6 0.9 0 . 8 0 .7
Panama............................ 1 . 2 1 . 0 0.9 0.9 1 . 0 1 . 1 0.9 1 . 0 1 . 0 0.9 0 . 8 0.9
Paraguay......................... 0 .4 0 . 6 0 . 6 0 .4 0.5 0 .4 0 .5 0.4 0 .4 0.3 0 .3 0 .3
Peru.................................. 2 .7 2.7 2 .5 2 . 6 2 . 8 3.0 2 .5 2 . 8 2.7 3.1 3.1 3 .2
Salvador........................... 0 . 6 0.5 0 . 6 0.7 0.7 0.9 0.9 0.9 0 . 8 0 . 8 0 . 8 0 . 6
Uruguay........................... 1.4 1.7 1 . 6 1 . 6 1.9 1.7 1 . 8 1 . 6 1.5 1 . 8 2 . 0 1 . 0
Venezuela......................... 7 .4 7 .2 8 .5 8 . 1 8.9 9 .4 9 .5 9.5 8 . 6 9 .3 8 . 6 1 0 . 0
British Guiana............... * 0 . 1 0 . 1 0 . 1 0 . 1 * 0 . 1 * * * * *
Dutch Guiana................. 0 . 2 0 . 2 0 . 2 0 . 2 0 . 2 0 . 2 0 . 2 0 . 1 0 . 1 0 . 1 0 . 1 0 . 2
French Guiana............... - - * - * * * — - - - -

All countries........... 1 1 2 . 1 119.2 129.7 134.8 142.5 132.3 119.1 113.8 1 0 2 . 6 110.4 108.3 113.3

* Less than $50,000.
Note: Because of rounding, figures do not necessarily add to totals.

Perhaps it is not an unreasonable expectation that in the long 
run the more detailed information provided by the survey will 
enable exporters to take advantage of opportunities for sound 
credit extension that will, on the average, increase rather than 
reduce the total volume of export credit.

E x p e r ie n c e  d u r in g  1948 
The accompanying chart showing the dollar amount of col

lections outstanding, the total number of collections paid, and 
the percentages paid with various degrees of promptness 
reflects the collection experience of the twelve reporting banks

during 1948. Prompt collections declined from 59-0 per cent 
of the total paid during January to 54.3 per cent paid during 
December, while the percentage of collections paid over 90 
days slow more than doubled. At the same time the total num
ber of collections paid declined to the lowest level since this 
series of reports began in May 1947. Collections outstanding 
showed little net change in value for the year, the rise in the 
first few months being offset by a decline of about 40 million 
dollars from May to September. About 31 million dollars of 
this decline is accounted for by a decline in Brazilian collec
tions outstanding.

Table III
Confirmed Letters of Credit Outstanding for Latin American Countries as Reported by 

Twelve New York City Banks, January to December 1948 
(End-of-month data in millions of dollars)

1948

Country
January February March April May June July August September October N ovem ber D ecem ber

Argentina......................... 118.6 117.1 114.3 114.6 99.7 84.0 70.9 64.9 61.4 58.6 58.6 54.3
Bolivia.............................. 6 . 0 6.9 5.9 4 .9 5.1 5.0 4.6 5.1 4 .6 8 . 6 1 0 . 1 7.5
Brazil................................ 24.8 21.7 18.0 19.1 2 0 . 1 19.2 18.4 16.0 17.0 18.5 20.3 19.4
C h ile ................................ 3 .6 2.4 2.5 2 . 8 6 . 0 7.6 8.3 9.9 14.8 14.1 14.5 1 2 . 0

Colom bia......................... 16.6 15.8 18.0 15.8 16.4 16.3 15.7 16.5 16.0 15.5 16.8 14.7
Costa Rica....................... 0 .4 0 .5 0 .3 0 . 2 0 .4 0 .4 0.3 0 .5 0 . 8 0 .7 0 . 8 0.9
Cuba.........................
Dominican Republic. . . 
Ecuador...........................

11.5
1.3
2 . 1

15.4
0 . 8
2 . 2

12.7
0 . 6
1.7

16.1
0 .4
1 . 6

9.9
0 .5
2 . 0

1 0 . 1
0.7
2 . 0

6.3
1.7
1 . 8

6 .4
1 . 8
2 . 0

8 .4
1 . 6
2 . 0

1 1 .0
2 . 8
2 . 0

11.7
2 . 6
1 . 6

8 . 8
2 . 8
1 . 2

Guatemala....................... 0 . 6 0.7 0 . 6 0.7 1 . 2 1 . 1 0 . 8 0 .7 0 .7 0 . 8 0 . 8 0 .9
0 . 2 0 . 2 0 . 2 0 . 2 1.7 0.3 0 .3 0 .4 0 .3 0 .4 0 .4 0 .5

Honduras......................... 0 .3 0 .3 0 . 2 0 . 2 0.4 0 . 8 0 .3 0 .3 0 . 2 0 . 2 0 .3 0 .4
M exico............................. 27.6 27.6 26.6 26.1 25.7 24.8 21.4 29.2 37.1 38.8 36.7 33.2
Nicaragua........................ 0 . 1 0 . 1 0 . 1 0 . 1 0 . 1 0 . 1 0 . 1 0 . 1 0 . 1 * * 0 . 1

Panama............................ 2 .4 2 .7 2 . 0 2.5 1 . 2 1.3 1 . 0 2 .3 2 . 1 1.7 2.3 2 . 0

Paraguay......................... 1.4 0 .7 0 . 8 0 .9 1.3 1.7 1.3 1 . 1 1 . 0 1.3 1 . 2 1.3
Peru  .................. 2 . 2 2 .3 2 . 6 2 . 2 2.3 2.9 3.4 4 .0 2 . 6 2.9 4.4 4 .2
Salvador........................... 1.3 1.4 1 . 0 1 . 2 4 .8 1.3 1.3 1.3 1 . 6 1.4 1.3 1 . 1

Uruguay........................... 5 .4 5 .3 7 .4 6 . 8 6.7 7.7 7.9 6 . 8 6.7 5.0 4 .8 5.5
Venezuela......................... 18.8 19.1 19.7 23.7 2 0 . 6 2 1 . 8 2 0 . 1 20.7 2 2 . 0 2 2 . 0 2 2 . 8 19.5
British Guiana............... _ _ _ — — — — — — — —
Dutch Guiana................. 0 . 1 0 . 1 0 . 1 0 . 1 0 . 2 0.3 0.3 0 .4 0 .7 0 . 6 0 . 6 0 .7
French Guiana................ - - — — — — — —

All countries........... 245.3 243.2 235.3 240.3 226.1 209.4 186.3 190.4 201.7 207.0 2 1 2 . 8 191.2

* Less than $50,000.
Note: Because of rounding, figures do not necessarily add to totals.
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The declining trend in prompt payments in most countries 
of Latin America is also shown in Table I. Outstanding excep
tions to the trend during 1948 were Chile and Uruguay, 
where the proportion of collections paid promptly increased 
by about 44 and 56 per cent, respectively, from January to 
December. Throughout the year Cuba and Panama showed a 
high degree of promptness in the payment of draft collections, 
Cuba paying better than 75 per cent of its collections promptly 
in every month of the year, and Panama better than 80 per 
cent.

The monthly collections outstanding (shown in the chart) 
and the confirmed letters of credit outstanding are broken 
down by countries in Tables II and III.

DEPARTMENT STORE TRADE
January sales at Second District department stores were 

about the same as December’s, after allowance for the usual 
seasonal changes. Compared with January 1948, sales in the 
first month this year were only slightly better on a daily 
average basis, according to preliminary information. For the 
entire year 1948, sales averaged 5 per cent greater than in
1947, the smallest year-to-year increase since 1943.

Second District department stores as a whole held at the 
end of 1948 only 2 per cent more merchandise in stock (dollar 
volume) than at the close of 1947. As the table shows, how
ever, there were wide differences among areas in the Second 
District. This small change in stocks, following a period of 
relatively slow sales, indicates that merchants are maintaining 
close control.

R ece n t  Ch a n g es  in  Fo r w ar d  Bu y in g

In 1948, the larger department stores in the Second District 
cut their order backlogs on the books of suppliers almost in 
half, continuing a trend which had begun in the fall of 1946. 
As the accompanying chart shows, not since 1942 have out
standing orders in dollar terms been so small as they were at 
the end of 1948. In view of the great rise in prices over this 
six-year interval, the physical volume of goods on order must 
have been greater at the end of 1942, in all likelihood, than 
at the corresponding time in 1948.

During the war years, when merchandise was increasingly 
difficult to obtain and delivery schedules increasingly un
certain, the stores had pushed commitments further and further 
into the future and duplicated orders with any source of 
supply which offered a possibility of delivery. Sales mounted 
rapidly during the first postwar year, inducing stores to extend 
their forward positions still further in an effort to obtain 
adequate stocks from a very tight market.

The pyramiding of orders ended rather abruptly in August
1946. Although seasonally adjusted sales reached a peak in 
that month, an increased stock-sales ratio indicated that stocks 
also had suddenly become relatively very large, owing to 
rapidly improving deliveries. Merchandise receipts during

the three months ended August 1946 were about 15 per cent 
greater than sales. It was recognized, too, that a substantial 
proportion of the merchandise in stock was of inferior quality 
(frequently described in trade circles as "ersatz”). Store 
managers, conscious of the 1920-21 deflation of retail values, 
became somewhat afraid of a possible decline in prices. During 
the last four months of 1946, the reporting group of large 
stores in this District accordingly cut back their outstanding 
orders to a level 85 million dollars below the peak value of 
175 million. While this sharp reversal of forward buying was 
partly attributable to seasonal factors, it represented mainly a 
change in policy. The fact that over-all economic activity con
tinued to expand during a period when the stores reduced their 
commitments sharply indicates that they had had more goods 
on order than suppliers were geared to produce. Consequently, 
except in isolated apparel and related soft goods lines, no 
great shock was felt when the stores switched into more con
servative positions.

Outstanding orders fluctuated around a declining trend in 
the subsequent two years. Although adequate data for a 
satisfactory adjustment for seasonal variation are not available, 
there is reason to believe that the changes in the value of out
standing orders shown in the chart for 1947 and for 1948 
were much sharper than would be accounted for by seasonal 
factors alone. Retail thinking has alternated between optimism 
and pessimism depending on whether expanding or contract
ing forces appeared to be gaining in relative importance and 
the stores have adjusted their order backlogs in conformity 
with these swings in outlook.

Outstanding Orders and Sales of a Representative Group of 
Second District Department Stores*

(Monthly, 1940-48)

* For a group of stores whose 1947 sales equaled more than half of the 
Second District total. Sales are seasonally adjusted monthly totals, orders are 
actual end-of-month data.
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Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net sales

Dec. 1948
Jan. through 

Dec. 1948

Stocks on 
hand 

Dec. 31, 1948

Department stores, Second District----- +  2 +  5 +  2

New York C ity ...................................... 0 +  3 +  1
Northern New Jersey............................ +  3 +  5 +  1

Newark................................................ 0 +  3 -  2
Westchester County.............................. +  6 +  3 +  8
Fairfield County.................................... 0 +  1 +  1 2

Bridgeport........................................... -  2 -  1 +  1 1
Lower Hudson River Valley............... +  1 +  6 +  6

Poughkeepsie...................................... +  3 +  9 +  6
Upper Hudson River Valley............... +  7 +  8 +  5

A lbany................................................. +  5 +  7 +  3
Schenectady........................................ + 1 0 + 1 0 +  9

Central New York State..................... +  1 +  5 0
Mohawk River Valley...................... +  2 +  6 +  2

Utica................................................. +  1 +  6 +  6
Syracuse............................................... +  1 +  4 -  1

Northern New York State.................. -  3 + 1 0 -  6
Southern New York State................... +  4 +  8 +  5

Binghamton........................................ +  9 + 1 1 +  5
Elmira.................................................. -  2 +  6 +  15

Western New York State.................... +  5 +  9 +  3
Buffalo................................................. +  6 +  9 -  4
Niagara Falls...................................... +  3 +  6 -  7
Rochester............................................ +  3 +  9 +18

Apparel stores (chiefly New York C ity ). -  3 -  1 0

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 averages 100 per cent)

1947 1948

Item
Dec. Oct. Nov. Dec.

Sales (average daily), unadjusted................. 408 280 298 414
Sales (average daily), seasonally adjusted.. 242r 250 229 245

Stocks, unadjusted............................................ 2 1 1 267 278 215
Stocks, seasonally adjusted*.......................... 232 236 242 236

r Revised.
* Seasonal adjustment factors for 1946-48 revised; available upon request from 

Research Department, Domestic Research Division.

Indexes of Business

1947 1948

Index
Dec. Oct. N ov. Dec.

Industrial production*, 1935-39 =  1 0 0 .........
(Board o f Governors, Federal Reserve 
System)

192 195 195 192p

Electric power output*, 1935-39 =  100........
(Federal Reserve Bank of N ew  York)

237 257r 255 257p

Ton-miles of railway freight*, 1935-39 =  100 
(Federal Reserve Bank of N ew  York)

204 208 191p

Sales of all retail stores*, 1935-39 =  100........
(Department of Commerce)

329r 338 334 342p

Factory employment
United States, 1939 =  100...................... 162 163 162 159p
(Bureau of Labor Statistics)

New York State, 1935-39 =  100................ 133 127 125 124p
(N . Y . S . D iv . o f Place, and Unemp. In s.)

Factory payrolls
United States, 1939 = 1 0 0 .......................... 366 382 378p
(Bureau of Labor Statistics)

New York State, 1935-39 =  100................ 304 294 301 298p
(N . Y . S. Div. of Place, and Unemp. In s.)

Personal income*, 1935-39 = 100.................. 303 314 316 p
(Department o f Commerce)

Composite index of wages and salaries*?, 
1939 =  100..........................................k........... 183 194 195p
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 =  1 0 0 ................. 167 174 172 171
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of N ew  York)

New York C ity............................................. 87 109 1 0 1 94
Outside New York C ity .............................. 81 93 93 86

* Adjusted for seasonal variation. p Preliminary. r Revised.

X A monthly release showing the 15 component indexes of hourly and weekly 
earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.
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INDUSTRIAL PRODUCTION

Federal Reserve indexes. Monthly figures; latest 
shown are for December.

DEPARTMENT STORE SALES AND STOCKS

Federal Reserve indexes. Monthly figures; latest 
figure for sales is December; latest 

for stocks is November.

WHOLESALE PRICES

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, January 27, 1949)

FEDERAL RESERVE BANK OF NEW YORK
MONTHLY REVIEW, FEBRUARY 1949

Bureau of Labor Statistics* indexes. Weekly figures; 
latest shown are for week ended January 18.

LOANS AT MEMBER BANKS IN LEADING CITIES

ou

*  REVISED SERIES, tJULY 3, 19

Excludes loans to banks. Wednesday figures; 
latest shown are for January 19.

\UTPUT at factories and mines declined somewhat in December. Department store sales in Decem
ber and the early part of January were above the reduced November rate, after allowance for 

seasonal variation. Wholesale prices of farm products and foods showed further marked declines 
and retail prices of foods and some other goods were also reduced.

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 declined 3 points in December 
to a rate of 192 per cent of the 1935-39 average, owing primarily to reduced output of nondurable 
goods. Output for the year 1948 was also 192, as compared with 187 in 1947.

Activity in durable goods industries was maintained in December at about the level of the 
previous month. Iron and steel production, after allowance for mill closings on Christmas continued 
close to the advanced November rate, and in the first three weeks of January rose to new record 
levels. Activity in most machinery and transportation equipment industries was also maintained at 
about the November rate, although output in some lines— mainly those producing household equip
ment— was curtailed further. Assembly of new automobiles in December was below the November 
rate, mainly because of model change-over activity at the end of the month. Passenger car production 
for the year was 3.9 million vehicles as compared with 3.6 in 1947 and 3.8 in 1941; the number 
of trucks produced in 1948 was at a record total of about 1.4 million. Output in the nonferrous 
metals, lumber, and stone, clay, and glass groups showed little change in December.

Output of nondurable goods in December, according to preliminary figures, was at a rate 
about 2 per cent lower than in the preceding month. Cotton consumption declined further in 
December, and for the entire year 1948 was at the lowest rate since 1940. Paperboard production 
was curtailed sharply at the end of December, and for the month was 6 per cent below the rate in 
December 1947. Activity in the petroleum refining industry increased further in December. Output 
in most other nondurable industries declined somewhat or showed little change.

Minerals production declined 3 per cent in December, mainly because of a considerable reduc
tion in coal output. Production of crude petroleum was maintained at the November rate. In the 
early part of January coal production continued at a reduced level, about 12 per cent below the 
rate at the beginning of 1948, and crude petroleum output was curtailed somewhat.

Co n s t r u c t io n

Value of construction contracts awarded, as reported by the F. W . Dodge Corporation, rose 
contraseasonally in December, reflecting chiefly large awards for public works projects. Awards for 
most types of private construction were unchanged from November. The number of new nonfarm 
housing units started, according to the Bureau of Labor Statistics, declined further to 56,000 units 
as compared with 65,000 in November 1948 and 59,000 in December 1947; the total for the year 
was 927,000 units, almost 10 per cent more than the 849,000 started in 1947.

D is t r ib u t io n

Department store sales increased by more than the usual seasonal amount from November to 
December, and the Board’s adjusted index was estimated to be 307 per cent of the 1935-39 average 
as compared with 287 in November and an average of 302 for die year. Inventories at depart
ment stores were at a high level at the year-end, while outstanding orders were the lowest in six 
years. In the first half of January value of sales was 7 per cent larger than in the corresponding 
period last year, reflecting partly the effect of more extensive promotional sales.

Shipments of railroad revenue freight showed the usual large seasonal decline in December 
and were 8 per cent smaller than in the corresponding period a year ago, mainly because of reduced 
loadings of coal and manufactured goods. In the early part of January rail shipments of manu
factured goods declined somewhat further.

Co m m o d it y  Prices

The average level of wholesale commodity prices continued to decline in December and the 
first three weeks of January, reflecting chiefly further marked decreases in prices of farm products and 
foods. Prices of alcohol, fuel-oil, scrap metals, and some other industrial commodities also declined 
in this period, while additional advances were announced for metal products, including some new 
models of automobiles.

In retail markets, prices of foods decreased somewhat further in December and January and 
special sales of apparel and household goods at reduced prices were widespread. Resale prices of 
passenger automobiles dropped further.

Ba n k  Cr e d it

A substantial post-Christmas return of currency from circulation and an excess of Treasury 
expenditures over receipts supplied reserve funds to member banks during the first three weeks of 
January. Banks used these funds to increase their holdings of Government securities.

Federal Reserve System holdings of Government securities were reduced by over one billion 
dollars in the first three weeks of January. Bond holdings declined further as market demand for 
Treasury bonds continued active.

Business loans at member banks in leading cities declined substantially over the year-end but 
increased somewhat in mid-January. Loans to brokers and dealers in securities were reduced con
siderably. Increases in bank holdings of Government securities reflected primarily large purchases 
of Treasury bills.

Se c u r it y  M a r k e t s

Prices of United States Government and high-grade corporate bonds continued to rise slightly 
in the first three weeks of January.
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F E D E R A L  R E S E R V E  B A N K  OF N E W  Y O R K
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MONEY MARKET IN FEBRUARY
The money market was under considerable pressure during 

February until late in the month. Chief among the transac
tions absorbing bank reserves were substantial net Treasury 
receipts, augmented by continued collections of personal in
come taxes early in the period. While the Federal Reserve 
System continued to sell sizable amounts of Treasury bonds, 
such sales were at a slower pace than in January. As income 
and other tax payments reduced demand deposits, required 
reserves of the member banks fell substantially, thus provid
ing the chief offset to the pressure on the bank reserves. A per
sistent drain of funds from New York City to other parts of the 
country placed a large part of the burden of adjusting reserve 
positions upon the City banks, at the same time easing, in part, 
the position of the other banks. There was a considerable 
demand for Federal Reserve credit, and excess reserves de
clined markedly.

The post-Christmas return flow of currency came to an end 
late in January. During the following weeks, seasonal factors 
that had a tightening effect upon member bank reserves, such 
as net Treasury receipts, assumed more importance. Treasury 
tax receipts were heaviest in the early part of the month and 
fell off subsequently. However, a moderate withdrawal of 
funds from the Treasury’s War Loan accounts in depositary 
commercial banks in the middle of the month and a decrease 
in Government expenditures prevented any material easing 
of the money market until late in the month. In the three 
weeks ended February 16, Treasury deposits with the Federal 
Reserve Banks rose about 620 million dollars, to 1,754 million 
dollars. In addition, about 90 million dollars of funds with
drawn by the Treasury from the money market were absorbed 
by retiring Federal Reserve System holdings of certificates of 
indebtedness maturing February 1. The Treasury’s substantial 
net excess of cash receipts from the money market coincided 
with other transactions, such as sizable purchases of Govern
ment bonds by nonbank investors from the Reserve System, 
that caused further losses of reserves by the banks.

The pressure on reserve positions was only partly eased by 
other money market factors, among which were the reduc

tions in required reserves accompanying the collection of 
income and other tax checks and a moderate decline in cur
rency in circulation.

Although the Treasury paid out more funds than it took 
in during the last statement week under review (the week 
ended February 23), member bank reserve positions remained 
tight until the latter part of the week. The banks’ required 
reserves continued to decrease, but there was a substantial 
contraction of Federal Reserve "float” (Federal Reserve funds 
credited to banks against checks still in the process of collec
tion) and a further loss of reserves through a moderate rise in 
currency in circulation. The uneven distribution of these gains 
and losses of funds tended to put pressure especially on the 
reserve positions of banks in certain sections of the country, 
while in other areas, particularly in New York City, the banks’ 
position was more comfortable. In the closing days of the 
month, the money market was easier than in several weeks.

Demands for Federal Reserve credit were continuous 
throughout most of February but were heaviest in the early 
part of the month. Member banks obtained such credit largely 
by selling substantial amounts of short-term Treasury securi
ties, although they borrowed sizable amounts temporarily from 
the Reserve Banks at times. In the three weeks ended Febru
ary 16, they also drew heavily upon their excess reserves (by 
380 million dollars). However, a part of these and other 
funds were used to reduce indebtedness to the Reserve Banks, 
which declined 220 million dollars, net, in this period. Most

CONTENTS
Money Market in February........................... 25
Postwar Changes in the Velocity of

D e p o s its ........................................................... 27
The OEEC Interim R e p o rt........................... 29
Population in the Second Federal Reserve

District, 1940-48 ............................................. 31
Department Store T r a d e ................................ 33

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

March 1949



26 MONTHLY REVIEW, MARCH 1949

of the decrease in excess reserves and member bank borrow
ing occurred in the week ended February 2. In the week ended 
February 23, both the excess reserves and the borrowings of 
member banks increased moderately and the System con
tinued to purchase short-term Treasury securities. Over the 
entire four-week period, the System purchased (net) 414 
million dollars of certificates and 327 million of bills, and sold 
343 million dollars of bonds and 78 million dollars of notes.

Although still sizable, Federal Reserve System sales of 
Treasury bonds during the past month were on a much reduced 
scale as compared with January, reflecting the decrease in 
market activity. Savings banks apparently did not purchase 
long-term restricted Treasury bonds as vigorously as in the 
previous month, presumably in part because their deposit 
gains were smaller. Switching operations of these institutions 
are reported to have continued on a sizable scale. However, 
the commercial banks did not appear to be as eager as before 
to take the eligible issues which the savings banks offered in 
order to obtain additional funds for the purchase of ineligible 
securities. Prices of eligible bonds declined slightly during the 
second half of the month. Thus, the past month saw an 
abatement of the commercial banks’ tendency to resume their 
war and early postwar practice of reaching out for longer-term 
bonds with funds raised principally through the sale of short
term Government securities to the Reserve System.

The Reserve System sold Treasury bonds and purchased 
certificates in each week of the month. The certificate pur
chases in considerable part reflected investor preferences for 
other types of Government securities, particularly Treasury 
bills and bonds. Member banks in need of reserves adjusted 
their positions through the sale of certificates, particularly the 
longer-dated issues, and invested in Treasury bills funds which 
they expected to retain only a short time. In recent months 
the steady rise in the rate on three-month Treasury bills to 
1.16-1.17 per cent (while one-year certificates have remained 
on a 1 lA  per cent basis) has favored the use of bills as a 
medium of short-term investment.

As shown in the accompanying chart, Treasury bill hold
ings of commercial banks and nonbank investors have risen 
substantially since July 1947, when the Treasury bill rate was 
"unpegged”. Many industrial corporations, attracted by the 
higher rate, have invested idle demand deposits at least tem
porarily in Treasury bills. The combined bill holdings of 
nonreporting banks and nonbank investors (representing 
mostly the holdings of the latter) have in recent months been 
at the highest level on record. The increase in bill holdings 
of the weekly reporting member banks, which usually are fairly 
representative of changes at all banks, has been less rapid. 
In October 1948 the holdings of those banks had regained 
the levels of early 1945, but they declined subsequently owing 
to the pressure on bank reserves. The Federal Reserve System, 
which early in 1947 held close to 90 per cent of all Treasury 
bills outstanding, had by February 16, 1949 reduced its hold-

Ownership of Treasury Bills 
(As of last Wednesday of month*)

* Latest figures, February 16, 1949, are preliminary.
# Weekly reporting banks.
t New series based on revised list of reporting banks.

ings to 43 per cent. Part of the decline reflects Treasury cash 
retirement of bills held by the System, but an equally large part 
has resulted from the shift in ownership of bills to the com
mercial banks and other private investors. Thus, to a large 
extent, the expectation that Treasury bills would again become 
an important money market investment instrument, once their 
rates were "unpegged”, has been realized.

M em b er  Ba n k  Credit

Reflecting the generally tight money market conditions, the 
weekly reporting member banks in 94 cities reduced their 
holdings of Treasury bills and certificates by 1,100 million 
dollars during the four weeks ended February 16. Their 
Government bond holdings continued the rise which had 
begun shortly after the national elections. During the four- 
week period, the rise amounted to 300 million dollars, or to 
one per cent of their total Government bond portfolios. Total 
Government securities held by the weekly reporting banks 
declined by 859 million dollars. Since the Federal Reserve 
Systems portfolio in this period showed an increase of 915 
million dollars in bills and certificates and a decrease of 610 
million in bonds, it appears that the reporting member banks 
bore a large share of the loss of reserves resulting from pur
chases of Government bonds by nonbank investors and from 
various other transactions.

About half of the decline in the weekly reporting banks’ 
Government security portfolios during the four weeks occurred 
among the New York City banks. The New York institu
tions, however, acquired only a nominal amount of bonds 
(net). On the other hand, the liquidation of Treasury bills 
and certificates by reporting banks in the 93 other cities was 
accompanied by a rise of nearly 300 million dollars in their 
holdings of Treasury bonds. Thus it appears that those banks
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disposed of part of their short-term holdings to acquire longer- 
term bonds. Compared with a year ago, however, the Govern
ment security holdings of all weekly reporting banks decreased 
by 3,744 million dollars, and the decline came almost entirely 
in Government bonds (3,594 million dollars), the highest 
yielding type of security.

Commercial, industrial, and agricultural loans of the weekly 
reporting member banks continued their seasonal decline with 
a further decrease of almost 150 million dollars in the four 
weeks ended February 16. This brought the contraction of 
business loans from the December 22, 1948 peak to about 370 
million dollars. In the same period last year, the decrease was 
less than 100 million dollars. Almost the entire decline in 
such loans in recent weeks has occurred among the reporting 
banks located outside New York City. Banks in the City 
reported only a nominal decline in the four weeks ended 
February 16. Since February 2, in fact, business loans of the 
reporting banks in New York City have shown a small in
crease. On February 23, they were only 27 million dollars 
below the December 22, 1948 level (and only 76 million 
below the peak level in the City of November 10, 1948).

The only other noteworthy development during the month 
was the continued gradual decline in all other loans (includ
ing consumer loans) of the weekly reporting banks. Total 
loans of all weekly reporting banks remained 1.5 billion dol
lars higher on February 16, 1949 than on the corresponding 
date in 1948. A large part of the increase was in commercial 
and real estate loans, although there was a substantial net 
increase also in the "other loans” category, which includes 
instalment and other loans to consumers.

POSTW AR CHANGES IN THE  
VELO CITY OF DEPOSITS
The money supply is one of the factors mentioned most fre

quently in discussions of the causes and manifestations of infla
tion. Of considerable significance also, but less frequently dis
cussed, is the velocity or rate at which money turns over. If 
the money supply were contracting at the same time that turn
over was increasing, the sum total of all payments in the 
economy might remain the same and the price level would 
then be unaffected.

Perhaps one reason why the rate at which money circulates 
through the economy is not given more attention in discus
sions of inflationary developments is the difficulty of measur
ing it. In particular, there are no statistical data with which 
to measure the rate of turnover of banknotes and coins. How
ever, a fair idea of the rate at which bank deposits are being 
used can be had from published data on the ratio of bank 
debits to deposits. Such ratios are even more significant if 
limited to demand deposit accounts, since a very high pro
portion of payments in this country is made by means of checks 
against demand deposits, while rates of turnover of time de
posits are much less subject to rapid change. Also, changes

over a period of time in the rate of deposit turnover are more 
important than the absolute rate at any given time. In addi
tion to check payments, reported debits include transfers of 
funds between accounts of the same holder, withdrawals of 
currency, and other nonpayment transactions, so that the 
computed rates of turnover are really indices, rather than 
actual measures of velocity of deposit money.

Normally, deposits, debits, and the rate of turnover move 
in the same direction, with debits (and therefore the rate of 
turnover) moving somewhat more rapidly than deposits. When 
business is good or improving, the use of bank credit (and 
deposits) expands and money is spent more rapidly. In a 
recession, both the money supply and the rate at which it circu
lates tend to decline. During the middle 1930’s, however, the 
increases in total deposits and debits were just about parallel, 
so the turnover rate remained fairly constant. After 1937 
velocity began to decline and, with the brief exception of 
1941, continued to decline through 1945. The reason why the 
turnover rate during the 1930s remained unchanged, or de
clined, was that the large additions to bank deposits resulting 
from a heavy inflow of gold and from the Governments deficit 
financing program were not related to business demands for 
money and therefore were often held idle.

During the war, the rate of deposit turnover continued to 
fall off primarily as a result of three factors. First, since the 
Government was then the sole purchaser of roughly two fifths 
of the goods and services produced within our economy, a 
number of intermediary transactions were eliminated that 
would otherwise have taken place and given rise to bank 
debits between the time of production and the final con
sumption stage. In the second place, deposits continued to 
grow rapidly as the Government continued to finance a large 
part of its deficit by borrowing from banks. Finally, as a 
result of a combination of high incomes and a shortage of 
producers’ and consumers’ goods, both business concerns and 
individuals tended to hold larger idle deposit balances than 
usual.

Since the end of the war, some of the factors which tended 
to reduce the velocity of money have been reversed. Goods 
and services for civilian use, with very few exceptions, have 
become more plentiful. The importance of the Federal Govern
ment as a buyer of goods has declined; its share of the gross 
national product dropped from 42 per cent in 1944 to 8 per 
cent in 1948. Deposits have fluctuated within relatively nar
row limits since 1945, and business activity has continued to 
remain on a very high level. As a result, both debits and de
posit turnover showed a fairly steady increase from the end 
of the war until very recently.

During the middle 1930’s, total deposits (after deducting 
interbank deposits and collection items) at all commercial 
banks turned over on the average 15 or 16 times a year. By 
1945 the rate had declined to less than 11 times a year. While 
final figures for 1948 are not yet available, the rate probably
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rose to approximately 14 times, about the same as that 
prevailing in 1939 and 1941. The velocity of demand de
posits is, of course, much greater than that of time deposits, 
but the short-run fluctuations in the series for total and for 
demand deposits are very similar. In 1929 the velocity of de
mand deposits of all commercial banks reached a peak of 54. 
In the middle 1930s the average turnover was around 25 or 
27 times a year. At the end of the war it was down to 13V̂ > 
but it has since recovered to about 20. The decline in velocity 
has been larger for demand than for total deposits because 
most of the increase in deposits in the past 15 years has been 
in demand balances and a large part of these balances have 
been held relatively idle.

The accompanying chart shows monthly fluctuations in the 
velocity of demand deposits at the weekly reporting member 
banks in New York City and outside New York from the be
ginning of 1946 to date (adjusted for seasonal variation). The 
rise in velocity can be seen clearly from the five-month moving 
average, which has been plotted as a dashed line. Both curves 
seem to indicate that the velocity of demand deposits reached 
a peak in the fall of 1948, and turned down somewhat at the 
year end.

Turnover rates in New York City, as the chart also illus
trates, are higher and often move quite differently from those 
in other parts of the country. This difference is largely attribut
able to the fact that financial transactions account for a much 
higher proportion of debits in New York City than else
where in the country. Financial accounts are the most active 
type of deposit account and are subject to especially wide fluc
tuations which are not necessarily related to changes in busi-

Annual Rate of Turnover of Demand Deposits* of Weekly 
Reporting Member Banks in New York City and 

Outside New York City
(Monthly, 1946-Jan. 1949; adjusted for seasonal variation)

ness conditions. The velocity of deposits in this City reached 
a low point of 17.1 in 1940, compared with over 30 in the 
middle 1930’s. From the 1940 low, it increased gradually each 
year until 1947, when there was a slight decline, but in 1948 
it again moved up fairly rapidly. The wartime increase in New 
York may partly reflect debits arising from the Treasury’s War 
Loan financing and the large amount of transactions in out
standing Government securities which accompanied War Loan 
drives. Outside New York City the turnover of demand de
posits at the weekly reporting member banks declined from 
around 22 or 23 times a year in the middle 1930’s to 16.1 in 
1945. Since then, the advance has been fairly steady. The 
average for 1948 was about 27 in New York and 19 outside 
New York.

A study of the velocity figures for each of the Federal 
Reserve Districts indicates that all sections of the country have 
participated in the postwar increase in turnover rates. The 
most substantial increases outside New York City were in 
the Cleveland, Dallas, Philadelphia, and Atlanta Reserve Dis
tricts. In all of these the velocity of adjusted demand deposits 
was roughly 8 to 10 per cent higher last year than in 1947. 
The smallest increases were in the Minneapolis, Richmond, 
and San Francisco Districts, where the rate of turnover in
1948 was only 2 or 3 per cent higher than in the preceding 
year. A leveling off of the rate toward the end of the year was 
also noticeable in all of the districts.

In those Second District cities outside New York City for 
which statistics are available, increases in the velocity of total 
deposits (other than interbank) during recent months have 
been quite small. Differences within the District in the annual 
turnover of total deposits, however, are considerable. The 
character of the economic activity in the community and the 
proportion of time deposits to total deposits have an important 
influence on the activity of deposit accounts. In communities 
which are primarily residential, such as Montclair, New Jersey, 
the turnover rate is low— for total deposits of all clearing house 
banks in such cities, it is currently around 5 or 6 times a year. 
In Binghamton and Bridgeport, which are industrial communi
ties, it has been averaging approximately 10 times a year. In 
Albany, where debits and deposits are subject to special influ
ences arising from the handling of State funds, the average last 
year was about 21.

Does this general increase in the velocity of deposits have 
any special significance beyond marking the postwar return to 
normal trade relationships and expenditure patterns? The ac
companying table showing percentage changes during the 
three postwar years in the rate of turnover of demand deposits 
(other than interbank accounts and collection items) and in 
the money supply, gross national product, the volume of indus
trial production, and prices may help to answer the question.

In 1947 and 1948 both production and prices increased, but 
the money supply (demand deposits adjusted, U. S. Govern
ment deposits, and currency outside banks) showed little
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Annual Percentage Changes in the Turnover of Commercial Bank Deposits 
_____________________ and in Related Factors, 1946-48_________ ____________

Factor 1946 1947 1948p

Gross national product................................ — 1.9 +  10.7  
+  10.0  
+ 2 5 .6  
+  14.3  
-  5 .9  
+ 1 5 .4

+  10.1  
+  2 .7Industrial production................................... — 16.3

Wholesale prices............................................. + 1 4 .5  
+  8 .5

+  8 .4
Consumers’ prices.......................................... +  7 .5
Money supply*...............................................
Turnover of deposits#..................................

+  0 .8  
+  10.4

+  0 .4  
+ 1 6 .3

p Preliminary.
* Demand deposits adjusted, U. S. Government deposits, and currency outside 

banks.
# Demand deposits of all commercial banks, other than interbank deposits and 

collection items; 1948 estimated.
Source: Board of Governors of the Federal Reserve System, U. S. Department 

of Commerce, and U. S. Department of Labor.

change, owing primarily to policies adopted by the Treasury 
and the Federal Reserve System. In order to handle the larger 
volume of payments generated by higher production and price 
levels, the rate of turnover of deposits increased; deposits that 
had formerly been held idle were activated. This increase, as 
shown in the table, was roughly in line with the increases in 
production and prices. After the middle of 1948, prices, and 
consequently many value series, showed signs of leveling off 
after nearly a decade of practically uninterrupted increases. 
This leveling off has been reflected in the recent declines in 
the velocity of deposits.

THE OEEC INTERIM  REPORT
As the first year of the European Recovery Program comes 

to a close and Congressional hearings on appropriations for 
the second year begin, the Council of the Organization for 
European Economic Cooperation (OEEC) has submitted a 
report to the Economic Cooperation Administration on the 
programs of the participating Western European countries for 
the achievement of "viability”, i.e., independence from "extra
ordinary outside assistance” by 1952. The programs and con
clusions set forth in the report are reviewed and commented 
upon below.

The plans of the participating countries are based on the 
following assumptions: (1) a continuation of peace; (2 ) a 
high level of employment throughout the world, and especially 
in the United States; (3) a high level of world trade; (4) the 
control of inflationary pressure; (5) continued mutual co- 
operation; and (6) United States assistance during the next 
three years "on a sufficient scale.”

A large increase in Western Europe’s industrial and agri
cultural output by 1952 is planned. Industrial output, on the 
basis of the national programs, is scheduled to rise about 30 
per cent above the prewar level by 1952-53, or about 25 per 
cent above present levels. Agricultural output is to rise about 
15 per cent above the prewar level. The increase in agricul
tural production over prewar is expected to be concentrated 
in the United Kingdom, France, and Turkey; the other coun
tries plan merely to regain their prewar levels.1

1 The report points out that a 3 per cent increase in present agri
cultural output would eliminate 1 billion dollars’ worth of imports, or 
virtually the whole estimated deficit of the area in 1952-53 with the 
outside world.

In addition, there are plans for increased production of food 
and raw materials in the dependent territories of the area. Al
though the full effects of many of these projects will not be 
felt for 10 or 15 years, significant gains are expected by 
1952-53.

The OEEC, in examining the prospects for achieving the 
various production targets, concludes that "with some excep
tions there will be enough food and raw materials physically 
available to support the production programs as a whole”, 
assuming the countries are able to pay for the imports neces
sary for this output. Resources for capital investment, how
ever, are likely to fall short of needs, and it is considered 
doubtful whether output per manhour will be increased the 
anticipated 15 per cent in the next 3^2 years. The OEEC 
consequently regards it as unlikely that the production targets 
will be reached by 1952-53.

The most significant estimates in the report relate to the 
areas balance of payments. Imports from the outside world 
at the end of the European Recovery Program are placed at
99 per cent of 1938 in terms of physical volume, or 12.8 bil
lion dollars at 1948-49 prices. Of the total imports in 1952- 
53, food is expected to account for 38 per cent, raw materials 
and fuel for 55 per cent, and manufactures for only 7 per 
cent. The current sources of imports differ widely from the 
prewar trade pattern, but it is planned to restore that pattern 
by decreasing imports from North and Central America and 
increasing them from other parts of the world, as shown in 
Table I.

The countries’ estimates of the import goods that will be 
available in 1952-53 from areas other than North and Central 
America are considered by the OEEC as about 1 billion dollars 
too high, in the aggregate. Nevertheless, if the participating 
countries "are prepared to take positive action to encourage 
new production either by offering long-term contracts, indi
vidual or collective, or by investment or by any other method, 
the volume of supplies available may well be increased. How
ever, in view of the time necessary to develop primary pro
duction, the full effects of plans made now may not be felt 
until after 1952.”

Exports to nonparticipating areas are scheduled by the indi-

Table I
Sources of Imports of OEEC Countries from Outside World 

Excluding Imports from Dependent Territories 
(In per cent of total)

1938 1947
1952-53

program

North and Central America. . . . 3 1 .5 58 .4 29.7
South America............. ..................... 13.1 13.6 16.4
Nonparticipating sterling area*. 22 .3 16.0 25 .8
Eastern Europe................................. 23 .1 7 .2 17.2
Middle East, Far East, etc......... 10.0 4 .8 10.9

Total........................................ 100.0 100.0 100.0

* The non participating sterling area includes the British Empire ''except, the Uni
ted Kingdom, Eire, Canada, and Newfoundland), British Mandated territories, 
British protectorates, Burma, and Iraq.

Source: Organisation for European Economic Co-operation— Interim Report on 
the European Recovery Programme, Vol. I (December 1948).
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vidual countries to aggregate 10.6 billion 1948-49 dollars in 
1952-53, or 33 per cent more than in 1938. Manufactures are 
to comprise 80-90 per cent of the total. The changes from 
1938 are to be as follows: increases of 46 per cent to North 
and Central America, 92 per cent to South America, and 65 
per cent to the nonparticipating sterling area2; a decrease of 20 
per cent to Eastern Europe; and an increase of 27 per cent to 
other areas. The OEEC comments regarding these estimates 
that if there are no significant changes in present national 
export policies, exports in 1952-53 actually are likely to 
amount to only 8.5 billion dollars. If, however, there are basic 
changes in the export policies of the participating countries, 
export earnings might reach 9.5-10 billion dollars.

"Invisible” earnings in 1952-53 are estimated by the partici
pating countries at 1.2 billion dollars, in addition to 250 mil
lion dollars that French, Belgian, Dutch, and Portuguese de
pendent territories are expected to earn. The British territories 
are not included in these estimates, although they are expected 
to have a surplus with North and Central America of 0.3 
billion dollars. The estimates are considered by the OEEC 
too high by about 10 per cent.

The deficit with the outside world in 1952-53 is expected 
by the participating countries to be reduced to an aggregate 
of 0.8 billion dollars, as shown in Table II, total earnings being 
expected to pay for 94 per cent of imports. The OEEC, on 
the other hand, forecasts that total earnings from exports and 
invisible items will be only 9.8 billion dollars if present export 
policies are continued. On the assumption of basically altered 
export policies, the OEEC estimates total earnings at about
11 billion, or enough only to pay for 85-90 per cent of pro
grammed imports. This pessimistic conclusion, however, is 
subject to an important qualification: in the OEEC estimate 
based on fundamental changes in export policy, the effects of 
such changed policies on trade with the nonparticipating 
sterling area are not considered. The report merely states

2 The nonparticipating sterling area includes the British Empire 
(except the United Kingdom, Eire, Canada, and Newfoundland), 
British Mandated territories, British protectorates, Burma, and Iraq.

Table II
Combined National Forecasts of Current Transactions of OEEC 

Countries with the Outside World, 1952-53 
(In billions of dollars at 1948-49 prices)

North
and

Central
America

South
America

N onpar
ticipat

ing sterl
ing area

Eastern
Europe

Middle 
East, 

Far East, 
etc. Total

Import programs........... 3 .8 2 . 1 3.3 2 . 2 1.4 1 2 . 8

Programmed exports’plus
net invisible earnings* 2.5** 2 . 0 4 .0 2 . 1 1.4 1 2 . 0

B alance accordin g to
programs..................... - 1 .3 * * - 0 . 1 + 0 .7 - 0 . 1 0 . 0 - 0 . 8

* Including estimated balances of French, Belgian, Dutch, and Portuguese de
pendent overseas territories, amounting to 0.25 billion.

** In addition, the dependent overseas territories of the United Kingdom are 
expected to have a surplus with North and Central America of 0.3 billion. 
This would increase earnings in North and Central America to 2.8 billion, and 
reduce the deficit there to 1 . 0  billion.

Source: Organisation for European Economic Co-operation— Interim Report on 
the European Recovery Programme, Vol. I (December 1948).

in this regard that: "since, however, it is the view of certain 
countries that the total trade, including both exports and im
ports, with this area may be capable of further expansion as 
a result of discussion with the countries concerned, the pro
visional estimates are not regarded as representing an upper 
limit of what may be possible.”

The emphasis on the balance of payments with the outside 
world should not be allowed to obscure the importance of 
intra-OEEC trade (including that with the OEEC countries’ 
dependent areas). In the program for 1952-53 such imports 
are expected to comprise 48 per cent of total imports. How
ever, the programs of the individual countries are not com
pletely reconcilable in this respect, since the aggregate intra- 
OEEC balance of payments on current account shows that 
the nonsterling participants expect in 1952-53 to export 394 
million dollars more to one another than they expect to im
port from one another. The excess exports are only 7 Vi per 
cent of the total, but for certain individual commodities the 
discrepancy is much larger. Trade between the nonsterling 
participants and the sterling area is expected to be in broad 
balance, but the estimates of the distribution of trade made 
by the nonsterling participants are quite different from those 
made by the United Kingdom. Another difficulty in the intra- 
European trade program pointed out by the OEEC is that the 
Benelux countries (Belgium, Luxembourg, and the Nether
lands) and the Bizone (the American and British-occupied 
zones of Germany) evidently expect to earn dollars in intra- 
European trade, but the other European countries are unlikely 
to be able to pay in dollars.

The OEEC feels that, in spite of the inconsistencies in the 
various national plans, some expansion of intra-European trade 
in excess of the programmed amount may be possible. Some 
of the plans did not take full account of the prospective avail
ability of certain products, particularly food, within Europe. 
Increased trade in less essential products is also considered 
advantageous, so long as it does not involve dollar payments.

On the basis of the various national production and trade 
estimates, the participating countries expect their combined 
gross national product by the end of the Recovery Program 
to be about 20 per cent above 1938, or about 35 per cent 
more than in 1947. Consumption levels are to return almost 
to 1938, compared with present levels of around 20 per cent 
less. These increases are considered too great by the OEEC, 
mainly on the ground that the imports necessary to maintain 
the requisite high level of production probably cannot be paid 
for. The OEEC report estimates that the aggregate gross 
national product will probably be only 10 to 15 per cent above 
1938, and consumption only 5 to 10 per cent above 1948 (or
12 to 16 per cent under 1938).

The OEEC thus paints a rather gloomy picture of Euro
pean prospects in 1952-53, even though it considers the various 
programs likely to fall short of their goals by only small per
centages. In appraising the OEEC’s conclusions, it must be
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borne in mind, however, that the figures are subject to a 
wide margin of error. In particular, the difficulties of fore
casting the volume and direction of a major part of the worlds 
trade four years hence are obvious. For example, a signifi
cant shift in the terms of trade alone might either double or 
wholly eliminate the gap between expected earnings abroad 
and the imports necessary to support the OEEC economies at 
full employment. Furthermore, relatively minor improvements 
in crop conditions, working hours, and the allocation of man
power might substantially increase the volume of domestic 
production and thus permit a reduction in imports, or an in
crease in exports.

The aggregative approach of the European Recovery Plan, 
while it has great virtues, obscures the fact that some of the 
problems of the OEEC area are the problems of a few indi
vidual countries only, not necessarily shared by the rest. For 
instance, the decline in "invisible” foreign income for the 
entire area from about two billion dollars in 1938 to an 
actual deficit of 750 million in 1947 is mainly a British and 
Dutch problem. If, as the British believe, they can solve their 
part of the problem by 1952, this particular difficulty is 
actually in good part taken care of. Similarly, the OEEC area’s 
balance-of-payments deficit with the Western Hemisphere that 
will remain in 1952 will to a large extent be the problem of 
the Benelux countries and Germany. If the Benelux countries 
are able to shift some of their Western Hemisphere purchases 
to European sources, and if Germany also can make progress 
in that direction, the dollar problem, too, can thus be solved, 
at least in part, by the policies and actions of individual coun
tries. Furthermore, the OEEC program includes, along with 
relatively strong countries, countries with special problems—  
chiefly Greece, Austria, and Germany, and perhaps also Italy—  
that may find it difficult to do without "extraordinary assist
ance” after 1952 unless circumstances are highly favorable.

It is important to note in this connection that the policies 
recommended by the OEEC include vigorous control of in
flationary pressures, reexamination of investment programs 
to eliminate unnecessary duplication and to encourage those 
investments that will aid most in the attainment of viability, 
strenuous efforts to reduce dependence on imports that cost 
dollars, and "radical changes in export policy”. What the 
OEEC means by "radical changes in export policy” is not 
fully defined, but the report says for instance that:

The power of Western Europe to regain lost markets 
will depend to a considerable extent on prices. The 
export prices of many OEEC countries are not in all cases 
competitive with those of the United States . . .  It is 
unlikely that without a substantial reduction in relative 
prices, it will be possible to achieve the large export 
expansion planned. (Paragraph 191).

The anticipated effect of the European programs on the 
trade of the United States is rather striking. It is anticipated by 
the report that Western Europe will not, after 1952, be able to 
earn enough dollars to finance anything like the present

volume of imports from the dollar area. Imports from North 
and Central America are therefore scheduled to decline by 48 
per cent (in terms of 1948-49 prices) between 1947 and 
1952-53, i.e., from 7.3 billion dollars to 3.8 billion, or to 
less than the 4.1 billion imported in 1938. This would signify 
the perpetuation of discriminatory trade and exchange arrange
ments abroad, and a considerable loss in trade to the United 
States. To prevent this, it would be necessary for the European 
countries to conduct an aggressive sales campaign in this 
country at competitive prices, and for the United States to be 
willing to face increased foreign competition in the domestic 
market, unless this country is prepared to supply free aid 
indefinitely or to export capital on a very large scale.

POPULATION IN THE SECOND FEDERAL  
RESERVE DISTRICT, 1940-481
In the nine years since the last national Census of population 

was taken, both the Second Federal Reserve District and the 
United States as a whole have experienced a considerable 
increase in population. Although the figures needed for a 
thorough analysis of population developments will not be 
available until tabulation of the data from the 1950 Census 
is completed two or three years hence, the changes that have 
taken place since 1940 can be estimated from the current re
ports of the Bureau of the Census.

A sharp rise in the national birth rate during and since the 
war to levels that prevailed in the 1920s has belied predic
tions of an early leveling off or decline in population. Al
though the postwar peak in the rate of natural increase (the 
excess of births over deaths) seems to have been reached in
1947, absolute gains through natural increase continue to be 
substantial. The total population of the continental United 
States was estimated at about 148 million at the end of 1948, 
an increase of roughly 13 per cent, or 16 million, over the 
April 1, 1940 Census count. The principal factor in this in
crease has been the excess of births over deaths (including war 
losses), with immigration accounting for less than 10 per cent 
of the gain.

Population gains in the Second Federal Reserve District 
since 1940 have not been as great as in the rest of the country. 
In mid-1948 an estimated I8 V2 million people lived in this 
District. The increase of about 1 Vi million since 1940 repre
sents a gain of approximately 8 Vz per cent, a rate of growth 
about 20 per cent less than for the country as a whole. This 
relatively slower rate of growth goes back to the depression 
decade. Up to about 1932 the rate of population gains in this 
District exceeded that in the rest of the country, but in the 
later 1930s the rate of growth here contracted even more 
sharply than it did nationally and this District’s share of the 
country’s population declined somewhat. (See Table I and 
the chart.)

1 Copies of a more extensive analysis, on which this article has been 
based, may be obtained from the Domestic Research Division of 
this bank on request.
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Table I
Total Population of New York State, the Second District, 

and the United States*

Date

Population (in thousands)

Second District 
as per cent of 
United States

New York
State

Second
District

United
States

June 1, 1900. . . 7,269 8,887 75,995 11.7
April 1 , 1930... 12,588 16,118 122,775 13.1
July 1, 1940.. . 13,460 17,107 131,954 13.0
July 1, 1944. . . 12,815 16,454 132,552 12.4
July 1, 1948. . . 14,386 18,557 146,114 12.7

* Excludes armed forces overseas.
Source: U. S. Bureau of the Census; Second District estimated by the Federal 

Reserve Bank of New York.

The decline in the Second District’s share was further ac
celerated during the years 1941-44, when, in addition to losing 
more people to the armed forces than it gained in military 
personnel stationed here, the District also lost civilian popula
tion through out-migration to other areas (see Table II). 
During the defense period— July 1, 1940 to July 1, 1942—  
total population declined in the Second District, although in 
the rest of the country it increased 2 per cent. There was con
siderable out-migration of civilians to defense production 
centers, since this area, particularly New York City with its 
emphasis on consumers’ nondurable goods manufacturing, did

Total Population of the United States and the Second District*: 
Second District as a Per Cent of United States

(July 1, 1910-48)

* Excludes armed forces overseas.
# Plotted on ratio scale to show proportionate changes.
Source: U. S. Bureau of the Census and Federal Reserve Bank of New 

York.

Table II
Percentage Changes in Total Population, Selected Periods 1940-48*

Area

Defense 
July 1, 1940 

to
July 1, 1942

War 
July 1, 1942 

to
July 1, 1945

Postwar 
July 1, 1945 

to
July 1, 1948

T otal 
July 1, 1940 

to
July 1, 1948

- 2 - 3 +  1 2 +  7
New Jersey................................ # - 1 +15 +  14
Connecticut............................... + 4 - 1 +15 +18
Second Federal Reserve Dis

- 1 - 2 +  13 +  8

united States outside Second
+ 2 - 1 + 1 0 + 1 1

Total United States................. + 1 - 1 + 1 1 +  1 1

* Excludes armed forces overseas.
# Increase of less than X  of 1  per cent.
Source: Computed from data of the U. S. Bureau of the Census by the Federal

Reserve Bank of New York.

not share in the employment boom of the early years of de
fense and war production to the same extent as some other 
districts. In addition, large numbers went from this region 
to military establishments elsewhere in the United States. The 
tendency to locate large training camps away from the East 
Coast raised the ratio of military to total population in the 
rest of the country to almost double that in the Second District, 
particularly in 1943 and 1944.

Between mid-1944 and mid-1945, when the New York City 
area felt the full impact of the war production boom, the 
Second District’s civilian population rose while the rest of the 
country continued to show an over-all decline. As reconver
sion progressed more rapidly in this area than in most other 
sections of the country, population gains from mid-1945 to 
mid-1947, reflecting increased in-migration as well as de
mobilization of the armed forces and a high rate of natural 
increase, surpassed those of the rest of the country. Nonethe
less, this District has not fully recovered its prewar share of 
the United States population. Since mid-1947 population in 
the rest of the country has again begun to increase more 
rapidly than in the Second District, and it appears likely, as 
a result of more rapid expansion, both economically and in 
terms of population, in other sections of the country (par
ticularly the Far West) than in this region, that the Second 
District will not regain the proportion of population it main
tained in the early 1930’s. The fact that this District contains 
a greater proportion of old people than does the country 
as a whole may contribute to the decline of its share in the 
total population of the country.

The most important factor in population growth in this 
District, as in the rest of the country, has been the excess of 
births over deaths, although the rate of natural increase here 
did not reach the levels achieved in the rest cf the country. 
Net in-migration was of relatively minor importance in the 
population growth cf this District, in contrast to the imponant 
role which ic played in the population increases enjoyed by 
sections of the West. Nevertheless, the States which comprise 
the Second District ranked high in absolute annual increases 
in net in-migration during the later war years and the post
war period, reversing the prewar tendency to lose population
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through migration. (Connecticut, however, had already shown 
a net increase through migration in the prewar period.) It is 
most likely ( although the data are inadequate to fully substan
tiate this point) that a sizable share of net in-migration in 
this District represents foreign immigration, many of the 
immigrants of the late war and postwar periods apparently 
having settled in the Middle Atlantic States.

The very scattered and meager data on the characteristics 
of the Second Districts population seem to indicate that the 
long-term tendency toward industrialization and suburbaniza
tion continued during the past nine years, especially after losses 
to the armed forces were recouped. There are even indications 
that highly industrialized cities like Buffalo and Syracuse, which 
either ceased growing or lost population during the 1930’s, 
have recently enjoyed large increases in population which may 
be the beginning of a new upward population movement.

In the absence of precise data for the Second District, some 
conclusions may be drawn from figures for the larger geo
graphic region of which the Second District is a part, namely, 
the Northeastern States.2 This assumes that trends in the 
Second District were rather similar to those in the rest of the 
Northeastern area.

While the farm population in all sections of the country 
(except the Pacific States) declined by about 10 per cent on 
the average between 1940 and 1947, the rural-nonfarm popu
lation, both in the country as a whole and in the Northeastern 
States, made relatively greater gains than the urban population.3 
The number of persons residing in rural-nonfarm areas in the 
Northeastern States increased far more rapidly than in the rest 
of the country— about 24 per cent in the former compared with 
about 11 per cent in the latter. Despite a slight decline in farm 
population, the rate of gain in total rural population in the 
Northeastern States was still 2 Vi times as great as that for 
urban population, with the result that the urban proportion 
of the area’s population declined from 77 per cent in 1940 to 
75 per cent in 1947. The spectacular growth of rural-nonfarm 
areas may, at least in part, reflect the fact that some commu
nities classified in 1940 as rural (and still considered as such 
for the 1947 estimate) have experienced considerable growth 
and have actually become suburban communities likely to be 
classified as urban in the next Census.

New York State data also seem to indicate that the rural- 
nonfarm population increased relatively more than the popu
lation in either urban or farm communities. On the whole, 
the industrial and suburban counties show greater population

2 The Second District accounts for somewhat less than half of the 
population of the Northeastern States, which include New England, 
New York, New Jersey, and Pennsylvania.

3 Urban areas are defined by the Bureau of the Census as cities 
and other incorporated places having 2,500 or more inhabitants. The
remainder of the population is classified as rural, and is subdivided 
into the rural-farm population, which comprises all rural residents 
living on farms, regardless of occupation, and the rural-nonfarm 
population, which comprises the remaining rural population.

gains than the less industrialized sections of the State. On the 
other hand, within these counties, small communities (those 
with populations of less than 10,000) grew more rapidly than 
the cities. The same tendency for the population to shift away 
from the most heavily populated areas may be observed in 
New York City. Since 1940, according to estimates of the 
Consolidated Edison Company, Manhattan’s population has 
grown only 3 per cent, compared with gains ranging from
6 to 14 per cent in the outlying boroughs.

In the New Jersey division of the New York-New Jersey 
Metropolitan District a similar trend was apparent. The popu
lation of the four large cities4 increased 13 per cent from 1940 
to 1947 while in the remaining part of this area the population 
gain was 16 per cent.

In New York State nonfarm rural areas experienced their 
greatest growth in population during the decade of the 
twenties, while farm population declined during the same 
period. In the thirties the growth of nonfarm areas con
tinued. However, the farm population also increased during 
the thirties, the decline in farm population in purely agricul
tural regions being more than offset by a gain in farm popula
tion around the large cities; in the counties around New York 
City, for example, farm population grew almost 60 per cent. 
Undoubtedly, a large number of these "farmers” were not 
primarily engaged in farming, but were commuting to the 
nearest city. However, they produced enough on their land to 
be classified with the farm population. (A  "farmer” was de
fined in 1940 as one whose produce was valued at more than 
$250 a year.) It is likely that the communities which are 
satellites of the large industrial centers in the Second District 
will continue to grow more rapidly than either farm areas or 
the large cities themselves.

While it seems likely that the proportion of the country’s 
population residing in the Second District will not again reach 
the levels it did during the 1930’s, it is noteworthy that the 
Second District States have all gained by net in-migration over 
the period 1940-47, whereas in some of the more rural States 
the net out-migration more than offset the natural increase, 
often a substantial number in itself. As a result, housing con
struction has been maintained here at a high level since the 
war and the Second District’s status as a mass market for con
sumers’ goods has been enhanced.

4 Newark, Jersey City, Paterson, and Elizabeth.

DEPARTM ENT STORE TRADE

In February, sales at Second District department stores 
declined contraseasonally, reflecting a further narrowing of 
consumer buying. According to a preliminary estimate, sea
sonally adjusted dollar sales volume was about 6 per cent 
lower than a year ago, and may have reached the lowest level 
in two years. Beginning with the last week in January, sales 
ran steadily below those of the corresponding weeks of 1948.
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Indexes of Department Store Sales and Stocks 
Second Federal Reserve District*

(Adjusted for seasonal variation, 1935-39 average=100 per cent)

* Seasonal factors used to adjust sales have been revised, as noted on accom 
panying table.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net sales

Stocks on 
hand 

Jan. 31, 1949Jan. 1949
Jan. through 

Dec. 1948

Department stores, Second District----- -  3 +  4 r -  2

New York C ity...................................... -  5 +  3 -  2
Northern New Jersey........................... -  1 +  5 -  3

Newark................................................ -  5 +  3 -  3
Westchester County.............................. +23 +  3 +  5
Fairfield C ounty.................................... +  2 +  1 -  7

Bridgeport........................................... -  1 -  1 -  9
Lower Hudson River Valley............... +  2 +  6 -  2

Poughkeepsie...................................... +  4 +  9 +  1
Upper Hudson River Valley............... +  9 +  8 -  5

Albany.................................................. + 15 +  7 -  9
Schenectady........................................ +  3 + 1 0 0

Central New York State..................... -  4 +  5 0
Mohawk River Valley...................... -  1 +  6 -  2

Utica................................................. +  5 +  6 +  1
Syracuse............................................... -  5 +  4 +  2

Northern New York State.................. - 1 1 +  1 0 —
Southern New York State................... 0 +  8 -  2

Binghamton........................................ +  4 + 1 1 0
Elmira.................................................. -  6 +  6 +  1

Western New York State.................... +  1 +  9 -  3
Buffalo................................................. +  4 +  9 -  9
Niagara Falls...................................... +  4 +  6 - 1 3
Rochester............................................ -  3 +  9 +13

Apparel stores (chiefly New York City). -  5 -  1 -  3

r Revised.

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 

(1935-39 averages 100 per cent)

1948 1949

Item Jan. Nov. Dec. Jan.

Sales (average daily), unadjusted................ 193r 298 414 194
Sales (average daily), seasonally adjusted*. 241 229 247 243

Stocks, unadjusted.......................................... 205 278 215 2 0 1
Stocks, seasonally adjusted............................. 233 242 236 228

r rujvistju.
* Seasonal adjustment factors for 1942-48 revised; available upon request from 

Research Department, Domestic Research Division.

February was the second of the past four months in which 
daily average sales showed a year-to-year decline.

It is doubtful that the buying restraint of this past 
February, as compared with the same month a year ago, has 
been due to the circumstance that Easter is farther away this 
year. Sales in the pre-Easter season of 1948 were particularly 
disappointing, but rose substantially after Easter Sunday, 
partly because of exceptional promotional efforts and clearance 
sales. The trend of department store sales in this District has 
been downward ever since the post-Easter expansion of sales in 
May and June of 1948. In those two months, the seasonally 
adjusted daily rate of sales had risen to 262 per cent of the
1935-39 average. By January of this year, however, this bank’s 
index had fallen to 243 per cent and it is expected to be at 
least 15 points lower for February.

The stores cut their stocks at the end of the fiscal year 
(January 31) more than usual. Trade sources reported, how
ever, that markdowns on merchandise left over from the 
Christmas season were not greater than in the year before. It is 
therefore likely that the reduction in stocks came primarily 
from the tightening up in store buying policy discussed in last 
month’s Review. In January the value of net merchandise 
receipts was about 15 per cent less than a year previous. 
Orders outstanding at the end of that month showed a 
substantial seasonal increase over the end of December, but 
were more than one-third below the level for the same date 
in 1948.

Indexes of Business

Index
1948 1949

Jan. Nov. Dec. Jan.

Industrial production*, 1935-39 =  100........
(Board of Governors, Federal Reserve 
System)

193 195 192 191p

Electric power output*, 1935-39 = 100........
(Federal Reserve Bank of New York)

244r 255 257 262p

Ton-miles of railway freight*, 1935-39 =  100 
( Federal Reserve Bank of New York)

192 192 186p

Sales of all retail stores*, 1935-39 =  100........
( Department of Commerce)

Factory employment

325r 334 344 329p

United States, 1939 = 1 0 0 ...........................
(Bureau of Labor Statistics)

161 162 159 155p

New York State, 1935-39 =  100................
(N . Y . S. Div. of Place, and Unemp. Ins.) 

Factory payrolls

131 125 124 1 2 0 p

United States, 1939 =  100.............................
(Bureau of Labor Statistics)

359 379 378p

New York State, 1935-39 =  100................
(N . Y. S. Div. of Place, and Unemp. Ins.)

302 301 298 288p

Personal income*, 1935-39 =  100..................
(Department of Commerce)

Composite index of wages and salaries*J,

304r 321 322p

(Federal Reserve Bank of New York)
184r 195 196p

Consumers’ prices, 1935-39 =  100.................
(Bureau of Labor Statistics)

Velocity of demand deposits*#, 1935-39 =  100 
(Federal Reserve Bank of New York)

169 172 171 171

New York C ity.............................................. 88 1 0 1 95 99
Outside New York C ity .............................. 86 93 87 89

* Adjusted for seasonal variation. p Preliminary. r Revised.
X A monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.

# Seasonal adjustment factors for 1942-48 revised; available upon request from 
Research Department, Financial Statistics Division.
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INDUSTRIAL PRODUCTION

1941 1942 1943 1944 1945 1946 1947 1948

Federal Reserve index. Monthly figures; latest 
figure shown is for January.

EMPLOYMENT IN NONAGRICULTURAL ESTABLISHMENTS

1942 1944 1946 1948 1942 1944 1946 1948

bureau of Labor Statistics* estimates adjusted for 
seasonal variation by Federal Reserve. Proprietors 

and domestic servants are excluded. Midmonth 
figures; latest shown are for January.

CONSTRUCTION CONTRACTS AWARDED

W. Dodge Corporation data for 37 Eastern States. 
Other includes nonresidential buildings and public 

works and utilities. Monthly figures; latest 
shown are for January.

CONSUMERS’ PRICES

1941 1942 1943 1944 1945 1946 1947 1948

ureau of Labor Statistics* indexes. “All items’* 
ncludes housefurnishings, fuel, and miscellane
ous groups not shown separately. Midmonth 

figures; latest shown are for January.

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, February 26, 1949)

TNDUSTRIAL production showed little change in January, continuing somewhat below the peak 
«*• of last October and November. Employment in manufacturing showed a marked decline. 
Value of department store sales showed a larger decline than usual in January and the first three 
weeks of February. Prices of agricultural commodities decreased further but recovered part of 
their declines in mid-February. Prices of some industrial products were reduced further.

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 191 per cent of the 
1935-39 average in January, as compared with 192 in December, 195 in November, and 193 in 
January 1948. Activity in durable manufacturing industries decreased slightly in January, while non
durable goods production was somewhat above the December rate. Output of minerals declined
3 per cent.

Steel production rose 2 per cent in January to capacity levels and was at the highest rate on 
record. Activity in the automobile industry also expanded, reflecting mainly increased production 
of trucks and of parts for new model passenger cars. Output in the steel and automobile indus
tries has been maintained at the advanced January rate in February. Activity in machinery 
industries decreased about 4 per cent in January, reflecting reductions in industrial equipment as 
well as household appliance lines. Lumber production showed a substantial decline, in part be
cause of unfavorable weather conditions in the Northwest, and activity in the furniture industry 
declined 6 per cent. Output of most other durable goods was maintained at about the December 
level.

According to preliminary indications, output of nondurable goods showed a slight increase 
in January. Activity at cotton textile, paper, and paperboard mills was above the reduced 
December rate. Newsprint consumption showed less than the usual seasonal decline. Activity in 
the petroleum refining, chemicals, and rubber products industries, on the other hand, was reduced 
somewhat. Output of manufactured food products showed the usual large seasonal decline.

Crude petroleum production declined 3^2 per cent in January and was curtailed further in 
the early part of February, as stocks of crude and refined products continued to rise. Anthracite 
production was curtailed sharply in the latter part of January and early February, mainly because 
of unusually mild winter weather in the East. Output of bituminous coal and of metals was main
tained in January at the reduced level of the preceding month.

Em p l o y m e n t

Employment in nonagricultural establishments showed more than the usual large seasonal 
decline in January and was 250,000 less than in January 1948, reflecting mainly reduced employ
ment in most manufacturing industries. The number of persons unemployed increased by 700,000 
in January and was substantially above the level of a year ago.

Co n s t r u c t io n

Value of construction contract awards, according to reports of the F. W. Dodge Corporation, 
dropped sharply in January, with marked declines in most classes of construction. The number 
of new dwelling units started in January, as estimated by the Bureau of Labor Statistics, was 
50,000 units as compared with 56,000 in December and 53,000 in January 1948.

D is t r ib u t io n

Value of merchandise sold at department stores, despite a large number of special sales, showed 
more than the usual seasonal decline in January. The Board’s adjusted index was 290 per cent 
of the 1935-39 average, as compared with 309 in December and 286 in January 1948. Sales during 
the first three weeks of February were 4 per cent smaller than in the corresponding period 
last year.

Carloadings of railroad freight generally declined further in January and the early part of 
February and were about 10 per cent below a year ago. Declines in rail freight from the levels of a 
year ago have resulted in part from diversion of shipments to other forms of transportation.

Co m m o d it y  Prices

Following marked /declines in January, prices of farm products and foods dropped further 
in the early part of February but in mid-February returned to the levels prevailing at the 
beginning of the month. Prices of some industrial commodities including scrap metals, alcohol, 
and rayon and petroleum products, were reduced further in February, while prices of most 
other industrial items continued to show little change.

Retail food prices continued to decline from mid-January to mid-February, reflecting mainly 
further sharp decreases in meat prices. In the latter part of February wholesale prices of meats 
showed some advance from the earlier low points which were one-fourth below the record levels 
prevailing last summer.

Ba n k  Cr e d it

Seasonally large Treasury tax receipts increased Treasury deposits at the Reserve Banks in 
the latter part of January and the first half of February. This reduced deposits and reserves of 
commercial banks, and banks sold short-term Government securities and drew down their excess 
reserves. Reserve Bank holdings of Government securities increased as purchases of short-term 
securities exceeded further sales of bonds.

Business loans at banks in leading cities declined somewhat during the last half of January 
and the first half of February. Holdings of Government securities were reduced, reflecting sales of 
short-term securities. Banks outside New York City increased considerably their portfolios of 
Treasury bonds.
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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  OF N E W  Y O R K

V o lu m e  31 A P R I L  1 9 4 9  No. 4

MONEY MARKET IN MARCH
Member bank reserve positions were subject to increasing 

pressure in March, but borrowings from and sales of Govern
ment securities to the Federal Reserve Banks were a ready off
set. During the first half of the month the member banks 
tended to lose reserves as nonbank investors purchased Treas
ury bonds and other Government securities from the Reserve 
Banks (through the market). These transactions were suffi
ciently large to offset a considerable part of the gains in 
reserves which came to the banks as a result of Treasury dis
bursements in excess of receipts. The pressure on bank reserves 
from security operations was felt most by the central reserve 
city banks in New York City and Chicago. Banks in other 
parts of the country were able, for the most part, to retain the 
increases in reserves gained from Government disbursements. 
In the second half of the month, pressure on the money market 
increased markedly. All of the banks were subject to this 
pressure as income tax collections rose sharply after the March
15 deadline. Consequently, the banks were in need of sub
stantial amounts of Federal Reserve credit.

Although the Treasury’s net receipts, during the first quarter 
of the year, have absorbed large amounts of funds from the 
money market, the drain on member bank reserves resulting 
from such transactions was much smaller than in the corre
sponding quarter of 1948. In the early months of last year, 
however, conditions in the Government security market were 
such that the Reserve Banks were large buyers of Treasury 
bonds (although they were sellers of short-term Treasury 
securities). This year conditions in the Government security 
market had so changed that the Reserve Banks were steady 
sellers of Treasury bonds; their assistance to the money market 
took the form of advances to banks secured by Government 
obligations and substantial purchases of short-term Govern
ment securities.

Treasury transactions during the past month included cash 
tax receipts amounting to approximately 4 billion dollars, the 
cash redemption of 1.1 billion dollars of maturing Treasury 
bills and certificates, withdrawals of 923 million dollars from

War Loan accounts in depositary banks (concentrated in the 
first half of the month), and payment of 400 million dollars 
of interest on the public debt due on March 15. Because the 
bulk of taxes were not received until the second half of the 
month, Treasury disbursements in the first half were consider
ably higher than income, and thus tended to provide the mem
ber banks with additional reserves. The margin of Govern
ment disbursements over receipts was particularly wide in the 
last days of February and the first days of March. At that time 
money market conditions were especially easy, and immedi
ately available "Federal funds” were quoted as low as Vs of
1 per cent, even though the Treasury redeemed, on March 1, 
400 million dollars of a maturing issue of certificates of 
indebtedness held by the Reserve Banks, and withdrew more 
than that amount from War Loan accounts in depositary banks.

During the next two weeks, ended March 16, Government 
spending continued to exceed receipts, although the margin 
narrowed considerably. Other transactions contributed to the 
additions to member bank reserves. However, institutional 
investors, trust funds, and other nonbank investors were still 
purchasing long-term Treasury bonds (which were sold to the 
market by the Federal Reserve Banks) on a sizable scale, and 
industrial corporations and other nonbank investors were 
acquiring a considerable volume of Treasury bills (both direct 
from the Treasury on subscription and, through the market, 
from the Reserve Banks), thus offsetting a large part of the
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gain in member bank reserves. Many of the purchases of 
Treasury bonds by institutional investors were offset by sales 
of shorter-term "bank-eligible” Government securities, but the 
greater part of the latter was absorbed by banks, dealers, and 
others, and relatively few were sold to the Reserve Banks in 
this period. Some part of the accumulation of short-term 
securities by nonbank investors was temporary, representing 
increases in dealers’ holdings, as reflected in a 281 million dol
lar rise in Government security dealer borrowings from the 
New York City weekly reporting banks in the week ended 
March 16.

The Government security operations of nonbank investors 
had their principal effect on the deposit and reserve positions 
of the New York City and Chicago banks, which were com
pelled to sell substantial amounts of Government securities in 
the market and to borrow from the Reserve Banks, and from 
other banks that had excess reserves. The rate on Federal 
funds consequently rose to 1 7 /16  per cent, just short of the 
Federal Reserve Banks’ discount rate. While excess reserves of 
the central reserve city banks rose moderately in the two weeks 
ended March 16, the increase reflected principally the need for 
temporary acquisition of excess reserves to overcome prior 
deficiencies in their reserves. Banks outside the two central 
reserve cities were able to retain their net gains of funds from 
Treasury operations and from other sources. They used these 
funds partly to reduce their borrowings; but they also added 
considerably to their holdings of Government securities and 
increased their excess reserves. Over the two-week period, 
Federal Reserve System loans and discounts rose 188 million 
dollars, while holdings of Treasury bonds and bills fell 280 
and 107 million dollars, respectively, and certificate holdings 
increased 55 million. Excess reserves of all member banks rose 
280 million, of which the central reserve city banks accounted 
for 130 million.

In the second half of the month the money market felt the 
full impact of Federal income tax payments by both individuals 
and corporations. These included final payments of taxes on
1948 personal incomes as well as first quarter payments on
1949 personal incomes and first quarter payments on 1948 cor
porate incomes. The tax receipts enabled the Treasury to sus
pend withdrawals from War Loan accounts in depositary banks 
and to retire substantial amounts of Treasury bills. Despite the 
bill redemptions and other disbursements, Treasury deposits 
with the commercial banks and the Federal Reserve Banks 
rose by about 400 million and 1.1 billion dollars respec
tively, between March 16 and 30.

Tax receipts overshadowed all other transactions in the 
money market during the second half of the month and placed 
the reserve positions of the member banks under severe pres
sure. To offset this pressure the Federal Reserve Banks were 
ready lenders of funds and ready purchasers of substantial 
amounts of short-term securities. Redemptions of Treasury

bills were also timed to return to the money market some of 
the funds taken from it through tax collections. Part of the 
redeemed bills were held by the Reserve Banks, but these bills 
were replaced by Reserve Bank purchases of bills in the market.

The pressure on the reserve positions of the New York City 
banks was further increased by large-scale transfers of com
mercial funds to other parts of the country, as corporations 
and others paid taxes in the interior with New York funds, and 
as correspondent banks made large withdrawals from their 
deposits with the City banks. At the same time there were 
continued large nonbank investor purchases of long-term 
ineligible Treasury bonds and, to a lesser extent, of other 
Government securities, which came out of the portfolio of the 
Federal Reserve Banks, but many purchases involved sales of 
other securities and a series of switching operations, the end 
result of which was offerings of short-term securities to the 
Reserve System.

T r ea su r y  O p e r a t io n s

Although the operations of the Treasury imposed a heavy 
drain on member bank reserves during the past quarter, the 
impact on the money market was much less pronounced than 
in the corresponding months of 1948, as illustrated in the 
accompanying chart. The impact this year, measured in dollar

Impact of Treasury Operations on the Money Market
(Net changes in the major factors cumulated monthly from 

Dec. 31, 1947 and from Dec. 31, 1948)

* Includes funds used to redeem Government securities held by Federal 
Reserve Banks as well as net increase in Treasury deposits in Reserve 
Banks. March 1949 estimated.

# February 1949 preliminary, March 1949 estimated.
Source: U. S. Treasury Department, Board of Governors of the Federal 

Reserve System, and estimates by the Federal Reserve Bank of New York.
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terms by the sum of Treasury cash redemptions of Federal 
Reserve-held Government securities and the increase in the 
Treasury’s deposits with the Federal Reserve Banks, is esti
mated at under one-fourth the burden on bank reserves in the 
first quarter of last year (1.1 billion against 4.8 billion dollars).

The Treasury’s withdrawal of a much smaller volume of 
funds from the money market, this year, was a reflection of 
the change in its cash position, as determined chiefly by the 
reduction in personal income tax rates voted by Congress in
1948, and by increased disbursements for defense, foreign aid, 
and other purposes. Cash operating income of the Treasury 
in the first three months of 1949, amounting to roughly 13 
billion dollars, was l lA  to 2 billion dollars less than in the 
same period last year, while the cash operating outgo in the 
first quarter of 1949, at 10 billion dollars, was 1 to 1 Vi billion 
larger than in the corresponding quarter of 1948. Thus, the 
net cash operating income was about 3 billion dollars, or 
about half that of the first quarter of 1948. And, instead of 
a large surplus of income over expenditures (as in 1948), 
the Treasury can now look forward only to an approximate 
balance between cash income and outgo for the calendar year
1949 as a whole.

Out of its smaller net receipts during the first quarter of
1949, the Treasury built up its accounts in depositary commer
cial banks by about 1 billion dollars, approximately the same 
amount as in the first quarter of 1948. In proportion to net 
income, the funds available for debt retirement in the first 
quarter of this year were considerably smaller than a year ago. 
Net cash repayment of debt in the first three months of 1949 
was 13A  billion dollars, or 42 per cent of the amount (4.2 bil
lion) retired in the first quarter of 1948. In retiring public 
debt, a portion of the Treasury’s net receipts was returned to 
the money market, inasmuch as 1.1 billion dollars of the re
deemed securities were held by the public ( including the com
mercial banks). About 600 million dollars of the net flow of 
taxes to the Treasury was used in the cash retirement of Gov
ernment obligations held by the Reserve Banks and conse
quently was not returned to the money market. However, 
repayment of Federal Reserve-owned debt during the past 
quarter was 3.1 billion dollars less than in January-March of 
last year. Likewise the absorption of bank reserves resulting 
from an increase in the Treasury’s balances with the Reserve 
Banks was much smaller— 550 million dollars in the first 
quarter of 1949 compared with 1.1 billion in the first quarter 
of 1948.

BANKING DEVELOPMENTS 
IN THE SECOND DISTRICT

The Bank Relations Department of this bank maintains a 
staff of special representatives who are constantly traveling 
through the Second Federal Reserve District, calling upon the 
banks and discussing with them, among other things, business

and credit conditions in their local areas. The following article 
summarizes some of the information obtained by our Bank 
Relations representatives during the quarter ended February
28, 1949, in the course of their visits to banks in 30 counties—  
20 in New York State, 9 in New Jersey, and one (Fairfield 
County) in Connecticut. This is a field report on the views 
of bankers in certain areas and does not necessarily describe 
conditions throughout the Second District.

There have been only moderate changes in recent months 
in the loan totals of the banks visited. The bankers stated that 
there was a steady demand for most types of credit, but that 
applications were being carefully screened, with the result that 
the number of applications rejected was running well in excess 
of the number approved. There was a somewhat diminished 
activity in consumer credit loans early in the year. This was 
attributed to the restrictions imposed under Regulation W  
and to anticipation on the part of the public that prices would 
decline.

The demand for mortgage loans has declined somewhat 
since the turn of the year because of the seasonal slackening 
in home building construction. Mortgage loan accounts, how
ever, have held close to the high levels prevailing at the year 
end and in some banks new loans have equaled or exceeded 
amortization and satisfaction payments. Most banks now 
require the borrower, as a condition of favorable consideration 
of his application, to make a substantial down payment on the 
property purchased, whether or not the loan is to be Govern
ment insured. Prospects for an increased demand for mortgage 
financing in the coming months are considered good.

The bankers interviewed by our representatives reported 
that loan collections had not so far presented any serious prob
lem, but that they were having to devote more time to servicing 
their loans in order to keep the size and number of delinquen
cies down to a minimum.

Investment accounts of the banks visited have been relatively 
inactive during the past few months and short and medium- 
term U. S. Government issues still make up the bulk of their 
securities portfolios.

Deposits in the three-month period ended February 28 
showed mixed trends but moved in a narrow range and the 
slight changes up or down applied in many instances to only 
one class of deposits, demand or -time. In sections where com
mercial banks were in competition with savings institutions 
paying a higher rate of interest, some loss of time deposits was 
reported. The trend of deposits in the savings institutions in 
the same areas has continued steadily upward in recent months, 
although not so rapidly as previously. Concern was expressed 
by some bankers whose time deposits have been adversely 
affected by the transfer of some of this business to savings 
institutions offering a higher rate of interest, usually IV2 or
2 per cent, as compared with rates of Vz or 1 per cent paid
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by the commercial banks. The drift of time deposits from com
mercial banks, however, has not yet caused serious considera
tion to be given by most banks to an increase in the rates cur
rently paid. On the other hand, there is a decided trend toward 
a 2 per cent rate among those savings institutions which have 
been paying a lower rate.

CANADA’S IMPROVED EXCHANGE POSITION

Canada’s international economic position, which a year or 
so ago was regarded with serious concern,1 has markedly im
proved as a result of two major developments since November
1947, when the drain on Canada’s gold and United States 
dollar reserves assumed dangerous proportions. The first of 
these two developments was the restoration by Canada of 
various direct controls; the second was the commencement of 
ECA offshore purchases.

Immediately after the war, the Canadian Government had 
rescinded most of its direct controls over foreign trade. When, 
however, the foreign exchange crisis developed in the autumn 
of 1947, Canada restored certain price controls and adopted a 
series of emergency measures to curb imports from the United 
States and stimulate exports to hard currency countries. These 
steps achieved prompt and important results. Not only did 
Canada’s imports from the United States decline by 8 per cent 
from 1,951 million (Canadian) dollars in 1947 to 1,797 mil
lion in 1948, but— more important and striking— Canada’s 
exports to the United States increased by 42 per cent from 
1,061 million dollars to 1,508 million. As a consequence, 
Canada’s U. S. dollar deficit on trade account dropped sharply, 
from 890 million dollars in 1947 to 289 million in 1948. The 
position with respect to invisible balance-of-payments items 
also improved, with the result that Canada’s total current-

1 For an analysis of Canada's difficult U. S. dollar position at that 
time, see "Canada’s International Economic Position” in the April 1948 
number of this Review.

account deficit with the United States fell by 65 per cent, from 
1,135 million dollars in 1947 to 401 million in 1948.

The 1948 deficit with the United States was more than 
offset by a surplus of 854 million with the rest of the world. 
Indeed, the favorable balance of 453 million dollars with the 
world as a whole was the largest ever achieved by Canada in a 
peacetime year. Under conditions of full exchange converti
bility Canada would therefore now have few grounds for worry.

Under the circumstances that prevailed prior to the enact
ment of the European Recovery Program, however, the bulk of 
the nondollar foreign exchange receipts of Canada could not 
be converted into the required United States dollars, and the 
export surplus therefore could be used in only relatively small 
part to cover the deficit with the United States. Consequently, 
instead of building up gold and United States dollar balances, 
Canada was losing its hard currency reserves at the same time 
that it was augmenting its claims on soft currency countries.

It was in regard to this triangular trade problem that the 
ECA "offshore” purchases supplied the decisive remedy. By 
providing the European participants in the ERP with United 
States dollars for offshore purchases, the Economic Cooperation 
Administration enabled them to pay for their imports from 
Canada with United States dollars to the extent of 454 million 
dollars.2 The rest of the Canadian trade surplus in 1948 was 
financed by Canadian credits (although on a much smaller 
scale than in 1947) and, to a relatively minor extent, by the 
gold or foreign exchange reserves of the deficit countries. The 
accompanying table shows how Canada s deficit with the United 
States and its surplus with other countries were financed in
1947 and 1948.

Primarily as a result of the reimposition of direct controls 
and the ECA offshore purchases, Canada was able not merely 
to halt the decline of its gold and United States dollar reserves

2 According to the Seventh Report for the Public Advisory Board 
of the ECA.

Canada’s International Transactions 
(In millions of Canadian dollars)

All countries United States
United Kingdom 
and sterling area Other ERP countries* Other countries

1947 1948 1947 1948 1947 1948 1947 1948 1947 1948

Current account balance of payments, including 
relief.......................................................................... 85 472 -1 ,1 3 5 -4 0 1 874 617 281 242 65 14

Financed by:
Official contributions of Canadian Government 38 19 — __ __ _ 7 13 31 6

Net postwar loans of Canadian Governm ent... 563 126 - — 423 52 116 51 24 23

Other capital m ovements!................................... 227 -1 6 9 246 -1 2 7 -  54 -  32 44 2 -  9 - 1 2

Receipts of convertible exchange....................... — -  638 -7 7 0 505 597 114 176 19 -  3

Change in official reserves................................... -7 4 3 +496 -  743 +496 — — — _ _ —

* Austria, Belgium-Luxembourg, Denmark, France, Greece, Italy, Netherlands, Norway, Portugal, Sweden, Switzerland, Trieste, Turkey, the Western German Zones, 
and the dependent overseas territories of certain of these countries, 

t  Including balancing item of errors and omissions.
Note: 1948 figures are provisional.
Source: Dominion Bureau of Statistics; The Canadian Balance o f International Paym ents: Preliminary Statement 1947 and Preliminary Statement 1948.
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but actually to increase them from 502 million dollars on 
December 31, 1947 to 998 million a year later.3

It would thus appear that Canada has overcome, for the 
time being at least, its balance-of-payments difficulties. The 
Canadian Government has, in fact, already reoriented its policy 
in the direction of "normalcy” by relaxing many import re
strictions. Since, however, the structure of Canadas foreign 
trade is essentially the same as before the war and during the 
first postwar years, it is all the more evident that the strengthen
ing of the balance-of-payments position has been due not to 
any basic realignment of the country’s international accounts, 
but primarily to transient emergency measures. Even the re
imposed direct controls, effective though they were, could not 
by themselves solve the problem; in the absence of the dollar 
receipts from ECA offshore purchases and the 150 million 
dollar loan from the United States, Canada’s gold and United 
States dollar reserves would actually have declined during 1948 
by about 100 million dollars. Cessation of ECA offshore pur
chases in Canada would confront Canada once more with 
difficulties almost as complex as those which it faced toward 
the end of 1947.

While a complete suspension of offshore purchases by ECA 
in the near future is most unlikely, an early curtailment of 
such purchases is quite possible. So far as industrial finished 
products and raw materials are concerned, much will depend 
on business conditions in the United States. Should United 
States supplies significantly exceed domestic demand and cur
rent exports, the ECA may feel compelled to direct all ERP 
dollars for these products to United States producers, thus in
creasing this country’s exports at the expense of Canada and 
other ERP supply sources. With respect to foodstuffs, the 
prospects are even more uncertain. It will be recalled that 
the Economic Cooperation Act contains an explicit injunction 
that if any agricultural commodity is declared surplus in the 
United States, appropriations for the European Recovery 
Program may not be used for purchases of that commodity 
outside the United States. Should the present favorable 
prospects for the 1949 wheat crop in the United States material
ize and wheat be declared surplus, the effect obviously would 
be detrimental to the Canadian dollar position, since over one 
half of the dollars that accrued to Canada in 1948 under the 
offshore purchases program were spent on Canadian bread 
grains.

It is probable that a way will be found to meet this particular 
problem if it should actually arise, but the long-run outlook 
for the Canadian balance of payments remains somewhat 
obscure. That outlook depends essentially on the international 
economic position of the United Kingdom. Clearly, if sterling 
were made fully convertible, Canada would no longer face

3 This 496 million dollar increase includes 150 million dollars 
borrowed in the United States in 1948.

any foreign exchange difficulties, since the balance-of-payments 
surplus with the United Kingdom would suffice to cover the 
deficit with the United States. It is far from certain, however, 
that dollar convertibility of sterling can be counted on within 
the next few years.

SURVEY OF OWNERSHIP OF BUSINESS 
AND PERSONAL DEMAND DEPOSITS

The distribution by ownership groups of the demand de
posits of individuals, partnerships, and corporations (except 
banks) held by all commercial banks in the Second Federal 
Reserve District was resurveyed as of January 1949, as part 
of the annual study conducted nationally by the Federal 
Reserve System. Based upon reports from 120 member banks 
in the Second District that analyzed their larger accounts, the 
total volume of business and personal demand deposits as of 
January 1949 is estimated at 20.8 billion dollars, a decrease of 
0.9 billion dollars, or 4.3 per cent, since January 1948. The 
past year’s decline, which is the first annual drop to occur since
1936-37, erased almost half of the postwar rise in business 
and personal demand deposits. It left the January 1949 level
1.0 billion dollars, or 5.1 per cent, higher than the level of 
July 1945, which roughly coincides with the end of the war.

The cause of the decline in deposits during the year ended 
January 1949 was the utilization by the Treasury of its cash 
surplus to retire Government debt held by the banking system. 
Specifically, the excess of Treasury collections from depositors 
(in payment of taxes and for purchases of nonmarketable 
securities), over the return flow of funds to depositors through 
normal Treasury expenditures, was used chiefly to redeem 
Government securities owned by the Reserve Banks and the 
commercial banks, and was thus permanently removed from 
the outstanding money supply. The effect of this Treasury 
policy upon deposits was counterbalanced, to a great extent, 
by deposit increases arising from commercial bank loans to 
businesses and individuals, nonbank sales of marketable Gov
ernment securities to the Reserve System, and the continued 
inflow of gold from abroad. In 1946 and 1947 these commer
cial bank loans and the inflow of gold from abroad had been 
large enough in conjunction with lesser Treasury cash sur
pluses to cause the deposit balances to increase.

As can readily be seen in the accompanying table, all of the 
various classes of depositors showed declines in balances be
tween January 1948 and January 1949, except for trust funds 
of banks, which rose moderately. The largest percentage de
cline (12.0 per cent) was in the deposits of insurance com
panies, and this decline occurred despite large additions to the 
deposits of such concerns from sales of Government securi
ties during the year. Business and personal demand deposits 
of foreigners also were drawn down substantially (8.4 per 
cent), probably as a partial reflection of the continued need
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Estimated Ownership of Demand Deposits of Individuals, Partnerships, 
and Corporations in All Commercial Banks in the 

Second Federal Reserve District 
(Dollar amounts in millions)

Type of owner
Dollar 

balance 
Jan .1949

January 1948 to 
January 1949

July 1945 to 
January 1949

Dollar
change

Per cent 
change

Dollar
change

Per cent 
change

Manufacturing and mining.........
Public utilities, transportation,

and communications................
Retail and wholesale trade and

dealers in commodities............
All other nonfinancial business, 

including construction and ser
vices .............................................

Total nonfinancial............

Insurance companies....................
Trust funds of banks...................
All other financial business*... .

Total financial...................

Nonprofit organizations...............
Personal (including farmers). . . .  
Foreign accounts...........................

6,425

1,345

3,245

1,316

-3 0 0

-  79 

-1 1 3

-  38

-  4 .5

-  5 .5

-  3.4

-  2 . 8

-  887

-  125 

+  625

+  280

- 1 2 . 1

-  8 .5  

+ 23 .9

+ 27 .0

12,331 -5 3 0 -  4 .1 -  107 -  0 .9

1,034
552

1,471

-1 4 1  
4- 39 
-  32

- 1 2 . 0  
+  7.6  
-  2 . 1

+  2 2 1  
-  56 
+  267

+ 27 .2  
-  8 . 2  
+ 2 2 . 2

3,057 -1 3 4 -  4 .2 +  432 +  16.5

574
4,171

623

-  16 
- 2 0 1  
-  57

-  2 .7
-  4 .6
-  8 .4

+  138 
- f  647 
-  98

+ 31 .7
+ 18 .4
-1 3 .6

Total demand deposits of indi
vidua ls , partnersh ips, and 
corporations................................ 20,756 -9 3 8 -  4 .3 + 1 , 0 1 2 +  5.1

* Includes investment, finance, real estate concerns, insurance agencies, etc.

by foreigners for dollar balances to make payments against 
their excess of imports from the United States. All other 
deposit groups showed declines ranging from 2.1 per cent 
in the case of financial concerns other than insurance com
panies and trust funds of banks, to 5.5 per cent in the case of 
balances owned by public utilities. The latter, because of their 
current expansion of facilities, are apparently finding it neces
sary to draw to some extent upon available cash resources, in 
addition to using a record volume of funds from the capital 
markets.

The smallest banks in the District— both those with total 
deposits of less than one million dollars, and those with de
posits between 1 and 10 million dollars— had small over-all 
deposit increases, amounting to 0.8 per cent and 3.0 per cent, 
respectively. The larger size groups of banks, on the other 
hand, all sustained deposit declines. The decline amounted to
5.3 per cent in the group of banks with deposits of 10 to 100 
million dollars, to 7.4 per cent in the 100 to 500 million group, 
and to 4.7 per cent in the banks with deposits in excess of 
500 million. The deposit gains in the smaller banks reflect the 
proportionately greater growth in the loans of those banks 
than in the loans of the larger banks of this District. In the 
two smallest groups of banks, deposits of retail and wholesale 
trade, nonprofit institutions, and insurance firms continued 
to increase, whereas in the larger banks such accounts declined. 
Personal accounts of farmers showed declines in the banks 
having deposits of less than 1 million dollars, but rose in the 
banks with total deposits of 1 to 10 million dollars. Personal 
accounts other than those of farmers declined in all groups 
of banks, but to a lesser extent in the smaller banks.

Estimated Ownership of Business and Personal Demand 
Deposits at All Commercial Banks in the Second 

Federal Reserve District*

* Figures are semiannual from July 1943 to February 1947 and annual as 
of each January thereafter.

The accompanying chart shows the fluctuations in deposit 
balances of the various ownership groups since the surveys 
were first undertaken in July 1943. It is noteworthy that the 
two types of accounts (personal accounts, and wholesale and 
retail trade accounts) in which two thirds of the war and post
war increases in deposits accumulated have turned downward. 
In the year ended January 1949, personal accounts definitely 
reversed their persistent rise and the accounts of wholesale and 
retail trade experienced their first year-to-year decline. Of 
interest also is the fact that balances of manufacturing and 
mining concerns, public utilities, and foreign accounts are 
lower today than when the series began. In the manufacturing, 
mining, and public utility accounts, balances are generally con
fined to their function as a necessary part of working capital. 
Consequently, except for increases to meet the needs of a rising 
price level, accumulations occur only when the conversion of 
income to plant, equipment, inventories, or temporary invest
ments is slowed down or interrupted. Reductions in these bal
ances, on the other hand, may reflect temporary withdrawals 
from working capital or an economy in the holding of deposit 
balances, stimulated by higher interest rates or greater 
efficiency.
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Net profits after all charges but before dividend payments 
averaged 7.0 per cent of total capital accounts in 1948 for all 
member banks in the Second Federal Reserve District com
pared with 8.1 per cent in 1947 and the all-time peak of 11.6 
per cent in the closing year of the war.1 The reduction in 1948 
net profits resulted entirely from charges against earnings for 
the creation or enlargement of reserves for bad debt losses on 
loans, as permitted by a Treasury ruling in December 1947. 
While the initial effect of accumulating such reserves is to 
reduce net profits, their use over a period of years will tend 
to smooth out the cyclical fluctuations arising from loan losses, 
by raising the level of net profits in lean years and lowering 
it in prosperous times.

Analysis of the reports for individual member banks shows 
that 434 banks, or 56 per cent of all member banks in the 
District, had set up reserves for bad debt losses on loans at 
the end of 1948. On the average (for all member banks), 
transfers to reserves for bad debt losses on loans in 1948 were
4.5 per cent of total earnings, recoveries and transfers from 
other valuation reserves on loans were 0.3 per cent of total

1 These rates of return, as well as the other ratios in the accompany
ing table, are arithmetical averages of ratios for individual banks. 
They are part of a more detailed analysis (Circular No. 3427 entitled, 
"Operating Ratios of Member Banks in the Second Federal Reserve 
District” ), which is available upon request from the Research Depart
ment, Financial Statistics Division.

MEMBER BANK EARNINGS IN 1948

Selected Average Operating Ratios of All Member Banks 
Second Federal Reserve District

1941 1945 1947 1948

Number of banks.............................................. 772 805 792 779

Percentage of total capital accounts
Net current earnings before income taxes . 7.1 9 .4 10.9 1 1 . 2
Profits before income taxes........................ t 14.0 11.4 9 .3*
Net profits...................................................... 5 .5 1 1 . 6 8 . 1 7.0*
Cash dividends declared.............................. 1.9 2 . 1 2 . 2 2 . 2

Percentage of total earnings
49.2 40.5Interest on U. S. Government securities. . 1 31.1 34.5

Interest and dividends on other securities. 8 . 0 6 . 6 6.5
Earnings on loans......................................... 52.7 28.8 40.3 46.0
Service charges on deposit accounts........ 7 .2 6 .4 6 . 1 6 . 6
Other current earnings................................ 9 .0 7 .6 6 .5 6.4

Total earnings................................... 1 0 0 . 0 1 0 0 . 0 1 0 0 . 0 1 0 0 . 0

Salaries and wages........................................ 30.5 28.4 29.2 30.0
Interest on time deposits............................ 16.2 16.4 15.8 14.7
Other current expenses................................ 24.2 24.8 23.6 23.9

Total expenses.................................. 70.9 69.6 6 8 . 6 6 8 . 6
Net current earnings before income taxes. 29.1 30.4 31.4 31.4

Net recoveries and profits (or losses —) . .. -  5.1 15.5 1 . 8 -  4 .6*
Taxes on net income.................................... 3 .5 7.8 9 .4 6.5*

Net profits.......................................... 20.5 38.1 23.8 20.3*

Percentage of total assets
U. S. Government securities......................
Other securities.............................................
Loans.............................................................
Cash assets.....................................................

Total earnings...............................................

}36.5
33.0
27.2

3.3

61.3 
6 . 1

13.0
18.4

2.09

53.2
6.7

2 1 . 1
17.9

2.46

47.6 
7.6

25.7 
18.1

2 . 6 6

t  Not available.
* These ratios were affected in 1948 by transfers to reserves for bad debt losses 

on loans.

earnings, and actually realized loan losses were only 0.6 per 
cent. Relative to total outstanding loans, actually realized loan 
losses represented only a negligible fraction, while reserves 
for bad debt losses accumulated through December 31, 1948, 
averaged 0.9 per cent of outstanding loans, and other valuation 
reserves against loan losses accounted for an additional 0.4 
per cent. The analysis of individual banks by size indicated 
that the proportionate number of banks setting up reserves 
for bad debt losses on loans increased with the size of the 
banks, probably because of the greater risk of loss accompany
ing a larger loan portfolio. An additional factor which appears 
to have entered into the decision whether or not to set up bad 
debt reserves, especially in the smaller banks of the District, 
was the ratio of the loan portfolio to total assets. Banks with 
a small ratio of loans to total assets were less apt to set up 
bad debt reserves than were banks with a larger ratio.

The dollar volume of total (gross) earnings increased to 
record levels in 1948. The ratio of total earnings to total assets 
rose to 2.66 per cent from 2.46 per cent in 1947, but remained 
substantially below the 3.3 per cent return achieved in 1941. 
The rise over 1947 reflected the increased volume of loans, 
which for most banks are high income assets, and the reduced 
holdings of lower income-producing United States Govern
ment securities. Generally, the smaller banks recorded the 
widest gains in total earnings during 1948, because their loans 
expanded more, proportionately, than the loans of the larger 
banks. The divergence in trend between loans and Govern
ment security holdings has been in progress since the close 
of the war but the ratio of loans to total assets still remains 
about one-seventh lower than in 1941. Although actual loan 
volumes and loan incomes were at all-time record levels in
1948, they did not completely reattain the prewar relationship 
to other bank assets and income, owing to the vast wartime 
expansion in total assets. Service charges on deposit accounts 
rose from 6.1 per cent of total earnings in 1947 to 6.6 per cent 
in 1948. Despite the almost continuous yearly rise in the 
dollar volume of such charges during the past decade, they were 
still slightly less in 1948 relative to total earnings than they 
had been in 1941.

Among the expense items, the amounts paid for salaries 
and wages increased at most banks and, except at the larger 
New York City banks, rose proportionately more than total 
earnings. For all member banks in the District, salary and 
wage payments increased from 29.2 per cent of total earnings 
in 1947 to 30.0 per cent in 1948, but still represented a 
slightly smaller proportion of total earnings than they did in 
1941. The growth in interest payments on time deposits in
1948 lagged behind the increase in total earnings, and the 
share of total earnings paid out in this form was not only 
moderately less than in 1947 but also less than in either 1941 
or 1945. Largely reflecting the effect of deductions from tax
able income for setting up bad debt reserves on loans, the
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average rate of income tax to total earnings declined by nearly 
one third from 9-4 per cent of total earnings in 1947 to 6.5 
per cent in 1948.

Net current earnings before income taxes showed a slight 
dollar increase over 1947 in about two thirds of the member 
banks in the District. Relative to total earnings, however, 
net current earnings before taxes remained unchanged at 31.4 
per cent, indicating that the average growth in expenses was 
equal to the average growth in total earnings. Relative to 
capital accounts, net current earnings before income taxes 
increased slightly.

Dividend payments were maintained at the conservative 
levels of recent years at most of the member banks of the 
District, and averaged about one third of the amount available 
for distribution. In relation to capital accounts, dividend pay
ments remained unchanged at 2.2 per cent. Retained earnings, 
while substantial, showed a further diminution, and the growth 
in capital accounts was at a lower rate than in any of the 
previous three years.

RETAIL CREDIT SURVEY FOR 1948

The results of a preliminary tabulation of the returns from 
this bank’s annual retail credit survey are shown in an accom
panying table. Over 800 Second District stores with annual 
sales of approximately IV2 billion dollars have so far cooper
ated in this survey, which covers the nine principal types of 
credit-granting stores.

In general, sales of stores in consumers’ durable goods lines 
other than jewelry showed over-all increases in 1948, while 
men’s and womens apparel stores and jewelry stores registered 
declines from 1947. In nearly every type of store, cash sales 
lagged behind credit sales during 1948, hardware stores being 
the sole exception. All types of stores showed gains in instal
ment sales, and in many instances the increases were quite

Changes in Sales and Receivables of Credit-Granting Retail Stores 
in the Second Federal Reserve District, 1947 to 1948*

Percentage change, 1947 to 1948

Retail sales Accounts receivable

Type of credit-granting 
store

Number
of

stores Total Cash
Charge
account

Instal
ment Total

!
Charge
account

Instal
ment

Automobile...................... 129 +17 +  13 +28 +37 +28 +27 a

Household appliance. . . . 108 +  9 +  4 +  5 +17 +40 +  9 +  51
Department...................... 89 +  5 +  1 +  9 +27 +  6 +  5 +  7
Furniture..........................
Automobile tire and

153 +  4 -1 1 +  6 +  9 +22 +  4 +23

accessory ...................... 82 4- 2 -  4 +  2 +35 +24 +  9 +81
Hardware......................... 26 4 - 1 +  4 -  3 +26 +  18 +  18 +  16
Women’s apparel............ 85 -  i — 5 +  3 +  4 +  1 +  1 +  2
Men’s clothing................. 54 -  3 -1 3 +  10 +74 +  7 +  2 +80
Jewelry.............................. 93 -  5 -1 1 -  6 +  1 +  7 0 +10

All types................... 819 +  6 +  2 +  8 +18 +  9| +  41- +16 f

* Sales figures are based on annual totals; accounts receivable on end-of-year data. All data 
are preliminary.

# Figure omitted because of smallness of reporting sample, 
f Unweighted average.

sizable. The data reflect not only the greater availability of 
consumers’ goods, but also the increasing tendency for cus
tomers to resort to credit, in some cases merely for the sake of 
convenience, but more generally because of the pressure of 
high living costs and the drawing down of liquid assets. In two 
major types of outlets, furniture stores and automobile tire and 
accessory shops, the rise in total sales between 1947 and 1948 
was made possible by an increase in credit sales which more 
than offset a decline in cash transactions; furniture stores, in 
particular, showed a drop of 11 per cent in cash sales, a rise 
of 8 per cent in credit sales, and a 4 per cent increase in total 
dollar volume.

Despite the continued increase in the relative importance of 
credit sales during the past two years, however, all of the vari
ous types of stores surveyed, except jewelry, sold proportion
ately more for cash than in 1941. A larger proportion of total 
sales (in comparison with 1941 ratios) was made on instal
ment terms in the women’s apparel, hardware, and jewelry 
stores, but in the major consumers’ durable goods lines, instal
ment sales still had not regained their 1941 proportion of 
total sales.

DEPARTM ENT STORE TRADE

According to preliminary information, March sales of 
Second District department stores this year, measured in dol
lars, appear to have been more than 10 per cent below those 
of March 1948. Seasonally adjusted, they may actually have 
been less in value than in March 1946, and were certainly less 
in physical volume. Only about half of the decline in dollar 
volume compared with March 1948 can be attributed to the 
lateness of Easter this year.

Although sales had also shown some lag in January and 
February, retailers were able during those months to avoid 
inventory accumulations. Seasonally adjusted stocks at the end 
of February, as valued at retail prices, were 5 per cent smaller 
than at the beginning of the year. Outstanding orders changed 
little during February, but were more than one-third below the 
amount reported a year ago.

D e p a r t m e n t  Store  Credit

The rise in the value of total department store sales in this 
District during 1948 reflected almost exclusively an expansion 
of credit sales. Whereas cash sales were about the same as in
1947 (and in 1946 as well), instalment sales were fully one- 
fourth greater than in 1947 and charge account sales were 
about one-tenth greater. Gains for both types of credit sales 
were smaller than in the year before, however, particularly in 
the last quarter of 1948, when retail sales in general were 
slowing down. Instalment sales in the fourth quarter of 1948 
made about one fifth of the year-to-year increase they had 
made during the same quarter a year earlier. The rate of gain
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for charge sales in the same interval was about one-third that 
of a year earlier.

The conspicuous slackening in the rise of instalment sales 
during the fall and winter months of 1948 reflected at first a 
narrowed year-to-year percentage increase in housefurnishings 
sales and later, in December, an actual year-to-year decline in 
sales of appliances, floor coverings, bedding, and radios. These 
are, however, comparisons with a period of exceptionally large 
sales in the hard lines. During the intervening year, consumers 
who could afford the current prices, or whose needs were 
urgent, purchased large quantities of housefurnishings. The 
more expensive durable goods, which came on the market 
slowly because of greater difficulties in reconversion, have 
apparently entered a period of adjustment comparable to that 
which many of the smaller, more easily produced durable items 
(nonautomatic toasters, table model radios, etc.) experienced 
as early as 1947. Prices of the heavier durable commodities 
are now apparently being scaled down in order to reach the 
normal demand arising from replacement needs, the develop
ment of new housing, and the increase in the number of new 
families.

Thus, it would appear that normal market readjustments, 
coinciding in many lines with the reimposition of Regulation 
W , produced changes in the sales volume of department stores 
which considerably exceed any direct restraint upon sales trace
able to the Regulation itself. It may be also noted that the

growth of revolving credit plans— for financing soft goods 
purchases on an instalment basis that is not subject to Regula
tion W  in its present form— tends to reduce the importance 
in aggregate department store instalment sales of the "big- 
ticket” durable items. Although total sales fell behind those of 
the preceding year in both January and February of 1949, 
instalment sales, as the accompanying chart shows, neverthe
less made some year-to-year increase. In February, instalment 
sales were 1 per cent larger than one year previous, while cash 
and charge account sales lagged by 8 and 2 per cent, respectively.

Despite the relatively better showing of credit sales since 
the middle of 1946, cash sales have continued to represent an 
abnormally large proportion of total sales in relation to prewar 
experience. In 1948 they accounted for 64 per cent of the 
total, as compared with 60 per cent in 1941. Thus, the rise 
in the use of department store credit over the past two and 
one-half years represents a trend toward the return of prewar 
relationships.

D e p a r t m e n t a l  D is t r ib u t io n  o f  1948 S a le s

The alterations in the pattern of sales by type of merchan
dise which accompanied the relatively modest rise of total 
department store sales in calendar 1948 were less pronounced 
than the shifts observed in 1947, and variations in year-to-year 
percentage changes in sales among the different departments

Indexes of Department Store Sales by Type of Transaction, Second Federal Reserve District, 1941 and 1947-49*
(1941 average daily sales=100 per cent)

* Data only for stores reporting sales by type of transaction; their total sales in 1948 accounted for about 70 per cent of estimated total District department 
store sales. February 1949 preliminary.
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were correspondingly reduced.1 Basement store sales again 
registered a larger increase than main store sales, as the table 
shows, and hence accounted for a somewhat larger proportion 
of the total sales than in 1947. The most significant gains in 
the basement store were made in women’s lines, particularly 
in dresses and intimate apparel. All major men’s lines showed 
some gain in the basement, whereas both clothing and furnish
ings registered declines in the larger volume upstairs store.

In the main store, housefurnishings generally made the best 
improvement, but gains of 15 per cent for furniture and 
bedding, 12 per cent for domestic floor coverings, and 10 per 
cent for the television, radio, and phonograph department may 
be contrasted with a decline of 12 per cent for appliances. 
Among women’s ready-to-wear lines, coats and suits showed 
the most substantial improvement. The fur department was 
the only major apparel line in which sales in 1948 were less 
than in 1947. Sales of accessories as a whole were on the same 
level as during the preceding year, as gains in hosiery, mil
linery, and other departments about offset the declines in such 
departments as neckwear and scarfs, and gloves.

1 A detailed distribution on a fiscal year basis will be available in 
the near future, upon request to the Research Department, Domestic 
Research Division.

Sales at Second District Department Stores 
by Major Departmental Groups, 1947-48

Group

Percentage distribution 
of sales

Percentage 
change in sales 

1947 to 19481947 1948

Total store...................................... 1 0 0 . 0 1 0 0 . 0 +  4
M ain  store....................................... 8 7 .6 8 7 .2 +  s

Women's wear............................ 33.4 33.2 +  3
Men’s wear................................. 8 .5 8 . 2 -  1
Housefurnishings....................... 24.1 24.9 +  7
All other...................................... 2 1 . 6 20.9 *

Basement store................................ 1 0 .1 1 0 .4 +  7
Women’s wear............................ 5.3 5 .6 + 1 0
Men’s wear................................. 1.7 1.7 +  2
All other...................................... 3.1 3.1 +  3

Nonmerchandise............................. 2 .3 2 .4 +  8

* Decrease of less than 1 per cent.

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1935-39 averages 100 per cent)

Item
1948 1949

Feb. Dec. Jan. Feb.

Sales (average daily), unadjusted................. 203r 414 194 192
Sales (average daily), seasonally adjusted*.. 242r 247 243 229

Stocks, unadjusted............................................ 234r 215 2 0 1 218
Stocks, seasonally adjusted............................ 241r 236 228 224

r Revised.
* Seasonal adjustment factors for 1942-48 revised; available upon request from 

the Research Department, Domestic Research Division.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net : 

Feb. 1949

sales

Jan. through 
Feb. 1949

Stocks on 
hand 

Feb. 28, 1949

Department stores, Second District___ -  5 -  4 -  7

New York C ity ...................................... -  6 -  6 -  7
Northern New Jersey........................... -  5 -  3 - 1 0

Newark................................................ -  7 -  6 - 1 2
Westchester County............................. +  1 2 +17 -  1
Fairfield C ounty.................................... -  9 -  3 -  8

Bridgeport........................................... - 1 0 -  5 - 1 0
Lower Hudson River Valley............... +  8 +  5 -  9

Poughkeepsie...................................... +15 +  9 -  9
Upper Hudson River Valley............... +  7 +  8 - 1 0

Albany................................................. +  9 +  1 2 - 1 3
Schenectady........................................ +  7 +  5 -  5

Central New York State..................... - 1 6 - 1 0 -  1
Mohawk River Valley..................... -  3 _  2 -  6

-  2 +  1 -  2
- 2 1 - 1 3 +  2

Northern New York State.................. -  7 -  9
Southern New York State................... -  5 -  2 _ 4

Binghamton........................................ -  3 +  1 -  3
-  9 -  7 -  4

Western New York State.................... 0 0 -  7
Buffalo................................................. +  3 +  3 - 1 1
Niagara Falls...................................... +  5 +  4 - 1 8
Rochester............................................. -  5 -  4 +  4

Apparel stores (chiefly New York C ity ). - 1 2 -  8 -  9

Indexes of Business

Index
1948 1949

Feb. Dec. Jan. Feb.

Industrial production*, 1935-39 =  1 0 0 ......... 194 192 191 189p
(Board o f Governors, Federal Reserve 
System)

Electric power output*, 1935-39 =  1 0 0 ......... 247 257 262 262p
(Federal Reserve Bank of New York) 

Ton-miles of railway freight*, 1935-39 =  1 0 0 209 186 177p
(Federal Reserve Bank of N ew  York)

Sales of all retail stores*, 1935-39 =  100........ 325r 343r 328 328v
(Department o f Commerce)

Factory employment
United States, 1939 = 100........................... 160 159 155 153p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 131 124 1 2 0 1 2 0  p
(N . Y . S. Div. of Place, and Unemp. In s.)  

Factory payrolls
United States, 1939 =  1 0 0 .......................... 354 378 363p
(Bureau of Labor Statistics)
New York State, 1935-39 =100................. 301 298 288 286p
(N . Y . S . Div. of Place, and Unemp. In s.) 

Personal income*, 1935-39 =  100.................. 301r 322 322p
(Department o f Commerce)

Composite index of wages and salaries*f, 
1939 =  100....................................................... 185r 196 197p
(Federal Reserve Bank of N ew  York) 

Consumers’ prices, 1935-39 =  1 0 0 ................. 168 171 171 169
(Bureau of Labor Statistics)

Velocity of demand deposits*#, 1935-39 =  100 
(Federal Reserve Bank of N ew  York)
New York C ity.............................................. 92 95 99 98
Outside New York C ity .............................. 87 87 89 87

* Adjusted for seasonal variation. p Preliminary. r Revised.
t  A monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.

# Seasonal adjustment factors for 1942-48 revised; available upon request from 
the Research Department, Financial Statistics Division.
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INDUSTRIAL PRODUCTION

Federal Reserve indexes. Monthly figures; latest 
shown are for February.

CONSTRUCTION CONTRACTS AWARDED

7. W. Dodge Corporation data for 37 Eastern States. 
Monthly figures; latest shown are for February.

DEPARTMENT STORE SALES AND STOCKS

figure for sales is February; latest for 
stocks is January.

MEMBER BANKS IN LEADING CITIES

Wednesday figures; latest shown are for March 16.

National Summary of Business Conditions
(Summarized by the Board of Governors of the Federal Reserve System, March 25, 1949)

OUTPUT and employment in industry declined somewhat further in February and were slightly 
below the levels of a year ago. Value of department store sales in February and the early part 

of March continued substantially below earlier advanced levels. Wholesale prices of meats and 
livestock advanced moderately from mid-February to mid-March, while prices of numerous other 
commodities declined somewhat further.

In d u s t r ia l  Pr o d u c t io n
Industrial production, according to preliminary figures for the Board’s seasonally adjusted index, 

was 189 per cent of the 1935-39 average in February, down 2 points from January and 6 points 
from the peak last autumn. A further decline is indicated for March, reflecting sharp curtailment 
in the output of coal, and also reductions in output of some other products including petroleum 
and rayon.

In February output of durable goods was down slightly, reflecting further declines in output 
of machinery— mainly electrical machinery— and of lumber, furniture, and stone, clay and glass 
products. Steel production, however, advanced further to a record rate of 101.2 per cent of capacity 
and was maintained at about this rate in March. In the automotive industry, activity declined 
slightly in February, but with the completion of model changeovers showed a small gain during 
the first three weeks in March.

Nondurable goods production also declined somewhat in February, petroleum refining opera
tions were reduced, and small declines occurred in activity in the rayon textiles, chemicals, rubber 
products, and paper industries. Output at cotton textile mills and most other nondurable goods 
industries showed little change from January levels.

Minerals production declined moderately in February and was sharply reduced in March. Crude 
petroleum output was lowered further in February to a rate approximately equal to that in the same 
month a year ago, and was reduced substantially in March. Coal production continued to decline 
in February and the early part of March, reflecting large accumulation of stocks and reduced demand, 
and was sharply curtailed beginning March 14 as the result of a work stoppage affecting most mines 
east of the Mississippi. Output at copper mines increased substantially in February following a 
settlement of a prolonged strike at the mines of a leading producer.

Em p l o y m e n t
Employment in nonagricultural establishments, as reported by the Bureau of Labor Statistics, 

declined more than seasonally in February and was 300,000 or one per cent less than in February
1948. The decline from January reflected mainly further reductions in manufacturing, construction, 
and railroad transportation. The number of persons unemployed increased by 550,000 to 3,200,000 
according to Census Bureau estimates.

Co n s t r u c t io n
Value of contract awards in February, according to the F. W. Dodge Corporation, was about 

one-sixth larger than in January, reflecting increases in publicly-financed construction. Awards for 
privately-financed activity showed little change from the sharply reduced level reached in January. 
Total awards in January and February were 19 per cent smaller than in the same months last year.

D is t r ib u t io n
Department store sales declined further in February after allowance for usual seasonal changes. 

The Board’s adjusted index was 273 per cent of the 1935-39 average as compared with 287 in 
January and 286 a year ago. Sales during the first three weeks in March were 11 per cent below 
the corresponding period of 1948, owing in part to the later date of Easter this year.

Shipments of railroad revenue freight in February and the first half of March declined some
what further and were 10 per cent below the level of a year ago. Loadings of coal, forest products, 
and merchandise in less than carload lots were sharply reduced, as compared with a year ago, and 
there were less marked declines in miscellaneous freight and livestock shipments. Loadings of 
grain, coke, and ore were above year ago levels.

C o m m o d it y  Pr ices
The average level of wholesale prices, as measured by the all-commodity index of the Bureau 

of Labor Statistics, was unchanged from mid-February to mid-March. Reflecting in part a seasonal 
reduction in supplies, prices of meats and livestock rose somewhat, but prices of a wide range of 
industrial commodities declined. Prices of steel scrap and nonferrous metals scrap showed further 
marked decreases. Refined lead and zinc prices were lowered and there were reductions also in 
prices of various metal products, such as storage batteries and household appliances.

The consumers' price index declined 1 per cent in February reflecting further decreases in 
retail prices of food, apparel, and housefurnishings. The February level was 169 per cent of the 
1935-39 average, as compared with the high point of 174.5 reached last summer.

Ba n k  Cred it
Federal Reserve holdings of Government securities declined sharply during the first half of 

March, reflecting principally sales of Treasury bonds and retirement of certificates held by the 
Reserve Banks. The effect of these sales in absorbing bank reserves was largely offset by a sub
stantial decline in Treasury deposits at the Reserve Banks. After the middle of March, seasonally 
large income tax payments caused the shift of a substantial volume of funds from private deposit 
accounts at commercial banks to Treasury balances at the Reserve Banks. Federal Reserve sales of 
bonds continued and, although the System purchased large amounts of short-term securities, bank 
reserves declined.

Business loans were reduced somewhat further at reporting banks in leading cities during 
February and the first half of March. Demand deposits of businesses and individuals declined sub
stantially, reflecting tax payments, repayment of bank loans, and net purchases by nonbank investors 
of Government securities from the banking system.
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MONEY MARKET IN APRIL

Money market conditions eased substantially in the early 
part of April after the sharp falling off in income tax collections 
toward the end of March. Treasury disbursements were 
substantially larger than receipts and were the main source of 
money market ease. Member bank purchases of Treasury bills 
and other Government securities rose sharply, offsetting in part 
the heavy sales in the second half of March, and Government 
security dealers were consequently able to reduce the increased 
portfolios they had accumulated. The Federal Reserve System 
also made net sales of Treasury bills, in addition to its 
continued sales of the longer-term Treasury bonds, in response 
to demands in the market.

Except for a temporary period in the third week of the 
month, when the New York City banks were under some 
pressure, the money market remained on a fairly even keel in 
the second part of April. Excess reserves of member banks 
declined, but the reduction was mainly a result of the banks’ 
investment operations, rather than losses of funds. Reserve 
Bank holdings of Government securities were reduced further, 
mainly as a result of continued sales of long-term Treasury 
bonds to meet the excess of demand over supply in the market, 
but partly because of further sales or redemptions of Treasury 
bills. Sales of Government bonds by insurance companies were 
reported to have been in somewhat larger volume than in 
previous months this year, but the bonds, which included 
substantial amounts of "bank-eligible” issues, were readily 
absorbed by the open market.

Treasury disbursements exceeded receipts by over 550 
million dollars in the week ended April 6, and by about 100 
million in the following week. The wide margin of expendi
tures in the earlier period was the result of a combination of 
fairly large redemptions of Treasury bills, certificates, and 
Savings notes (over 350 million dollars), together with a high 
level of current Government expenditures, which were only 
partly met by relatively small current receipts and War Loan 
withdrawals from depositary banks of less than 400 million 
dollars. As a result, Treasury deposits in the Reserve Banks 
were drawn down substantially. With expenditures lower in 
the following week, War Loan calls were stepped up to

600 million dollars, thus considerably reducing the excess of 
disbursements.

Member banks gained additional reserve funds from other 
transactions including an expansion of Federal Reserve "float” 
and expenditures from foreign accounts with the Reserve 
Banks, and required reserves also fell. The only substantial off
set, a temporary, seasonal expansion of currency in circulation, 
absorbed but a small part of the net gain of available reserves. 
Member banks were consequently in a position to augment 
their earning assets, repay borrowings, and increase their excess 
reserves. To employ the additional funds placed at their 
disposal by Government disbursements and other factors, they 
purchased Government securities heavily, mainly Treasury 
bills but also other types of securities including short and 
medium-term bonds. Some of the securities were supplied by 
the Reserve System, but the largest part of the additions to the 
banks’ holdings were acquired from nonbank investors. A  
sizable portion of the securities apparently came from the 
holdings of Government security dealers. This was indicated by 
a decline of 415 million dollars in weekly reporting bank Joans 
to brokers and dealers in Government securities in the week 
ended April 6, and another decline of 168 million in the 
following week. Banks in Chicago, which had sold substantial 
amounts of short-term Treasury securities to their customers 
prior to the April 1 Cook County, Illinois, personal property 
tax date, made substantial repurchases after the turn of the 
month. Despite their heavy purchases of securities and a large
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reduction of indebtedness, all member banks still had an 
increase in their excess reserves of 350 million dollars in the 
itwo weeks ended April 13.

The ebb and flow of funds in the money market in the 
following two weeks were approximately equal in magnitude, 
and member banks’ reserve positions in the aggregate remained 
largely unaffected. Treasury operations were reversed, with 
receipts moderately ahead of expenditures and Federal Reserve 
"float” declined. Other transactions, including a sizable post- 
Easter reduction of currency in circulation, continued foreign 
disbursements from accounts maintained with the Reserve 
Banks, and a further reduction in required reserves almost 
offset the contractive effects of Treasury and other transactions. 
However, the position of different groups of banks varied 
widely in the third week of the month, some finding it neces
sary to borrow substantial amounts from the Reserve Banks 
temporarily, while others were amply supplied with funds. 
A better distribution of reserves in the week ended April 27 
permitted repayment of the borrowings, but, together with 
investment operations of the banks, resulted in a sharp 
reduction in total excess reserves of all member banks.

The New York City banks were especially subject to pres
sure on their reserve positions in the week ended April 20. 
They and other bidders in the City were alloted a substantial 
part of the new Treasury bill issue dated April 14, as a result 
of which a considerable portion of the Federal Reserve Systems 
holdings of the maturing bill issue were not exchanged for 
bills of the new issue and the System’s bill holdings declined 
sharply. In meeting payments for their own subscriptions and 
those of their customers, the City banks incurred a substantial 
reserve deficiency. In order to elminate this deficit and to meet 
further pressure on their reserve positions from nonbank in
vestor purchases of Treasury bonds indirectly from the Federal 
Reserve System, the New York banks sold a substantial volume 
of short-term securities (mainly Treasury bills) in the market, 
part of which were absorbed by Government security dealers 
and part by the Reserve System. But they obtained no relief 
from the pressure on their reserve positions through their sales 
of securities to dealers since the latter had to borrow from the 
banks to pay for the securities. Thus, the New York City 
commercial banks were compelled to borrow heavily from the 
Reserve Bank at the close of the week to bring their average 
reserves for the week up to the required level. This gave them 
a large temporary excess of reserves at the beginning of the 
following week, but the repayment of their borrowings and 
sizable purchases of Treasury bills quickly eliminated most of 
the excess.

M em ber  Ba n k  Credit

Loans continued to shrink at the weekly reporting member 
banks and reached a new low point for the year toward the 
middle of April, about 1.6 billion dollars below the December
29, 1948 total of 25.8 billion dollars, but still 800 million

dollars higher than in April 1948. Most of the decline in the 
weekly reporting banks’ loan account in the first half of April 
was in loans to brokers and dealers in Government securities, 
mainly in New York City, as dealers liquidated the short-term 
Treasury issues they accumulated during March. As compared 
with the year-end total, these loans were off 400 million dollars. 
However, they rose again, principally in New York, in the 
week ended April 20.

More significant was the decline in business borrowing which 
apparently gained momentum at weekly reporting banks dur
ing the first three weeks of April. The drop since the December
1948 peak exceeded 1.3 billion dollars for all weekly reporting 
banks, wiping out the entire June-December 1948 seasonal 
rise in business loans. The decline from the 1948 peaks was 
somewhat more rapid for New York City banks than for banks 
in the 93 other leading cities. The New York City banks 
reported a further sizable decline in the week ended April 27.

In part, the decline in business borrowing has been seasonal 
and in part it has reflected the repayment of bank loans by 
corporations with funds obtained through the sale of new 
securities in the capital market. However, the slowing down 
of business activity and declining prices, which have tended 
to reduce the amount of cash needed to carry inventories, have 
undoubtedly been important factors in the contraction of busi
ness loans. In view of this situation and the resulting increase 
in credit risks, it has been widely reported that commercial 
banks have since early 1949 become increasingly selective in 
taking on new risks. Reduced volume of business, shrinking 
profits, and involuntary growth in inventories have resulted in 
financial difficulties for a number of the smaller enterprises 
and have led to an increased number of applications to the 
Reconstruction Finance Corporation for credit in recent 
months. The growth in RFC loans, however, has not been 
large enough to offset more than a small part of the shrinkage 
in business loans of commercial banks.

Real estate loans remained practically unchanged at a level 
slightly below the February 1949 peak, while "other” loans, 
which include consumer loans, declined modestly to a volume
100 million dollars (less than 3 per cent) below the year-end 
peak.

The shrinkage in loans at the weekly reporting member 
banks was accompanied by a substantial expansion in their 
holdings of Government securities, especially in the first half 
of April. Holdings of Treasury bills which had declined most 
rapidly in March showed the most marked advance, while 
other short-term Treasury issues showed more moderate in
creases. Holdings of Treasury bonds and "other” securities 
(mainly corporate and municipal bonds) rose during the 
month to the highest levels since September 1948. Bond 
portfolios of the banks had been rising gradually since early 
in the winter and were firmly held through the March tax 
period despite the strain on the banks’ reserve positions. From
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the beginning of the year through April 20, U. S. Government 
bond holdings rose about 830 million dollars and holdings of 
"other” securities about 200 million. Most of the increases 
occurred among the banks outside New York City. On April 
20 the total Government security portfolio of the weekly re
porting members was still 2.9 billion dollars lower than a year 
ago, with all types of securities except Treasury certificates 
showing net reductions. Holdings of other securities, however, 
were slightly higher than last year.

G o v e r n m e n t  Se cu r ity  M a r k e t

Efforts to replace the loss of earnings resulting from the 
contraction of business loans have been reflected in recent 
months in increased commercial bank demands for medium 
and longer-term, eligible Treasury bonds. At the same time 
institutional investors, particularly those which are not per
mitted to lend directly to industry such as the savings banks, 
have been more disposed to purchase the long-term restricted 
Government bonds. These institutions have availed themselves 
of the opportunity to sell bank-eligible bonds at rising prices 
and to replace them with higher-yielding ineligible securities. 
The fact that, because of the comparatively limited amounts of 
eligible Treasury bonds held outside the commercial banking 
system, an increase in demand for Government bonds brings 
about a more marked rise in the price of eligible issues than 
in the restricted issues, has provided added incentive to this 
type of shift in the portfolios of savings institutions.

These developments have tended to bring about a return to 
earlier postwar conditions in the Government bond market. 
During the two years following the end of the war, the banks 
and other institutional investors concentrated their new invest
ments in longer-term Government bonds in order to obtain the 
higher income. Commercial banks sold short-term Treasury 
issues indirectly to the Federal Reserve System and with the 
funds so obtained purchased medium and long-term eligible 
bond issues from institutional investors, which in turn acquired 
long-term ineligible issues in the market. With the supply of 
bonds fixed after the Victory Loan, except for sales from the 
holdings of Treasury trust accounts, the tendency of this 
process was to expand bank deposits and to bid up the prices 
of Treasury bonds— a tendency which was held in check only 
by the joint efforts of the Federal Reserve System and the 
Treasury. It is estimated that commercial banks purchased 
nearly A1/ 2 billion dollars of Treasury bonds callable in five 
years or more in the twenty-three months ended with Novem
ber 30, 1947, as shown in the accompanying chart. Market 
transactions in shorter-term bonds were nominal, while the 
banks sold substantial amounts of short-term Treasury issues to 
provide the funds to pay for the longer-term bonds acquired and 
to meet the pressures on their reserve positions. In the subse-

Market Purchases ( + )  and Sales (— ) of Government Securities 
by the Commercial Banks

(Cumulated monthly from December 31, 1945)

* To nearest call date.

Source: Estimated by the Federal Reserve Bank of New York from U. S. 
Treasury Survey of Ownership data; March 1949 is preliminary and based on 
estimates of the Board of Governors of the Federal Reserve System.

quent year of general liquidation of bond portfolios, com
mercial bank sales of the longer-term Treasury bonds were 
much smaller than sales of shorter bonds.

With the stabilization of the bond market in the closing 
months of 1948, the commercial banks again began to acquire 
longer-term eligible Treasury bonds in the market and to sell 
short-term securities indirectly to the Federal Reserve System 
in order to maintain their reserves at the required levels. Their 
bond purchases (chiefly from institutional investors) were 
accelerated in the first quarter of 1949 and this trend continued 
in April, judging from the figures for the weekly reporting 
member banks. In contrast to the war and early postwar period, 
however, the expansionary effects of this process on the money 
supply have been limited in recent months by Reserve System 
sales of long-term bonds in the market. At the same time, the 
System has been able to restrain the advance in bond prices 
accompanying the increased demand. The upward tendency in 
prices of Government bonds was further checked, for a while 
in April, by unverified rumors that the Treasury was consider
ing advancing to the near future the date on which certain 
restricted issues were to become eligible for bank purchase, or 
that the banks would be permitted to buy limited amounts of 
any of the restricted issues. Prices of presently eligible bonds 
declined by as much as one fourth of a point for the longest 
issue, and fluctuated irregularly during most of the remainder 
of the month.
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In a statement released for publication April 29, 1949, the 
Board of Governors of the Federal Reserve System announced 
a reduction in reserve requirements of all member banks, to 
take effect May 1, 1949 for ’ country” banks and May 5, 1949 
for all reserve and central reserve city banks. The full text of 
the Board’s statement follows.

The Board of Governors has reduced the amount of reserves 
required to be maintained with Federal Reserve Banks by banks 
which are members of the Federal Reserve System as follows:
On net demand deposits Effective

Central reserve city banks From 26 to 24 per cent May 5,1949 
Reserve city banks From 22 to 21 per cent May 5,1949
Non-reserve city banks From 16 to 15 per cent May 1,1949

On time deposits
Central reserve and reserve

city banks From 1 Vito 7 per cent May 5,1949
Non-reserve city banks From 71/2 to 7 per cent May 1,1949
The effect of these decreases will be to lower the required reserves 

of banks in central reserve cities by approximately 500 million 
dollars, of banks in reserve cities by approximately 350 million dol
lars, and of banks in non-reserve cities by 350 million dollars.

On September 8, 1948, the Board increased reserve requirements 
of member banks to the higher figures given above, under the 
temporary additional authority granted by Congress in the preced
ing August. This supplemental authority permitted a maximum of
4 per cent to be added to statutory reserve requirements on demand 
deposits and of 1^2 per cent on time deposits.

"The present action” Chairman McCabe stated "was taken in fur
therance of the Board’s policy of adjusting all of its credit regula
tions in accordance with changing economic conditions and the 
credit requirements of the current business situation. Since the first 
of the year there has been a decline of approximately one and one- 
half billion dollars in loans at member banks. About one billion 
of this decline has occurred at member banks in New York and 
Chicago— the central reserve cities. The remainder of the decline 
was largely at banks in reserve cities. In view of this trend of loans 
and the fact that requirements at the New York and Chicago banks 
had been increased from 20 to 26 per cent during 1948 the Board 
felt that it was appropriate at this time to reduce the requirements 
for the central reserve city banks somewhat more than for other 
member banks. We have frequently stated that credit regulations 
are not a one-way street. They should be tightened or relaxed as 
general economic conditions require.”

ERP— THE FIRST YE A R

In January of this year, President Truman asked Congress to 
authorize the expenditure on the European Recovery Program 
of an additional 5.6 billion dollars, for the fifteen months begin
ning April 3, 1949- An amendment to the Economic Cooper
ation Act of 1948 to that effect was passed by Congress on April
14, and signed by the President five days later. On April 26 
the President requested an appropriation of 5.3 billion, or 
300 million dollars less than the amount authorized. He ex
plained that price declines since the preparation of the 
authorization bill made this decrease possible. Since the first 
year of ERP ended on April 2, this is an appropriate time to 
take stock of its accomplishments and to consider some of the 
major problems still facing it.1

In the twelve months ended March 31, 1949 the Economic 
Cooperation Administration authorized purchases by, or in

1 The first six months of the ERP were surveyed in the October 
1948 issue of this Review.

REDUCTION IN RESERVE REQUIREMENTS favor of, the sixteen recipient countries totaling 4,770 million 
dollars; 3,047 million dollars’ worth of goods had actually been 
shipped.

In the accompanying table the distribution of these totals by 
countries is shown. The United Kingdom received more than 
one fourth of the total authorizations, and most of the balance 
was accounted for by France (22 per cent), Italy (12 per 
cent), and the Netherlands and Western Germany (each 10 
per cent). Actually, however, the distribution of ERP funds 
gives a somewhat distorted picture of American aid to Europe. 
The British net share was considerably diminished by the fact 
that under the intra-European payments scheme the United 
Kingdom agreed to make the sterling equivalent of almost 500 
million dollars available to other participating countries.2 
Belgium likewise consented to grant overdraft facilities 
amounting to the equivalent of 200 million dollars to other 
European countries, so that the amount of net aid which 
Belgium received was negligible.3 The shares of France, the 
Netherlands, and Greece, on the other hand, were substantially 
increased through drawing rights under the payments scheme. 
It might also be noted that France, Italy, and Austria obtained 
during the past year goods valued at several hundred millions 
of dollars under the Interim Aid program, the stop-gap meas
ure initiated prior to the Recovery Program proper; that Greece 
and Turkey were the beneficiaries of the special Greek-Turkish 
Aid program begun in 1947 and continued until now; and 
that Western Germany and the Western sector of Berlin 
received aid from the Department of the Army and the British 
War Department, together amounting to a multiple of their 
ERP aid.

2 For a description and analysis of the intra-European payments 
scheme, see the November 1948 issue of the Review.

3 Procurement authorizations by ECA and drawing rights under the 
intra-European payments scheme are not strictly comparable, since the 
drawing rights were allocated for the period of July 1948 to June
1949, while the authorizations shown in the table pertain to the period 
April 1948 to March 1949.

Procurement Authorization and Shipments 
by Recipient Country, April 1948— March 1949 

(In millions of dollars)

Country

United Kingdom........................
France..........................................
Italy..............................................
Netherlands*...............................
Anglo-U. S. Bizone (Germany)
Austria..........................................
Belgium-Luxembourg...............
Greece...........................................
Denmark......................................
French Zone (Germany)...........
N orway........................................
Ireland..........................................
Sweden..........................................
Turkey..........................................
Trieste..........................................
Iceland...............................

T ota l............................

Procurement
authorization

4,770.0

Shipments

1,259.8 1,008.4
1,072.8 709.0

578.6 319.7
468.3 230.0
373.8 211.3
230.1 165.9
199.6 109.6
171.1 91.6
102.9 68.5
89.3 50.8
82.7 53.6
76.9 1 0 . 2
32.5 6 . 1
13.9 0 . 1
1 2 . 0 8 . 1
5 .8 3.7

3,046.8

Including Netherlands East Indies.
Note: Because of rounding, figures may not add to totals shown.
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The bulk of ERP aid has been provided in the form of out
right grants. Only 973 million dollars, or 20 per cent of total 
authorizations, took the form of long-term loans; these were 
made chiefly to the United Kingdom (300 million dollars), 
France (170 million), the Netherlands (140 million), and 
Ireland (80 million).

In retrospect it appears that the fears, expressed a year ago 
in many quarters, that the huge net exports of goods and 
services financed by ERP would accentuate inflationary pres
sures in this country, have not been realized. As a matter of 
fact, the aggregate American export surplus declined from an 
annual rate of 7.2 billion dollars in the first quarter of 1948 to 
less than 5.2 billion dollars in the final quarter. jWhat the 
surplus would have amounted to in the past year without ERP 
(and other aid programs) can only be surmised. But there can 
be no doubt that the decline of American exports from their 
postwar peak of 16.9 billion dollars (annual rate) in the 
second quarter of 1947 would have been more pronounced and 
precipitous than it actually was. Since the strength of the 
inflationary pressures originating from other sources has 
declined in recent months, ERP is no longer looked upon as 
cause for inflationary alarms; rather, its counterdeflationary 
effects are being increasingly emphasized.

The pressure of ERP purchases on commodities in short 
supply in this country was mitigated by directing such pur
chases to other countries. Of the total procurement authori
zations of 4,770 million dollars in the first year of ERP, 
approximately 750 million dollars pertained to purchases in 
Canada, 480 million dollars in Latin America, 200 million 
dollars in the participating countries, and 220 million dollars 
in "'other countries”, so that the amount of purchase authori
zations in the United States came to only 3,100 million dollars.

ERP has contributed heavily to the great expansion in the 
total volume of industrial production that has taken place in 
the recipient countries in the course of the first year of the 
program. The over-all figures, showing an increase of 12 per 
cent, do not give an altogether complete picture of the develop
ments over this period. For a fair appraisal of achievements in 
the ''battle of production”, one must look at the volume of 
production of individual "strategic” commodities, and of indi
vidual countries. Between the first few months of 1948 and 
early 1949, the recipient countries’ output of pig iron rose by 
35 per cent, steel ingots and castings by 29 per cent, coal by
8 per cent, electricity by 5 per cent, and manufactured gas by
13 per cent. The output of iron, steel, electricity, and gas in all 
countries except Germany is today considerably above that of 
1938, and that of electric power as much as 70 per cent. Only 
coal production is still 10 per cent below 1938. But the coal 
shortage, which for a long time was the most serious bottleneck 
in the postwar expansion of industrial production, is definitely 
over. With larger quantities of German, Polish, and Czech

coal available, it occasionally seemed during the past year that 
the shortage had even turned into an embarrassing surplus.

The most marked progress in industrial production among 
ERP countries during the past year was recorded in Western 
Germany and in Austria, where production indexes rose by 
about 70 and 28 per cent, respectively. The rise in industrial 
production in these two countries was mainly attributable to 
successful monetary conversions through which the bulk of the 
inflationary money surfeit was wiped out and confidence in the 
currency was created or strengthened. But the success of these 
operations in turn was undoubtedly facilitated by the greatly 
improved supply of foodstuffs and other consumer goods which 
had become available under ERP. In other ERP countries, the 
rate of expansion of industrial production was smaller. Even 
these smaller increases, however, must be considered genuine 
achievements, since, unlike the expansion of production in 
previous months, they were not merely the result of putting 
previously idle facilities and available manpower back into pro
duction, but of improved utilization of existing facilities and 
manpower, the addition of new industrial capacity, and in
creases in productivity.

In all Western European countries, except Italy and Western 
Germany, industrial production throughout the first ERP year 
was substantially above prewar levels, in a few countries 
(United Kingdom, Sweden, Denmark, Norway) by as much as 
30 per cent. But at every step toward more production new 
limiting factors were met and had to be overcome.

It is impossible to establish a direct quantitative connection 
between the increase in industrial production and the flow of 
American aid. But it seems clear that American aid was the 
most important single factor making possible the industrial 
comeback of Western Europe during the past year. American 
aid made available not only bread grains, fats and oils, dairy 
products, tobacco, and cotton, thus ensuring an adequate supply 
of food and other consumer goods upon which the productive 
efforts could be based, but also such strategic items as non- 
ferrous metals, metal working and other industrial machinery, 
transportation equipment, and petroleum and petroleum prod
ucts. Although ERP imports amounted to but a small fraction 
of the total supply of goods and services available to the partici
pating countries, they provided that additional margin of avail
abilities which made industrial expansion possible.

Perhaps more important than the rise in total output was the 
fact that most of the recipient countries were enabled to devote 
an extraordinarily large proportion of their national production 
to the creation of new productive facilities. In some countries 
as much as 20 per cent of total output took the form of capital 
investment. This high rate of investment represents the back
bone of Western Europe’s concerted effort toward economic 
rehabilitation and independence from extraordinary outside 
assistance. Only if new facilities are added to the productive
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apparatus of Western Europe, and only if output per manhour 
is raised by the substitution of new for worn out and obsolete 
equipment, does it seem at all possible that the recipient 
countries will be able to achieve those levels of material comfort 
to which they were accustomed and to which they may reason
ably aspire. So far only a limited proportion of the investment 
has come to fruition in the form of larger production. But with 
progressively more new plant and equipment completed and in 
operation, the prospects are fair that the recovery program goal 
of raising the over-all industrial output of the ERP countries 
to 30 per cent above prewar by 1952 will be reached or at 
least approximated.

The high rate of investment, of course, has exerted 
severe inflationary pressures, which in some countries have 
been accentuated by the inheritance, from war and early 
postwar years, of a money supply out of proportion to the 
volume of goods available. It must be recorded as an important 
achievement that, despite the high rajte of investment, inflation 
has ceased to be an immediate and acute danger in practically 
all of the recipient countries. Even in France, where in the 
second half of last year inflation threatened to become rampant 
again, the tide seems to have turned once more in the first few 
months of this year. The sharp declines in foodstuff prices 
which set in at the wholesale level in November 1948 trans
mitted themselves to other commodity groups and to the retail 
level in early 1949, so that once again an uneasy balance 
between prices and wages has been established.

The success in combating inflation in the participating 
countries was due in part to more vigorous fiscal and monetary 
policies. In Great Britain, for example, a budget deficit was 
turned into a substantial budget surplus. But some of the 
credit must also go to ERP assistance, which helped to 
enlarge, or at least to sustain, the level of consumers’ supplies.

A direct link between American aid, the rate of investment, 
and disinflation was established through the accumulation and 
subsequent utilization of the so-called counterpart funds. 
These funds, which have to be set aside by the recipient 
countries, represent the countervalue, in local currencies, of the 
dollar cost of supplies acquired through grants under ERP. 
The primary objective of the counterpart funds is to control 
the expenditure of the local currency proceeds of American 
aid. Of the total of 1,249 million dollars’ worth of local curren
cies put into these funds, 500 million dollars have been used 
for "'monetary and financial stabilization”, in most instances to 
reduce Government borrowings from the central banks. The 
use of the equivalent of 569 million dollars has been approved 
for purposes of * promotion of production”, but to date only 
218 million dollars have been so utilized. Under this heading 
are included primarily public investment projects that could 
not be financed through taxation or noninflationary borrowing 
operations. Thus, these funds financed a part of the investment

programs and thereby facilitated the high rate of investment 
currently in process.

The counterpart funds served also in part as the financial 
basis of the intra-European payments scheme which was 
devised in the fall of 1948 in order to revive trade among the 
participating countries themselves. That trade, strangled by 
bilateral payments arrangements, had been curtailed to negli
gible proportions.

Prior to the initiation of the payments scheme, deficits in 
intra-European trade had been met, in part, by "off-shore 
purchases”, i.e., by making dollars available to intra-Euro
pean debtors to meet adverse balances with other partici
pating countries. The payments scheme, which replaced the 
system of intra-European off-shore purchases, was a multi
lateral agreement under which those participating countries 
which expected a trade surplus with other participants granted 
(and the deficit countries received) "drawing rights” of 
definite proportions to cover the anticipated difference between 
exports and imports. Great Britain and Belgium wrere the 
principal grantors of drawing rights.

The payments scheme provided for gross drawing rights of 
810 million dollars, and is to continue in its present form 
until the end of June of this year. The scheme has had the 
expected result of expanding intra-European trade, but it is by 
no means certain that such trade has expanded in the right 
directions. Some of the drawing rights may remain unused, 
without exposing the country which is an intra-European 
creditor (whose dollar allotment under ERP had been geared 
to its expected trade surplus with the rest of Europe) to a 
corresponding loss of dollars for non-delivery, or for main
taining unattractively high delivered prices. Other drawing 
rights have proved to be too small to be of much aid in a 
rational in tr a-European distribution of available supplies. Some 
observers see as a major weakness of the payments scheme the 
fact that it tends to perpetuate the imbalance in the inter
national accounts of the participating countries. According to 
this viewpoint, intra-European debtor countries have found it 
perhaps somewhat too easy to continue their trade deficits, 
while the incentive of countries with intra-European surpluses 
to divert their exports to the dollar area has to some degree 
been diminished.

The problem of intra-European trade is only one part of the 
over-all problem of "viability” of the participating countries. 
It is in respect to this aspect of the recovery program that the 
most serious problems remain. At the outset of the European 
Recovery Program it had been stipulated that the ultimate aim 
of the program was to make the ERP countries "viable” in the 
course of a period of four years, so that by 1952 they would be 
able to keep their international accounts with the rest of the 
world in reasonable balance. According to the plans submitted 
to and coordinated by the Organization for European Economic 
Cooperation ( the central agency of the recipient countries) this
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aim is to be achieved by a sharp curtailment of imports from the 
rest of the world, particularly the dollar area, on the one hand, 
and by an increase of 33 per cent above prewar (70 per cent 
above the first year of ERP) in the physical volume of exports 
on the other. The curtailment of imports is an accomplished 
fact. Primarily through the imposition of direct controls, the 
physical volume of imports from the rest of the world is being 
held at present about 5 per cent below the prewar level. 
According to the Interim Report of the OEEC,4 a slight 
increase to about the prewar level is envisaged by 1952-53. On 
the export side, the current situation is much less favorable, 
and the outlook is less promising. So far, exports of the partici
pating countries have only reached three fourths of their 
prewar volume. This represents a gain of roughly 10 per cent 
over 1947, but it is still a long way from the long-run goal of 
one-third above the prewar volume.

Within the problem of achieveing over-all balance, the hard 
core of the problem of balance vis-a-vis the Western Hemis
phere is submerged. Although total imports are smaller by 
volume than before the war, imports from the "dollar area”, 
which includes the United States, Canada, and Central America, 
are still 40 per cent larger than before the war. The OEEC 
plans call for a substitution, for some of these dollar imports, 
of supplies from South America, the sterling area, and the Far 
and Near East. But it remains an open question whether these 
areas will be able to supply the needed goods in the needed 
quantities.

The outlook with respect to exports is even less hopeful. If 
the current plans are added up and inconsistencies eliminated, 
dollar-earning exports of the ERP countries still will fall short 
of requirements in 1952 by about 2 billion dollars. But it is 
doubtful whether the "dollar gap” can be brought down even 
to this figure by the means suggested. Exports to North and 
Central America would have to increase to one and one-half 
times the prewar volume, shipments to South America by 92 
per cent, and exports to the sterling area by two-thirds above 
prewar.

In view of the developments during the first year of ERP, it 
has become doubtful whether the expansion of exports from the 
participating countries, necessary to achieve viability, can take 
place as the automatic result of the envisaged expansion of 
production. Presumably the composition of exportable sur
pluses will have to be changed, the direction of the flow of 
goods will have to be altered, and, above all, the goods and 
services which Western Europe has to offer must be more 
energetically marketed at prices more nearly competitive with 
those quoted in the United States and in other export markets.

In summary, the first year of ERP has witnessed substantial 
accomplishments— in some instances beyond expectations— in 
the volume of production, and the rate of capital investment

4 See this Review, March 1949, pp. 29-31.

in the participating countries. In addition, inflationary pres
sures have been considerably curtailed and a greater measure 
of political and social stability has been achieved. But these 
accomplishments have also pointed up the magnitude of the 
task of effective and lasting economic and financial recovery. 
The problem of external balance, which may require the 
creation of a new pattern of international trade, remains 
unsolved. In particular the goal of "dollar viability” is not as 
yet in sight.

THE DECLINE IN COM M ODITY PRICES

During recent months, prices have declined in almost every 
section of the economy, indicating that the prolonged postwar 
sellers’ market has finally drawn to a close. The most signifi
cant development in this regard has been the sudden weaken
ing in the prices of metals, which, up to the beginning of 
March, had been about the only major group of commodities 
which still held at peak postwar price levels. In nearly every 
instance, these declines reflected curtailed demand by industrial 
consumers and sharp reductions in order backlogs.

The price of lead, after five successive cuts between March 8 
and April 6, had dropped from 21.5 cents per pound to 15 
cents, or nearly one third. Buying by industrial users showed 
no material response to the first four cuts, although early this 
year the supply of lead was still considered critically short. 
The next sign of weakness in a major metal market occurred 
when zinc prices were reduced five times in five weeks, falling 
from 17.5 cents per pound to 12.5 cents (East St. Louis basis), 
or about one fourth. In the case of copper, as of April 29, 
custom smelters had cut prices three times, from 23.5 cents

Price Changes for Selected Basic Commodities

Commodity
Unit

Price in 
dollars, 

April 28, 
1949

Percentage change

Dec. 31, 
1947 to 
Dec. 31, 

1948

Dec. 31, 
1948 to 
Apr. 28, 

1949

Postwar 
peak to 
Apr 28, 

1949
Domestic farm products

bu. 1.388 - 4 3 -  6 — 51
cwt. 18.125 - 2 3 - 1 6 - 4 2
cwt. 24.250 - 1 0 - 1 3 - 3 4

Wheat, winter..................... bu. 2.218 - 2 3 -  1 - 2 9
lb. .326 - 1 0 +  1 - 1 7

Metals
Steel scrap*......................... ton 22.92 +  8 - 4 7 - 4 7
Lead (New Y ork )............... lb. .150 +43 - 3 0 - 3 0
Zinc (New Y ork )................ lb. .132 +64 - 2 7 - 2 7
Copper (New Y ork)........... lb. .199 +  9 - 1 5 - 1 5

ton 46.57 +26 -  1 -  1
Finished steel*.................... lb. .03749 + 18 # #
Tin......................................... lb. 1.030 + 1 0 0 0

Other industrial materials
Silk........................................ lb. 2.700 - 3 8 +  4 - 6 4
Print cloth............................ yd. .135 - 4 4 - 1 5 - 5 2

lb. .248 - 1 8 -  5 - 3 4
yd. .148 - 1 8 - 2 0 - 3 6
lb. .184 - 1 6 -  3 - 2 9

Shellac................................... lb. .620 +  4 0 —15

* Composite prices, computed by Iron A ge; April 26, 1949 latest date available. 
4 Decline of less than 0.5 per cent.
Source: U. S. Bureau of Labor Statistics and Iron  Age.
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per pound to 20 cents (Connecticut Valley basis) and one 
Canadian primary producer was quoting 21.5 cents per pound, 
while major primary copper producers in this country con
tinued to ask 23.5 cents. Both copper and zinc markets have 
continued to be rather inactive in spite of the price reductions. 
The lower prices for these basic nonferrous metals have been 
followed by cuts in the prices of brass and bronze ingots and 
some types of aluminum alloy casting ingots. The prices of 
tin and aluminum have remained unchanged in recent months. 
However, aluminum prices are lower now than in 1939, while 
most other basic metals are double or triple their prewar prices, 
even after the recent declines. Certain fabricated items have 
been reduced in price as a result of lower raw materials costs, 
including copper building wire, batteries and other lead prod
ucts, and galvanized steel products.

In nearly every case, these cuts in basic metal prices were 
accompanied or preceded by even sharper reductions in scrap 
metal prices. Heavy soft lead scrap fell from 18.5 cents per 
pound at the start of this year to 9 cents, while zinc scrap 
prices declined nearly two fifths and copper scrap about one 
third in the same period. The price of cast aluminum scrap 
has shown a drop of 48 per cent in the past four months.

Even in the steel industry, where demand in recent years 
has been so far above supply, the sellers’ market appears to 
be drawing to a close. Basic steel prices have remained firm, 
but the grey market for steel (involving resale at premium 
prices) has virtually disappeared. Pig iron and steel producers 
whose prices for certain items were out of line with the rest 
of the industry, but who formerly found customers who were 
willing to buy at these high mill prices rather than pay the 
much higher grey market or conversion prices, have adjusted 
their prices to competitive levels. Steel scrap prices have fallen 
very sharply; Iron Age’s composite price dropped from $43.00 
at the start of this year to $22.92 on April 26, or nearly one 
half.

A significant development in recent months has been the 
lessening of interest in "conversion”— a method used by manu
facturers to obtain steel in excess of their regular quota from 
the steel mills. In most transactions of this type, the manu
facturer bought ingots, billets, or slabs from one plant and 
moved them to another plant for rolling into sheets and strips, 
although occasionally these deals would start with the con
version into ingots of steel scrap and pig iron furnished by 
the manufacturer. Such operations tended to utilize high cost 
equipment, and costs including freight charges probably aver
aged about double the regular prices quoted by steel mills. 
Nevertheless, trade sources estimate that over a million tons 
of steel were processed in this manner during the past year. 
In recent weeks, however, the unusually high rate of steel mill 
operations, coupled with the slackening of demand from some 
important consumers, such as freight car producers, has 
resulted in a greater amount of steel being available through

normal channels. As a result, even without a decline in basic 
steel prices, many fabricators are finding their raw material 
costs significantly lowered because they are now able to buy 
at mill prices.

At the start of the year, passenger automobiles were about 
the only major consumers’ goods for which a strong sellers’ 
market still persisted. Since that time, delivery terms have 
eased considerably. Starting in late February, six major domes
tic producers and one foreign company have reduced prices; 
in some cases, the cuts were only nominal, but for some models, 
the reductions amounted to several hundred dollars. In recent 
months there have also been announcements of lowered prices 
by numerous manufacturers of television sets, radios, and major 
household appliances. Industrial equipment prices were 
reduced in several instances also; for instance, several impor
tant producers of Diesel locomotives cut prices about 5 per 
cent, or as much as $31,000.

As the accompanying chart shows, prices of farm products 
have been fairly stable since mid-February, following seven 
months of fairly continuous declines. On the other hand, com
posite prices of all commodities other than farm products and 
foods have been receding gradually, but more or less steadily 
since they reached their postwar peak in November 1948, and 
at the end of April 1949 showed a year-to-year decline for 
the first time in the postwar period. On the whole, this index 
has shown remarkable stability over the past year and a half,

W eekly Indexes of Wholesale Prices, 1947-49*
(1926 average=100 per cent)

* Tuesday dates; latest figures are for April 19, 1949. 
Source: U. S. Bureau of Labor Statistics.
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ranging since January 1948, only from 147 to 154 per cent of 
the 1926 average, whereas for farm products the price index 
ranged from a high of 203 in January 1948 to 163 in February
1949. During 1948, the rise in metals prices tended to offset 
the declines in other industrial raw materials, while many fin
ished goods prices remained steady. The index for all com
modities other than farm products and foods has receded only
2 per cent in the past eight weeks, despite the substantial price 
cuts for metals noted above and considerable declines in chem
icals, textiles, fuels, and lumber. This reflects the continuing 
stability of many of this index’s components which had risen 
less acutely above prewar levels, and whose declines have so 
far been much less marked than those of farm products or 
foods.

Most of the price declines for farm products other than live
stock occurred during 1948, and there has been relatively little 
change in these prices since the start of the year. In many 
cases, further price declines were prevented by the Govern
ment’s loan and purchase programs for support of farm prices. 
Early in February, the commodity markets underwent a sharp 
break in farm prices reminiscent of the one a year earlier; this 
time, however, prices made a partial recovery promptly and 
then leveled off. There was some seasonal strengthening in 
livestock prices during March, but recently hog prices have 
begun to fall again. The number of pigs which will come to 
market in the spring and fall of this year is expected to be 
well above last year’s levels and should bring meat prices down 
somewhat further, according to the U. S. Department of 
Agriculture.

At retail, the seasonal rise in meat prices brought about a 
slight rise in consumers’ prices during March, following a five- 
month decline. Retail prices of food, apparel, and house
furnishings were all lower in March than they were a year 
earlier, but rents, fuel and utilities, and miscellaneous goods 
and services continued to move upward. The composite con
sumers’ price index of the Bureau of Labor Statistics was about
3 per cent below the peak reached last August and September 
and only slightly higher than at the beginning of 1948.

RETAIL CREDIT SURVEY, 19481

The use of consumer credit continued to rise sharply during
1948. In the country as a whole, the amount of instalment 
sales credit outstanding at the end of 1948 was 1.3 billion 
dollars greater than a year earlier, while other instalment loans 
rose 724 million dollars and charge account credit advanced 
about 250 million in the same period. Consumers resorted 
extensively to buying on credit in order to take off the market 
a greater dollar volume of goods than in 1947. Not only was

1 A reprint of this article, together with additional tabulations, is 
obtainable on request from the Research Department, Domestic 
Research Division.

the physical output of consumers’ goods higher in 1948, but 
average prices in 1948 were higher for most categories than 
in the preceding year. In general, the proportionate rise in 
credit sales reflected a return to prewar buying habits, in con
trast to the unusually high proportion of cash transactions in 
the war and early postwar years. (Nevertheless, despite the 
decline in the free-and-easy cash spending which characterized 
those years, the proportion of cash sales in most lines still 
appears to be higher than in 1941.) Automobiles, major 
household appliances, furniture, and other items whose pur
chase is normally a credit transaction constituted a greater pro
portion of the available consumers’ goods in 1948 than in 
1947. Furthermore, although personal incomes after taxes rose 
during 1948, there is some evidence that individual holdings 
of cash and deposits were somewhat reduced. For instance, 
demand deposits of individuals in the Second District are esti
mated to have fallen 5 per cent between January 1948 and 
January 1949. Consumers’ liquid savings were partly absorbed 
by the purchase of homes, the retirement of mortgage debt, 
investments in securities, and the payment of insurance 
premiums.

The rise in the proportion of credit sales in retail distribu
tion was shown by this bank’s recent survey of retail credit. 
This was the seventh in a series of annual surveys of nine 
principal types of credit-granting stores in the Second Federal 
Reserve District. Over 850 stores with aggregate sales of 
nearly 1.6 billion dollars in 1948 cooperated with this bank 
by submitting reports on their sales and accounts receivable.2 
This was an increase of more than 100 in the number of stores 
cooperating, compared with last year. The scope of the survey 
was somewhat narrowed this year by omitting questions rela
tive to inventories and bad debts.

In general, the greatest gains in the dollar volume of sales 
during 1948 in the Second District were made by automobile 
dealers and stores carrying furniture and major household 
appliances. Sales of jewelry and women’s apparel stores, on 
the other hand, declined for the second consecutive year, 
although the year-to-year declines were somewhat less than in
1947. Sales of men’s clothing stores also declined from the 
1947 level; they were about the same as in 1946, despite a 
substantial increase in prices in the two-year period. Depart
ment stores showed a 5 per cent gain in 1948 over 1947; in 
these stores sales of housefurnishings made a better than aver
age gain, and sales of women’s apparel made a more favorable 
showing than in the specialty shops of this District.

In all except hardware stores, cash sales lagged behind credit 
sales during 1948. Instalment sales rose in every type of store, 
and in five categories the gain was better than 25 per cent. 
Open credit, or charge account, sales increased in seven of the 
nine classifications, jewelry and hardware being the exceptions.

2 Some preliminary results of this survey were presented in the 
April 1949 Monthly Review.
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Table I
Retail Sales by Type of Credit-granting Store, Second Federal Reserve District, 1947 and 1948

Type of credit-granting store
Number of 
reporting

stores

Percentage change, 1947 to 1948 Per cent of total sales

Total
sales

Cash
sales

Charge
account

sales
Instalment

sales

Cash sales Charge account sales Instalment sales

1947 1948 1947 1948 1947 1948

Automobile............................................ 129 +17 +13 +28 +37 75 72 14 16 1 0 1 2
Household appliance................... .. 108 +  9 +  4 +  5 +  17 41 39 24 24 35 37
Department........................................... 91 +  5 +  1 +  9 +26 66 64 26 27 7 9
Furniture............................................... 159 +  4 - 1 2 +  6 + 1 0 23 20 14 14 63 67
Automobile tire and accessory.......... 82 +  2 -  4 +  2 +35 47 44 45 46 7 10
Hardware............................................... 26 +  1 +  4 -  3 +26 48 49 50 48 2 3
W omen’s apparel................... .............. 1 0 2 -  1 -  5 +  3 +  4 47 45 51 53 2 2
Men’s clothing...................................... 69 -  4 - 1 3 +  9 +36 62 56 33 38 4 6
Jewelry................................................... 93 -  5 - 1 1 -  6 +  1 31 29 31 30 39 41

All types*............................. 859 +  6 +  2 +  8 +18 58 56 27 28 15 17

* Percentages for “ all types”  of credit-granting stores have been computed from weighted averages, not from arithmetic averages of the reporting sample. Weights 
were based on the estimated relative share of each type of store in total sales of credit-granting stores.

Source: Compiled by the Federal Reserve Bank of New York from reports of stores cooperating in the Retail Credit Survey.

In general, the year-to-year changes in cash and credit sales 
were more moderate than those shown by the 1947 retail credit 
survey. Between 1946 and 1947, the change in cash sales 
ranged from an increase of 70 per cent to a decrease of 20 
per cent; from 1947 to 1948 the variation in cash sales was 
between an increase of 13 per cent and a decrease of the same 
percentage.

The accompanying chart shows how instrumental credit 
transactions were in boosting total sales of the reporting stores 
in 1948. This is particularly apparent in the case of furniture

Cash and Credit Sales at Credit-Granting Retail Stores in the 
Second Federal Reserve District

(Percentage change, 1947-48)

TYPE OF STORE

Autom obile

Household
ap p lian ce

o +10 +20
Percentage change

stores, whose cash sales declined 12 per cent between 1947 and
1948, while on the other hand, their credit sales expanded so 
markedly that there was an over-all gain of 4 per cent in their 
total sales. The distribution of sales by type of transaction, 
shown in Table I, also high-lights the shift to credit purchases.3

In lines where credit sales played a particularly important 
part in maintaining sales volume, accounts receivable showed 
an even greater increase than the volume of credit sales. This 
reflects to some extent delays in repayments by customers, but 
in part also the competitive liberalizing of credit terms and 
the active promotion of credit buying by some dealers, par
ticularly during the first three quarters of 1948 when no credit 
controls were in effect. Furniture stores, with an increase of
9 per cent in credit sales, had 22 per cent more accounts 
receivable at the end of 1948 than a year earlier. Auto tire 
and accessory shops had gains of 7 per cent in credit sales and 
24 per cent in receivables, while for household appliance stores

3 Since this survey covered credit-granting stores only, the propor
tion of cash sales in the aggregate of all retail transactions is thus 
understated.

Table II

Accounts Receivable by Type of Retail Store, Second Federal Reserve 
District, 1947 and 1948 

(Accounts receivable figures are based on end-of-year data; 
sales, on annual totals.)

Type of credit-granting

Accounts receivable, percent
age change, 1947 to 1948

Charge account re
ceivables as per 

cent of charge 
account sales

Instalment receiv
ables as per cent of 

instalment sales

store

Total
Charge

account
Instal
ment 1947 1948 1947 1948

+28 +27 # 8 8 # #
Household appliance........ +40 +  9 +51 10 11 20 26

+  6 +  5 +  8 26 26 48 42

Automobile tire and ac-
+ 2 2 +  6 +23 20 20 47 53

+24 +  9 +81 16 17 24 32
+18 +18 +16 1 1 13 20 19

Women’s apparel.............. +  1 +  1 +  2 27 26 25 25
Men’s clothing................. +  6 +  1 +36 22 21 26 27

+  7 0 + 1 0 21 22 49 53

* Arranged in order of percentage change in total sales, 1947-48, as in 
Table I.

# Figure omitted because of smallness of reporting sample. Automobile instalment i 
usually financed by finance companies and banks, rather than by dealers.
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the increase in credit sales was 12 per cent against 40 per cent 
for accounts receivable. On the other hand, department stores 
and mens and womens apparel stores reduced their ratio of 
receivables to credit sales.

Data on sales and accounts receivable for various cities in 
the Second Federal Reserve District are shown in Table III. 
In New York City, sales tended to lag behind the rest of the 
District; this was true particularly in the case of nondurable

Table III
Percentage Change, 1947 to 1948, in Sales and Accounts Receivable by 
Type of Retail Store in Selected Cities, Second Federal Reserve District 

(Sales are based on annual totals; accounts 
receivable, on end-of-year data.)

Type of credit-granting 
store and locality

Num
ber of 
report

ing
stores

Sales Accounts receivable

Total Cash
Charge
account

Instal
ment Total

Charge
account

Instal
ment

Automobile
Syracuse...................... 3 +37 +40 +  6 +  127 + 3 +  3
Yonkers....................... 3 +36 +35 # + 49 # # #
Buffalo......................... 8 +32 +25 +58 + 45 +103 +98 #
Watertown.................. 4 +26 +35 + 1 1 + 57 + 7 +  7 #
Olean........................... 5 +26 +  8 +37 + 90 + 3 - 1 2 #
Elizabeth..................... 7 +18 +16 +31 + 20 + 50 +28 #
Rochester.................... 7 +  15 +  8 +16 + 38 + 17 +  17 #
New York City........... 51 +14 +  9 +35 + 34 + 34 +34 #
Schenectady................ 5 +  8 +16 -3 5 + 34 — 34 -3 4 #
White Plains................ 4 +  7 +  2 +  1 + 50 — 14 -1 4 #

Household appliance
New York City........... 62 + 1 1 +  4 +13 + 21 + 51 +17 +  60
Buffalo......................... 4 -  1 -  3 # — 4 + 11 t -  6
Binghamton................ 3 -  6 -13 # + 10 + 55 # #

Department
Capital District*......... 3 + 1 0 +  9 +  3 $ + 8 — 5
Rochester.................... 4 +  9 +  2 +16 + 33 + 8 +  3 +  43
Buffalo....................... 10 +  7 +  4 + 1 0 + 25 + 9 +  6 +  24
Syracuse....................... 3 +  5 0 + 1 1 + 16 + 16 +  14 +  24
New York City........... 17 +  4 +  1 +  7 + 28 + 3 +  2 +  4
Bridgeport................... 4 +  3 -  4 + 1 1 + 12 + 4 +  2 +  19

9 +  2 -  5 + 1 1 + 12 + 12 + 1 1 +  17

Furniture
New York City........... 52 +  6 -13 + 1 2 + 13 + 25 +  4 +  27
Rochester.................... 5 +  5 + 1 1 # + 9 + 18 # +  19
Newark........................ 6 +  1 -  6 # + 3 + 14 # +  5
Buffalo......................... 15 +  1 - 1 2 -  2 + 4 + 16 +  2 +  17
Capital District*......... 5 0 0 # + 2 + 10 # +  13
Elmira......................... 3 -  6 -2 5 # + 7 # # ff
Syracuse...................... 4 -  9 -1 8 # — 9 + 10 # +  10

Automobile tire and ac
cessory
New York City........... 15 +13 +  2 +17 + 71 + 6 -  3 +144
Buffalo......................... 4 +  1 - 2 2 +  7 # + 59 +58
Capital District*......... 10 -  1 -  7 -  1 + 18 + 10 -  8 +  95
Syracuse...................... 4 -  2 -  6 -  2 + 10 + 1 — 5 +  30
Bridgeport.................. 3 -  3 - 2 0 +  2 # + 8 0 #

Hardware
Rochester..................... 3 + 1 1 +  7 +14 # + 55 +51 #
Buffalo-Niagara Falls.. 3 + 1 0 +  3 +19 # + 21 +29 #
New York City............ 6 -  7 +  3 - 2 1 + 20 — 1 — 1 #
Capital District*......... 4 -  8 +  4 -1 6 t + 37 +36 #

Women’s apparel
Buffalo......................... 7 +13 +  4 +27 — 1 + 24 +27 #
Capital District*......... 4 + 1 0 + 1 1 +  9 # + 6 +  6 #
Binghamton................ 5 +  8 -  2 +  9 # + 9 +  7 #
Syracuse....................... 4 +  4 -  7 +  8 # + 4 +  5 if
New York City........... 63 -  2 -  7 +  2 + 3 1 -  1 0

Men’s clothing
Capital District*......... 5 +  5 -  2 + 1 2 # — 4 -  4 #
Buffalo......................... 3 -  1 -2 9 +30 # — 2 -  2 if
New York City........... 43 — 0 -1 3 +  5 + 55 + 8 +  2 +  53

Jewelry
Rochester.................... 3 +  5 +  2 + 1 2 # + 8 +13 #
Capital District*......... 6 +  3 -  3 +  6 + 11 + 8 -  4 +  16
New York City........... 17 -  4 - 1 1 -  7 + 7 + 8 -  1 +  12
Buffalo-Niagara Falls.. 3 -1 4 - 1 1 #

"
14 # # #

* Albany, Schenectady, and Rensselaer Counties.
# Figure omitted because of smallness of reporting sample.

goods sales. However, household appliance and furniture stores 
in New York City made a better than average showing, per
haps owing in part to the greater stimulation of television 
receiver sales in this area. Sales in Rochester were generally 
above the average for the Second District, while in the Buffalo- 
Niagara Falls and the Albany-Schenectady-Troy areas sales 
increased at about the same rate as the District average. Gen
erally speaking, sales in the various types of stores in the cities 
of the District showed the same pattern that characterized the 
District as a whole— credit sales showed greater gains or 
smaller losses than cash sales.

The fact that increased granting of credit has tended to sus
tain retail sales during the past two years does not necessarily 
mean, of course, that continued competitive promotion of 
credit is desirable. As recently stated by a member of the 
Board of Governors,4 'The use of instalment financing has 
increased aggregate consumer demand during upswings and 
decreased aggregate consumer demand during downswings.” 
There has been a "tendency in boom times for sellers to expand 
their sales by easing down payments and contract maturities 
rather than by reducing prices and improving quality and 
service,” while at the same time "individual consumers are 
tempted to incur debt beyond their means.” Regulation of 
instalment credit was reintroduced last September with the 
primary objective of restraining inflationary credit spending 
for consumer durable goods, and has since been modified twice 
to take account of changing economic conditions. However, 
as Governor Evans notes, "the regulation does have certain 
desirable by-products. Their tangible effects are fewer credit 
losses for business, fewer cases of family distress because of 
excessive or improvident consumer indebtedness, and credit 
competition that accords with sound credit standards.”

4 R. M. Evans, in an address before the Consumer Instalment Credit 
Conference, American Bankers Association, St. Louis, Missouri, March
30, 1949.

DEPARTM ENT STORE TRADE

According to preliminary information, dollar sales of Second 
District department stores during April were practically the 
same as during the corresponding month last year. The later 
occurrence of Easter this year was partly responsible for the 
more favorable showing than in March, but left the total of 
March and April business 5 per cent below last years level. 
Consequently, although this bank’s seasonally adjusted index of 
sales for April 1949 will probably be about 10 per cent above 
the low level of March, it will still be somewhat lower than last 
year’s figure of 255 per cent ( 1935-39:=  100).
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Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

(Adjusted for seasonal variation, 1935-39 average=100 per cent)

The retail value of goods on hand at the end of March was
7 per cent less than a year previous, partly because merchants, 
in view of the lagging sales of recent months, have been fol
lowing a more conservative inventory policy, and partly 
because of lower prices. Detailed information as of the begin
ning of March indicates that stocks were cut rather generally, 
except for housefurnishings departments where there was a 
year-to-year increase averaging 1 per cent. Outstanding orders 
of the stores declined seasonally during March and at the end 
of the month were about one-fourth less in value than at the 
same time in 1948.

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District
(1935-39 average =  100 per cent)

Item

1948 1949

March January February March

Sales (average daily), unadjusted................. 235r 194 192 209
Sales (average daily), seasonally adjusted*. 235r 243 229 2 2 0

Stocks, unadjusted........................................... 254 2 0 1 218 238
Stocks, seasonally adjusted............................ 248r 228 224 232

r Revised.
* Seasonal adjustment factors for 1942-48 revised; available upon request from 

the Research Department, Domestic Research Division.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Net sales

Locality

March 1949
Jan. through 
March 1949

Stocks on 
hand 

Mar. 31, 1949

Department stores, Second District___ - 1 1 -  7 -  7

New York C ity ...................................... - 1 1 -  8 -  6
Northern New Jersey........................... - 1 3 -  7 -  7

Newark................................................ - 1 1 -  8 -  8
Westchester County............................. - 1 0 +  5 +  2 

- 1 1Fairfield County................................ - 1 3 -  7
Bridgeport.......................................... - 1 3 -  8 - 1 3

Lower Hudson River Valley. . . . . . . . - 2 2 -  7 -  7
Poughkeepsie...................................... - 2 0 -  3 -  5

Upper Hudson River Valley............... -  7 +  1 -  9
-  4 +  5 - 1 2

Schenectady........................................ - 1 0 -  1 -  2
Central New York State..................... - 1 1 - 1 1 -  5

Mohawk River Valleys..................... - 2 0 - 1 0 -  7
- 1 7 -  7 -  4

Syracuse............................................... -  8 - 1 1 -  4
Northern New York State.................. - 2 7 - 1 7 - 1 4
Southern New York State................... - 2 0 - 1 0 -  5

Binghamton........................................ - 2 0 -  9 -  4
-1 9 - 1 2 -  5

Western New York State.................... - 1 1 -  4 -  6
-  8 -  1 - 1 0

Niagara Falls...................................... - 1 3 -  2 - 1 3
Rochester............................................ - 1 6 -  9 +  2

Apparel stores (chiefly New York C ity ). - 1 4 - 1 0 -  6

Indexes of Business

1948 1949

Index
March January February March

Industrial production*, 1935-39 =  100......... 19 lr 191 189 184p
(Board of Governors, Federal Reserve 
System)

Electric power output*, 1935-39 = 1 0 0 . . . . 244r 262 262 256p
(Federal Reserve Bank of N ew  York) 

Ton-miles of railway freight*, 1935-39 = 100 183 179 174 p
(Federal Reserve Bank of N ew  York)

Sales of all retail stores*, 1935-39 =  100........ 331r 329r 330 329p
(Department of Commerce)

Factory employment
United States, 1939 =  100........................... 160 155 153 151p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 130 1 2 0 1 2 0 118p
(N Y S  Div. of Placement and Unemp. In s.)  

Factory payrolls
United States, 1939 =  100........................... 358 363 358p
(Bureau of Labor Statistics)
New York State, 1935-39 =|100................ 299 288 286 279p
(N Y S  Div. of Placement and Unemp. Ins.) 

Personal income*, 1935-39 = 100.................. 300r 322 316p
(Department of Commerce)

Composite index of wages and salaries*t, 
1939 = 100...................................................... 185r 196 196p
(Federal Reserve Bank of N ew  York) 

Consumers’ prices, 1935-39 =  100................. 167 171 169 170p
(Bureau of Labor Statistics)

Velocity of demand deposits*#, 1935-39 =  100 
(Federal Reserve Bank of N ew  York)
New York C ity............................................. 92 99 98 95
Outside New York C ity .............................. 87 89 87 88

* Adjusted for seasonal variation. p Preliminary. r Revised.
J A monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.

# Seasonal adjustment factors for 1942-48 revised; available upon request from 
the Research Department, Financial Statistics Division.
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NATIO NAL SUM M ARY OF BUSINESS CONDITIONS

(Summarized by the Board of Governors of die Federal Reserve System, April 27, 1949)

Industrial output continued to decline in March and apparently 
also in April. Value of department store trade remained below the 
corresponding period of last year. Prices of industrial commodities 
generally declined in March and April with sharp reductions in metal 
scrap and nonferrous metals. Prices of most farm products and foods 
showed little change.

Industrial Production

Industrial production declined further in March, and the Board’s 
seasonally adjusted index was 184 per cent of the 1935-39 average. 
This compares with 189 in February and with the postwar peak rate of 
195 in October and November 1948. Output of manufactures de
clined about 2 per cent in March and work stoppages at coal mines for 
two weeks sharply reduced minerals production. Although coal output 
was restored in April, present indications are that total industrial 
output has declined further.

Activity in the machinery and iron and steel fabricating industries 
showed a substantial additional decline in March. In the automobile 
industry activity was maintained at a high level as reductions in output 
of trucks and of automotive parts were offset by an increase in the 
number of passenger cars assembled. Production of iron and steel and 
nonferrous metals, on die other hand, increased further in March. Open 
hearth steel production was up 2 per cent to a new record level, but 
output of electric steel declined 5 per cent from the February peak 
rate. During the first three weeks of April, however, steel production 
has been scheduled about 4 per cent below the March rate. Lumber 
production increased in March from the reduced rate reached in 
February.

Output of nondurable goods receded about 3 per cent in March, 
reflecting chiefly marked reductions in activity in the textile, paper, and 
chemical industries. Rayon production and deliveries to textile mills

INDUSTRIAL PRODUCTION

Federal Reserve index. Monthly figures; latest figure shown is for March.

were sharply curtailed in March, and, according to trade reports, have 
been reduced considerably further in April. Activity in the woolen and 
worsted industry has also declined substantially from the February rate, 
according to preliminary indications. Paperboard production in March 
and the first half of April was about 6 per cent below the February 
rate and 15 per cent below the level in the same period a year ago. 
Output of most other nondurable goods in March apparently was 
maintained at about the February rate.

Minerals production during March was reduced about 10 per cent, 
mainly because of the two-week work stoppage at most coal mines, 
which curtailed coal output for the month by 34 per cent. In early 
April coal production recovered to a level somewhat above the February 
rate. Crude petroleum output in March declined 4 per cent more and 
in early April was reduced further by about the same percentage, 
bringing the current rate to a level 13 per cent below the high rate 
at the end of 1948.

Em p l o y m e n t

Employment in nonagricultural establishments, as reported by the 
Bureau of Labor Statistics, continued to decline in March, although a 
small rise is usual at this season. Manufacturing employment showed 
a further marked reduction and was about 720,000, or 4 per cent, less 
than in March a year ago.

Co nstru c tio n

Value of contracts awarded, as reported by the F. W. Dodge 
Corporation, was one-third larger in March than in February, owing 
mainly to seasonal increases in most types of private contracts. As 
compared with a year ago, total private awards were 8 per cent smaller, 
while public awards were substantially larger. Private residential build
ing contracts were 20 per cent smaller in value than in March 1948.

EMPLOYMENT IN NONAGRICULTURAL ESTABLISHMENTS

Bureau of Labor Statistics’ estimates adjusted for seasonal variation by 
Federal Reserve. Proprietors and domestic servants are excluded. 

Midmonth figures; latest shown are for March.
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D istribution

Value of department store sales in March and the early part of 
April remained below year-ago levels, after allowance is made for the 
later date of Easter this year. Sales of appliances and other durable 
goods at department stores continued substantially below the ex
ceptionally high levels reached in the second and third quarters of 
last year.

Railroad shipments of coal dropped sharply in March and recovered 
in early April. Carloadings of other classes of freight during this 
period were at an average level about 5 per cent below the seasonally 
adjusted volume of shipments last autumn.

Co m m o d ity  Prices

Prices of scrap metals, which had been at exceptionally high levels 
in the latter part of 1948 and had declined early this year, showed a 
further sharp drop from the early part of March to the third week of 
April. Prices of nonferrous metals were reduced substantially for the 
first time since before the war and prices of a number of metal 
products, including some makes of automobiles, were also reduced. 
Prices of most other industrial commodities continued to decline mod
erately; gasoline prices, however, were raised.

Meat prices advanced somewhat further from mid-March to mid- 
April, while prices of most other foods and farm products showed little 
change. Prices of hogs, however, declined again in the third week 
of April.

The consumers’ price index rose slightly in March, reflecting 
chiefly higher meat prices and further slight increases in rents and 
miscellaneous items. Retail prices of apparel and housefurnishings 
declined somewhat further.

Ba n k  Credit

Business loans decreased by nearly 700 million dollars at banks in 
leading cities during March and the first half of April and other loans 
generally declined moderately. Banks continued to purchase Treasury 
bonds, but they sold short-term securities, and their total portfolio of 
Government securities declined somewhat. Demand deposits of in
dividuals and businesses contracted about 1 billion dollars in the six- 
week period, reflecting the large income tax payments in March and 
repayments of bank loans.

The Treasury reduced its deposits at the Reserve Banks during the 
first three weeks of April in order to retire securities and to meet 
current expenditures in excess of receipts. Banks were supplied with 
reserves as part of these funds were deposited in private accounts. At 
the same time reserves were absorbed by Federal Reserve sales of 
Treasury bonds in response to a market demand. Federal Reserve 
holdings of Government securities were also reduced through cash 
retirement of System-held bills.

Security Prices

Prices of Treasury and other high-grade bonds changed little in the 
first three weeks of April, while common stock prices declined some
what near the end of this period.

WHOLESALE COMMODITY PRICES

Bureau of Labor Statistics’ indexes. Weekly figures; latest 
shown are for week ended April 19.

LOANS AT MEMBER BANKS IN LEADING CITIES
BILLIONS OK DOLLARS BILLIONS OF DOLLARS

*CHANGE IN SERIES.

Excludes loans to banks. Wednesday figures; latest shown are for April 13.
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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  OF N E W  Y O R K

V olume 31 J U N E 1 9 4 9  No. 6

MONEY MARKET IN MAY

The principal influences in the money market and Govern
ment bond market during the past month were related to 
two developments in the spheres of Federal Reserve credit 
policy and Treasury debt management. The first was the 
lowering of the reserve requirements of member banks, 
announced by the Board of Governors of the Federal Reserve 
System on April 29. The second was the announcement on 
May 13 of the Treasury’s decision to refund both an issue of 
lVs per cent certificates maturing June 1 and an issue of
2 per cent bonds called for redemption on June 15 with a 
new issue of VA per cent certificates, rather than with inter
mediate-term notes offering a somewhat higher interest rate, 
which had been widely expected in the market, at least in 
exchange for the called bonds.

D e v e l o p m e n t s  in  t h e  G o v e r n m e n t  Bo n d  M a r k e t

The effect of these actions on the Government bond market 
was to stimulate commercial bank demand for the medium 
and longer-term issues which the banks are eligible to hold 
and, indirectly, through nonbank investors’ reinvestment of 
the proceeds of their sales of eligible bonds to the banks, to 
stimulate the demand for ineligible issues. Commercial bank 
purchases were made principally by the larger central reserve 
and reserve city banks. Country banks remained relatively 
inactive, at least in the early part of the month.

After an initial spurt during the trading on April 29, fol
lowing the announcement of the lowering of member bank 
reserve requirements, and to a lesser extent on May 2, prices 
of Treasury bonds moved irregularly upward until the middle 
of the month. They then received further stimulus from the 
Treasury’s announcement of the terms of its June refinancing. 
In terms of prices this second stimulus was short-lived, but in 
terms of continuing pressure of demand for medium and 
longer-term bank-eligible securities it is likely to be a continu
ing force. After the Treasury announcement, prices of the
2 per cent bonds called for redemption on June 15 declined 
sharply, as a sequel to the sizable advance which they had 
made when a refunding issue more attractive to the market 
was expected.

Over the entire period from April 29, when the reduction 
of reserve requirements was announced, through May 16, when 
the repercussions of the announcement of the refunding terms 
took effect, the advance in the prices of the various medium- 
term bank eligible bonds ranged from 3/32 for the nearer 
maturities to one-half point for the 2 lA ’s of September 1956- 
59. Bank demand for the latter was particularly pronounced, 
and (as illustrated in the chart) the advance in the price of 
this issue was greater than that of the longest-term bank eligi
ble bonds (the IVzs of September 1967-72). Apparently the 
commercial banks, at least the larger banks which did the bulk 
of the buying in this period, were unwilling to reach out for 
the longest issue. Presumably it was felt that the spread in 
yield between a 7-year and an 18-year maturity (roughly 
one half of 1 per cent) did not warrant so great a lengthening 
of maturities.

Restricted bonds in this period made somewhat more mod
erate price advances, ranging from 1/32 to 9/32. Demand 
for the restricted bonds originated mainly from savings banks 
seeking to reinvest the proceeds of sales of bank-eligible bonds. 
The most popular issues were those which will become eligi
ble for commercial bank investment earliest and which thus 
will first reflect the scarcity value characteristic of eligible 
bonds. Consequently, those restricted issues which are callable 
from 1959 through 1962, and particularly the 2Vi’s of June
15, 1962-67, showed more sizable increases than the hitherto 
more popular Victory and other longer-term “tap” issues.

As a result of the demand for Treasury bonds created by the 
developments in the first half of the month, the Federal Reserve
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Prices of Selected Treasury Bonds*

System sold 465 million dollars of Government bonds in the 
three weeks ended May 18. More than half of this amount 
was sold in the first week of especially strong bank buying.

Commercial bank purchases of Treasury bonds were reduced 
as prices rose in the middle of the month and the higher prices 
for eligible bonds brought out fresh supplies of such issues 
from nonbank investors. Consequently, the rise in prices of 
most medium-term eligible issues leveled off in the latter part 
of the month. Except in a few cases including the two longest 
issues, however, quotations on restricted bonds continued to 
rise modestly, despite further sales out of Federal Reserve 
portfolios.

M em ber  Ba n k  R eserve Po sitio n s

Money market conditions during the past month were dom
inated by the decline in reserve requirements and by the opera
tions of member banks incident to their investing the "free” 
reserves made available. The investment process was not 
entirely a smooth one; it led to considerable cross currents in 
the flow of funds through the money market, producing at one 
time the rather anomalous situation of a falling rate on new 
Treasury bill issues and a rising rate for "Federal funds” in New 
York. At times there was considerable ease in the market and 
at other times considerable strain, particularly in New York 
City. For the most part, this pattern of turbulence was related 
to the Government security operations of the larger central 
reserve and reserve city banks which, in pursuit of a policy of 
fully investing all surplus funds, increased their holdings of 
Government obligations in anticipation of the lowering of 
their required reserves on May 5, and of Government security 
dealers who apparently overstocked in Treasury bills around 
the middle of the month in expectation of further demands

from the banks. In both instances, considerable strain on the 
banks’ reserve positions resulted.

The country member banks, on the other hand, tended to 
add to their excess reserves a substantial portion of the funds 
released by the reduction of their legal reserve requirements 
(effective May 1). This prevented, -temporarily at least, the 
easing of their reserve positions from being transmitted to the 
rest of the banking system and so contributing to the reduction 
of pressures that developed elsewhere.

The net effect of the lowering of member bank legal reserve 
requirements was to bring about a sharp reduction of Federal 
Reserve credit. In the aggregate the member banks had about 
1.9 billion dollars of free reserves to invest during the four 
weeks ended May 25. Of this amount, 1.3 billion became avail
able through the reduction in required reserves, while the rest 
represented net gains of reserves, mostly from net Treasury dis
bursements. With these funds, the member banks sharply 
increased their holdings of Government securities (principally 
bills and bonds), reduced their borrowings from the Federal 
Reserve Banks by 100 million dollars, net, and added about 300 
million dollars to their excess reserves, which had been abnor
mally low toward the end of April. The Reserve System’s 
holdings of Government securities declined about IV2 billion 
dollars in this period.

The aggregate figures, of course, conceal the alternation be
tween pressure and ease which developed in the market from 
week to week, principally among the larger banks, and particu
larly among the New York City institutions. In the week ended 
May 4, the larger banks tended to anticipate the decline in 
their required reserves and made substantial additions to their 
holdings of Treasury securities. Such purchases were made, 
through the market, partly from the Reserve System and partly 
from nonbank investors. The latter in turn bought substan
tial amounts of other types of Government issues, especially 
restricted bonds, a large portion of which came out of Federal 
Reserve portfolios. The New York City banks were also called 
upon to finance a considerable volume of purchases by Govern
ment security dealers. Their reserve positions consequently 
were under considerable pressure, and it became necessary for 
them to borrow substantial amounts, temporarily, from the 
Reserve Bank. The rate on immediately available Federal 
funds ruled at 1 7/16 per cent during most of the week.

The reduction of their reserve requirements, together with 
smaller gains of funds from other sources during the week 
ended May 11, enabled the central reserve and reserve city 
banks to reduce their borrowings from the Reserve System 
considerably and to acquire large amounts of Treasury secu
rities. Excess reserves were practically unchanged in the week, 
despite the drop of about 900 million dollars in required 
reserves.

The anticipation of a large release of bank reserves stimu
lated bidding on May 2 for the new Treasury bills to be issued
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on May 5. As a result, the commercial banks, particularly the 
New York City banks, and the Government security dealers 
obtained a substantial part of the new issue. The average rate 
on new bills consequently fell to 1.147 per cent on May 5, 
from 1.156 per cent on April 28.

In view of the favorable market for Treasury bills and other 
short-term securities, the Government security dealers were 
able to dispose of most of their allotments of the new bills as 
well as previous accumulations of short-term Treasury obliga
tions. Consequently, the dealers reduced their borrowings from 
the banks rather sharply in the week ended May 11—  
285 million dollars in New York City, as indicated by the 
weekly reporting member bank figures.

Through the Reserve System’s sales and redemptions of 
securities, a large part of the funds released by the reduction 
in reserve requirements of the central reserve and reserve city 
banks was channeled into the Federal Reserve Banks, thus 
limiting the impact of such funds on Treasury bond prices. In 
the week ended May 11 the System redeemed or made net sales 
of almost 710 million dollars of Government securities, con
sisting of 427 million of bills, 175 million of certificates, 89 
million of bonds, and a small amount of notes.

The decline in the Treasury bill rate and the ease with which 
the previous issue of bills had been absorbed led the larger 
banks and the Government security dealers to outbid the rest 
of the market for the next bill issue, dated May 12. Since 
the larger banks had already fully invested the "free” funds 
gained through the reduction in their reserve requirements, 
their subscriptions to the new bill issue presumably were made 
in anticipation of further gains of funds. But these gains 
failed to materialize, mainly because the current receipts of 
the Treasury exceeded its disbursements in the week ended 
May 18. The reserve positions of the larger institutions, espe
cially in New York City, were therefore under considerable 
strain temporarily.

The burden on reserve positions was made even heavier by 
the inability of the Government security dealers to dispose of 
a sizable proportion of their new bills. Dealers were com
pelled to borrow from the commercial banks to pay for their 
allotments, and their loans from the New York City weekly 
reporting member banks rose 371 million dollars in the week 
ended May 18. The result was a loss of a substantial amount 
of bank reserves, since a large portion of the funds loaned were 
turned over to the Treasury in payment for the bills.

In order to adjust their reserve positions, therefore, mem
ber banks had to expand their use of Federal Reserve credit. 
They sold substantial amounts of Treasury bills, most of which 
were absorbed by the Federal Reserve System, and borrowed 
570 million dollars from the Reserve Banks. Total member 
borrowings reached 773 million dollars on May 18, the high
est figure for any weekly report date since November 1945.

More than two thirds of the increase in borrowing originated 
in New York City, where the money market stringency was 
particularly pronounced.

Excess reserves of all member banks increased 220 million 
dollars to 1,080 million on May 18 as the New York banks 
built up surplus reserves toward the end of the week for the 
purpose of averaging out their reserves against requirements 
over a week’s period. In the circumstances, however, the rise 
in excess reserves reflected a tight money market situation, 
rather than the opposite, and the rate on Federal funds again 
rose to 1 7/16 per cent.

In view of the heavy supply of outstanding issues, bids for 
the bill issue dated May 19 by the banks and dealers were 
lowered. As a result, there was a better balanced participation 
by the market as a whole, and the average rate rose from 1.148 
per cent in the previous week to 1.157 per cent, approximately 
the level prevailing late in the previous month.

In the week ended May 25, the initial high level of excess 
reserves, together with further gains of funds, mainly through 
Treasury operations, permitted the member banks to repay 
the greater part of their borrowings from the Reserve Banks 
and to add further to their holdings of Government obliga
tions. A considerable part of the addition to Government 
security holdings was supplied by dealers, who were thus able 
to reduce their heavy accumulation of Treasury bills in the 
previous week and to cut down their bank loans.

Toward the end of May, the money market was approxi
mately in balance, transactions tending to contract reserves 
being offset by those tending to expand them.

EMPLOYM ENT, UNEM PLOYM ENT, AND  
THE LABOR FORCE

Recent declines in production, prices, and employment have 
high-lighted the problem of adequately measuring the extent 
of changes in employment and unemployment. The wide
spread reports of layoffs and increased claims for unemploy
ment insurance would be difficult to evaluate without some 
comprehensive measure of over-all employment to indicate 
the extent to which these factors have been offset by rehirings 
or plant expansion in other areas. The two principal employ
ment indicators in common use are those of the U. S. Bureau of 
the Census and the U. S. Bureau of Labor Statistics. The Census 
Bureau series gives data on the labor force, employment, and 
unemployment, while the B.L.S. series reports the number of 
nonagricultural employees.

The Census Bureau makes monthly estimates of changes in 
the employment status of the population of working age, 
based on personal interviews with a scientifically selected 
national sample of households during a week in the early part 
of each month. In April 1949, these estimates indicated total 
employment of 57.8 million persons, somewhat more than 
during the first quarter of 1949, but about half a million less
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than in April of last year. Total employment, as defined by 
the Census Bureau, includes all those who worked either full 
or part time for pay or profit, unpaid family workers on farms 
or in businesses who worked 15 hours or more during the 
week surveyed, and persons with a job but temporarily away 
from it. Unemployment in April was about 3 million persons, 
down somewhat from February’s postwar peak of 3.2 million. 
Unemployed persons include those without jobs who are ac
tively seeking work, plus a few categories of individuals 
normally regarded as in the labor market but who, because of 
illness, indefinite layoff, or unavailability of suitable work in 
their community, are not looking for work. These two cate
gories, the employed and the unemployed, make up what is 
known as the civilian labor force. When the armed forces are 
also included, the total labor force is accounted for.

The labor force measured by currently published figures is 
not a constant figure, nor does it expand solely with popula
tion growth. Instead, the number of persons at work or seek
ing jobs varies seasonally and with changes in the business situa
tion. Seasonal workers, particularly in agriculture, often do 
not seek work after their season of employment, and many 
students tend to look for work only during the summer and 
(in some cases) other vacation periods. During the war 
numerous women, youngsters, and older persons who would 
not normally have been part of the labor force, took jobs in 
order to help the war effort by offsetting the drain of men to 
the armed services. After the war, while jobs remained plenti
ful and wages high, many of these persons remained at work. 
When gainful employment became less remunerative, how
ever, they tended to drop out of the labor force and keep house, 
resume schooling, or retire. In such times, though, there is also 
a tendency for additional secondary wage earners— wives and 
older children— to seek part-time or full-time employment 
as family heads lose their jobs or suffer substantial cuts in 
earnings. Altogether, it should be emphasized that the vol
ume of unemployment is not solely dependent upon fluctua
tions in employment; in fact, it has often happened that unem
ployment and total employment both rose or both declined 
during a given period.

Part of the increase of 1.4 million persons in unemployment 
since last October (the month of lowest unemployment in 
1948) and of the drop of 2.3 million in total employment has 
been seasonal, particularly where the farm labor force is con
cerned. The accompanying chart illustrates the seasonal fluc
tuations of both employment and unemployment in recent 
years.

To some extent, the rise in unemployment compared with 
last year’s levels may be attributed not only to a decline in 
the number of jobs but to the failure of employment oppor
tunities to continue to expand as rapidly as the labor force. 
The accompanying table shows to what extent this was true 
between the first part of 1948 and the corresponding period of

Changes in the Composition of the Labor Force*
(F ir s t  fo u r  m o n th s o f  1 9 4 9  com pared  w ith  th e  first  fo u r  m o n th s  

o f 1 9 4 8 , in th o u sa n d s  o f  p erso n s)

Employment status
Average

Jan.-

Average change Jan.-April 
1948 to Jan.-April 1949

April
1949 Total Men Women

Total noninstitutional population, 14 years 
of age and over.............................................. 109,244 +1,162 +537 +625
Outside the labor force................................ 47,225 +  199 -  51 +250
Total labor force........................................... 62,019 +  963 +589 +374

Armed services.......................................... 1,490 +  255 +256 -  1
Unemployed............................................... 3,017

57,512
+  683 +568 +115

Total em ployed......................................... +  25 -2 3 5 +260
Nonagricultural industries................. 50,270 -  186 -3 1 5 +129
Agriculture............................................. 7,242 +  2 1 1 +  81 +130

* Because of rounding, items may not add to the totals shown. 
Source: U. S. Bureau of the Census.

1949. (The average of the first four months was chosen in 
order to eliminate any distortion which weather, holidays, 
labor conflicts, and similar factors might induce in a com
parison of data for a single month in the two years.) The 
population of working age has been increasing recently at an 
annual rate of nearly 1.2 million. Between 1948 and 1949 
there was a net decrease of 250,000 in the number of veterans 
in school or otherwise outside the labor force and a correspond
ing rise in the civilian labor force. These changes in the 
veteran population were more than offset, however, by in
creases in the numbers of nonveterans remaining in school, 
of older persons retiring, and of women dropping out of the 
labor force to keep house. The net increase of 963,000 persons 
in the total labor force between the first four months of 1948 
and the similar period of 1949 reflects these shifts plus the 
addition to the labor force that resulted from population 
growth. This gain was only partly offset by the addition of
255,000 to the armed forces and a net increase of 25,000 in 
total civilian employment; as a result, unemployment rose by 
683,000, or more than two thirds of the net increase in the 
labor force. In similar fashion, unemployment could continue 
to rise substantially during the coming year even if total em
ployment remained at present levels or increased somewhat. 
(These figures, of course, all represent net changes; the per
sons who join the labor force are not necessarily the same ones 
who become unemployed. A substantial labor turnover may 
be concealed by a small net change; for example, the Census 
Bureau estimates that while between February and March 1949 
nonagricultural employment increased 80,000, net, 2,566,000 
workers found new jobs while 2,486,000 workers were dis
missed or left their old jobs voluntarily.)

Although the total numbers of those employed or unem
ployed are generally more widely publicized, the nature of 
employment, as indicated by the Census Bureau’s data, is like
wise a factor of prime importance. Thus, during the past year 
there seems to have been some shift from employment in non- 
agricultural industries to agricultural employment. Even more 
noteworthy is the sharp growth in part-time work in nonagri
cultural industries. In the early part of 1949, the number of
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nonagricultural workers on a short work week (less than 35 
hours per week) was nearly 1.2 million more than a year pre
vious, and the number of full-time workers was correspond
ingly reduced. In fact, the decrease in the number of women 
working 35 hours or more per week was more than offset by 
the increase in the number of women holding part-time jobs. 
For men, there was an over-all decline in nonagricultural jobs 
(although the number of veterans at work increased) and an 
increase in part-time work. Cuts in the average work week, 
in effect, amount to concealed unemployment through spread
ing a reduced amount of work among approximately the same 
number of workers. The data also indicate that there may 
very well have been a shift by persons who lost jobs in indus
try to part-time trade or service jobs or to agriculture, with a 
consequent drop in income and purchasing power.

It should be noted that, since the Census Bureau’s labor force 
figures are based on sample surveys, they necessarily contain 
errors of estimation which would have been avoided in a com
plete census. These variations may amount to as much as 2 or
3 per cent in the larger aggregates and somewhat more for the 
component figures. The reliability of month-to-month changes, 
or percentage distributions of the data is, however, much 
greater.

The other major source of current information on employ
ment trends is the U. S. Bureau of Labor Statistics. The esti
mates of total nonagricultural employment released by the 
B.L.S. each month cover all wage and salary workers in pri
vate and public establishments other than farms and are based 
primarily upon reports from more than 110,000 business estab
lishments, employing over 11 million workers. The esti
mates cover civilian employees only; proprietors, self-em
ployed persons, domestic servants, and unpaid family workers 
are excluded from the B.L.S. estimates, although they are 
covered by the Census Bureau data. If a person worked in 
more than one establishment during the reporting period, he 
would be counted by the B.L.S. more than once, but by the 
Census Bureau only once. The Census Bureau, however, counts 
as employed those persons who have a job but who are tem
porarily absent from it because of illness, vacations, labor 
disputes, or short-term layoffs; B.L.S. figures ordinarily exclude 
such persons except where they are kept on the payrolls during 
vacations or illness. The B.L.S. estimating methods permit a 
much more detailed breakdown by industry and locality than 
the Census Bureau surveys and are particularly useful for fol
lowing the employment, payroll, and wage trends in particu
lar industries.

In April 1949, the B.L.S. estimated nonagricultural employ
ment at 43-9 million persons, about the same as in March 
and about 400,000 less than in April of last year. After allow
ance for seasonal variation (as computed by the Board of 
Governors), this series declined in April for the sixth consec
utive month and was 3 Vi per cent below its October peak.

Practically all of this decline was accounted for by manufactur
ing, which (on a seasonally adjusted basis) employed fewer 
workers in April than at any time since September 1946. 
Despite the general decline, employment in construction, trade, 
finance, and government still showed year-to-year increases. 
The tendency toward shortened work weeks is also apparent in 
the B.L.S. data; in April the average number of hours worked 
per week in factories was only 38.3, almost two hours per week 
less than a year earlier, and the shortest work week since July 
1940.

The data on unemployment published by the Census Bureau 
are not directly comparable with figures on claims for unem
ployment insurance published by the Federal Security Agency, 
since the unemployment insurance program does not cover all 
branches of economic activity or all types of workers, and 
there are differences in the two agencies’ definitions of what 
constitutes unemployment. Nevertheless, the unemployment 
insurance data serve as a useful check on the level and direc
tion of changes in the unemployment estimates.

The layoffs at factories and railroads and the net over-all 
increases in unemployment have caused much discussion in 
recent months. In most areas, however, the growing number 
of job seekers has been so far much more in the nature of a 
danger signal than an acute social problem such as it was dur
ing the thirties. The accompanying chart shows that, despite 
recent declines, civilian employment is still well above even

Employment and Unemployment in the United States
(Annually from 1929 through 1945, monthly from

* Excluding the armed services.
Source: 1919-39 estimated by U. S. Bureau of Labor Statistics; 1940 to 

date, U. S. Bureau of the Census.
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the wartime peaks, while unemployment is below the levels 
prevailing in the defense production boom of the early forties, 
not to mention the depressed thirties.

PRESENT STATUS OF THE ITO PROPOSALS
In March 1948 at Havana, Cuba, fifty-four national delega

tions to the United Nations Conference on Trade and Employ
ment accepted for submission to their respective governments 
the so-called Havana Charter for an International Trade 
Organization. That Charter is the final revision of the draft 
proposals which were originally made by the United States 
Government in December 1945. It incorporates, of course, 
many changes which had to be made in the course of several 
international conferences for the purpose of achieving agree
ment among the negotiating governments.1 Actual establish
ment of the ITO now waits upon ratification of the Charter 
by at least twenty of the signatories of the Havana Agree
ment. In this country, early action is sought by the Adminis
tration, which submitted the Charter to Congress on April 
28, 1949 in the form of a joint resolution requiring the ma
jority approval of both houses. Of the foreign signatories, only 
Australia has ratified the Charter to date; most of the others 
are expected to defer action until the United States position 
becomes known.

The Charter is a complex document of sixty-six closely 
printed pages which sets forth the projected role of the ITO 
as an agency of international collaboration in the foreign trade 
field. The major provisions of the Charter may be briefly 
summarized as follows:

Full employment and rising "effective” demand are accepted 
as necessary conditions for the expansion of international 
trade. Each member country recognizes its responsibility for 
fulfilment of such conditions by measures "appropriate to its 
political, economic, and social institutions”. The Charter fur
ther recognizes that the development of economically retarded 
countries will effectively contribute to international prosperity 
and accepts the possibility that tariff and other protection of 
promising infant industries may usefully serve such economic 
development. Members of the Organization agree to assist in 
the development of the economically retarded countries, which 
in turn agree to subject their protectionist measures to a con
siderable measure of ITO control.

All ITO members undertake to negotiate most-favored- 
nation tariff reductions, which are to operate automatically 

# to reduce existing margins of tariff preferences. Quantitative 
trade restrictions are barred, subject to numerous exceptions 
among which balance-of-payments difficulties on the part of 
individual member countries (as appraised by such individual 
members) provide the broadest loophole. Discriminatory

1 The original draft proposals and the subsequent international 
negotiations were discussed in the January 1946, April 1947, and 
May 1948 issues of this Review.

administration of quota restrictions is prohibited unless re
quired in order to support exchange controls permitted by the 
International Monetary Fund, or other regulatory measures 
authorized by the ITO. Export subsidies are to be banned after 
two years, except that member governments retain broad 
discretionary authority to subsidize exports of primary com
modities. State trading enterprises are to be required to con
duct their operations in accordance with "commercial con
siderations”, and to negotiate reductions of any artificial mar
gins— comparable in effect to export or import duties—  
between the foreign and domestic prices of commodities 
traded by them. Emergency provisions permit the withdrawal 
of tariff reductions or other concessions that prove damaging.

Members further agree to take appropriate action to elimi
nate business practices on the part of their nationals (e.g., 
cartel arrangements) that, after investigation by the ITO, 
are proved to have a restrictive effect upon international trade. 
The Organization is empowered to convene intergovern
mental conferences for the regulation of certain primary 
commodity markets when natural economic forces fail, or 
threaten to fail, to produce a satisfactory equilibrium. In all 
such agreements, the consuming countries are to have a voice 
equal to that of the producing countries.

The principal organs of the ITO are to be a Conference; 
an Executive Board; Commissions as may be required; and a 
Secretariat. Unit voting by countries is to prevail within all of 
these administrative organs. The Executive Board of eighteen 
members will include eight members of "chief economic im
portance”, in the determination of which particular regard is 
to be paid to their shares in international trade. With respect 
to trade disputes, members failing to reach agreement by 
mutual consultation are to refer their differences to the Execu
tive Board. Decisions or other actions of the Executive Board 
may be appealed to the Conference and thereafter, under cer
tain circumstances, to the International Court of Justice.

Although nothing in the Charter excludes any member from 
maintaining economic relations with nonmembers, the Charter 
prohibits agreements between members and nonmembers that 
discriminate against other members of the Organization. 
Members assume no obligation whatsoever to extend most- 
favored-nation treatment to nonmember countries.

# # #

A certain measure of practical application of the Charter 
has already been secured in the form of the General Agree
ment on Tariffs and Trade, signed at Geneva in 1947, which 
incorporates the bulk of the commercial-policy provisions of 
the Charter. Tariff concessions subsequently granted by the 
twenty-three governments2 provisionally accepting the Gen

2 Australia, Belgium, Brazil, Burma, Canada, Ceylon, Chile, China, 
Cuba, Czechoslovakia, France, India, Lebanon, Luxembourg, the 
Netherlands, New Zealand, Norway, Pakistan, Southern Rhodesia, 
Syria, the Union of South Africa, the United Kingdom, and the United 
States.
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eral Agreement have reportedly covered approximately 50 per 
cent of world trade.3 The United States tariff concessions, 
granted under the Reciprocal Trade Agreements Act, are calcu
lated to have reduced the average rate of duty on all dutiable 
imports into the United States from 32 per cent to 25.4 Repre
sentatives of the General Agreement countries are now engaged 
at Annecy, France, in the further negotiation of multilateral 
concessions with eleven other countries seeking to participate 
in the Agreement.

The General Agreement thus has already rendered con
spicuous service in reducing the tariff barriers to world trade, 
and may well continue to exert this beneficial influence even 
if the ITO Charter fails of general acceptance. Provisions of 
the General Agreement which permit the signatories to with
hold tariff concessions from nonparticipating countries after 
two years should exert considerable pressure upon nonmembers 
to enter the pact. Failing widespread defection from the Gen
eral Agreement upon its formal termination in January 1951, 
the Agreement is to be extended indefinitely.

Considerably more crucial to the expansion of world trade, 
however, is international action to curtail the use of quantita
tive restrictions. In this endeavor, the ITO is intended to con
stitute the logical complement of the International Monetary 
Fund, which is empowered to regulate the use of exchange 
controls. Since exchange controls and quantitative restrictions 
are largely alternative methods of regulating foreign trade, 
it is evident that international action to remove exchange con
trols should be accompanied by similar action to remove trade 
restrictions; otherwise, relaxation of exchange controls may 
well be nullified by a corresponding intensification of trade 
restrictions.

In striking contrast to the Fund Agreement, however, the 
Havana Charter fails to subject the use of quota restrictions in 
all cases to the prior approval of the ITO. Thus, ITO members 
retain extensive discretionary authority to maintain or reim- 
pose quota restrictions in order: (a) to forestall the imminent 
threat of, or to stop, a serious decline in the level of monetary 
reserves; or (b) in the case of a member with very low mone
tary reserves, to achieve a reasonable rate of increase in its re
serves. Opportunity for a highly elastic interpretation of such 
"imminent threats” is afforded by another Charter provision 
recognizing the need of members to safeguard their economies 
against deflationary pressure in the event of a serious decline 
of the effective demand of other countries. Moreover, the 
Charter recognizes that such threats to monetary reserves may 
legitimately arise not only from market forces, such as the 
curtailment of exports by depression abroad, but also from 
member countries’ deliberate expansion of imports for the

3 State Department Bulletin, Vol. XIX, No. 483, Oct. 3, 1948, 
p. 445.

4 Clair Wilcox, "A Charter for World Trade,” p. 65.

purposes of furthering economic development, full employ
ment, and other governmental projects.

Import quotas for the protection of infant industries may 
be imposed only with the approval of the ITO. Under special 
circumstances, however, such as the protection of infant indus
tries established between January 1939 and the date of the 
Charter, the ITOs prior approval is rendered virtually auto
matic. Furthermore, ITO approval may be sought after, rather 
than before, the introduction of protective measures if the 
process of negotiation with the ITO threatens to create undue 
speculation in the market concerned. Moreover, the prospec
tive preponderance of undeveloped countries in the ITO 
membership may prove conducive to a liberal interpretation 
of the Charter provisions.

Although the Charter prohibition of quantitative restrictions 
is thus qualified by exemptions sufficient to permit their main
tenance and even growth, authorized deviations from the rule 
of nondiscrimination have been more closely limited. While 
a broad range of existing tariff preferences is temporarily 
recognized, reductions in general tariff rates are to operate 
automatically to reduce preference margins. Furthermore, no 
preference margin may be increased. On the other hand, the 
Charter’s acceptance, under specified circumstances, of quota 
restrictions may well prove tantamount to acceptance of their 
discriminatory administration. Foreign governments intent 
upon discriminating would not be seriously constrained by 
the provision that import and export quotas must be allocated 
solely on the basis of the geographical distribution of the same 
exports or imports in an earlier representative period (subject 
to any special factors affecting the market). It is evident that 
choice of the "representative period” and appraisal of "special 
factors” will afford ample opportunity for more or less dis
guised discrimination. State trading monopolies, subject only 
to the vague rule of "commercial considerations”, will retain 
an even greater degree of freedom to pursue discriminatory 
policies.

# # *

As an instrument of international supervision of the use of 
trade restrictions, the ITO blueprinted by the Havana Charter 
obviously leaves much to be desired. The Charter has en
countered widespread criticism on the grounds that it is so 
riddled with exceptions as to render it almost valueless as a 
means of restoring multilateral and nondiscriminatory trade.

In so far as such current criticism rests on the assumption 
that the primary solution to the world trade problem lies in a 
thoroughgoing elimination of exchange and trade restrictions, 
and that our immediate need is for an international agency 
endowed with sufficient authority to compel the removal of 
such trade barriers, it oversimplifies the problem. In recent 
years, it has become increasingly clear that the disequilibrium 
of world trade, particularly the dollar scarcity, is attributable
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in large part to other and deeper causes such as wartime losses 
of invisible earnings, the lag of European productivity behind 
that of the United States, discrepancies in international cost 
and price levels, and other basic difficulties.

So long as these root causes of disequilibrium remain un
corrected, many foreign countries may well find themselves 
unable to dispense with quantitative and discriminatory restric
tion of their foreign trade. Restrictive measures currently in 
force cannot be suddenly swept away without causing painful 
transitional effects and quite possibly retarding, rather than 
advancing, progress toward trade equilibrium.

As part of an over-all effort to restore a balanced pattern of 
international trade, however, reduction of trade barriers can 
contribute significantly to a successful solution. Thus, lack of 
foreign markets rather than inadequate output may soon ap
pear as a limiting factor in the recovery of Western Europe. 
Action to secure a closer integration of national economies will 
require careful planning, however, and, inevitably, protracted 
consultation and negotiation among the various nations con
cerned.

In general, therefore, it would seem that our immediate need 
is for an international instrument of planning and negotiating 
reductions of trade barriers rather than an instrument for 
compelling their elimination. The serious divergencies of 
national trade policies that emerged during the drafting of 
the Charter would inevitably have dominated the future trade 
negotiations of most countries, implicitly if not openly. By 
clarifying these issues, the Charter has contributed substan
tially to mutual understanding of the obstacles to be overcome 
in future negotiations. The International Trade Organization 
itself could provide the international machinery for such 
negotiations.

DEPARTM ENT STORE TRADE

During May, consumer purchasing at Second District depart
ment stores, after adjustment for the usual post-Easter dip, 
remained close to the April level, according to a preliminary 
estimate. A comparison with the exceptionally good business 
of last May, however, indicates a year-to-year decline of per
haps 8 or 9 per cent in dollar volume. In view of generally 
lower prices than last year’s, the decrease in physical terms was 
undoubtedly less than that showed by the dollar amounts.

Partly because of the relatively unfavorable level of business 
as compared with last year, and partly because of lower valua
tions, the retail value of inventories at the end of April was 
6 per cent lower than a year previous. The value of outstand
ing orders declined seasonally during April and was one-third 
less in value than in the year before. The stores have main
tained this year-to-year ratio rather consistently since the first 
of the year. The dollar volume of new orders placed during 
April, however, about equaled that of April 1948.

The most significant recent development in department 
store trade— the contractioii in sales of housefurnishings and 
appliances— conforms, in a sense, to a familiar pattern. In the 
prewar years, when aggregate consumer demand rose, sales of 
durable goods usually rose faster than sales in most other 
lines and, conversely, during a period of generally lessening 
demand they declined more sharply. The relatively sharper 
changes in durable goods sales occurred partly because the high 
unit price of durables renders them especially sensitive to 
changes in income and in consumer expectations, and partly 
because durable goods, by their very character, need not be 
purchased with the same regularity as the more perishable 
lines of merchandise or those which are more subject to short- 
run changes in style. During the past year or so, moreover, 
department stores have probably lost some business to neigh
borhood stores which have given discounts on standard brand 
appliances (frequently by making overgenerous trade-in al
lowances). However, the numerous price reductions at the 
manufacturers’ level and the rapid introduction of lower 
priced, less elaborate models in many durable goods lines are 
symptomatic of an over-all easing of consumer demand.

During the first fiscal quarter of 1949 (February, March, 
and April), consumer dollar outlay for housefurnishings in 
Second District department stores was about one-tenth smaller 
than in the corresponding period of 1948. But, as the accom
panying chart shows, housefurnishings sales had been excep
tionally large during the first fiscal quarter of 1948 and, indeed, 
had shown a greater increase over the corresponding quarter 
of 1940 (also a period of very good housefurnishings busi
ness) than any other major category of department store trade. 
While a part of the dollar volume decline from 1948 resulted 
from lower prices, some part reflected reduced unit volume. 
Despite the year-to-year decrease, dollar sales of housefurnish
ings in the first fiscal quarter of 1949 were still somewhat more 
than two and one-half times those of 1940.

In a few housefurnishings departments, because of special 
circumstances, sales increased contrary to the general down
ward trend. For example, the Oriental rug department actually 
gained almost 50 per cent from last year’s first quarter, an 
improvement probably not matched by any other department. 
This gain, however, was made against a period when, owing 
to consumer price resistance, sales of Oriental rugs were lag
ging markedly. Although specific data are not available, first 
quarter sales of television sets, stimulated by aggressive special 
sales and price reductions, were apparently good.

The sharpest declines occurred in refrigerators and other 
appliances, the drop in refrigerator sales amounting to more 
than 50 per cent. These declines, following the lag in sales 
which began late in the fall season, have caused not only com
petitive price reductions but also shifts in production sched
ules in favor of lower-priced models. It is noteworthy that

Sa l e s  T r e n d s  i n  M a j o r  D e p a r t m e n t s
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Department Store Sales, Second Federal Reserve District, First Fiscal Quarter* of Selected Years
(Index numbers, first fiscal quarter of 1940=100 per cent)
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appliance sales were lower in each month of the quarter than 
in the corresponding month of 1948. In practically all other 
housefurnishings lines, year-to-year gains were made in at 
least one month, even though for the quarter as a whole sales 
showed a drop. In fact, a few departments did so well in March 
that the year-to-year decline for that month in the housefur
nishings group was the narrowest in the entire store (one per 
cent, against 11 per cent for the store as a whole).

Furniture sales were about 4 per cent below the dollar vol
ume of the first fiscal quarter of 1948. There is some likeli
hood, however, that the physical volume of upholstered furni
ture sales was at least as large as last year’s. Sales of upholstered 
lines have held up better than other types of furniture, par
ticularly bedding, in part because in the initial postwar period, 
when customers had had to postpone all but the most urgent 
demands for other furniture, bedding had been readily avail
able. The domestic rugs, carpets, and linoleum department, 
partly because of neighborhood store competition, sold about
14 per cent less than in February-April of 1948. In other 
housefurnishings departments, declines were less marked; sales 
of lamps and shades, for instance, were only one per cent below 
the 1948 dollar volume.

In ready-to-wear departments, the outstanding development 
during the first quarter of the store year was a year-to-year

decline in sales of women’s and misses’ apparel. In the Second 
District, a larger share of apparel sales is handled by specialty 
stores than in the rest of the United States. For the first 
four calendar months of 1949, a group of the larger District 
apparel stores, located chiefly in New York City and specializ
ing in women’s lines, also reported a sales decline (6 per 
cent) from 1948.

Women’s suits have continued to be very popular in 1949. 
Dollar sales in that department during the first quarter were
16 per cent greater than one year previous. The gain was par
ticularly large in April, in part because of the later Easter 
this year, but even in March it was very substantial. Other 
women’s apparel departments declined sufficiently to more 
than offset the increased buying of suits. In dress lines, all of 
which showed decreases, the decline was greater for the higher 
priced lines than for the inexpensive ones, in a way parallel
ing the 1948 experience when gains had been sharper for the 
inexpensive lines. Furs showed a further decline.

Sales of almost every type of accessory, in dollar terms, failed 
to improve from 1948. Even hosiery, which a year ago was 
among the stores’ best selling items, showed no improvement. 
The impact on hosiery of new styles and colors has apparently 
waned with the filling of consumers’ stocks.

As the chart shows, sales of all types of women’s wear taken
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together had reached an exceptionally large dollar volume 
by the first quarter of 1945, more than double that of 1940; 
the relative growth up to that time was far greater than for 
the store as a whole. Between 1945 and 1948, despite the 
retirement of many women from the labor market and the 
renewed availability of many other kinds of merchandise which 
had been practically unobtainable during the war, women con
tinued to increase their purchases of ready-to-wear considerably. 
In the first fiscal quarter of this year, the decline in sales of 
women’s wear from the 1948 first quarter was on the whole 
fairly moderate. First quarter sales in 1949 stand best of the 
three major groups of department store merchandise relative 
to 1940.

Basement stores also showed a sales decline from the first 
quarter of last year, but it was smaller than in the main store. 
Hardly any individual basement department made better sales 
than a year ago. It is not surprising that basement sales 
declined along with the aggregate. The chart shows that in 
the first quarter of 1948 basement sales, relative to those of 
1940, had had a greater growth than the main store sales 
(which account by far for the bulk of total transactions). The 
growth of basement sales since 1945, particularly in 1947, is 
especially noteworthy.

Department Store Sales and Stocks 
Second Federal Reserve District

(Percentage change from preceding year)

Sales

Departmental group
February- 
April 1948

February- 
April 1949

Stocks 
April 30, 1949

M a in  store.................................................... +  5 
+ 1 2  
+  8 
+  4

— 7 — 4
Housefurnishings................................... -  9 -  1
Women’s apparel................................... -  2 -  3
Women’s accessories............................. -  4 -  4
Piece goods and household textiles. . . 
Small wares.............................................

+  2  
0

- 1 1  
-  7

- 1 3  
-  1

Men’s wear.............................................. -  3 -  9 -  1
Miscellaneous merchandise................. -  7 - 1 0 - 2 3

Basement store............................................ + 1 0 -  2 -  2

The accompanying table illustrates the cuts in stocks which 
merchants have made as sales prospects weakened. Stocks in 
all major departmental groups at the end of April were lower 
than a year previous. This was notably true of piece goods and 
household textiles and of miscellaneous merchandise: in these 
two departmental groups, first quarter sales showed the sharp-

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District
(1935-39 average—100 per cent)

1948 1949

Item
April February March April

Sales (average daily), unadjusted................. 238r 192 209 237
Sales (average daily), seasonally adjusted... 256r 229 2 2 0 242

Stocks, unadjusted............................................ 252r 218 238 237
Stocks, seasonally adjusted............................ 245r 224 232 230

r Revised.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net sales

Stocks on 
hand 

April 30, 1949
April
1949

Jan. through 
April 1949

Department stores, Second D istrict.. . . 0 -  5 -  6

New York C ity ...................................... -  3 -  6 -  6
Northern New Jersey........................... +  1 -  5 -  3

+  1 -  6 -  2
Westchester County............................. +23 + 1 0 -  6
Fairfield C ounty.................................... -  1 -  5 - 1 0

Bridgeport........................................... -  4 -  7 - 1 2
Lower Hudson River Valley............... +  4 -  4 -  9

Poughkeepsie...................................... +  5 -  1 -  9
Upper Hudson River Valley............... +  8 +  3 - 1 4

+  6 +  5 - 1 6
Schenectady........................................ + 1 1 +  2 - 1 0

Central New York State..................... +  4 -  7 -  8
Mohawk River Valley..................... +  2 -  6 - 1 0

+  6 -  3 -  7
+  4 -  7 -  7

Northern New York State.................. +  5 -  9 - 1 3
Southern New York State................... +  1 -  7 - 1 0

Binghamton........................................ +  3 -  5 -  9
0 -  9 - 1 3

Western New York State.................... +  6 -  1 -  6
+  7 +  1 -  8

Niagara Falls...................................... -  5 -  3 - 1 1
Rochester............................................ +  6 -  5 _ 2

Apparel stores (chiefly New York C ity ). +  7 -  6 -  8

est declines from 1948. Stocks of womens accessories were 
reduced somewhat more than stocks of apparel. A large part 
of the reduction in stocks reflects revaluation at lower prices, 
but some part of it results from the drastic cuts in outstand
ing orders initiated towards the end of 1948.

Indexes of Business

Index
1948 1949

April February March April

Industrial production*, 1935-39 = 100......... 188 189 184 179p
(Board of Governors, Federal Reserve 
System )

Electric power output*, 1935-39 =  1 0 0 . . . . 244 262 256 254p
(Federal Reserve Bank o f N ew  York) 

Ton-miles of railway freight*, 1935-39 =  100 182 177 163p
(Federal Reserve Bank of N ew  York)

Sales of all retail stores*, 1935-39 =  100----- 338r 329r 329 332p
(Department o f Commerce)

Factory employment
United States, 1939 =  100.......................... 156 153 151 148p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 125 1 2 0 p 118p 113 p
(N Y S  Div. o f Placement and Unemp. In s.)  

Factory payrolls
United States, 1939 =  100.......................... 347 358 349p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 280 286p 279p 258p
(N Y S  Div. o f Placement and Unemp. Ins.)

Personal income*, 1935-39 =  100..................
(Department o f  Commerce)

Composite index of wages and salaries*J, 
1939 = 100......................................................

304r 315 312p

186 196 197p
(Federal Reserve Bank o f N ew  York) 

Consumers’ prices, 1935-39 = 100................. 169 169 170 170
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of N ew  York)
New York C ity............................................. 99 98 95 103
Outside New York C ity .............................. 88 87 88 88

* Adjusted for seasonal variation. p  Preliminary. r Revised.
X A monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.
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NATIO NAL SUM M ARY OF BUSINESS CONDITIONS
(Summarized by the Board of Governors of the Federal Reserve System, May 26, 1949)

Industrial output declined further in April and the early part of 
May. Prices of industrial commodities were reduced further, while 
prices of farm and food products continued to show little change. 
Construction awards showed a marked seasonal expansion. Value of 
department store sales increased to close to the advanced level pre
vailing a year ago.

Industrial Production

Industrial production, as measured by the Board’s seasonally 
adjusted index, declined further in April to 179 per cent of the 1935- 
39 average as compared with 184 per cent in March and 195 per 
cent in November 1948. Present indications are that in May manu
facturing has continued downward and that there has also been some 
decline in output of minerals, which had increased in April.

Open hearth steel production declined 3 per cent in April from 
the record March level and output at electric furnaces, which accounts 
for only a small part of total steel output, was curtailed by 23 per 
cent to the lowest rate since January 1948. Activity at steel mills 
has continued to decline in May. Assembly of passenger automobiles 
increased sharply in April to the highest rate of the postwar period; 
a strike at plants of one major producer, however, has curtailed ac
tivity in May. Output of most types of machinery in April declined 
considerably further. Deliveries of nonferrous metals to fabricators 
were sharply reduced, as prices and private purchases dropped; refinery 
output of most nonferrous metals, however, was maintained at a 
high level, reflecting in part Government demands for stockpiling. 
Output of most building materials, after allowance for usual seasonal 
changes, decreased somewhat further.

Nondurable goods output declined about 4 per cent in April reflect
ing mainly further marked reductions in the textile, paper, and chem
ical industries, as a result in part of seasonal influences not currently 
allowed for in the Board’s adjusted indexes. Rayon production and 
deliveries to textile mills decreased sharply, and, according to trade 
reports, activity in the wool textile industry was reduced further. Cot

ton consumption declined 8 per cent in April. Activity at paper mills 
decreased about 5 per cent, while paperboard production was main
tained at the reduced March level. Newsprint consumption increased 
slightly, and output of manufactured foods was maintained at the 
March level.

Minerals production advanced about 8 per cent in April, reflect
ing chiefly the ending of the work stoppages at coal mines. Iron ore 
production was in exceptionally large volume for this season. Crude 
petroleum output, however, was curtailed further by about 4 per cent.

Construction

Value of construction contracts awarded in April, according to the 
F. W. Dodge Corporation, was one-eighth larger than in March, reflect
ing increases for private residential building and public works and 
utilities. Private awards continued considerably smaller than a year 
ago, while public awards were about one-third larger. The number of 
permanent residential units started ia April, as estimated by the Bureau 
of Labor Statistics, rose from 62,000 to 86,000 but was still consid
erably below the postwar peak of 100,000 units in April and May 
1948.

Employment

Employment in nonagricultural establishments continued to decline 
in April, after allowance for seasonal changes, owing mainly to 
further reductions in most manufacturing industries. The average 
work week in manufacturing was also reduced further. Construction 
employment, which had lagged in March, rose somewhat more than 
seasonally in April. Employment in most other nonagricultural lines 
showed little change.

D istribution

Value of department store sales increased more than seasonally in 
April and the first half of May. Allowing for the later date of Easter 
this year, sales in this period were only about 3 per cent below the 
high level in the corresponding period last year. Since retail prices
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were moderately lower than a year earlier, little change in over-all unit 
sales at department stores was indicated.

Carloadings of railroad freight were in larger volume in April and 
the early part of May, mainly because of the recovery in coal shipments 
from the reduced March rate. Loadings of most other classes of freight 
declined somewhat further, after allowance for seasonal changes.

Com m o d ity  Prices 
Prices of agricultural commodities continued to show little change 

from mid-April to the third week of May, while prices of industrial 
commodities generally declined further. Prices of scrap metals continued 
to weaken and refined copper was cut from 23.5 cents per pound to 
below 18 cents. Prices of some other industrial materials, however, 
like burlap, hides, and wool tops, were quite stable in this period.

The consumers’ price index showed little change in April as further 
small advances in rents and in prices of meats and miscellaneous items 
were largely offset by declines in prices of most other groups of goods 
and services.

PERSONAL INCOME
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Ba n k  Credit

Required reserves of all member banks were decreased by about 
1.2 billion dollars in early May when the reduction in reserve require
ments announced by the Board of Governors in late April became 
effective. Banks used most of the released funds to purchase both short
term and longer-term Government securities. Reserve Bank hold
ings of Government securities declined by about 1.5 billion dollars 
during the first three weeks of May. The market for Treasury bonds 
continued active and System sales of these issues amounted to about 
500 million dollars.

Business loans declined by 1 billion dollars at banks in leading 
cities during April and the first half of May; somewhat over half the 
decline occurred at banks in New York and Chicago. Real estate and 
consumer loans showed little change.

Security M arkets

Prices of common stocks fluctuated within a narrow range and 
high-grade corporate bonds changed little in the first three weeks of 
May.

LOANS AT MEMBER BANKS IN LEADING CITIES
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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  OF N E W  Y O R K

V o lu m e  31 J U L Y  1 94 9  No. 7

MONEY MARKET IN JUNE
Treasury operations dominated the money market during 

the past month and were chiefly responsible for the alternate 
periods of ease and tightness in the market. In the first half 
of June, Treasury disbursements, including interest payments 
on the public debt and cash redemptions of maturing securi
ties, were substantially in excess of receipts and resulted in 
placing considerable amounts of additional funds at the dis
posal of the banks. In the latter half of the month collections 
of personal and corporation income taxes were in substantial 
volume and exceeded Government disbursements, causing a 
drain on the reserves of the banks and a tighter money market 
situation.

Commercial banks, especially in the larger cities, continued 
to undertake to keep their available funds rather fully 
employed, except for a brief period at the middle of the month 
when they increased their excess reserves substantially in 
anticipation of the large tax collections as of June 15. In the 
absence of active business demands for credit, they acquired 
large amounts of Treasury securities during the first half of 
the month, and continued to acquire Treasury bonds in the 
latter half, although they found it necessary to sell some of 
their short-term securities in order to offset the drain on their 
reserves. At times they borrowed large amounts from the 
Reserve Banks, temporarily, as an alternative to sales of secu-

S t a t e m e n t  o f  t h e  F ed er al  O p e n  M a r k e t  C o m m i t t e e

The following statement was issued on June 28, 1949, by the 
Federal Open Market Committee of the Federal Reserve 
System:

“ The Federal Open Market Committee, after consulta
tion with the Treasury, announced today that with a view to 
increasing the supply of funds available in the market to 
meet the needs of commerce, business, and agriculture it 
will be the policy of the Committee to direct purchases, 
sales, and exchanges of Government securities by the Fed
eral Reserve Banks with primary regard to the general busi
ness and credit situation. The policy of maintaining orderly 
conditions in the Government security market and the con
fidence of investors in Government bonds will be continued. 
Under present conditions the maintenance of a relatively 
fixed pattern of rates has the undesirable effect of absorbing 
reserves from the market at a time when the availablity of 
credit should be increased.”

rities, in order to maintain their reserves at the required levels.
The continued demand for medium and longer-term Gov

ernment bonds reflected in part a persistent demand from 
savings institutions, and in part an active demand from com
mercial banks, apparently in anticipation of the further reduc
tion in member bank reserve requirements at the end of June. 
(The statement of the Board of Governors of the Federal 
Reserve System concerning this reduction appears elsewhere 
in this Review.) The supply of Treasury bonds available to 
the market at existing prices was considerably short of the 
demand, and substantial amounts of bonds were supplied by 
the Federal Reserve System.

The sales by the Reserve System up to June 22 brought the 
reduction in the Systems total holdings of Government secu
rities since the end of 1948 to 4.2 billion dollars. A substan
tial part of the reduction was in holdings of Treasury bonds, 
reflecting the sharp reversal of conditions in the Government 
bond market since the latter part of last year. A small part 
of the reduction in the System’s holdings of Treasury bonds 
was a result of exchanges of maturing bonds for Treasury 
certificates in June, but most of it reflected sales in response 
to market demands. The extent of these sales has indicated 
the change in investors’ appraisal of the prospect for bond 
prices, to a considerable extent as a result of the decline in 
business activity. The substantial shrinkage in bank loans 
to business concerns has been accompanied by an increased 
demand from the banks for the higher yielding Government
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T e r m i n a t i o n  o f  C o n s u m e r  C r ed it  R e g u l a t io n  a n d  
R e d u c t io n  o f  R eser ve  R e q u ir e m e n t s

The Board of Governors of the Federal Reserve System issued 
the following statement on June 29, 1949:

“The authority under which the Board of Governors of the 
Federal Reserve System issued Regulation W, establishing 
minimum down payments and maximum maturities for con
sumer instalment credit, expires June 30, 1949 and the regu
lation will not be effective after that date. Notice to this effect 
is being sent to those who, in accordance with the regulation’s 
provisions, have filed registration statements with a Federal 
Reserve Bank.

“ The temporary authority granted by Congress for increased 
reserves likewise expires June 30 and the Board has accord
ingly revised the supplement to Regulation D, under which 
the following reserve requirements will be effective with the 
beginning of the next reserve period (June 30 for central 
reserve city and reserve city member banks and July 1 for 
other member banks) : Against net demand deposits—24 per 
cent for central reserve city member banks, 20 per cent for 
reserve city member banks, and 14 per cent for other mem
ber banks; against time deposits—6 per cent for member 
banks of all classes. The changed requirements will result in a 
reduction of approximately $800,000,000 in required reserves” .

securities, which has been accentuated by the actual and pro
spective reductions in member bank reserve requirements. 
Bank-eligible bonds to meet these demands have come partly 
from other investing institutions, which, in turn, have increased 
their demands for restricted Treasury bonds. In the absence of 
adequate supplies from other sources, the demands for 
restricted bonds have been met to a considerable extent by 
sales from the Federal Open Market Account. In addition, 
there has been a considerable demand also for the shorter- 
term Government securities from business corporations and 
other investors seeking temporary employment for funds not 
needed for business or other purposes, and from banks as 
well at times when they had surplus funds at their disposal. 
Most of the net reduction in the System’s holdings of short- 
term Treasury securities, however, was a result of redemptions 
by the Treasury in the first few months of the year.

Thus, aside from some redemptions of maturing securities 
through the use by the Treasury of surplus revenues in the 
first quarter of the year, the reduction in the System’s holdings 
of Government securities during the first half of 1949 has 
occurred mainly in response to active demands for such secu
rities in the market, rather than as a result of aggressive selling 
by the System. Nevertheless, the result has been to absorb much 
of the excess reserves acquired by the commercial banks 
through such factors as the seasonal return flow of currency 
from circulation early in the year, a continuing though reduced 
inflow of gold, net foreign expenditures in this country, sub
stantial reductions in the required reserves of member banks 
(both through action of the Board of Governors and as a 
result of the first quarter shrinkage in bank deposits), and 
net disbursements by the Treasury from its deposit balances 
in the Reserve Banks. As the accompanying chart indicates,

there has been little net change in the excess reserves of mem
ber banks during the first half of the year, despite the large 
amount of additional reserves which became available to them, 
and the large reduction in their reserve requirements. The 
gradual upward trend in excess reserves during the second 
quarter of the year no more than offset the shrinkage in the 
first quarter. There has been some increase in the banks’ 
holdings of secondary reserves in the form of Treasury bills 
and certificates, but the greater part of the funds that have 
become available to member banks appear to have been 
invested in Treasury bonds.

The following table summarizes the principal factors that 
have affected the reserve positions of member banks since the 
end of 1948. In the first quarter of 1949, the seasonal reduc
tion of more than 900 million dollars in the volume of cur
rency in circulation and the reduction of about 675  million in 
required reserves of member banks (which resulted chiefly 
from the shrinkage in deposits incident to the heavy first 
quarter tax collections) were the principal factors tending to 
add to the excess reserves of the banks. After deducting some 
increase in Treasury deposits in the Reserve Banks and other 
minor factors, there was a net release to member banks of 
nearly 1.2  billion dollars of reserves during the first quarter. 
This was more than offset, however, by a reduction of over
1.7 billion dollars in the amount of Federal Reserve credit 
outstanding, so that excess reserves declined by more than 500 
million dollars. In the second quarter, there was compara
tively little net change in the amount of currency in circula
tion, but Treasury transactions resulted in net disbursements 
from deposit balances in the Reserve Banks of nearly 1.2

Net Changes in Reserve Balances of All Member Banks
(Cumulated weekly from Dec. 29, 1948 through June 22, 1949)
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billion dollars, and foreign account transactions added more 
than 300 million dollars to the reserves of the banks. In addi
tion, required reserves of member banks showed a further 
decline of nearly 1.2  billion dollars as a result of the action 
of the Board of Governors in reducing, early in May, the 
percentages of reserves which member banks are required 
to maintain against their deposits. Altogether, there was a 
net release during this period (March 30 to June 22) of over
2.7 billion dollars of reserves. The reduction in Federal 
Reserve credit outstanding in this period was less than 2.3 
billion dollars, so that excess reserves of member banks showed 
an increase of about 450 million dollars. Further additions to 
the banks’ excess reserves resulted from the lowering at the 
end of June of the percentages of reserves which member 
banks (chiefly reserve city and "country” banks) are required 
to maintain against their deposits. It is estimated that this 
latest change released more than 800 million dollars of 
reserves.

N et Changes in Factors Affecting M em ber Bank Reserves
(In millions of dollars; ( +  ) or (— ) indicates 

effect on excess reserves)

Item

Dec. 29, 1948 
to

Mar. 30, 1949

Mar. 30, 1949 
to

June 22 , 1949

Dec. 29, 1948 
to

June 22, 1949

Factors other than Federal 
Reserve credit

Foreign account transactions* . . . .  
Decrease in money in circulation . .  
Treasury transactionst......................

5
+  922
-  380 
+  677
-  21

+  327 
+  58 
+ 1 ,1 9 1  
+ 1 ,1 6 3  
-  16

+  322 
+  980 
+  811 
+ 1 ,8 4 0  
-  37

Reduction in required reserves . . . .  
All other...................................................

Total.............. .................................. + 1 ,1 9 3  

- 1 ,7 3 5

+ 2 ,7 2 3

- 2 ,2 6 5

+ 3 ,9 1 6

-4 ,0 0 0Total Federal Reserve credit....................

Excess reserves............................................... -  542 +  458 -  84

* Including net changes in monetary gold stock as well as changes in foreign de
posits with the Federal Reserve Banks, 

t  Net changes in Treasury deposits with the Federal Reserve Banks and in Treas
ury cash, less change in Treasury currency.

M e m b e r  B a n k  R e s e r v e  P o s it io n s  in  J u n e  

Treasury cash disbursements were substantially in excess of 
receipts in the first half of June and this excess considerably 
eased the reserve positions of the banks and, consequently, 
the money market. To the usually heavy current operating 
expenditures of the Treasury in the last month of the fiscal 
year were added large interest payments due June 15 on the 
public debt and redemptions of unexchanged bonds maturing 
on the same date, as well as some redemptions of certificates 
of indebtedness and of Savings notes which matured on the 
first of the month.

Member banks tended to gain reserves also from other 
transactions, including a decline in money in circulation, dis
bursements from foreign accounts with the Reserve Banks, 
and a modest increase in Federal Reserve "float.” As offsets to 
these gains were small, member bank reserve positions tended 
to be extremely easy. This condition was most marked on

June 15, when the Treasury’s disbursements, including interest 
on the public debt, brought its balances with the Reserve 
Banks down to 9 million dollars, despite the fact that the 
Treasury had obtained funds temporarily from the Reserve 
System through the sale to the Federal Reserve Banks of 220 
million dollars of special certificates of indebtedness.

Heavy quarterly income tax collections after the middle of 
the month enabled the Treasury to increase its deposits in the 
Reserve Banks by nearly 500 million dollars, as well as to 
redeem the special certificates it had sold to the Reserve Banks 
in the week ended June 22. The bulk of Federal income tax 
payments were received in this week, and caused a heavy drain 
on bank reserves. Toward the close of the month, even after 
tax collections had tapered off, money market conditions 
remained comparatively tight, reflecting a month-end reduc
tion of Federal Reserve float and an increase of currency in 
circulation.

The ease in the money market in the first half of the month 
led to an active demand for both short and long-term Govern
ment securities on the part of the commercial banks. Total 
holdings of the weekly reporting member banks rose 832 
million dollars in the two weeks ended June 15. A substantial 
portion of this demand was met by Government security 
dealers, whose borrowings from the banks dropped sharply in 
the week ended June 8. A part was met by nonbank investors, 
who sold intermediate and long-term eligible Treasury bonds 
and invested the proceeds in corporate securities or in restricted 
Treasury bonds purchased through the market from the Fed
eral -Reserve System and other sources. System sales in the 
market of unrestricted bonds and of short-term Treasury securi
ties also provided a substantial portion of the supplies of securi
ties sought by the commercial banks. Despite the large increase 
in the banks’ holdings of Government securities, excess reserve 
balances rose 460 million dollars in the two weeks ended June 
15; the banks did not invest all their gains of reserves (a 
large part of which occurred on the last day of the period), 
since they expected to lose considerable amounts of reserves 
almost immediately through tax collections.

Because a considerable proportion of the Treasury’s market
able securities are held or traded in New York, the City banks 
benefited particularly from the large Treasury disbursements 
in connection with debt retirement and interest payments. As 
a consequence, the increase in excess reserves during the first 
half of June was divided almost evenly between the banks in 
New York City and the rest of the country.

The comparatively high level of excess reserves enabled the 
banks to meet part of their heavy losses in the succeeding two 
weeks of tight money market conditions. Nevertheless, the 
banks found it necessary to sell sizable amounts of securities 
indirectly to the Reserve System and to borrow large amounts 
from the Reserve Banks for short periods during the latter
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half of the month. Most of the strain on reserve positions in 
this period was felt in the week ended June 22, when tax pay- 
ments were heaviest and member bank borrowings rose over 
530 million dollars.

The New York City banks bore the brunt of the pressure, 
for in addition to a large loss of reserves from Treasury opera
tions, they experienced heavy withdrawals of funds by banks 
and others, presumably in connection with income tax pay
ments in other parts of the country. As a result, the New York 
City institutions found it necessary to adjust their reserve posi
tions by borrowing from the Reserve Bank, especially toward 
the close of the week ended June 22, and by selling sizable 
amounts of Government securities in the market, some of 
which were taken up by the Reserve System.

THE SECURITY MARKETS

The current business readjustment has had varying reper
cussions in the different sections of the security markets 
during recent months. Declining production, employment, 
and income, and lower commodity prices have been accom
panied by advances in prices of high-grade bonds and by a 
weakening of low-grade bonds and stocks. Security flotations 
have continued in very large volume.

The response of the security markets to less active indus
trial and trade conditions has been in accordance with past 
experience. Declining prices and employment have made 
consumers cautious in their spending, and accumulations of 
savings in savings institutions have been maintained at a high 
level. At the same time, reduced business working capital 
requirements have resulted in a substantial decrease in bor
rowing from the banks, although new corporate security 
offerings have remained large. The demand for high-grade 
bonds, both new and outstanding issues, has risen, and bond 
prices during the first half of this year reached the highest 
levels since 1947. The advance might well have been more 
pronounced but for the extensive sales of Government bonds 
by the Federal Reserve System which helped to meet demands 
in the market. On the other hand, the prospect of reduced 
corporate earnings caused stock prices to fall somewhat 
below the trading range of the past two years for a brief 
period in June. The reduction in margin requirements from 
75 to 50 per cent on March 30 apparently has had little 
effect upon the course of stock prices, although the volume of 
credit extended by brokers against security collateral rose 130 
minion dollars, or about 25 per cent, between the end of 
March and the end of May.

Other factors also have influenced the security markets. 
The reduction of member bank reserve requirements and the 
continuation of the Treasury’s policy of refunding maturing 
bond issues with short-term securities have been stimulants

to the high-grade bond market. On the other hand, foreign 
developments continued to be an obstacle to active investment 
in risk securities. Probably of more immediate consequence 
in the market for equities was the relatively large volume of 
new public utility stocks offered, which may have had a 
depressing effect on the prices of other shares, particularly the 
industrial and railroad issues, since many investors are be
lieved to have shifted some of their holdings from such types 
of securities to the public utility issues.

St o c k  M a r k e t

Despite cumulative evidence of a slowing down of the 
pace of business, stock prices receded only moderately in the 
first five months of the year. Standard and Poor’s weekly price 
index of 416 stocks declined from a high of 1 2 2 .1  early in 
January to 115.9 on May 25, a decrease of 5 per cent. It was 
not until June that the rate of decline accelerated, and stock 
prices fell below the range of fluctuation which had persisted 
since September 1946. On June 15 the index was down to
110.7 compared with the previous postwar low of 112,4 
which had been reached in February 1948. Some part of this 
decline was, however, subsequently recovered. The volume 
of trading, which had averaged less than 900,000 shares a day 
in the first five months of the year, rose in June above the 
million-share level on the days when prices declined most 
rapidly and amounted to 1,340,000 shares on June 13, simul
taneously with a new postwar low for stock quotations. How
ever, trading never reached a volume that would indicate 
general liquidation by the public.

The decline in stock prices since the beginning of the year 
has been an extension of the trend during the last six months 
of 1948. The total decline over this twelve-month period 
amounted to 19 per cent. During the decline, and particu
larly beginning in November 1948, the volume of shares 
which had been sold short and had not yet been covered by 
purchases (i.e., the short interest) rose by nearly 700,000 
shares to about 1,630,000 shares on May 13, the highest short 
interest since February 1933. A  month later, on June 15, the 
short interest stood at 1,610,000 shares. The decline in prices 
in the past twelve months has raised the yield on 200 leading 
common stocks to over 7 per cent. (At that level, based on 
the current income tax law, the rate of return after taxes is 
over 4 per cent for married investors in the $25,000 income 
tax bracket.)

During the past six months, the shares of durable goods 
manufacturers (notably steels, automobile parts, rail equip
ments, nonferrous metals, and agricultural machinery) led the 
decline in prices. Stocks of the more stable industries, such as 
the public utilities, foods, retail stores, tobaccos, drugs, and 
the personal and instalment finance companies, tended to resist 
the decline and even to advance. But during the first half of
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Yields on Long-term Bonds and Stocks
(January 1941-May 1949)

Per cent Per cent

* Fifteen years and over.
Source: U . S. Government bonds, Treasury Department; 15 high-grade 

noncallable preferred stocks, Standard & Poor’s Corporation; Aaa corporate 
bonds, Baa corporate bonds, and 200 common stocks, M oody’s Investors 
Service.

June, even these stocks, with the exception of a few drug 
and utility issues, fell off in price.

The decline in stock prices to a new postwar low on June 
13 reduced the Dow-Jones averages of industrial stock prices 
to a level 24 per cent below the May 1946 peak of 212.5. 
However, changes in the Dow-Jones averages (and in other 
representative stock price indicators) have not fully reflected 
the extent of the reaction of the market as a whole, and par
ticularly of the lower-priced issues, since the "averages” are 
usually composed of the better grades of common stocks. A 
special tabulation of the percentage changes in the prices of 
all shares listed on the New York Stock Exchange between 
May 29, 1946 (the postwar peak) and June 6, 1949 (the cut
off date of the tabulation which was made by the Research 
Department of this bank) shows this to be the case. As 
shown in the accompanying table, most issues, particularly 
the lower-priced stocks, have declined much more rapidly 
than the averages. For the Dow-Jones composite average of 65 
stocks, the drop was 26 per cent. Stocks in the two lower- 
priced groups (stocks which on May 29, 1946 sold under 
$ 10  and between $ 1 0  and $25) declined almost 50 per cent.1 
Those selling between $25 and $50 and between $50 and 
$100 declined, on the average, about 40 per cent.1 About 55 
per cent of the 900 issues declined 40 per cent or more, 
and 40 per cent fell 50 per cent or more. In interpreting these 
data, however, it should be remembered that low-priced

1 These figures are unweighted averages of the percentage declines 
of the prices of several hundred issues

A verage Price Decline of AH Common Stocks Listed on the 
New York Stock Exchange, M ay 29, 1946-June 6, 1949

By price class

Price class* Number of issues Percentage decline

Under $1 0 ........................................ 29 4 9 .0
$10— 25.................................................................... 201 49 .9
$25— 50.................................................................... 365 42.1
$50— 100................................................................. 251 40 .1
$100 and over........................................................ 54 23 .9

T otal........................................................... 900 -

By rate of decline

Percentage decline Number of issues Per cent of total

Under 4 0 ............................................................. 402 45
40— 5 0 ...................................................................... 137 15
50 and over............................................................ 361 40

Total........................................................... 900 100

* Based on prices as of M ay 29, 1946.
Source: Compiled by the Federal Reserve Bank of New York from stock quo

tations published in the New York Tim es.

shares rose more rapidly in the period prior to the spring of
1946, and that they ordinarily tend to experience wider price 
swings than the higher-priced stocks.

B o n d  M a r k e t

Reflecting reduced business demands for funds and a well 
sustained supply of funds available for investment, prices of 
Treasury bonds and of high and medium-grade corporate 
bonds rose moderately (yields declined) early in the year 
and remained firm during the subsequent months; prices rose 
further late in June. For most bond issues the rise in prices 
started shortly after the national elections in November, which 
resulted in an abrupt change of expectations with respect to 
future fiscal and monetary policies and a tendency of investors 
to change their plans accordingly.

However, the major factor in the rise of bond prices was 
commercial bank demand for intermediate and long-term 
Treasury bonds. The slackened pace of business transactions, 
resulting in substantial repayments of business borrowings 
from the banks and also in Federal Reserve action further to 
increase the availability of bank credit through a reduction 
in member bank legal reserve requirements and other mea
sures, brought the banks into the bond market to bolster 
their earnings. Bank purchases of eligible Treasury issues 
have made funds available for reinvestment in other Treasury 
bonds as well as in corporate and municipal bonds, thus tend
ing to increase the demand for all types of long-term bonds.

Part of the decline in business loans may be attributed to 
sales of new corporate securities in the capital market for 
the purpose of repaying bank loans. Sales of such issues, 
therefore, have tended indirectly to stimulate purchases of 
Government bonds by the banks, and thus to maintain a firm 
bond market in which corporations could continue to sell
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long-term securities for further refundings of their indebted
ness to the banks.

Most of the decline in bond yields occurred between 
November 1948 and February 1949, and the decrease was 
small until the closing days of June. From the peak early in 
November to mid-June, the return on long-term Government 
bonds fell by 3 per cent (from an average of 2.45 to 2.37 
per cent), as compared with a 6 per cent decline for the 
two highest grades of corporate bonds and lesser declines for 
the third and fourth grades. The fourth-grade bonds failed 
to show the weakness usually associated with such issues 
during past periods of decline in business activity and stock 
prices, but lower-grade bond prices fell and their yields rose 
in keeping with the decrease in stock prices. The decline in 
high-grade municipal bond yields was somewhat more pro
nounced (8  per cent in this period), but was also much more 
irregular, reflecting from time to time the pressure of the large 
volume of new municipal security offerings on prices of out
standing issues. Toward the close of June, Treasury and 
corporate bond prices had recovered to levels prevailing in 
early November 1947.

The real strength in the bond market was evidenced most 
clearly in the decline in yields offered on new corporate issues, 
which receded more rapidly than did the yields on seasoned 
bonds. Thus, the premium rate (over the yield on outstanding 
bonds) that issuers paid on new offerings to assure favorable 
investor reception narrowed perceptibly during the first half 
of 1949. In the fourth quarter of 1948, the yields on new 
corporate bonds had averaged 9 per cent above those on out
standing issues, as measured by Moody’s average yields on new 
and outstanding bonds. This differential fell to 5 per cent in 
the first quarter of 1949, to 3 per cent in April, and to 2 per 
cent in May. Strength in the new issue market came princi
pally as a result of the insurance companies’ buying of publicly 
offered issues as they worked off their commitments to pur
chase securities directly from issuers.

N e w  Issues

The volume of new corporate security issues held up sur
prisingly well during the first half of 1949 in view of the 
declining volume of production and trade. The volume of 
refunding securities remained small, but flotations for new 
capital amounted to an estimated 3.2 billion dollars, rising 
to a new all-time record, slightly above the level for the first 
half of 1948 and about a fourth above the total for the second 
half of that year. Principally responsible for this large volume 
was the need to finance heavy corporate capital expenditures 
during the first half of 1949. Moreover, a considerable 
amount of the proceeds of new issues was used (partly or 
entirely) to repay bank loans. In most cases these issues 
replaced bank loans which had originally been incurred for

the purpose of financing capital disbursements pending the 
sale of new security issues, and thus may be classified as new 
money issues. However, some of the proceeds of security 
issues used for the repayment of bank loans apparently rep
resented the conversion of borrowings of working capital into 
more permanent form. This development points up a desire 
of business concerns to reduce their current liabilities during 
uncertain times. In the case of a few of the finance companies 
which had expanded their bank borrowings heavily to finance 
purchases of instalment and other consumer paper, sales of 
new securities were for the purpose of bringing the com
panies’ short-term borrowing into better alignment with their 
long-term debt and net worth.

The capital market absorbed fairly smoothly most of the 
corporate offerings, particularly in the second quarter of this 
year. In that quarter, as already noted, the demand for publicly 
offered bond issues strengthened as life insurance companies 
actively entered the market for such securities. Prices of new 
bond issues were bid up and dealer inventories were virtually 
cleared of the few issues that had tended to be "sticky” earlier 
in the year, when the life insurance companies had been busy 
meeting their commitments to purchase securities privately. 
On the surface it may appear rather surprising that the insur
ance companies should have participated more actively in the 
public issues market this year, since the total volume of new 
corporate issues has remained practically unchanged from 
the first half-year’s volume in 1948 and since the life insurance 
companies’ additions to their mortgage holdings have been 
considerably greater during the past six months than in the 
same months of 1948. The answer apparently lies in the

Corporate Security Flotations for New Capital by Industries
(Semiannual totals, 1946 - first half of 1949)

l-JUNE JULY-DEC JAN-JUNE JULY-DEC JAN-JUNE JULY-DEC 
1946 1947 1948

Source: Commercial and Financia l Chronicle  data classified by industries by 
the Board of Governors of the Federal Reserve System. May and June 1949 
estimated by the Federal Reserve Bank of New York.
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changes that took place in the types of issues floated and in 
the channels through which they were offered. During the 
first six months of this year, total 'private placements” 
amounted to about 920 million dollars or 29  per cent of all 
corporate offerings, whereas in the same months of 1948, 
privately placed issues amounted to 1.3  billion dollars or about 
two fifths of all corporate offerings. About two thirds of 
the total flotations during the first half of 1949 came in the 
second quarter, and most of the second quarters issues were 
public utility securities offered at competitive bidding to 
investment bankers or directly to stockholders, and so were 
predominantly public issues. Thus, in the second quarter, the 
volume of privately placed securities fell to 25 per cent of 
the total offerings, from 40 per cent in the first quarter.

In the first half of 1949, public utility corporations, par
ticularly electric and gas utilities, floated 1.7 billion dollars 
of securities for new capital, and their offerings accounted 
for about 53 per cent of total new flotations, as against 47 
per cent in the corresponding period of 1948. The increase 
in the proportion (and amount) of such issues reflected the 
large capital expansion program of the utilities industry. 
Flotations of new railroad securities, mostly equipment trust 
issues, amounted during the past six months to about 325 
million dollars, about 65 million more than in the corre
sponding period of last year. New security offerings in the 
industrial group showed a small decrease.

Financing through stock issues during the first half of 1949 
amounted to about 555 million dollars or 17 per cent of total 
corporate financing. New equity security offerings in this 
period were 10  per cent below the total for the corresponding 
half of last year but about 75 per cent larger than the flotations 
of the second six months of 1948. An increasing proportion 
took the form of common stocks. The bulk of the stock flota
tions were for new capital purposes. While most of the large 
volume of new utility issues took the form of bonds, public 
utility corporations (again principally the electric and gas 
companies) were able to float a comparatively substantial 
volume of common and preferred stocks in the first half of the 
year, although slightly higher yields had to be offered to inves
tors to assure their sale. The recent reduction of margin 
requirements to 25 per cent on new security issues offered to 
stockholders has tended to facilitate the sale of these and other 
stock issues. Nevertheless, the market became increasingly 
unfavorable to new stock issues, and in the latter half of June 
one or two issues were withdrawn pending an improvement in 
market conditions. Public utility shares ( both new capital and 
refunding) totaled about 330 million dollars in the six months 
ended June 30, 1949, or 59 per cent of all new corporate stock 
issues, as compared with 2 2 1  million in the corresponding 
period of 1948. Stock offerings of other classes of corporations 
fell sharply.

The comparatively favorable reception of new gas and 
electric utility stocks reflects the improving earnings position 
of the industry in recent months resulting from a combina
tion of two factors. The first has been the decline in prices 
of the materials and supplies purchased by the utilities, whose 
selling prices are, of course, relatively stable. The second has 
been the decreased operating costs that have been achieved 
through the installation of new equipment, not only because 
of the greater efficiency of this new capacity but also because 
the new facilities have enabled the utilities to retire high-cost, 
obsolete equipment.

States and municipalities have continued to float new secu
rities in large volume. In the first six months of this year, 
approximately 1.4 billion dollars of new "municipal” issues 
were offered in the capital market, an amount only about 200 
million less than in the corresponding period of 1948, when 
a number of large veterans’ bonus issues were floated. From 
time to time, the market gave evidence of difficulty in absorb
ing this large volume of securities at the yields offered, partial-1 
larly in May, when the volume of unsold securities on dealers' 
"shelves” reached a record high of close to 180 million dollars. 
Fairly sharp price declines were necessary to move these issues, 
and toward the middle of June dealer inventories had been 
reduced to 136 million dollars. This reduction in the supply of 
securities overhanging the market was considerably aided on 
May 25 by the withdrawal, prior to offering, of an issue of 54 
million dollars by the Port of New York Authority, and by 
the completion in the early part of June of the distribution 
of some relatively large new issues at attractive yields. Munic
ipal bond men expect to offer more new issues in the second 
half of this year than in the first, and new financing is 
climbing steadily. New issues in May were the highest on 
record for that month. For June they were also the highest 
on record, except for June 1948. And voters throughout the 
country are approving issuance of increasing amounts of bonds. 
The monthly total of such approvals, after reaching 62 million 
dollars in May, will show a substantial jump for June, when 
North Carolina voters alone approved 200 million dollars of 
rural road bonds and a 25 million dollar school bond issue. 
If Congress passes the long-range low-cost housing and slum 
clearance bill this year, the market will eventually be called 
upon to absorb a further large volume of new municipal 
obligations; however, offerings of bonds to finance this pro
gram are not expected in large volume for a year or two.

BANKING DEVELOPMENTS IN THE 
SECOND DISTRICT
In the three months’ period ended May 31, 1949, repre

sentatives of the Federal Reserve Bank of New York called 
on banks in fifty-five counties in the Second Federal Reserve 
District. They talked to hundreds of bankers in che vari
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ous parts of the District outside New York City and Buffalo. 
The following is a summary of their impressions of current 
trends in business conditions and bank policies, gathered in 
the course of these visits.

General business conditions in this area have taken an 
unfavorable turn in this period which has been reflected in 
reduced industrial activity and employment. Many industrial 
communities have been adversely affected by layoffs or by a 
reduction of working hours. Retail sales volume has been 
affected to some extent by diminished incomes, and resistance 
to high prices has been common.

The decline in business activity, however, has been far from 
uniform, varying with the degree of diversification and the 
type of industry in the individual areas. In some of the larger 
communities, retail trade was reported to be 5 to 15 per cent 
below 1948 levels, and in many other places it was character
ized as 'spotty”. Some comment was heard with respect to 
slower collections of retail accounts. A  few instances of high 
inventories were cited and it was assumed that liquidation of 
such inventories would involve some losses. Generally speak
ing, however, the inventory position at the retail and whole
sale level appears to be under control.

In the agricultural areas, conditions vary but, on the whole, 
are still fairly stable. Lower feed costs and higher spring yields 
are said to have largely offset the drop in the price of milk.

In the residential real estate field, there are further signs of 
softening of activity and values. There has been little evidence 
of the usual sharp seasonal upturn in building. Most builders 
are working on a limited number of units and on a hand-to- 
mouth basis, but some fairly substantial apartment house and 
garden-type multiple dwelling projects are in progress in 
New York City and in the suburban areas. Houses priced 
for sale at more than $10,000 are moving very slowly, and in 
several localities it is reported that homes in the $20 ,000- 
$40,000 class, built last fall, still remain unsold despite fairly 
substantial reductions in the asking price in some cases. 
Mortgage delinquencies have increased somewhat, although 
not alarmingly, and collection requires more effort, particu
larly in those areas where a considerable amount of indus
trial unemployment has developed.

In the agricultural areas, as a result of seasonal borrowings, 
most banks have shown an upswing in their loan totals in 
recent months. Generally speaking, however, the seasonal 
increase has been in somewhat smaller amounts than last 
year. Loans to farmers have been largely for the purchase 
of seed, farm equipment, and other production needs. Among 
the dairy farmers who predominate in much of the Second 
District the demand for credit this spring has varied widely 
between localities and among banks. In some localities the 
dairy farmers are still actively purchasing farm equipment, 
much of it readily available for the first time in many years.

There has been also some borrowing of a fairly steady nature 
for the replacement of dairy herds, but some of the banks 
have been cautious about lending to their customers for the 
purchase of cows at high prices in the face of falling milk 
prices. In the potato farming areas, the acreage restriction 
features of the price support program have acted to reduce 
somewhat the credit needs of the farmers. On the other 
hand, there are indications that farmers who have not bor
rowed in recent years are now seeking loans. Generally speak
ing, most banks in the agricultural areas seem disposed to 
continue to take care of the legitimate credit needs of their 
customers.

In the resort areas also, loans have shown a seasonal increase 
but have not reached their usual levels as bankers have fol
lowed more cautious lending policies. Elsewhere in the 
District outside New York City the trend is mixed and recent 
changes in the loan totals of many of the banks have been 
relatively small in amount. Such increases as have been 
reported were usually concentrated in the mortgage account 
or in personal and consumer credit loans, although banks 
generally did not liberalize their terms to the extent permitted 
by the April modification of Regulation W , except with 
respect to new automobiles.

Banks generally continue to be cautious in their mortgage 
lending policies; they are endeavoring to maintain rather 
than to expand their mortgage accounts. Some have discon
tinued making mortgage loans, either because they are at or 
close to their legal limit or because of a tightened real estate 
appraisal policy. Savings banks are still looking for good 
mortgages, however, and FHA insured loans still command 
a premium. Construction money is apparently still available 
in amounts sufficient to take care of the reduced building 
activity although, here again, lending policies appear to be 
more selective.

Only a few banks report an increase in commercial loans. 
Declines in business loans have been heavily concentrated in 
New York City banks and are attributed primarily to inven
tory adjustments and to a reported reluctance on the part of 
many businesses to make new commitments for expansion at 
this time. Inventory adjustments are continuing, but are not 
assuming major proportions. Reports of difficulty with loan 
collections are becoming more common and there are indi
cations that the amount of past-due paper is increasing. 
Bankers and businessmen seem to be pursuing a policy of 
watchful waiting in the belief that there will be a pick-up 
when prices become stabilized.

Investment portfolios in most banks have shown relatively 
little change in recent months. In the nonagricultural areas, 
funds freed by the recent reduction in reserve requirements 
have found their way into Government bond portfolios. In 
the agricultural and resort areas, lower reserve requirements

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

July 1949



FEDERAL RESERVE BANK OF NEW YORK 81

have enabled banks to reduce their normal seasonal borrow
ings, or to reduce the amount of short-term Government 
securities which they normally sell or redeem at maturity to 
be able to take care of seasonal needs of their customers.

The trend of deposits in recent months appears to follow 
no uniform pattern. Banks located in the agricultural and 
resort areas report the usual seasonal decline in demand as 
well as time deposits. This downward movement in some of 
the banks is said to have started earlier and to have been 
more rapid than usual. In other areas visited, particularly 
where local industry has not experienced any material reces
sion, demand deposits continue to rise. Time deposit totals 
in most banks are holding about even or showing small gains. 
Deposits in the savings banks that pay 2 per cent interest 
have risen more steadily than have time deposits in other 
banks, but there has been little evidence of any substantial 
transfer of savings deposits from commercial banks paying 
lower rates to savings banks. Among the savings banks the 
shift to the 2 per cent rate continues. The commercial banks, 
however, with but one or two exceptions, show little inclina
tion to change the rates which they are paying currently.

The average banker in this District looks for a continuance 
of the current decline in business activity and a further shrink
age in loan volume. He continues to be apprehensive of 
declining deposits and continued high costs. He feels, how
ever, that the current recession will not broaden and deepen 
into a severe business contraction. He believes that this is a 
good time to be just a little mote cautious in his investment 
and lending policies. Nevertheless, while not aggressively 
soliciting new loan business, he is taking care of the reasona
ble requirements of his customers and is not averse to taking 
on some good new loan business.

DEPARTM ENT STORE TRADE
Sales in Second District department stores during June 

continued substantially below last year’s figures. According 
to preliminary information, dollar volume was off about 8 to 
10  per cent, compared with an average decline of 6 per cent 
for the preceding 5 months. However, this year-to-year com
parison is affected by the fact that trade in June of last year 
was exceptionally good, having been maintained at the record 
level reached in May 1948. On a seasonally adjusted basis, 
this June’s sales were probably only slightly less than in May, 
if at all.

Business in the Albany-Schenectady, Buffalo, and West
chester areas ran contrary to the over-all District trend in 
the first 5 months of this year (see table, page 82). In April 
(latest month available), manufacturing payrolls in the 
Albany-Schenectady area were less than 1 per cent and in 
Buffalo no more than 3 per cent below those of April 1948, in 
contrast to an 8 per cent drop for New York State as a whole.

Gross Transactions and N et D ollar Sales, New Y ork  City 
Departm ent and Apparel Stores, January-M ay 1949

(Percentage change from  preceding year)

Month
Department stores Apparel stores

Transactions Sales Transactions Sales

- 6 .2 — 5 .6 -  5 .4 -  3 .6
- 4 . 6 -  7 .1 -  6 .9 - 12.0
- 6 . 9 - 1 0 . 3 - 12.0 - 1 4 . 2
+ 2 .1 -  3 .0 + 1 2 .4 +  6 .7
- 4 . 4 - 10 .0 +  0 .8 -  9 .1

Five-month total.......... - 4 . 0 -  7 .3 -  2 .1 -  6 .4

Department store stocks in this District, as valued at cur
rent retail prices and adjusted for the usual seasonal changes, 
declined during May from 230 per cent of the 1935-39 
average to 224 per cent. In the 12 months ended May 31,
19 4 9 , the decline in the value of stocks aggregated 8 per cent. 
In no major locality were stocks on May 31 of this year 
greater than one year previous.

Despite the gradual liquidation of stocks, the value of new 
orders placed during May by a group of the larger stores was 
practically one-fourth less than in the preceding May, and, for 
the first time in 1949, less than in the corresponding month 
of 1947 as well. On May 31 of this year, the reporting group 
of stores were carrying a dollar volume of outstanding orders 
fully 40 per cent less than one year before. The dollar amount 
of incoming merchandise during the month of May was about 
20 per cent less than in 1948, and also less than for the same 
month of 1947.

There are some indications that the decline in the physical 
volume of sales has been smaller than the loss in dollar volume. 
During the first five months of 1949, the dollar volume of 
sales in a group of the large New York City department 
stores declined 7 per cent from the level of the corresponding 
period a year ago, but the number of transactions, measured by 
the number of separate sales checks written, declined 4 per 
cent only. The amount of the average sales check was 3 per 
cent below last year’s average amount. Similarly, dollar sales 
in a group of the large New York City apparel stores declined 
6 per cent while the number of transactions declined 2 per 
cent only; the drop in the average sales check for this group 
of stores was 4 per cent. Up to the fall of 1948, the amount 
of the average transaction had been larger than a year earlier 
in the case of both department and apparel stores. The sub
sequent drop from year-ago levels seems to have been gaining 
momentum in both cases.

To a certain extent, the decline in the average sales check 
represents factors other than price cuts. Thus, a certain amount 
of "trading down” may have taken place. Also, with incomes 
and prices declining, consumers are likely to limit their pur
chases, and consequently the number of multiple-item checks 
may have been smaller than a year ago. In any case, the 
decline in the amount of the average transaction has been
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Estimated Value of Average Sales Check of New York City 
Department and Apparel Stores*

(July 1947-May 1949)

Dollars Dollars

* Computed by dividing net dollar sales by gross number of transactions. 
Because transactions are reported gross whereas sales are reported net after 
deductions for returned merchandise, etc., the chart understates somewhat the 
net value per sale.

larger than the estimated drop in prices applicable to the two 
types of stores.

The chart clearly shows the greater magnitude of the 
average sale in apparel stores. Although one might expect 
that department stores, because of sales of "big ticket” house
furnishings and appliances, would show a larger average sale, 
the very large number of low-priced items in certain depart
ments has a more than offsetting influence. In neither type 
of store was there a clear-cut relation between the individual 
store’s total sales and the average size of its transactions.

The much greater seasonal variation in the average size of 
apparel store sales shown on the chart reflects a more pro
nounced emphasis on style merchandise in these specialty 
stores. Women tend to concentrate their purchases of the 
more expensive garments and accessories in the periods fol-

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1 9 3 5 -3 9  a v e ra g e = 1 0 0  per cent)

1948 1949

Item
M ay March April M ay

Sales (average daily), unadjusted. . .............. 252 209 237 230
Sales (average daily), seasonally adjusted.. 262 220 242 239

Stocks, unadjusted............................................... 248r 238 237 227
Stocks, seasonally adjusted............................... 244r 232 230 224

r Revised.

lowing the new showings which take place at the beginning 
of the spring and fall apparel seasons. In department stores, 
offsetting sales patterns for other types of goods produce a 
more even seasonal pattern.

Department and Apparel Store Sales and Stocks, Second Federal Reserve  
District, Percentage Change from the Preceding Year

Locality

Net

M ay
1949

sales

Jan.through 
M ay 1949

Stocks on 
hand 

M ay 31, 1949

Department stores, Second District___ -  9 -  6 -  8

New York C ity .......................................... - 1 0 -  7 -  9
Northern New Jersey.............................. - 1 0 -  6 -  6

- 1 2 -  7 -  8
Westchester County................................. +  3 +  8 -  2
Fairfield County........................................ - 1 4 -  7 -  3

Bridgeport............................................... - 1 6 -  9 -  4
Lower Hudson River Valley................ -  7 -  6 -  6

Poughkeepsie.......................................... -  7 -  2 -  7
Upper Hudson River Valley................ -  4 +  1 - 1 3

Albany....................................................... -  5 +  3 - 1 7
Schenectady............................................ -  4 +  1 -  7

Central New York State....................... -  5 -  6 -  6
Mohawk River Valley........................ - 1 1 -  7 -  8

-  9 -  4 -  6
-  3 -  6 -  4

Northern New York State.................... -  2 -  8 - 1 5
Southern New York State..................... -  9 -  7 - 1 0

Binghamton............................................ - 1 2 -  7 - 1 0
-  7 -  8 - 1 2

Western New York State.................... -  4 -  2 -  5
-  1 +  1 -  6

Niagara Falls......................................... +  6 -  1 -  7
Rochester................................................. -  7 -  5 -  3

Apparel stores (chiefly New York C ity). -  9 -  6 - 1 6

Indexes of Business

Index
1948 1949

M ay March April M ay

Industrial production*, 1935-39 =  100.........
(Board of Governors, Federal Reserve 
System)

192 184 179 174p

Electric power output*, 1935-39 =  100.........
(Federal Reserve Bank of New York)

247 256 256 253p

Ton-miles of railway freight*, 1935-39 =  100 
(Federal Reserve Bank of New York)

210 163 181p

Sales of all retail stores*, 1935-39 =  100___
(Department of Commerce)

330r 330r 333 332p

Factory employment
United States, 1939 =  100............................. 156 151 148 144 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100.................. 123 118p 113p 110 p
(NYS Div. of Placement and Unemp. Ins.)

Factory payrolls
United States, 1939 =  100............... „ ........... 347 350 337p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................. 277 279p 258p 251 p
(NYS Div. of Placement and Unemp. Jns.)

Personal income*, 1935-39 =  100.................... 305r 313 312p
(Department of Commerce)

Composite index of wages and salaries*t, 
1939 =  100............................................................ 187 197 197 p
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 =  100 ................... 171 170 170 169
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York C ity.................................................. 105 95 103 107
Outside New York C ity ................................. 90 88 88 89

* Adjusted for seasonal variation. p Preliminary. r Revised,
t A monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.
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NATION AL SUMMARY OF BUSINESS CONDITIONS
(Summarized by the Board of Governors of the Federal Reserve System, June 28, 1949)

Production at factories and mines declined further in May 
and June. Construction activity increased somewhat and 
employment in most other lines was maintained. Prices of 
industrial commodities continued downward and prices of 
farm products and foods declined in June following some 
advance in May. Department store sales were maintained at 
relatively high levels.

In d u st r ia l  Pr o d u c t io n

The Board s seasonally adjusted index of industrial produc
tion declined 5 points in May to 174 per cent of the 1935-39 
average and, according to present indications, may show a 
similar decrease in June. The May decline reflected mainly 
a further substantial reduction in activity in industries manu
facturing durable goods. Output of nondurable goods and of 
minerals, which earlier had declined more than output of 
durable goods, showed only slight decreases in May.

Activity in the iron and steel, machinery, and nonferrous 
metals industries showed marked declines in May, reflecting 
a reduced volume of orders. Steel production averaged 93 
per cent of capacity and since then has declined further to a 
scheduled rate of 84 per cent of capacity during the week 
beginning June 20, as compared with the peak of 103 in 
March. Machinery production has declined about one fifth 
since the end of last year. Output of passenger cars was 
temporarily curtailed in May as a result of a major work 
stoppage, but by mid-June increased to new record postwar 
rates. Activity in most other industries manufacturing durable 
goods declined slightly in May.

INDUSTRIAL PRODUCTION
PER CENT PHYSICAL VOLUME, SEASONALLY ADJUSTED, 1935 -3 9 * 1 0 0  PER CENT

Federal Reserve index. Monthly figures; latest figure shown is for May.

Activity in the cotton and rayon industries decreased fur
ther. Output of wool textiles, however, increased from the 
exceptionally low April rate, which was about 40 per cent 
below peak postwar levels. Cotton consumption in May was 
at the lowest rate since 1939. Petroleum refining activity 
showed a slight gain in May, and newsprint consumption 
rose further to a new record rate. Activity in most other 
nondurable goods industries showed little change.

Minerals output was slightly smaller in May. Activity at 
nonferrous metal mines was substantially curtailed and iron 
ore output, after allowance for seasonal changes, was slightly 
below the exceptionally high April level. Crude petroleum 
production showed little change. Coal output increased some
what in May, but has been curtailed sharply in June.

C o n s t r u c t io n

Value of construction contracts awarded, according to the 
F. W. Dodge Corporation, rose slightly in May reflecting 
further increases in awards for public construction. Private 
awards were slightly smaller than in April and continued 
considerably below a year ago. The number of new housing 
units started increased further in May and was close to the 
peak level of 100,000 units a year ago, according to estimates 
of the Department of Labor.

D ist r ib u t io n

Value of department store sales in May showed little change 
from April, after allowance is made for the usual seasonal 
fluctuation. Sales in the first half of June were 7  per cent

CONSTRUCTION CONTRACTS AWARDED

F. W. Dodge Corporation data for 37 Eastern States. Monthly figures; 
latest shown are for May.
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below tthe high level of the corresponding period in 1948, 
reflecting in part lower retail prices for apparel and house
furnishings.

Shipments of railroad freight declined in May and early 
June, reflecting mainly a marked reduction in loadings of 
miscellaneous products. Total carloadings, after allowance for 
seasonal changes, have declined about 1 2  per cent since last 
autumn.

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

The general level of wholesale commodity prices declined 2 
per cent from the middle of May to the third week of 
June. Meat and livestock prices showed small net change, as 
decreases in mid-June followed advances in the latter part of 
May. Cash wheat prices declined about 10 per cent as mar
ketings of another large crop commenced. Prices of industrial 
commodities, especially textiles, paper, metals, and building 
materials, continued downward from May to June.

In May retail prices of most groups of consumers’ goods 
were somewhat lower than in April. The B.L.S. index for all 
items, including rents and other services, was 169.2 as com
pared with 169-7 in April and the recent low point of 169.0 
in February.

Ba n k  Credit

Business loans at banks in leading cities declined substan
tially during May and by somewhat smaller amounts during 
the first half of June. Real estate and consumer loans increased 
slightly. Banks purchased about 2 billion dollars of Govern
ment securities of both long and short maturities, in part 
out of reserve funds released by the reduction in reserve 
requirements effective in early May.

Treasury expenditures were considerably greater than 
receipts in the first half of June, and Treasury deposits at the 
Reserve Banks declined substantially. This supplied banks 
with reserve funds and banks bought Government securities 
from the Federal Reserve System and increased their excess 
reserve balances. Subsequently banks lost reserve funds as 
Treasury balances at the Reserve Banks were built up by 
quarterly income tax payments. Reserve System holdings of 
Government bonds declined further during June.

Se c u r it y  M ark ets

Common stock prices decreased about 9 per cent, with a 
moderate volume of trading, in the four weeks ended June 
13  and recovered part of the decline in the following 10  days. 
Prices of high-grade corporate bonds changed little.

WHOLESALE COMMODITY PRICES

Bureau of Labor Statistics’ indexes. Weekly figures; latest shown are for 
week ended June 14.

SECURITY MARKETS

— " — v " ...1  - BONO YIELDS | | |
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^ 1 Aoo j *1 — •1
~ ----— -
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:a r s  a n d  o v e r

U. 0. O' 
IS  YE

T ..........
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Common stock prices, Standard & Poor’s Corporation; corporate bond 
yields, Moody’s Investors Service; U. S. Government bond yields, U. S. 
Treasury Department. Weekly figures; latest shown are for week ended 
June 18.
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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  OF N E W  Y O R K

V o lu m e  31 A U G U S T  1 9 4 9  No. 8

MONEY MARKET IN JULY
Money market conditions during the past month were in

fluenced chiefly by the announcement of the Federal Open 
Market Committee on June 28 that Government security 
operations of the Federal Reserve System would be governed 
primarily by the general business and credit situation with the 
aim of increasing the supply of funds currently available to 
meet the needs of business and agriculture. Following this 
announcement, the Reserve System temporarily ceased selling 
Government securities in the open market and, in the absence 
of sizable private demand for funds, member banks for a 
time experienced considerable difficulty in employing die 
approximately 800 million dollars released by the reduction 
in legal reserve requirements (effective June 30 for the larger 
city banks and July 1 for country member banks). As a result, 
prices of all types of marketable Treasury securities rose 
sharply in the closing days of June and the first week of July. 
The pressure of demand became so strong, particularly for 
the short-term issues, that the System sold large amounts of 
Treasury bills and certificates in order to restore orderly mar
ket conditions, thereby eliminating most of the increase in 
excess reserves. The higher price level for Government bonds, 
however, apparently attracted offerings of such bonds from 
private sources, particularly the life insurance companies. As 
a consequence of these various offerings and the alternatives 
afforded for purchase of corporate issues, the pressure of 
demand declined, prices of both long and short-term Govern
ment securities receded gradually, and sales by the System 
diminished sharply during the last half of the month.

The decline early in the month in Government security 
yields spread into the corporate and municipal bond markets, 
stimulating the sale of new issues and enabling security dealers 
to dispose more readily of unsold portions of previous offer
ings. The rise in prices of seasoned corporate and municipal 
bonds, however, lagged behind that of Government issues. On 
July 5 acceptance dealers lowered the rates on bankers ac
ceptances of all maturities.

Over the period as a whole, yields on Government and 
corporate securities moved to levels ranging generally from
5 to 15 basis points below those prevailing at the end of June.

The rapid deterioration in rates which occurred during the 
first week of the period was checked, and orderliness restored 
to the markets, primarily by Federal Reserve System redemp
tions and sales of short-term Treasury issues in excess of a 
billion dollars from June 29 to July 27.

G o v e r n m e n t  Se cu r ity  M a r k e t

The change in open market policy immediately gave an 
impetus to the demand for all types of marketable Treasury 
obligations, and subsequently to the demand for corporate 
issues as well. Treasury issues were sought principally by the 
member banks, whose free funds had been substantially aug
mented— almost simultaneously with the policy change— by a 
reduction in legal reserve requirements. Demand for short
term Treasury securities was particularly strong, since the 
larger member banks confined their purchases primarily to 
short-term issues. The medium-size and smaller banks generally 
sought to expand their holdings of Government bonds.

With Treasury bills and certificates not available from the 
Federal Reserve System, yields fell sharply. Early in the 
month, most of the supply came from the portfolios of Govern
ment security dealers, as indicated by a decline of 350 million 
dollars in their borrowings from the weekly reporting member 
banks in New York City in the week ended July 6. Inasmuch 
as the reserves used to purchase these securities were returned 
to the banks through repayment of dealer loans, the banks’ 
reserve positions remained practically unchanged and their 
investment problem unsolved, despite the great upward pres-
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Yields on U. S. Government Securities
January 1946-July 1949*

* Monthly averages of daily figures; taxable issues only. Bill yields are 
rates on new issues offered within the period.

Source: Board of Governors of the Federal Reserve System. July 1949 
estimated on the basis of the data through July 23.

sure upon Government security prices to which their demand 
had contributed.

Bank demand for short-term Treasury securities became, 
therefore, even more insistent, and as a result yields fell fur
ther. Offerings contracted substantially, and market conditions 
grew disorderly, with sharp increases in price taking place on 
a small volume of trading and spreads between bid and asked 
quotations widening perceptibly.

Confronted by these disorderly conditions, the Federal Re
serve System sold substantial amounts of Treasury bills and 
certificates. The pressure of demand subsided rapidly as this 
increased supply became available, and yields rose. The new 
Treasury bill issue offered on July 28 averaged 1.02 per cent 
discount as against 0.93 per cent for the preceding issue. Sys
tem sales of short-term issues had repercussions on the long
term bond market, and yields on other Treasury securities 
firmed somewhat.

At one point, the decline in short-term securities had car
ried to a level where the return on Treasury tax Savings notes 
during the first year exceeded that on short-term marketable 
issues. It was reported in the press that corporate investors 
and large business corporations made considerable shifts from 
short-term marketable issues to Savings notes, thus tending to 
provide some brake on the price advance of short-term issues.

Prices of Treasury bonds also rose sharply (yields fell) in 
the first half of July, as most sellers (including the Reserve 
System) withdrew from the market. Buyers were willing to 
make purchases at higher prices, but did not bid aggressively 
for fear of accelerating the price advance. The volume of trad
ing in bonds, therefore, was small. While die price increases 
were substantial, they reflected mainly dealer mark-ups to 
levels which would attract offerings.

The efforts of the Government security dealers to restore 
two-way trading in the Government bond market apparently 
met with some success. The pace of the price advance slowed 
up noticeably after the first week of July. Life insurance com
panies sold considerable amounts of bonds for the purpose of 
financing dieir purchases of new corporate securities and other 
investors stepped up their sales. Perhaps the major develop
ment tending to reduce the demand for bonds was the general 
market reaction to the substantial sales of short-term securi
ties by the System.

Prices of medium and long-term eligible bonds, which 
between June 28 and July 6 had risen by from 5/32 to 1-4/32 
for various maturities, advanced by another 2/32 to 1 0 /3 2  
in the following week. Ineligible bond prices rose similarly, 
with the longest-term issues showing larger increases than the 
earlier maturities. The advance over the entire period of 
slightly more than two weeks was somewhat greater for the 
restricted bonds than for the eligible issues, thus reversing the 
tendency of eligible bond issues to rise faster than ineligible 
bonds (a tendency that had prevailed since early November 
1948). Prices of corporate bonds moved up more slowly and 
with a lag. Moody’s averages of Aaa and Baa issues rose the 
equivalent of 2 6 /3 2  and 11/32 of a point, respectively, be
tween June 28 and July 13.

Most of the demand for eligible Treasury bonds originated 
from the smaller and medium-size banks, as already noted. 
Demand for ineligible bonds came principally from the sav
ings banks (which financed a considerable part of their pur
chases with the proceeds of the sale of eligible bonds), from 
trust and pension funds, and from individuals. Life insurance 
companies continued to be the chief sellers of restricted bonds.

Prices reacted moderately during the second half of the 
month. The impact upon the market of further sales of short
term issues by the Reserve System led to some profit-taking 
sales of bonds, while life insurance companies increased their 
offerings in the Government market in order to finance the 
purchase of part of a large new corporate security issue. Cor
porate bond prices, however, generally maintained their smaller 
gains, as their attractiveness was enhanced by the earlier rise 
in Government security prices.

M em ber  Ba n k  R eserve Po sitio n s

Money market conditions were eased substantially during 
the first part of July by the reduction in member bank reserve 
requirements and the inability of the banks to employ the 
funds so released because the private demand for bank loans 
and access to the Federal Reserve security portfolio were 
limited. In addition to the 800 million dollars of reserves re
leased by action of the Board of Governors of the Federal 
Reserve System, member banks gained funds during the week 
ended July 6 through net Treasury disbursements, an expan
sion of Federal Reserve "float,” and foreign government dis
bursements out of accounts with the Reserve Banks; these
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items were offset only in part by a preholiday expansion of 
currency in circulation.

Although the member banks, particularly the larger institu
tions outside New York City, were able to purchase large 
amounts of short-term Treasury securities in this first week, 
only a moderate amount of additional bills was acquired direct 
from the Treasury through subscription to the new issue and 
indirectly from the System through the market. Most of the 
purchases by the larger banks were made from Government 
security dealers, who used the proceeds to retire bank loans; 
the result was the transfer of large amounts of funds to the 
New York City banks. In the aggregate, however, the banks’ 
gains of excess reserves were left substantially intact. The 
increase in the surplus reserves of the country banks was appar
ently shifted to the larger city banks, where they remained 
largely uninvested, so that, in the aggregate, excess reserves of 
all member banks on July 6 rose by an amount only 30 million 
dollars less than the decline in reserve requirements.

In addition to the funds gained through the Government 
security operations of the larger out-of-town banks, the New 
York City banks were also the recipients of roughly 300 mil
lion dollars placed on deposit with them by their out-of-town 
correspondents that had not fully invested their free reserves. 
Thus, despite the fact that the New York City banks gained 
only a minor amount of surplus balances from the reduction 
in their own reserve requirements, the New York money mar
ket turned very easy in the week ended July 6. Since the New 
York banks likewise were unable to employ their gains fully, 
their excess reserves rose 290 million dollars in this week.

During the next two weeks, transactions tending to provide 
member banks with reserves were moderately larger than those 
tending to absorb them. The money market continued subject 
to the demand pressure arising from the earlier sharp increase 
of excess reserves which the larger reserve city and central 
reserve city banks sought to employ in short-term Treasury 
securities. In the face of unsettled conditions in the short-term 
issue market, the Federal Reserve System made substantial sales 
of Treasury bills and certificates. These sales had the effect 
of more than absorbing the excess reserves, as well as subse
quent additions to reserves, of the larger member banks, which 
consequently had to increase their borrowings from the 
Federal Reserve Banks. Thus, the reserve positions of the 
larger banks were considerably tightened. Country member 
banks, on the other hand, retained (either as deposits with 
correspondents or as excess reserves with the Reserve Banks) 
a substantial part of the reserves released by the lowering of 
their reserve requirements or acquired through subsequent 
transactions, since the available market supply of intermediate 
and long-term eligible Treasury bonds, in which they sought 
to invest their surplus funds, was limited in the absence of 
sales by the Federal Reserve System.

Thus, a decline of about 500 million dollars in System hold
ings of Treasury bills and certificates in the week ended July 
13  was accompanied by a decrease of almost a like amount

of excess reserves. But a decrease of close to 365 million 
dollars in the Federal Reserve portfolio of short-term issues 
in the week ended July 20 was accompanied by only a minor 
change in excess reserves. Commercial bank purchases of 
short-term Treasury issues in this week were, in the aggregate, 
financed mainly through borrowing from the Federal Reserve 
Banks. Since a substantial part of the member banks’ invest
ment problem had been passed on to the New York banks, a 
large part of the decline in excess reserves in the week ended 
July 13, and of the rise in member bank borrowing in the 
week ended July 20, occurred among the New York City 
banks, many of which were reluctant to adjust their reserve 
positions through sale of short-term securities recently acquired 
at higher prices.

Reserve positions for the banking system as a whole re
mained virtually unchanged during the remainder of the 
month. Bank demand for short-term Treasury securities eased 
after the week ended July 20. However, early in the week 
ended July 27 repayment of indebtedness to the Federal Re
serve Banks and nonbank investor purchases of short-term 
Treasury issues brought member bank reserve positions under 
some pressure, particularly among the banks of New York City, 
where a sizable deficiency of reserves was incurred. The banks 
subsequently were compelled to sell Treasury bills and increase 
their borrowings in order to adjust their reserve positions. 
Adjustments were more extensive for the New York banks 
than for the out-of-town banks. Thus while in the aggregate 
the change in Federal Reserve credit was small, there was a 
substantial expansion of Reserve credit in use in New York 
City. As the month ended, the excess reserves of country banks 
were roughly 150 million dollars higher than they had been 
on June 30 before the change in requirements, while those 
of reserve city and central reserve city banks had increased by 
about 60 and 80 million, respectively.

TREASURY FINANCING IN THE 
FISCAL YEA R  1949
The fiscal year which ended June 30, 1949 can be viewed 

as a year of transition. The first half of the year saw the post
war peak in production and income, while its final months 
witnessed the beginning of a business recession. The decline 
from the postwar peaks of production and consumption 
affected private income and expenditure patterns, and the 
changes in these patterns gave rise in turn to changes in 
Treasury income and outgo.

The first half of the fiscal year was marked by rising cor
porate and personal income, personal saving, production, and 
consumption. The turning point came in the first months of 
calendar 1949 as income, production, and consumption began 
to shrink while saving continued to increase. As about three 
quarters of the Treasury’s total cash receipts are derived from 
income taxes, the magnitude of personal and business income 
directly affects Government income. However, most of the 
Government’s income tax receipts in the fiscal year 1949 were
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derived from the high personal and corporate incomes of the 
calendar year 1948, and thus were fairly well sustained. 
Although personal income has been declining since the fourth 
quarter of 1948 (when it was running at the peak annual 
rate of 220  billion dollars), in the full fiscal year 1949 personal 
income was higher than in fiscal 1948, and Government 
receipts from the personal income tax would undoubtedly have 
been larger in fiscal 1949 than in fiscal 1948 had it not been 
for the reduction in personal income tax rates which became 
effective January 1 , 1948.

Federal expenditures are attuned more closely than receipts 
to the current economic changes, since various automatic 
"adjusters” of Government spending come into play as soon 
as such changes are manifest. The most important of these 
adjustment factors is unemployment insurance, which causes 
Federal expenditures to increase with only a short lag as 
unemployment rises. Old age benefit payments also rise as 
lessened employment opportunities cause an increase in the 
number of older people drawing insurance benefits. The farm 
price support program is, of course, an additional element 
which makes the budget responsive to changing economic 
conditions.

The Treasury finished the fiscal year 1949 with a cash oper
ating surplus of not quite one billion dollars, or less than 
half the cash surplus estimated by the President in his Budget 
Message in January. Compared with the cash surplus of almost 
9 billion dollars in fiscal 1948, the 1949 surplus reflects not 
only the reduction in personal income tax rates but the changes 
in economic conditions that have taken place in the past 
year. Total cash income from budgetary and trust fund 
accounts in fiscal 1949 was 41.6 billion dollars, or 3.8 billion 
less than the postwar high of 45.4 billion dollars in 1948. 
Cash expenditures, on the other hand, increased by over 4 bil
lion dollars, to 40.6 billion dollars.

In spite of its small operating surplus, however, the 
Treasury paid off almost 5.3 billion dollars of marketable debt 
during the fiscal year 1949, in net redemption of Treasury 
bills, certificates of indebtedness, notes, and bonds. The funds 
used for debt retirement were derived partly from the cash 
operating surplus of 1.0  billion; partly from the proceeds ( 2.8 
billion dollars) of net sales of Savings bonds and notes and 
from various minor sources, including changes in the indebt
edness of Government corporations; and partly by drawing 
down the General Fund by 1.5 billion dollars. In fiscal 1948, 
debt operations had resulted in the disbursement of 8.7 billion 
dollars in retirement of marketable debt. The 8.9 billion dollar 
cash operating surplus in that year, supplemented by the 
receipt of 1.4 billion dollars from net sales of nonmarketable 
securities and Government corporation debt, provided more 
than ample funds for this purpose and the General Fund was 
increased by the remaining 1.6  billion dollars.

The Federal financial record for fiscal 1949 reflects in 
various ways the changes which the economy has been under
going. For example, net receipts from sales of Savings bonds

Treasury Financing, Fiscal Years 1949 and 1948
(In  billion s o f  d o lla rs)

Sources and disposition of funds 1949p 1948

Cash income............................................................ 41.6 45.4
Cash outgo.............................................................. 40.6 36.5

Net cash operating income.................................... 1.0 8.9

Decrease in General Fund*................................... 1.5 -  1.6

Cash borrowing ( —) or debt repayment..............
Nonmarketable, total.........................................

2 .4  
-  2 .8

7 .3
-  1.4

Savings bonds........................................................ -  2 .4 -  1 .4
Savings notes......................................................... — 0.5 1 . 2
Other....................................................................... 0.1 -  1 . 1

Marketable, total................................................ 5.3 8.7

p Preliminary.
* A minus sign ( —) indicates an increase.
Note: Because of rounding, figures do not necessarily add to totals.
Source: Daily Statement of the United States Treasury  and Treasury Bulletin .

Partly estimated by the Federal Reserve Bank of New York.

during the year (2.4 billion dollars) were a billion dollars 
greater than receipts from this source in 1948, evidencing in 
part the rise in personal saving during the fiscal year. Receipts 
from Series E Savings bonds alone were about 600 million 
dollars greater in fiscal 1949 than in the preceding fiscal year. 
The remainder of the increase in net receipts from Savings 
bond sales arose from the special offering of Series F and G 
bonds to institutional investors in July 1948.

An additional 460 million dollars was obtained by the Gov
ernment from net sales of Savings notes. This was in marked 
contrast to the situation in fiscal 1948, when redemptions of Sav
ings notes exceeded sales so that 1.2  billion dollars net was paid 
out to the public on this account. The increased popularity of 
Savings notes in fiscal 1949 can be partly explained by their 
more favorable interest rate position in relation to other 
Government securities after September 1948. Throughout 
fiscal 1948, the interest rate on notes was 1.07 per cent as 
compared with an average interest rate of 1.48 per cent on 
all 3-5  year taxable issues, 1 .0 1  per cent on certificates, and 
1.82 per cent on 7-9 year bonds. In September 1948, the 
interest rate on notes was raised to 1.40 per cent, putting 
notes in a more favorable yield position as compared with 
other Government securities. The average interest rates on 
all Government securities rose during the fiscal year 1949, 
but the gap between the yield on notes and the yield on other 
issues was narrowed. The average rates for fiscal 1 949 were: 
certificates, 1.20  per cent; 3-5 year taxable issues, 1.59  per 
cent; 7-9 year taxable bonds, 1.90  per cent. At the end of fiscal
1949, the rates on all Government securities were again 
turning downward, thus increasing the desirability of notes for 
investment purposes.

Only a small amount, approximately 20 million dollars, was 
obtained from the public through sales of other nonmarketable 
issues in fiscal 1949, in comparison with over a billion dollars 
so obtained in fiscal 1948 (mainly from sales of investment 
series Treasury bonds). Government corporation debt declined, 
thus returning to the public almost 75 million dollars, but 
leaving 2.8 billion in net receipts from sales of nonmarketable 
securities which could be used to redeem marketable debt.

Marketable securities were reduced by almost 5.3 billion 
dollars in fiscal 1949, compared with 8.7 billion in the pre
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ceding year. Treasury bills in the amount of 2.2 billion dollars 
were redeemed for cash; one bond issue in the amount of 451 
million dollars was paid off entirely; and 2.6 billion dollars in 
certificates, notes, and bonds which came due during the year 
were not exchanged for new issues. In fiscal 1949, somewhat 
less than 3 billion dollars of Federal Reserve-held debt was 
redeemed, compared with about 5 billion dollars in fiscal 
1948. The decline in redemptions of Federal Reserve-held 
securities is indicative of the fact that the need for such anti- 
inflationary measures gradually disappeared during the latter 
part of the fiscal year 1949.

The effects of economic changes on the Government’s cash 
operating income in fiscal 1949 are somewhat obscured by the 
reductions in personal tax rates, which more than offset the 
increases caused by the rise in personal incomes (for the fiscal 
year as a whole). The cash operating income, which most 
nearly represents the actual amount of money the Govern
ment received from the public during the year (whether 
assigned to a budgetary or to a trust fund account), was 41.6 
billion dollars, or 3.8 billion less than in fiscal 1948. This 
decline can be attributed mainly to decreases in receipts from 
income taxes and from sales of surplus property. The lower
ing of personal income tax rates by Congress in the spring of 
1948 reduced net tax receipts for the fiscal year by 2.3 billion 
dollars despite the rise in personal income. Net income tax 
receipts in 1949 were only 26.6 billion dollars, as compared 
with 28.9 billion in 1948. A reduction of 1.3 billion dollars 
in receipts from sales of surplus property made up most of 
the remaining decrease in total cash income.

Recent changes in economic conditions are clearly reflected 
in the Government’s cash operating expenditures, the sum of 
all payments from the Government to the public. Govern
ment outgo increased from 36.5 billion dollars in fiscal 1948 
to 40.7 billion in fiscal 1949. The major changes seem to have 
been in the "automatic adjusters” and in national defense, 
veterans’ expenditures, and foreign aid expenditures. Among 
the "automatic adjusters” are increases in expenditures of 1.8 
billion dollars by the Commodity Credit Corporation and of 
0.5 billion for unemployment and old age benefits. National 
defense outlay increased by 0.7 billion dollars. Expenditures 
for veterans showed a net decrease of 0.8 billion if the drop 
of 1.3 billion in redemptions of armed forces leave bonds and 
adjusted service bonds is included; regular budgetary veterans’ 
accounts increased, however, by 0.5 billion. Expenditures of 
the major foreign aid accounts, including the 3 billion dollars 
expended from the Foreign Economic Corporation Trust Fund, 
rose by 2.4 billion dollars. This was partially offset by de
creases in expenditures by the Export-Import Bank and in 
redemptions of International Bank and Fund notes, amounting 
to 525 million and 800 million dollars, respectively; the net 
increase was therefore only 1 .1  billion dollars. Finally, the 
"clearing account” showed a net decline of 0.9 billion dollars.

The fiscal repercussions of the current economic readjust
ment and the present low level of the General Fund point to

the conclusion that the Treasury will find it necessary to resort 
to some deficit financing in fiscal 19 5 0 , unless very substantial 
cuts can be made in contemplated Federal expenditures.

W AR LOAN ACCOUNTS
With the growth of the Federal budget and of the public 

debt, transactions of the U. S. Treasury Department have 
become one of the dominant factors in the money market. 
Not only are the amounts currently raised from the public 
and subsequently returned to the income stream very con
siderable, but the timing of some Government receipts (such 
as income taxes) is such as to cause, periodically, temporary 
drains on bank reserves. Some types of Federal expenditures, 
on the other hand (such as interest payments on the public 
debt), add considerable sums to bank reserves in certain weeks.

In order to minimize the disruptive effects that Treasury 
operations might have on the money market, the Federal 
Reserve System and the Treasury Department cooperated dur
ing the Second World War in making extensive use of a 
technical device, the War Loan account system, wiiich had 
originally been employed to facilitate the financing of the first 
World War. Instead of permitting funds to flow directly into 
and out of the Treasury accounts at Federal Reserve Banks, 
thus alternately decreasing and increasing bank reserves in 
direct response to the time pattern of Government receipts and 
expenditures, the War Loan account system permits banks to 
retain temporarily a certain part of Treasury receipts, thus 
easing the pressure on reserves. Reserves can thus be with
drawn from the banking system at times when the net effect of 
Treasury operations would otherwise be to return funds to the 
money market, rather than to withdraw them. The War Loan 
account system has thus gradually evolved into a useful and 
flexible tool for facilitating control of the money market. The 
system makes it possible not only to distribute more evenly 
over time the impact of the bunching of Treasury receipts and 
expenditures, but it can also be used to a certain extent as 
a means of monetary control by increasing and decreasing bank 
reserves. While the manipulation of War Loan accounts has 
definite limitations, it can nevertheless be applied effectively, 
even in periods of budgetary deficits.

War Loan accounts are Treasury accounts at commercial 
banks that qualify as "special depositaries.” Upon pledging 
certain specified securities as collateral and upon recommenda
tion of the Federal Reserve Bank in its district, any incorpo
rated bank or trust company may be designated by the Secre
tary of the Treasury as a special depositary. On June 30, 
1948, .there were 10,722 special depositaries in the United 
States. They were divided into two classes, depending on the 
amount of deposits held.1 At present, deposits in War Loan

1 "Group A ” banks are those having War Loan account balances 
of $100,000 or less, and “Group B” those carrying more than $100,000 
(as of the close of business September 25, 1948). Calls on banks 
in Group B are made on relatively short notice, and more frequently 
than the calls on banks in Group A. Withdrawals are expressed as 
a percentage of the total balances at a given date.
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accounts are built up from the sales proceeds of Savings bonds 
and Savings notes and from withheld tax collections, to the 
extent that commercial banks do not transfer receipts from 
these sources directly to the Federal Reserve Banks.

This system of 'special depositaries” originated during the 
first World War. The First Liberty Loan Act of 1917 author
ized banks purchasing Government securities (issued under 
terms of that Act) for their own or their customers’ accounts 
to make payment for such securities by crediting the amount 
of the subscriptions to special accounts designated "War Loan 
accounts.” Several provisions made the holding of War Loan 
deposits attractive to commercial banks. From the time of 
their inception until 1935, War Loan deposits were exempt 
from reserve requirements. While the banks holding War 
Loan account deposits were originally required to pay interest 
to the Treasury, the stipulated rate of 2 per cent was con
siderably lower than prevailing market rates. The interest 
rate was lowered in the early 19 3 0 ’s and was eliminated en
tirely, along with interest payments on other demand deposits, 
under the provisions of the Banking Act of 1933. War Loan 
accounts were not very active during the thirties, as receipts 
from the sale of marketable securities were then relatively 
small. During the interwar period the number of depositary 
banks declined sharply.

At the beginning of the national defense program (in 
1 9 4 1 ), in order to encourage more banks to apply for special 
depositary status, the Treasury made available to War Loan 
account banks a special issue of nonmarketable bonds, the 2 
per cent depositary bonds, whose yield was higher than that 
of many other Government securities available to the banks. 
As the Treasury’s needs for banking facilities expanded greatly 
during the war, a further encouragement to banks to open 
War Loan accounts was given in 1943 by suspending again, 
for the duration of the war plus six months, reserve require
ments against War Loan deposits and insurance assessments 
on such deposits for the Federal Deposit Insurance Corpora
tion. Thus when banks subscribed to Government securities 
for their customers’ accounts, their regular deposits decreased 
and their reserve requirements declined, although their total 
deposits remained unchanged.

Even though reserve requirements and insurance assess
ments have been reimposed, banks have continued to main
tain War Loan accounts. It is still profitable to retain such 
accounts, although the advantages accruing to depositary banks 
are not so marked as during the war period. The War Loan 
deposits are not drawn down and reserves are not lost until the 
Treasury withdraws funds to meet its current expenditures. 
When banks subscribe for their own account, they receive 
interest from the time of the purchase of securities and do not 
lose funds until the Treasury makes withdrawals from the 
War Loan account.

During both World Wars the use of the War Loan ac
counts in paying for new issues of Government securities pro
vided an effective mechanism for smoothing the impact of 
Government financial operations in the banking system. To

the extent that this method of payment for Government 
securities was utilized, total bank reserves were not immedi
ately reduced when new Government securities were issued. 
As calls for repayment of the War Loan deposits were issued 
to provide the Treasury with funds to meet expenses, roughly 
corresponding amounts of Government checks were deposited 
with the banking system. The amount of War Loan with
drawals and of new deposits did not necessarily balance, even 
roughly, for each individual bank. Nevertheless, if the banks 
made adequate use of this procedure, they could to a large 
extent prevent any unusual disturbances to their reserve posi
tions during times when the Government sold securities in 
large volume, as during the War Loan drives of World 
War IL

If the special depositary system had not existed, there would 
have been periodic, heavy drains on bank reserves during times 
of heavy Government financing, followed by large gains of 
reserves, with disruptive effects on the economy and particu
larly on the Government bond market. If the banks had had 
to pay for securities purchased for their customers’ and their 
own accounts by drawing down their reserves, the Federal 
Reserve System would have had to extend credit to them in 
order to prevent widespread liquidation of Government securi
ties. Then, as the proceeds of the securities were spent by the 
Government, they would have been deposited in the banks 
by the latter’s customers, and thus bank reserves would have 
been built up again. The Federal Reserve System would then 
have had to sell securities to the banks in order to absorb the 
resulting excess reserves.

Since the end of World War II the Treasury has not been 
a net borrower in the market, but it has continued to sell sub
stantial amounts of Savings bonds and notes. Most of the 
receipts from the sale of these securities are channeled through 
War Loan accounts. Disruptive effects on deposits and re
serves resulting from seasonal movements in sales of Savings 
bonds and Savings notes that are unrelated to the needs of 
either the Treasury or the money market are thus ironed out 
through the operation of the War Loan accounts. The Treas
ury still maintains a large portion of its balances in commer
cial banks throughout the country in order to keep the flow 
of reserves and deposits out of and into the banks as smooth 
as possible. In fact, the Treasury has been expanding the 
use of the War Loan accounts. Starting in March 1948, banks 
were permitted to credit to the War Loan accounts their re
ceipts of withheld income taxes, which formerly they had had 
to turn over to the Federal Reserve Banks as soon as the 
amount in their (separate) withheld tax account reached 
$5,000.2 This change added almost 5 billion dollars in 1948 
to the credits to War Loan accounts arising from book credit 
sales of Savings bonds and notes (amounting to 7.8 billion 
dollars). In the first six months of 1949, deposits from with
held taxes were almost half of the total credits to the War 
Loan accounts. Another source of funds for War Loan accounts

2 For a discussion of the operation of withheld tax accounts, see 
the Review of August 1, 1943.
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will be added in the early part of 1950, when banks will have 
the option of crediting Social Security tax receipts to these 
accounts.

The planned timing of withdrawals from the War Loan 
accounts has been used extensively in recent years in connec
tion with the anti-inflation and debt retirement programs. In 
making calls on these accounts, the Treasury considers not only 
its needs for funds, but also the effect such withdrawals have 
on the money market. Depending on the policies the monetary 
authorities are pursuing, the amount of calls can be increased 
or decreased, and the dates of payment can be postponed 
or advanced in order to regulate the time distribution of net 
Treasury cash receipts or expenditures. Rising Treasury bal
ances at the Federal Reserve Banks, of course, cause a drain 
on bank reserves, as does the retirement of Federal Reserve- 
held debt through the use of War Loan account withdrawals. 
On the other hand, net Treasury expenditures add to bank 
reserves unless they are made for the retirement of System- 
held securities. If other money market factors are likely to 
cause pressure on the market, a contemplated withdrawal from 
the War Loan accounts might be postponed so as not to drain 
away still more reserves from the banks. Rather than schedule 
a call that might cause a severe tightening of the money mar
ket, the Treasury may permit its balance at the Federal Re
serve Banks to fall.

The level around which the Treasury’s balance at the 
Reserve Banks is maintained obviously affects the commercial 
banks’ reserves. By maintaining more than a comfortable 
working balance (say, between 1.5 and 2 billion dollars), 
some reserves are in effect frozen. If the other money market 
factors are expected to supply banks with excess reserves, the 
Treasury may schedule a call larger than actually needed to 
cover its expenditures. In this way, net Treasury receipts 
drain away some of the gains from other factors.

In 1948 almost 12 billion dollars was withdrawn from the 
War Loan accounts, and over 7 billion was called during the 
first six months of 1949. Starting in early 1949, calls were 
timed to help the monetary authorities maintain a policy of 
neutrality in regard to the money market. They were sched
uled so as to counteract the effect on the market of changes 
in the amount of float, currency circulation, required reserves, 
and net foreign account operations.

Now that total Treasury balances have fallen to such an 
extent that deficit financing will have to be resorted to in fiscal
19 5 0 , the possibilities for using calls as a device controlling 
money market conditions will be more restricted. The Treas
ury may have to withdraw funds from the War Loan account 
rather continuously in order to meet current expenditures, 
without much regard to the effect of such withdrawals on the 
market. Currently, the limiting factor on calls is the level 
of balances in War Loan accounts. It is unlikely that calls 
would be made that would draw total War Loan account bal
ances below 500 million dollars. If the total War Loan bal
ances fell below half a billion dollars for a considerable period,

it is probable that many banks would no longer consider it 
profitable to maintain the accounts. The Treasury would, 
therefore, lose depositaries and be deprived of the conveni
ences derived from them.

PROGRESS OF ECONOMIC RECOVERY 
IN ITAXY
Almost two years have now passed since an Italian govern

mental committee under the chairmanship of Signor Einaudi, 
then Deputy Prime Minister of the Italian Government and 
Governor of the Bank of Italy, and now President of the 
Italian Republic, promulgated the stringent credit restrictions 
that played a major part in bringing postwar inflation to a 
sudden halt and thus laid the foundation for monetary and 
financial stability in Italy. Under these restrictions, which 
became effective on September 30, 1947, the banks were 
compelled to set aside 20  per cent of their deposits in excess of 
ten times their capital and reserves, or an amount equal to 15 
per cent of their total deposits, whichever was smaller. These 
funds had to be either invested in government (or government- 
guaranteed) securities or deposited in an interest-bearing 
blocked account at the Bank of Italy or the Treasury. More
over, 40 per cent of any increase in deposits that occurred after 
October 1, 1947 had to be similarly set aside, so long as the 
total of such "frozen” funds did not exceed 25 per cent of total 
deposits.

There is no doubt that since the Einaudi reform Italy’s 
economy has made remarkable progress. Industrial activity 
during the winter of 1947-48 fell approximately 20  per cent as 
a result of the severe and painful slump that immediately fol
lowed the implementation of the credit restrictions, but by the 
fall of 1948 it had risen above both the prewar level and the 
peak level reached during the speculative boom of the pre
ceding year. Italy’s national income was about 7 per cent 
higher in 1948 than in 1947.

The high degree of price and wage stability in Italy during 
1948 contrasted sharply with the rapid advance during most 
of the preceding postwar period. Following the pronounced 
decline in the winter of 1947, prices fluctuated within a narrow 
range, and after a moderate rise owing to the elimination of 
agricultural and other subsidies in the summer of 1948, 
remained during the rest of the year at a level that was about 
8 per cent below the 1947 peak. Similarly, the cost of living 
index, after rising 55 per cent in the first ten months of 1947, 
fell 7 per cent during the last two months of the year and 
then remained remarkably stable during most of 1948. Indus
trial wages increased 85 per cent in 1947, but only 6 per cent 
in 1948.

Much of the progressive stabilization of the Italian economy 
during 1948 must of course be attributed to the large influx of 
ECA-financed goods. Italy was allotted 158 million dollars for 
the first three months of ERP and 510 million dollars for the 
fiscal year 1948-49. In 1948 actual imports of ERP goods, 
largely wheat, cotton, and coal, amounted to 185 million dollars.
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The arrival of ECA aid brought about also a rapid improve
ment in Italy’s international economic position; in fact, Italy 
was able during 1948 to add considerably to her foreign 
exchange reserves. This was due partly to the reduction of 
demand for foreign goods resulting from the ending of the 
inflationary boom and partly to the devaluation and de facto 
stabilization of the lira towards the end of 1947. Under the 
exchange control system in force in Italy up to November 27,
1947, all Italian recipients of foreign exchange had been 
required to sell half of their receipts to the exchange control 
authorities at a very unfavorable official rate (350 lire to the 
dollar beginning August 2 , 1947); the other half could be 
sold to importers through authorized banks in a nominally 
free market where substantially higher rates prevailed, or 
could be directly used for the purchase of licensed imports 
within a specified period. On November 28, 1947 this system 
was modified to the extent that the official rate was to be 
adjusted each month to the average of the previous month’s 
free market rates. Since January 1948, the government has 
been able, without apparent difficulty, to stabilize the "free 
market” rate for the dollar within a range of 572 to 575 lire, 
or about 20  per cent below the average of the official and free 
rates immediately prior to the November 1947 devaluation. 
Gradually the lira rates for most European soft currencies have 
been adjusted to the lira-dollar rate, a process that culminated 
in the Italo-British agreement of November 26, 1948, under 
which the lira-pound sterling rate was pegged to the dollar 
on the basis of the official pound-dollar parity of 4.03.

At the new rate, which is believed to undervalue the lira 
relative to most other European currencies, Italian exports 
expanded rapidly in 1948, their volume rising 56 per cent over 
the previous year and their value in dollar terms 60 per cent. 
Largely as a result of this expansion and of a sharp increase 
in emigrants’ remittances and freight earnings, Italy’s foreign 
deficit on current account fell to the equivalent of 273 million 
dollars, or little more than one third of the 1947 deficit.

Owing to a large trade surplus with nondollar countries and 
the fact that, while dollar exports rose sharply, most of the 
imports from the Western Hemisphere were covered by 
ERP and other United States aid, a striking increase in Italian 
gold and foreign exchange holdings occurred during 1948. 
Gold holdings rose 36 million dollars, dollar balances 142 
million, and holdings of other currencies the equivalent of 
104 million dollars.

The rapid progress in Italy’s economic affairs was also 
reflected in a sharp decline in the budget deficit, which fell 
from 787 billion lire in 1947-48 to an estimated 450 billion 
for fiscal 1948-49. For the current fiscal year, a further reduc
tion of the deficit to 174 billion lire is anticipated; such a 
deficit would represent about 2 per cent of the estimated total 
of goods and services available for consumption or investment 
in 1948.

In spite of these genuine achievements, the basic problems 
of Italy’s economy— overpopulation, unemployment, rural

poverty, and the structural unbalance in industry— remain 
acute. Moreover, numerous signs of economic stagnation, if 
not regression, have begun to appear in Italy. Industrial activ
ity, which fell substantially during the first quarter of this 
year, in part because of an exceptional drought and consequent 
power shortage, has failed to recover significantly despite the 
removal of restrictions on the use of electricity. The index of 
industrial production of the Central Institute of Statistics 
dropped in April to 106 (1947=100) from 109 in March 
and 119 in September 1948. Italian prices during the first half 
of this year were soft, the wholesale index falling during the 
first five months about 6 per cent below the relatively stable 
level of the August-December 1948 period. There has also 
been a sharp decline in stock exchange quotations.

The slackening of the tempo of economic activity is the 
more regrettable since, apart from emigration, the principal 
means of reducing the underutilization of Italy’s labor force 
is a sustained increase of domestic output, particularly in 
industries that use a relatively large amount of labor. To 
assimilate her fast growing manpower, Italy must expand her 
plant and equipment at a rapid rate. In the opinion of many 
observers, the present rate of capital formation in Italy is not 
adequate to this need. The view is widely held that Italian 
industry, long sheltered from competition by tariffs and by 
the restrictive practices that grew up during the Fascist period, 
and suffering from severe structural maladjustments, with a 
large number of units dependent on government subsidies, is 
not now able to produce cheaply for a mass market. Accepting 
this diagnosis of the position of Italy’s industrial economy, a 
recent ECA study of Italy concludes that vigorous public 
action is needed to increase production and that the Italian 
Government should launch a coordinated public investment 
program in order to accelerate the expansion of industrial 
capacity. This view is not generally held in Italy, where influ
ential groups feel that private initiative in this direction will 
become adequate and fear that any major public investment 
effort at this time might undermine financial stability.

Judging from the long-term program presented by the 
Italian Government to the Office for European Economic 
Cooperation, top Italian policy-makers, although not in favor 
of large-scale government participation in the investment 
effort, agree that vigorous action is needed toward improving 
and expanding plant and equipment. The government’s plan 
of action for 1948-52 provides for a 40 per cent increase of 
industrial production over the 19 38  level. The plan’s indus
trial investment program projects a large rise in the output 
of electric power and substantial increases in the output of 
iron and zinc ores, as well as steel and pig iron. Refining 
capacity for mineral oils is to treble that for 1948. In the 
agricultural sector the plan proposes to secure by 19 5 2 -5 3  a 
15 per cent increase in the volume of output compared with 
the 1934-38 level. Large irrigation and drainage schemes are 
to be executed within the framework of the program. Total 
investment requirements will be on the scale of 7 Vi billion 
dollars.
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These projections are, of course, nothing more than a very 
tentative outline of the anticipated development of the Italian 
economy during the next four years. However, the sluggish 
performance of the economy during the last few months and 
the virtual absence of administrative machinery for the execu
tion of the program raises a question as to the government’s 
ability to achieve its ambitious targets. Certainly very little 
has yet been done under this program.

Quite apart from the elaboration of long-term development 
plans, the Italian Government is beginning to take action in 
special fields where the need for far-reaching reform is par
ticularly pressing. The problem of agricultural poverty is to 
be tackled by a land-reform program, which was outlined by 
Premier de Gasperi last April. This provides for the surrender 
of parts of large estates to the government, which in turn will 
allot the land to poor peasants lacking land of their own. The 
7,700 landowners likely to be affected by the redistribution 
measure, if it becomes law, are to be compensated partly in 
cash and partly in government bonds. According to tentative 
plans, the beneficiaries of the reform would pay in instal
ments for the land allotted to them, and would be granted 
credit facilities and technical assistance for its development.

The Italian Government has also approved a law for the 
allocation of 70 billion lire ( 1 2 2  million dollars) out of the 
ECA counterpart fund for land reclamation, irrigation, and 
other improvements of Italian agriculture.

Another major weakness of Italy’s economy about to be 
attacked is the antiquated tax system, which is highly regressive, 
fails to provide adequate revenue, lends itself to evasion, and, 
where effective, exerts disincentive effects on private invest
ment outlay. A tax reform program, scheduled to go into 
effect by January 1, 1950, will reportedly provide for a more 
even distribution of the tax burden between rich and poor, for 
greater simplification and acceleration of tax assessment and 
collection procedures, and for unification of the various types 
of existing taxes on income.

Constructive though these reform programs are, substan
tially greater efforts towards the solution of Italy’s basic eco
nomic problems appear to be necessary if political stability is 
to rest on more solid foundations than in the past. Existing 
plant and equipment and available supplies of fuel and raw 
materials are adequate to give work to many thousands of men 
who, because they are now unemployed or underemployed, are 
unable to cover even their most basic needs. Large amounts of 
labor could, for instance, be absorbed if capital were made 
available for the reactivation of the building industry and the 
provision of adequate housing— one of the most frequently 
cited needs of the Italian public. There is also urgent need 
to reorganize and rationalize the heavy industries, many of 
which were overexpanded in the interest of Fascist self- 
sufficiency. Equally urgent is the provision of modern means 
for raising crop yields, including better seed, insecticides, fer
tilizers, and machinery. Much remains to be done, by govern
ment and private enterprise alike, if Italy is to achieve the

expanding economy for which the monetary reforms of 1947, 
and the flow of postwar aid from this country, have prepared 
the way.

DEPARTMENT STORE TRADE
The seasonal July drop in sales at Second District depart

ment stores was greater this year than usual. According to a 
preliminary estimate, seasonally adjusted sales were roughly 
6 per cent lower in July than in June, bringing this bank’s 
adjusted index down to about 224 per cent of the 1935-39 
average. As compared with year-ago figures, further ground 
was lost in July, the daily average dollar volume of business 
falling off as much as 14 per cent, or perhaps slightly more, 
whereas for the six-month period ended in June, the loss in 
dollar sales from last year was only 6 per cent and for June 
alone, 9 per cent. Since there was one more shopping day in 
July last year, the drop on the full month’s basis was apparently 
in the neighborhood of 17 per cent,

Results of special sales seem, however, to indicate con
sumer readiness to buy even the large price tag durable goods 
when prices are trimmed. In the week ended July 16, for 
instance, coinciding with intensified promotional efforts, the 
floor coverings and radio-television-musical instruments de
partments in New York City department stores marked up 
sales increases of 20  and 26  per cent, respectively, from the year 
before. In the larger department stores in the United States 
as a whole, radio department sales were up 22  per cent in the 
same week.

The stores do not hesitate to make purchases of promo
tional merchandise which they can pass on to consumers at

Outstanding Orders and Sales of Second District 
Department Stores*

(Monthly, 1940-June 1949)

* For a group of stores whose 1948 sales equaled more than half of the 
estimated Second District total. Sales are seasonally adjusted monthly totals, 
orders are actual end-of-month data.
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"bargain*’ prices, and consumers in turn stand ready to buy 
the specially priced lines. By and large, however, stores and 
customers alike seem to be waiting for lower prices all around.

The shortened forward buying position of department stores 
in this District is shown in the accompanying chart. Out
standing orders at the end of June, although seasonally up 
from the first of the month in view of the approaching fall 
season, were dollarwise fully 45 per cent less than at the corre
sponding time last year and amounted to only 17 selling days’ 
supply at the June rate of sales. As a matter of fact, commit
ments were actually several million dollars smaller than on 
June 30, 1941, when both prices and sales volume were far 
below present levels. Thus, the outstanding orders-sales ratio 
for June 1949 was less than half of what it was for June 1941 
and was slightly below the ratio for June 1940 as well. (Data 
for the years before 1940 are not available.)

Most of the remarkable improvement in the June 1949 
ratio from that in 1946 (shown in the table) is of course a 
reflection of the great improvement in market conditions dur
ing the hectic postwar period; the change from 1948, how
ever, is more likely the result, in the main, of deliberate cur
tailment of forward buying. By June of last year, when sales in 
the District were at a record level (seasonal factors con
sidered) and practically all business indicators were still 
moving upward, the stores had already adjusted their forward 
positions very substantially. Prospects then, however, were 
for a sustained level of sales, if not a further increase, and 
hence outstanding orders were still somewhat high. As a 
result of the past months of lagging sales, however, the stores 
have brought orders down to an unusually low level, both 
absolutely and in relation to sales.

Partly as a result of this tightly controlled order level and 
partly because of lower prices, the dollar volume of stocks in

Orders-Sales Relationships 
Second D istrict Department Stores*

As per cent of sales during month

June of selected years
Outstanding orders at 

end of month
New orders placed 

during month

1940................................................... 71 89
1941................................................... 158 122
1946................................................... 293 128
1947................................................... 121 108
1948................................................... 110 105
1949................................................... 67 84

* For the same group of stores as in the chart.

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District
(1 9 3 5 -3 9  averagez=100 per cent)

Item

1948 1949

June April M ay June

Sales (average daily), unadjusted................... 247r 237 230 224
Sales (average daily), seasonally adjusted.. 262 242 239 238

Stocks, unadjusted................................................ 227r 237 227 206
Stocks, seasonally adjusted............................... 241 230 224 218

r Revised.

Department and Apparel Store Sales and Stocks, Second Federal Reserve  
D istrict, Percentage Change from the Preceding Year

Locality

Net sales

Stocks on 
hand 

June 30, 1949June 1949
Jan. through 

June 1949

Department stores, Second District___ -  9 -  6 -  9

New York C ity .......................................... - 1 1 -  8 - 1 1
Northern New Jersey.............................. -  9 -  8

- 1 0 -  8 -  8
Westchester County................................ -  3 +  6 +  3
Fairfield County........................................ -  3 -  7 -  6

Bridgeport............................................... -  3 -  8 -  7
Lower Hudson River Valley................ -  3 — 5 -  5

Poughkeepsie.......................................... -  5 -  3 -  7
Upper Hudson River Valley................ -  6 0 - 1 5

Albany....................................................... - 1 1 0 - 2 1
Schenectady............................................ +  1 +  1 -  5

Central New York State....................... -  9 -  7 -  6
Mohawk River Valley........................ - 1 4 -  9 - 1 0

Utica...................................................... — 15 -  7 - 1 2
-  7 -  6 -  4

Northern New York State.................... -  6 -  7 - 1 3
Southern New York State.................... -  6 -  7 -  9

Binghamton............................................ -  6 -  7 - 1 0
-  3 -  7 - 1 2

Western New York State...................... -  6 _ 2 -  7
Buffalo...................................................... -  3 +  1 -  6
Niagara Falls......................................... - 1 3 -  2 - 1 0
Rochester................................................. - 1 3 -  7 -  7

Apparel stores (chiefly New York C ity). -  9 -  7 -  7

Second District department stores was 9 per cent smaller at the 
end of June than one year previous. Seasonally adjusted stocks 
stood at 218 per cent of the 19 3 5 -3 9  average level, the lowest 
since September 1947.

Indexes of Business

Index
1948 1949

June April May June

Industrial production*, 1935-39 =  100.........
(Board of Governors, Federal Reserve 
System)

192 179 174 169p

Electric power output*, 1935-39 =  100.........
(Federal Reserve Bank of New York)

246 256 253 256p

Ton-miles of railway freight*, 1935-39 =  100 
(Federal Reserve Bank of New York,)

206 1S2 179p

Sales of all retail stores*, 1935-39 =  100-----
(Department of Commerce)

337 333 332 329p

Factory employment
United States, 1939 =  100............................. 158 148 145 145 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100.................. 123 113 p llQp 10 8p
(NYS Div. of Placement and Unemp. Ins.)

Factory payrolls
United States, 1939 =  100............................. 359 336 329p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................. 283 258p 251 p 248p
(NYS Div. of Placement and Unemp.Ins.)

Personal income*t» 1935-39 =  100.................. 311 310 309p
(Department of Commerce)

Composite index of wages and salaries*J, 
1939 =  100............................................................ 189r 197 198p
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 =  1 0 0 ................. 172 170 169 170
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100
(Federal Reserve Bank of New York)
New York C ity.................................................. 96r 103 107 103
Outside New York C ity ................................. 88 88 89 86

* Adjusted for seasonal variation. p Preliminary. r Revised,
t  Revised beginning January 1942.
% A  monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.
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NATIONAL SUMMARY OF BUSINESS CONDITIONS
(S u m m a rized  by  th e  B oard  o f  G o v ern ors  o f  th e  F ederal R eserv e  System , July 2 7 , 1 9 4 9 )

INDUSTRIAL output declined further in June. Department 
store sales declined somewhat more than usual in this 

period, while sales of automobiles were maintained in record 
volume. Construction contract awards increased further. Prices 
of basic commodities showed some recovery from mid-June to 
mid-July; the average level of all wholesale commodity prices 
showed little change.

INDUSTRIAL PRODUCTION 
The Board’s seasonally adjusted index of industrial produc

tion in June was 169 per cent of the 1935-39 average— 3 per 
cent lower than in May and 13 per cent below the postwar 
peak level reached in October and November 1948. The 
decline in June reflected mainly further curtailment of output 
in most durable goods industries and a marked decline in 
activity in the coal mining industry. Production of nondurable 
goods as a group was maintained at the reduced levels pre
vailing in April and May.

Iron and steel production decreased sharply in June and 
declined further by mid-July. Output of open hearth steel in 
June was at 85 per cent of capacity, while electric steel output, 
following a decline of one third from the reduced May level, 
was at 39 per cent of capacity. Activity in most machinery 
industries was curtailed further in June. Production of lumber 
and of stone, clay and glass products remained about 1 1  per 
cent below last years level. Output of passenger automobiles, 
which had been reduced in May by a labor dispute at the plants 
of a major producer, increased considerably in June and was 
at a new high rate in mid-July.

Activity in the textile industries increased somewhat in 
June from the very low levels reached in May. Output of 
apparel wool textiles showed a further recovery from the 
April low point. Production of manufactured foods rose

slightly in June. Newsprint consumption, however, decreased 
from the record May rate, and activity at petroleum refineries 
and chemical plants also declined somewhat.

Minerals production decreased in June reflecting largely a 
marked reduction in coal output as a result of a work stoppage 
and the beginning of the annual vacation period. Coal output 
remained at a low level in July with most mines operating 
three days a week. Production of crude petroleum was cur
tailed slightly in June and somewhat more in early July.

Co n s t r u c t io n

Value of construction contracts awarded in June, according 
to the F. W . Dodge Corporation, increased further to 946 
million dollars as compared with 880 million in May and 935 
million in June 1948. The increase reflected chiefly a further 
rise in awards for private residential work and an expansion 
in awards for public utility construction. The number of new 
housing units started in June totaled 100,000, according to the 
Bureau of Labor Statistics. This was 5,000 more than in 
May and equal to the postwar high reached in May 1948.

D ist r ib u t io n

Value of department store sales showed somewhat more 
than the usual seasonal decline in June and the Boards 
adjusted index was estimated to be 284 per cent of the 
1935-39 average, as compared with 292 in May and 307 in 
June of last year. Sales in the first half of July remained near 
the June level, after allowance for the usual seasonal changes.

Railroad revenue freight shipments decreased further from 
May to mid-July. In addition to marked reductions in the 
volume of coal loadings, shipments of various other industrial 
goods were in smaller volume than in earlier months.

INDUSTRIAL PRODUCTION CONSTRUCTION CONTRACTS AWARDED
MILLIONS OF DOLLARS
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Federal Reserve indexes. Monthly figures; latest shown are for June.
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F. W . Dodge Corporation data for 37 Eastern States. Monthly figures; 
latest shown are for June.

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

August 1949



96 MONTHLY REVIEW, AUGUST 1949

Co m m o d it y  Prices

Prices of nonferrous metals and some other industrial mate
rials advanced from mid-June to mid-July, following sharp 
declines in recent months. Steel scrap prices, however, 
decreased further by 5 per cent. Prices of hogs and pork 
showed marked seasonal increases in this period, while prices 
of worsted fabrics, paints, and some other finished products 
were reduced.

The average level of consumers’ prices increased slightly in 
June as small advances in prices of foods were partly offset by 
further declines in clothing and housefurnishings.

Ba n k  Credit

Required reserves of all member banks' were reduced by 
about 800 million dollars on June 30 with the expiration of 
the temporary reserve requirement authority granted to the 
Board of Governors by Congress in August 1948. Subse
quently, during the first three weeks of July, Government

security holdings at the Reserve Banks declined by about one 
billion dollars, reflecting sales of bills and certificates made in 
response to a strong market demand for these securities.

Business loans at banks in leading cities were reduced further 
during June and the first half of July, but the declines were 
somewhat smaller than in other recent months. Holdings of 
Government securities increased by over one billion dollars in 
the first half of July.

S e c u r ity  M a r k e ts  
Shortly before the reduction in reserve requirements, the 

System announced a change in open market policy. These 
developments were reflected in sharp declines in yields on 
Government securities early in July. System sales of bills and 
certificates checked this decline, but the resulting yields were 
still substantially below previous levels.

Prices of other securities— bonds and common stocks—  
advanced steadily in the first three weeks of July.

EMPLOYMENT IN NONAGRICULTURAL ESTABLISHMENTS
MILLIONS OF PERSONS SEASONALLY ADJUSTED MILLIONS OF PERSONS

Bureau of Labor Statistics’ estimates adjusted for seasonal variation by 
Federal Reserve. Proprietors and domestic servants are excluded. Midmonth 
figures; latest shown are for May.
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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  OF N E W  Y O R K
V o lu m e  31 S E P T E M B E R  1 9 4 9  No. 9

MONEY MARKET IN AUGUST
The dominant factors in the money market during the past 

month were the lowering of legal reserve requirements of 
member banks and the Government security operations of 
these banks in connection with the investment of the funds 
so released. The reduction in requirements, announced on 
August 5 by the Board of Governors of the Federal Reserve 
System, and made partially retroactive to August 1 for the 
country banks, amounted to 2 per cent on net demand and 
1 per cent on time deposits for all classes of banks. The 
decreases were effected in instalments, between August 1 and 
September 1, as indicated in the text of the Boards statement 
reproduced on page 99 of this 'Review.

The reduction of reserve requirements was a further step in 
the System’s policy of assuring a readily available supply of 
funds in the market, at Iowr rates, to meet the needs of business 
and agriculture. It was the third reduction since the end of 
April 1949 and, by freeing 1.6 billion dollars of reserves 
during August (1.8 billion through September 1 ), it brought 
substantial ease, in the aggregate, to member bank reserve 
positions. In the New York money market, however, the 
purchases of Government securities, mainly new Treasury bills 
and certificates of indebtedness which the banks and Govern
ment security dealers made in anticipation of the receipt of 
funds from banks in other parts of the country, as the successive 
reductions in requirements became effective, brought about 
relatively tight conditions from time to time, and yields on 
short-term securities tended to rise gradually during August, 
instead of declining further. The rate on immediately avail
able Federal funds fluctuated sharply between a nominal 
figure and 1-7/16 per cent, just short of the Federal Reserve 
Banks’ discount rate.

The larger city banks outside New York appeared to be prin
cipal beneficiaries of the Board’s action, even though there was 
a proportionately greater release of reserves at banks outside the 
reserve and central reserve cities. Not only were their require
ments lowered, but as correspondents of country banks they 
received as deposits a substantial portion of the country banks’ 
funds which had been freed by the lowering of the latter s 
reserve percentages. They were therefore able to buy substan
tial amounts of Treasury securities, to reduce their indebted
ness to the Reserve Banks, and even to lend reserves (Federal

funds) from time to time to the New York City banks. The 
latter, despite the periods of alternate ease and strain on their 
reserve positions, also increased their Government security 
holdings considerably, on balance. However, the New York 
City banks found it necessary intermittently to borrow sub
stantial sums from the Reserve Bank and from out-of-town 
commercial banks in order to retain their securities.

In the aggregate, therefore, the decline in required reserves 
enabled the banks to retire substantial amounts of Federal 
Reserve credit and to increase their holdings of liquid earn
ing assets during August, chiefly by purchasing Government 
securities indirectly from the Reserve System. Net purchases 
of Government issues by the larger banks, as indicated by the 
weekly reporting member bank condition statements, exceeded 
the decrease in the Systems holdings. A large part of the 
banks’ demand for Treasury obligations was supplied by the 
market, chiefly in the form of sales of short-term securities 
by nonbank investors who switched into Savings notes, and 
by the Treasury, which increased the amount of its bill issues 
outstanding by 600 million dollars during the month.

G o v e r n m e n t  Se cu r ity  M a r k e t

The August 5 announcement by the Board of Governors 
provided a strong, though temporary, stimulus to the slow, 
gradual advance in intermediate and long-term Treasury bond 
prices which had occurred in the • early days of the month. 
Although short-lived, the rise in prices by August 11 carried 
the longest-term eligible bonds nearly %  of a point above the 
August 1 quotations, with ineligible bonds making some
what smaller gains. The volume of trading was very light,
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however, and the price changes did not reflect a firm demand 
for bonds. Prices consequently drifted lower until August 22 
when the Treasury made known its intentions with respect to 
refunding the September 15 and December 15 maturities of 
its bond issues. The Treasury announced that it would refund 
the 1.3 billion dollars of September 15 bonds with a one-year,
1 Vs per cent certificate ( Vs per cent below the coupon on the 
certificate last offered), but that it would offer a note in 
connection with the refunding of the 4.4 billion dollars of 2 , 
2Vi, and 3Vs per cent bonds called for redemption on Decem
ber 15, 1949- The Treasury also announced that 6.5 billion 
dollars of certificates of indebtedness maturing October 1 
would be refunded with another certificate but did not specify 
the rate. The subsequent rise in intermediate and long-term 
bond prices was small, and the new financing announcement 
mainly tended to stabilize the Government bond market.

The Treasury’s refinancing plans had greater significance 
for the market for shortest-term bonds. Bank demand for 
those issues increased noticeably after the Boards action lower
ing reserve requirements was announced, on the expectation 
that a security maturing in more than one year would be 
offered in the refunding of at least the December maturities of 
bonds— an expectation borne out by events.

Demand for Treasury bills and certificates was also stimu
lated by the months developments in the field of credit and 
debt management policies, while the market supply of such 
issues was increased by the Treasury's action in raising the 
face amount of the weekly new bill issues by 100  or 200 mil
lion dollars (600  million dollars for the month as a whole) 
and by reductions in Reserve Bank holdings. The principal 
demand was for certificates of indebtedness of the longer ma
turities which would retain their current yields the longest. 
Government security dealers, as well as the banks, subscribed 
heavily for new Treasury bill issues, but found it difficult to 
sell them to ultimate investors. As a result, the average inter
est rate on successive new issues of bills rose gradually during 
the month.

M em ber  Ba n k  R eserve Po sitio n s

Although the lowering of reserve requirements had the 
effect of substantially easing the reserve positions of the mem
ber banks in the aggregate, the impact of the decrease on banks 
in different parts of the country was uneven, reflecting chiefly 
differences in commercial bank policy with respect to the use 
of the funds so released. The larger city banks outside New 
York apparently benefited most from the reduction, since they 
gained free reserves not only through the decrease in their 
own requirements but also through transfers from the country 
banks. The latter deposited part of their "freed” funds with 
their correspondent banks outside New York City, and left 
most of the remaining funds, including funds gained through 
other transactions, in their accounts with the Federal Reserve 
Banks. Balances of out-of-town banks deposited with New 
York City banks showed only a small increase. Thus, in the 
three weeks ended August 17, the weekly reporting member

banks in 93 cities outside New York showed an increase of 
367 million dollars in net deposits due to other banks, while 
the excess reserves of all country member banks rose substan
tially in the same period.

The larger out-of-town banks were consequently able to 
acquire large amounts of Government securities (principally 
short-term). In the three weeks ended August 17 Govern
ment security portfolios of the weekly reporting member banks 
outside New York City increased 888 million dollars, of which 
Treasury bills and certificates amounted to 715 million dollars. 
They also substantially reduced their borrowings from the 
Federal Reserve and other banks, and even made considerable 
amounts of Federal .funds available to the New York City 
banks from time to time.

The New York City banks also benefited from the decline 
in legal reserve requirements. The easing of their reserve 
positions, however, was obscured by the development of 
temporary periods of money stringency which resulted chiefly 
from overinvestment in certificates and new Treasury bill 
issues in anticipation of inflows of funds from banks in other 
parts of the country, and from heavy temporary borrowings 
from the New York banks by dealers to cover payments by the 
latter for Treasury bills allotted to them. Thus, the rate for 
immediately available Federal funds fluctuated widely— from 
Vs to 1-7/16 per cent— usually rising on days when new 
Treasury bill issues had to be paid for, but declining subse
quently when anticipated inflows of funds materialized.

The initial effect of the Board’s announcement was to ease 
the tightness in the New York money market prevailing in 
the early days of the month, and in the week ended August 10, 
the City banks were able to retire a large amount of Federal 
Reserve credit. However, the New York banks and particu
larly the Government security dealers subscribed heavily for 
the new Treasury bill issues of August 1 1 , 18, and 25. Their 
allotments were substantially in excess of their holdings of the 
maturing issues, and large amounts of maturing bills held by 
the Federal Reserve Banks were redeemed for cash, despite the 
fact that the Treasury increased the face amount of each of the 
new issues by 100  or 200 million dollars. Payments for the new 
bills ( and loans to dealers to carry such bills) involved the City 
banks in substantial temporary losses of reserve funds, since the 
expected inflows of funds from other parts of the country did 
not coincide, in time or amount, with the payments for bills 
bought on original subscription.

Thus, the New York City banks incurred a deficit in their 
reserves on the first days of each of the three weeks ended 
August 31, and during the remainder of each week they 
eliminated the deficit by building up excess reserves, largely 
with funds received from other parts of the country. They 
also supplemented these funds from time to time with reserves 
obtained through the sale of Government securities in the open 
market, some of which were absorbed by the Federal Reserve 
System, and through temporary borrowing from the Reserve 
Bank and out-of-town commercial banks.

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

September 1949



FEDERAL RESERVE BANK OF NEW YORK 99

Despite the temporary stringencies evident in the New York 
money market, the New York City banks were able, on bal
ance, to expand their Government security holdings, since 
their gains through the inflow of funds from other parts of the 
country, the reduction in their own legal reserve ratios, and 
other factors, were larger than the losses from heavy subscrip
tions to new Treasury bills and other transactions. Thus, the 
Government security portfolio of the New York City weekly 
reporting member banks rose 333  million dollars in the four 
weeks ended August 24.

T r easu ry  Fin a n c in g

Declining revenues and the maintenance of disbursements at 
a high or slowly increasing level have caused sizable Treasury 
deficits in recent months. Although expanded sales of Savings 
notes and smaller net sales of Savings bonds have provided 
substantial amounts of funds, the excess of expenditures has 
been or promises to be too large to be financed solely through 
nonmarketable issues. By the end of July, the Treasury’s gen
eral fund balance had fallen to 3.3 billion dollars (from 5.1 
billion a year previous). In the past month the Treasury 
resumed new financing in the open market for the first time 
since the Victory Loan drive toward the close of 1945, raising 
600 million dollars through increasing the weekly offerings 
of new bill issues.

The resumption of new open market financing this past 
month also marks the first increase in the Treasury’s market
able debt since early 1946. As illustrated in the accompanying 
chart, up to last month the Treasury had been able to make 
steady reductions in its marketable debt since early 1946—  
first, during 1946, through retirement of securities out of the 
surplus proceeds of the Victory Loan drive, and since then 
out of surplus revenues and net sales of nonmarketable secur
ities.

Total marketable debt was reduced from a peak of almost 
200 billion dollars at the end of February 1946 to a low point 
of 155 billion at the end of July 1949. The reduction in the

Treasury’s floating debt (marketable issues due or callable 
within one year) was, however, smaller than the net retire
ment of the total marketable debt, since the Treasury followed 
the practice of refunding most maturing or called bond issues 
with certificates of indebtedness maturing in one year. Thus, 
the floating debt declined 18 billion dollars between Febru
ary 1946 and July 1949, while the total marketable debt was 
reduced by 45 billion.

The resumption of open market financing through bill issues 
in August brought an increase in the Treasury’s short-term 
indebtedness. If it were coupled with a continuation of the 
policy of refunding bonds with certificates of indebtedness, 
this new financing through bills would result in a very rapid 
expansion of the floating debt and increasing congestion of 
maturities during the next three years. The Treasury’s decision, 
announced four months in advance, to offer a note ( which will 
have a maturity of more than one year) in connection with 
the refunding of the 4.4 billion dollars of bonds called for 
redemption December 15, 1949 constitutes a departure from 
previous policy. It is a step in the direction of a better sched
uling of maturities, keeping the floating debt within readily 
manageable proportions, facilitating the task of refunding 
weekly and quarterly maturities of bills and certificates, and 
adding to the stability of the market.

REDUCTION IN RESERVE REQUIREMENTS
In a statement released for publication August 5, 1949, the 

Board of Governors of the Federal Reserve System announced 
a reduction of reserve requirements of member banks effective 
as to member banks not in reserve and central reserve cities 
in instalments from August 1 , 1949, and effective as to mem
ber banks in reserve and central reserve cities in instalments 
commencing at the opening of business on August 1 1 , 1949. 
The full text of the Board’s statement follows:

The Board of Governors has reduced by 2 per cent of net demand 
deposits and 1 per cent of time deposits the amount of reserves 
required to be maintained by member banks of the Federal Reserve 
System. The reduction, which will amount to approximately $1.8 
billion, will become effective as follows:
On net demand deposits

Central reserve city ban\s 
From 24 to 23V2 per cent 
From 231/2 to 23 per cent 
From 23 to 2 21/2 per cent 
From 2 2 !/2  to 2 2  per cent

Reserve city banks 
From 20 to 19 V2, Per cent 
From 19 Vi to 19 per cent 
From 19 to I8V2 per cent 
From 185/2 to 18 per cent
Ncn'reserve city ban\s 
From 14 to 13 per cent 
From 13 to 12 per cent

Effective 
August 11, 1949 
August 18, 1949 
August 25, 1949 
September 1, 1949

August 1, 1949 
August 16, 1949

From 6 to 5 per cent 
From 6 to 5 per cent

August 11, 1949 
August 16, 1949

Source: 1945-July 1949, U. S. Treasury; 
Federal Reserve Bank of New York,

August 1949 estimated by the

On time deposits
Central reserve and 

reserve city banks
Non'reserve city banks

The effect of these decreases will be to lower the reserve require
ments of banks in central reserve cities by approximately $500 
million, of banks in reserve cities by approximately $675 million, 
and of banks in non-reserve cities by approximately $625 million.

In announcing this action, Mr. McCabe, Chairman of the Board 
of Governors of the Federal Reserve System, stated that it was 
taken after full discussion by the Board and the Federal Open Mar
ket Committee of the coordination of policies with respect to 
reserve requirements, open market operations, and other system 
credit instruments, with primary regard to the general credit and 
business situation and the maintenance of orderly conditions in the 
Government security market.
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One of the factors which influence the level of member bank 
reserves at any given time is "Federal Reserve float.” While 
the gain or loss of reserves through Federal Reserve float is 
not ordinarily great over an extended period of time, the im
pact of short-run fluctuations in float (particularly in recent 
years) on member bank reserves is far from negligible. The 
amount of Federal Reserve float has been fluctuating since 
1943 within a range considerably higher than that of earlier 
êars, but has shown some decline since the middle of 1948. 

While fluctuations in float may cause weekly changes in total 
Federal Reserve credit outstanding of more than 100 million 
dollars, it is difficult to make accurate projections of the direc
tion and magnitude of such changes. These movements of 
Federal Reserve float, which are closely watched by money 
market analysts, have been the subject of careful studies by 
the Research Department of this bank.

Federal Reserve float does not appear as such in the state
ments of condition of the Federal Reserve Banks. It is a com
puted item used mainly in analyzing changes in member bank 
reserves. Federal Reserve float is equal to the difference be
tween the "uncollected items” on the assets side of a Federal 
Reserve Bank statement and the "deferred availability items” 
on the liabilities side. In the weekly analysis of Federal Reserve 
credit which the Board of Governors of the Federal Reserve 
System releases, float is the chief component of "other Federal 
Reserve credit/’

The existence of Federal Reserve float arises from the fact 
that the Federal Reserve Banks, which clear and collect a very 
considerable proportion of all checks written in this country, 
give credit to the banks which make use of its facilities, not 
for individual items as they are actually collected, but rather 
automatically for whole groups of items according to a time 
schedule which is based on the broad geographical areas where 
the items are collectible. Each Federal Reserve Bank and 
branch has its own schedule indicating when deferred avail
ability items (as a rule checks collectible out of town) will 
be credited to the reserve balance of the bank that deposits 
them for collection. Each schedule indicates how many calen
dar (or, in a few cases, business) days must elapse before the 
proceeds of items drawn on banks located in each Federal 
Reserve Bank or branch city will automatically become avail
able to the depositing bank. Similarly, items drawn on banks in 
other localities are classified by States (or parts of States) ac
cording to the number of business days after which credit is 
automatically given to the depositing bank, irrespective of 
whether the individual items have been actually collected or not.1

1 At present, the Federal Reserve Bank of New York gives credit one calendar day after receipt cn out-of-town items payable in certain 
Federal Reserve Bank cities or branch cities (including Buffalo), two calendar days after receipt on items payable in all other Federal Reserve 
Bank cities or branch cities, two business days after receipt on items payable in certain Eastern States (other than in Federal Reserve Bank 
or branch cities), and three business days after receipt on all other 
out-of-town items. (For items payable at certain New York City or 
Northern New Jersey banks, immediate credit is given.)

FEDERAL RESERVE FLOAT Obviously, some points within a given collection territory 
may have particularly bad transportation connections so that, 
while the overwhelming majority of items drawn on points in 
that area can normally be collected within the time stipulated, 
some items can not. As the deferred availability schedules are 
based on the normal experience for the bulk of the volume 
handled in each area, the largest part of the Federal Reserve 
float results from the fact that in each State some proportion 
of checks can not be collected within the time specified in the 
official schedule.2

While the bulk of the float arises from lags in the clearing 
of deferred availability items, a not inconsiderable proportion 
is related to the delayed collection of immediate-credit items. 
In all Federal Reserve Districts, immediate credit is given for 
local city checks because normally such checks are collectible 
on the same day, but in some cases payment is actually not 
received before the following day (because of early clearing 
hours, train delays, overburdening of the Federal Reserve Bank 
staffs, or for other reasons).

It is readily apparent that the level of float is primarily 
determined by the relationship of the time intervals set forth 
in the Federal Reserve collection schedules to the actual speed 
of collection of the checks that are cleared. In order to keep 
this relationship reasonably stable, the individual Reserve 
Banks revise their time schedules from time to time so as to 
take account of increases in the rapidity of transportation, 
improvements in the efficiency of handling items in transit, 
and other factors which tend to make collections more rapid. 
From 1916 to 1928, the deferred availability schedule of the 
New York Reserve Bank involved delays up to eight calendar 
days (in the case of items drawn on country banks in some 
Far Western States). The improvement of the transportation 
and check handling arrangements has permitted so considerable 
a shortening of collection schedules that California country 
items, for example, are now credited by the New York Reserve 
Bank three business days after their receipt.

By crediting member bank accounts before the actual col
lection process is completed, the Federal Reserve System actu
ally adds to member bank reserves. The amount of such credit 
was relatively small (averaging less than 10  million dollars) 
in the years immediately preceding 19 3 9 , when the deferred 
availability schedules were revised sharply throughout the 
Federal Reserve System, but has been much greater in recent 
years ( averaging over 400 million dollars).

Most short-run fluctuations in the amount of float result 
from factors beyond the control of the Federal Reserve author
ities. In general, whenever there is an increase in the volume 
of checks written— either for seasonal reasons or because gen
eral business is expanding— more deferred credit is given by 
the Reserve Banks as the volume of checks in the process of 
collection rises, and float consequently increases. Conversely, 
when the volume of check payments contracts, float declines.

2 On the other hand, in some cases checks can be collected earlier 
than specified in the schedules, thus giving rise to a "negative float”; 
the amounts involved, however, are very small.
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Thus changes in the size of float may reflect fluctuations in 
levels of production, income, and trade.

Another important influence in determining the volume of 
float is significant changes in the interregional movement of 
goods and services. For instance, if the deferred availability 
time schedules are relatively more favorable to the banks (i.e., 
relatively short) for checks that must be collected from a long 
distance, any increase in the relative volume of long-distance 
payments will be an upward influence upon the level of float. 
Also any delays in collection due to temporary transportation 
difficulties are compounded as the average distances involved 
become greater.

The rapidity and regularity of the transportation system are 
important as both a short-term and a long-term influence on 
the amount of float. Over a period of years, as transportation 
becomes more efficient and rapid, the disparity between the 
time taken for the collection of checks and the credit periods 
stipulated in the schedules becomes less and float tends to 
decrease. However, any considerable increase in the speed of 
transportation for the bulk of items collected is followed by a 
shortening of the time schedules. For instance, after collections 
by air shipment were started in June of 1946, a number of the 
Reserve Banks shortened their schedules considerably to com
pensate for the increased speed of collection thus made pos
sible. In the short run, delays caused by adverse weather con
ditions, an exceptional overloading of postal, transportation, 
and other facilities (as customarily occurs in the few weeks 
before Christmas), and various other factors, tend to enlarge 
float. Atmospheric conditions have become especially impor
tant, now that most long-distance collections are made by air 
freight or express, and a sharp increase in float occurs after 
any severe storm covering a large area of the country.

Bill-paying patterns of individuals and businesses, resulting 
from custom or law, also find some reflection in the movements 
of float. The link between payment patterns and float can be 
most clearly seen in day-to-day changes in the volume of collec
tion items and of float. The number of checks received daily 
for collection by the Federal Reserve Banks varies substantially 
in the course of a month or a week. In large part this is because 
many businesses and individuals tend to write more checks 
on or near certain days of each month or week, and because 
many payments (business or personal) become due only 
monthly or quarterly (rents or income taxes, for instance). 
As a result, regular intraweekly or intramonthly movements 
in float may be observed. Levels of float tend to be higher 
towards the end of each week, and there are distinct peaks 
near the beginning and middle of most months.

Changes in the level of float may also result from Saturday 
bank closings, holidays, and the like. However, these influ
ences are of little importance except on a day-to-day basis. In 
general, any delay by the banking institutions in processing 
checks will increase float. Such delays might result from an 
attempt to avoid overtime payments to clerical staffs during 
rush periods, inadequate facilities for handling checks in 
transit, etc.

Federal Reserve Float, August 1939-July 1949*

* Monthly averages of working day figures. Plotted on ratio scale to show 
proportionate changes.

# Twelve months’ moving average, centered.
t  Maximum three day deferred availability adopted September 1, 1939.

The influence of almost all these factors— changes in busi
ness activity or location, rapidity of transportation, bill-paying 
patterns, and revisions in the time schedules— may be observed 
by examining the movements of float since late in 19 39 , when 
time schedules of Federal Reserve Banks were substantially 
shortened. A considerable jump in the average amounts of 
float immediately followed. As shown by the moving average 
in the accompanying chart, the float, with seasonal movements 
eliminated, rose steadily and rapidly between early 1940 and 
the fall of 1943, then leveled off, and from 1944 until late in 
1948 fluctuated between approximately 390 million dollars 
and 460 million dollars. With seasonal changes included, the 
fluctuations were much greater, ranging between 280 and 650 
million dollars.

Part of the more than eightfold increase in float during the 
defense and early war period (1940-1943) may be attributed 
directly to the greatly increased business activity, and to the 
rise in prices which accompanied it. The value of all checks 
( exclusive of Treasury checks) handled by the Federal Reserve 
System approximately doubled, likewise reflecting the increase 
in national income and product. However, a major part of 
the 1940-1943 expansion in float must be explained in terms 
of other factors. The relocation of industry and population 
before 1944 had the effect of increasing the proportion of 
out-of-town collections, and this resulted in a strong upward 
influence on the level of float. Southern and western regions 
of the country received a more than proportionate share of the 
new industrial plants built at that time, and population shifts 
to those areas took place. The construction by large corpora
tions of war plants far from home offices appears to have
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involved a considerable number of checks collectible only from 
a long distance. The collection problem was further accentu
ated by the migration of military and civilian personnel 
throughout the country during that period.

Transportation delays during the early war period, combined 
with the strain on collection facilities caused by the increased 
physical volume of checks handled (especially when the large 
amounts of Treasury checks are considered), also tended to 
slow collections and, consequently, to increase float.

Since early in 1944, there has been no further expansion of 
float despite a continued rise (in monetary terms) of national 
product and income. While the number and value of checks 
handled by the Federal Reserve Banks have become larger, 
reflecting the further rise in national income, other factors 
which tend to contract the level of float seem to have offset 
the upward pressure from this source.

Transportation conditions improved towards the close of 
the war and continued to do so afterward, and the rapid 
decrease in the physical volume of Treasury checks after the 
war relieved the Reserve Banks of a considerable amount of 
strain upon their facilities. Although the time schedules were 
shortened (very considerably in some cases), the speeding up 
of collections by air shipment may have, on balance, been a 
downward influence on float. Finally, the use of check routing 
symbols, which the Federal Reserve System inaugurated in June 
1945 with the cooperation of the American Bankers Associa
tion, has facilitated the speedy handling of checks. Between 
late 1943 and the recent shortening of time schedules by sev
eral Reserve Banks and branches, the increased efficiency of 
check collection has almost offset the upward influence on float 
of the increasing amounts of checks entering the Federal 
Reserve Banks, so that, aside from short-run fluctuations, the 
amount of Federal Reserve credit extended in the form of float 
has remained relatively steady.

EARNINGS AND EXPENSES OF 
SECOND DISTRICT MEMBER BANKS

An analysis of the reports of selected member banks in the 
Second District indicates that aggregate net profits of the larger 
banks, those with deposits of more than 5 million dollars, 
registered rather substantial gains in the first half of 1949 over 
the first six months of 1948, while the smaller banks of the 
District, in the aggregate, recorded only nominal gains or 
suffered actual declines. As shown in the accompanying table, 
the central reserve New York City banks and the largest size 
group of banks in the Second District outside New York City, 
both increased their net profits 17 per cent over last year’s 
level, owing primarily to a much smaller volume of charges this 
year for the accumulation of reserves for bad debt losses on 
loans. The group of out-of-town banks with deposits of 5 to 
20 million dollars recorded the largest half-year gain in net 
profits over 1948 in the District, a rise of 34 per cent, owing 
to a comparatively large increase in net current earnings, a 
heavier volume of profits than last year on securities sold or 
redeemed, and a sharp decline in the volume of actual net 
losses and charge-offs. In the smaller banks of the District, 
a substantial increase in actual net losses and charge-offs on 
loans, together with a rise in expenses that was somewhat 
greater than in the case of the larger banks, accounted for the 
less favorable results compared with 1948.

Each of the groups of banks shown in the table transferred 
a smaller volume of funds to the reserve account for bad debt 
losses on loans in the first half of 1949 than a year ago. In the 
group of banks with deposits of 5 to 20  million dollars, accumu
lations in other valuation reserves on loans and on securities 
(which are not deductible according to a formula for income 
tax purposes) were sufficient to increase total transfers to 
reserves by about one fifth. In many banks, and especially in

Percentage Changes in Earnings and Expenses of Selected Second District M em ber Banks 
First Six M onths of 1949 Compared with the First Six M onths of 1948

Item

New York City 
banks

Sample banks located outside New York City 
Deposit size

Central reserve Over
$20,000,000

$5,000,000
to

$20,000,000

$2,000,000
to

$5,000,000
Under

$2,000,000

Number of banks 35 35 25 25 15

Interest on United States Government obligations..................... -1 0 .7 -  2 .3 _ 2 .9 _ 6.0 __ 6 .6
Interest and dividends on other securities..................................... -  2.1 +  2 .5 + 9.8 + 3.3 + 3 .2
Interest and discount on loans......................................................... +  15.2 +  8 .8 + 11.8 + 12.7 + 14.6
Service charges on deposit accounts................................................ +  9 .1 + 2 4 .3 + 15.0 + 18.6 + 10.6

+  3.1 +  5.0 — 8.0 — 10.7 + 0 .7

Total current operating earnings......................................... +  2.5 +  4 .9 + 5.2 + 4.4 + 5.6

Salaries and wages— officers and employees.................................. +  2 .3 +  5.4 + 6.7 + 7 .6 + 6.6
Interest on time and savings deposits............................................. +  0.1 +  2 .6 — 1.2 — 0 .4 + 6.7
All other current expenses................................................................. +  3 .5 +  2 .4 + 2 .2 + 2 .4 + 6.1

Total current operating expenses......................................... +  2.7 +  3.7 + 3.2 + 3.9 + 6 .4
Net current operating earnings, before income taxes........ +  2 .2 +  7 .8 + 9.5 + 5.6 + 4.1

Profits on securities sold..................................................................... - 4 4 .9 -4 1 .4 +155 .4 _ 35.1 _ 83.6
Net losses and charge-offs (actual).................................................. -  1.3 +  2 .2 — 86.5 +104 .2 + 264.9

-8 8 .1 -4 6 .4 + 19.9 — 26.3 — 33.9
Taxes on net income............................................................................ +16 .6 + 16 .7 + 1.9 — 1.3 + 19.2

Net profits................ .............................................................................. + 16 .9 + 17 .2 + 33.6 + 1.0 _ 14.6
+  1.0 -  2 .7 — 0.9 + 3.8 — 3.1

Retained earnings.................................................................... + 60 .6 + 38 .9 + 50.3 0.1 16.9

Includes net additions to reserves for bad debt losses on loans, other valuation reserves on loans, and valuation reserves on securities.
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the large New York City banks, the drop in additions to the 
volume of bad debt reserves compared with the first half of 
1948 reflects the fact that this year the reserve accumulations 
do not include, as they did in 1948, a large volume applicable 
to the previous year. Also, many banks are probably deferring 
this years reserve accumulations until the year end, when their 
profit position and loan losses relative to outstanding loans will 
be fully known for 1949-

Gains in total current earnings in the first half of 1949 
occurred in all groups of Second District banks and ranged 
from 2.5 per cent in the New York City banks to 5.6 per cent 
in the smallest banks outside the City. As during most of the 
postwar period, the rise in interest and discount on loans and 
in service charges on deposit accounts was greater than the 
decline in interest received on holdings of United States Gov
ernment securities. Also, except in New York City, a greater 
volume of interest and dividends on other securities was a 
factor bolstering total current operating earnings. The decline 
in income from Government securities in most instances paral
leled reductions in average holdings of such securities. In alJ 
groups of banks, however, the rise in interest and discount 
earned on loans exceeded the increase in the average volume 
of loans outstanding. In New York City it was about double 
the latter increase, indicating the higher level of interest rates 
prevailing this year. Increases in service charges on deposit 
accounts have tapered off considerably compared with the 
increases which occurred between the first six months of 1947 
and 1948. The current rise in New York City, 9.1 per cent, 
compares with a rise of 46.6 per cent between the first halves 
of 1947 and 1948, and in the three smallest groups of banks 
outside the City the current increases are approximately one- 
third less than those occurring a year ago.

Total current expenses increased proportionately less in the 
New York City banks than in the other groups of Second 
District banks. Nevertheless, the rise was sufficient to absorb 
the greater part of the City banks’ increase in total current 
operating income, and to confine the increase in net current 
operating earnings before taxes to 2.2 per cent, also the lowest 
for any group of banks in the District. The smaller rise in City 
bank expenses reflected a smaller increase in total payrolls. 
Average employment in the City banks during the first half 
of 1949  was slightly below last year s level and the small rise 
in total payrolls thus arose entirely from higher salary levels. In 
the banks outside the City, where the rise in total payroll ex
pense was much larger, both average employment and salary 
levels were higher than a year ago.

Net additions to net current earnings before income taxes—  
in the form of profits on securities sold or redeemed— were 
generally substantially below a year ago, except in the 5 to 20 
million dollar banks outside New York City. Actual net losses 
and charge-offs were, on the whole, little changed from last 
year’s level in the case of the New York City banks and the 
largest banks outside New York City. The 5 to 20 million 
dollar group, however, had sharply lower losses and charge- 
offs than a year ago and the two groups of smallest size banks

Net Profits of Various Deposit Size Groups of Second District 
Member Banks by Semiannual Periods*

100.0

50.0

* Plotted on ratio scale to show proportionate changes.

both sustained substantially greater losses and charge-offs. 
These small banks, currently and in the postwar period as a 
whole, have shown the largest percentage growth in loan vol
ume, and the current increase in losses and charge-offs is prob
ably a reflection of the greater risk entailed in that growth.

Dividend payments showed only minor changes from the 
level in effect a year ago and the volume of earnings added 
to capital funds increased substantially except in the two 
groups of smallest size banks.

The accompanying chart, which is drawn to show rates of 
change and thus to facilitate comparison between the various 
groups of banks, shows the trend of semiannual net profits 
from the first half of 1945 through the first half of 1949  for 
the central reserve New York City banks and for the sample 
member banks in the Second District outside New York City. 
Except in the smallest banks, where fluctuations in operating 
earnings were the dominant influence, the high points of net 
profits between 1945 and the close of 1947 coincided with the 
peak volumes of profits on securities sold and recoveries of 
previously charged-off securities, while the sharp declines fol
lowing the peaks were brought about by the evaporation ol 
such security profits or recoveries. Since December 1947 the 
trend of net profits has been affected to a large extent by 
fluctuations in the volume of transfers to reserves, with the 
steady growth in net current operating earnings providing an 
upward bias. In the two smallest size groups of banks, how
ever, in which reserve transfers have influenced the profit 
level least, a rising volume of net charge-offs on loans has pro
vided another offset to the growth in operating earnings, and 
profits have tended to level out.

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

September 1949



104 M O N T H L Y  R E V IE W , SE P T E M B E R  1949

THE NEW  INTRA-EUROPEAN PAYMENTS PLAN

After lengthy negotiation, the Council of the Organization 
for European Economic Cooperation reached agreement in 
Paris on July 1, 1949 upon the major provisions of a new 
intra-European payments plan for the year ending June 30,
19 5 0 , to replace the 1948-49 payments plan which expired 
at the end of last June. These agreed provisions have been 
subsequently approved in principle by the Economic Cooper
ation Administration in Washington and the OEEC is now 
engaged in the detailed drafting of the new payments plan.

Like its predecessor,1 the new plan is designed to provide 
financing of the debit and credit balances that may be expected 
to develop in the trade of each European Recovery Program 
country with the other participants in the program. In the 
absence of such financing, each of the ERP participants would 
be forced to cover its debit balances with gold or dollars or, 
lacking these, to seek a bilateral balancing of its commerce 
with every other member, with the probable consequence of a 
severe contraction in the over-all volume of trade. This was 
the situation that developed in 1947 as the intra-European 
creditor nations became increasingly reluctant to extend fur
ther credits to their debtors while the debtor countries became 
more and more unwilling or unable to finance their import 
surpluses by payment of gold and dollars. The growing 
paralysis of intra-European trade in turn accentuated the reli
ance of Western Europe upon United States financial assist
ance.

With the inauguration of the European Recovery Program 
in April 1948, the ECA and the OEEC accordingly sought to 
devise some effective means of reviving trade among the ERP 
participants, which before the war had accounted for 51 per 
cent of their total exports and 3 1  per cent of their total im
ports. The first method developed was the so-called "offshore 
purchase” technique under which the ECA provided the debtor 
countries in intra-European trade with the dollars required to 
pay for their deficits with the other participants.

The offshore purchase method suffered from various defects, 
however,2 and on October 16, 1948 it was replaced by the first 
intra-European payments plan, the basic principles of which 
are being largely retained in the new plan now being drafted 
by the OEEC. The central feature of both the old and the new 
payments plan is the financing of intra-European trade bal
ances by means of ECA allotments of so-called 'conditional” 
dollars directly to the creditor countries, who in turn under
take to extend equivalent grants, the so-called "drawing rights”, 
to their intra-European debtors. The schedule of drawing 
rights and the corresponding schedule of conditional dollar 
allotments for 1949-50 are now being prepared by the OEEC 
on the basis of the credit or debit balances expected to develop 
during the twelve-month period in the trade of each ERP 
participant with the other members. Thus, after securing the

1 Described and analyzed in the November 1948 issue of this Review.
2 Ibid.

approval of all of the member countries concerned, the OEEC 
may determine that the United Kingdom, for example, should 
extend drawing rights of a given amount in its own currency 
to France, Greece, Austria, and various other countries with 
which the British are expected to run an export surplus during 
1949-50. ECA will then proceed to earmark an equal amount 
out of the total dollar allocation to the United Kingdom as 
"conditional” aid, i.e., aid granted conditionally upon fulfill
ment by the United Kingdom of its commitments to grant 
drawing rights on itself.

Effective operation of the payments plan obviously calls for 
a certain measure of flexibility in the drawing rights and con
ditional aid allotments. Without provision for modification of 
the drawing rights and conditional aid grants, trade would be 
rigidly confined within the initial, and perhaps faulty, estimates 
of trade balances and drawing right requirements. Further
more, the creditors might fail to provide full value against 
their drawing right commitments.

In an effort to provide an element of flexibility, the first 
payments plan provided that under circumstances of force 
majeure or proof by the debtor that despite every reasonable 
effort he had been unable to use his drawing rights upon the 
original creditor, a "transfer of drawing rights” might take 
place. The OEEC and ECA were to arrange for this transfer 
by making the rights spendable in some other creditor country, 
and by simultaneously taking the conditional aid correspond
ing to these rights away from the former creditor and giving 
it to the new creditor. The conditions, however, governing 
this "transferability of drawing rights” proved so constraining 
as to render the relevant provision of the first payments plan 
inoperative.

Dissatisfaction with the nontransferability (in practice) of 
drawing rights under the old plan gave rise to a variety of pro
posals designed to liberalize the transfer provisions of the new 
payments agreement for 1949-50. During the recent OEEC 
discussions of the new plan, perhaps the most controversial 
proposal was one urging that the drawing rights (and the 
corresponding conditional aid) should be made freely trans
ferable at the option of the country receiving the drawing 
rights. This proposal would have permitted Austria, for 
example, to use drawing rights originally received from the 
United Kingdom to finance purchases in Belgium. In effect, 
this proposal would have allowed the debtor countries to "shop 
around” with their drawing rights in order to obtain essential 
goods at the lowest possible prices. It was even suggested that 
a debtor country should be allowed to spend its drawing rights 
in the United States as well as in any ERP country. The adop
tion of this proposal would have rendered the drawing rights 
not only transferable within Western Europe but, in effect, 
also convertible into dollars.

Such unrestricted transferability of the drawing rights would 
no doubt have provided full scope for the day-to-day correc
tion during 1949-50 of mistaken forecasts of trade balances 
and drawing rights requirements which might be made during

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

September 1949



F E D E R A L  R E S E R V E  B A N K  OF N E W  Y O R K 105

the period of advance planning early in the fiscal year. More
over, the bargaining position of the debtor countries vis-a-vis 
their creditors would have been greatly strengthened— perhaps 
excessively so, as some of the OEEC delegates contended. But 
probably the most significant argument advanced in support 
of both transferability (switches among European creditors) 
and convertibility (switches into dollars) of the drawing 
rights was that the intra-European creditor nations would be 
forced to compete more vigorously with one another in order 
not to lose the conditional dollar aid initially allotted to them. 
In the case of convertibility of the drawing rights, the creditor 
nations would have been forced into competition with United 
States suppliers as well. Such enhanced competition, it was 
argued, would in turn force cost economies and the other major 
correctives required to improve the international competitive 
position of Western European exporters, with resultant salutary 
effects upon their dollar earnings.

On the other hand, the United Kingdom representatives 
contended that unrestricted transferability and competition for 
conditional dollar aid would probably incite such a scramble 
for dollars as to produce a contraction rather than an expan
sion of trade. It was argued that the creditor nations might 
seek to maximize their intra-European surpluses in order to 
insure that their European debtors, by remaining short of the 
creditor currencies, would not be tempted to seek transfers 
of drawing rights. Such a maximization of intra-European 
surpluses would more likely be achieved, it was argued, by 
imposition of new import restrictions than by concession 
of lower export prices. Furthermore, automatic transferability 
might seriously handicap negotiation of an appropriate pat
tern of drawing rights for 1949-50. Since automatic trans
ferability would force the creditor nations to regard their 
drawing right commitments as potential losses of dollar aid, 
the creditor nations would probably try to reduce their draw
ing right commitments as much as possible in order to mini
mize the "conditional” share of their dollar allocations. 
Finally, the British representatives urged that transfers of con
ditional aid among European creditors, at the discretion of 
the debtor countries, might cause certain creditor nations to 
suffer losses of dollars that were urgently required to cover 
their deficits with the Western Hemisphere, while other 
participating countries might succeed in accumulating ECA 
dollars in excess of their requirements. In the case of the 
United Kingdom, it was alleged, the dollar import program 
could not be satisfactorily planned without the assurance of 
a fixed amount of dollar aid.

On July 1 , the Council of the OEEC reached agreement 
upon a compromise arrangement providing that 25 per cent 
of the drawing rights might be unconditionally transferred 
at the option of the recipients of the drawing rights. Trans
fers within this limitation are to be automatically accom
panied by equivalent transfers of conditional aid. Thus, if 
the United Kingdom should agree to extend 20 million 
dollars’ equivalent in drawing rights to Greece, the latter 
could, if it so desired, spend 25 per cent, or 5 million dollars,

of these rights for purchases in Belgium rather than in the 
United Kingdom. In such an event, the ECA would transfer 
to Belgium 5 million of the conditional dollar aid originally 
allocated to the United Kingdom.

The transferability of drawing rights was further limited 
by stipulating that the total drawing rights to be transferred 
to (i. e., spent in) Belgium was not to exceed 40 million 
dollars. Belgium is generally regarded as the creditor country 
most likely to be the beneficiary of transfers of drawing rights 
and conditional aid. Although transferability of the drawing 
rights thus remains fairly closely circumscribed, the new transfer 
provisions should nevertheless provide adequate margin for 
correction of erroneous trade estimates while also strengthening 
the bargaining position of the debtor countries. It is by no 
means clear, however, that the new plan will intensify com
petition among the creditor countries to the point of forcing 
significant reductions of costs and prices.

A second major innovation of the new payments plan is 
the special provision made for financing the Belgian export 
surplus. Belgium occupies a very special position among the 
ERP participants in that its export surplus on intra-European 
account has come to exceed its Western Hemisphere deficit 
by a very considerable margin. During the year ended 
June 30, 1949, the gross drawing rights extended by Belgium 
amounted to 218.5 million dollars, whereas the Belgian 
surplus in intra-European trade in the course of the year rose 
well above that figure. As a consequence, a number of the 
ERP participants— and particularly the United Kingdom—  
were forced to cover their Belgian franc deficits by payment 
in gold and dollars.

Under the new plan, the dollar allocation covering Belgium’s 
Western Hemisphere deficit, and the corresponding drawing 
rights extended by Belgium, will be supplemented by a special 
ECA allocation of 112.5 million dollars and by Belgium’s grant 
of additional drawing rights for an equivalent sum. In recog
nition of this favorable treatment of its dollar problem, 
Belgium will also make available to several debtor countries, 
out of its own funds, long-term loans in Belgian francs 
aggregating the equivalent of 87.5 million dollars. Thus, very 
sizable means are provided for covering the deficits of the 
other participating countries with Belgium, with consequent 
hope for relief from the gold and dollar transfers that proved 
necessary during 1948-49.

At the same time, however, this solution of the Belgian 
export surplus problem points up one of the basic difficulties 
standing in the way of a satisfactory system of intra-European 
payments: the continued existence of very large surpluses and 
deficits in the intra-European trade of some of the participating 
countries. For the time being, the payments plan bridges 
these gaps by means of drawing rights, which, however, are 
in turn entirely dependent upon the artificial support of ECA 
dollar allocations. But, in the long run, heavy deficits on intra- 
European trade account can be financed only if the debtor 
countries can earn corresponding surpluses of dollars or other 
hard currencies outside Europe.
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Total farm output in the United States in 1949 promises to 
be approximately as great as in the record-breaking year of 
1948. The output of livestock and livestock products, particu
larly poultry and eggs, is expected to increase this year, off
setting a decline in crops harvested. The U. S. Bureau of Agri
cultural Economics estimated recently that aggregate 1949 
crops, while about 5 per cent smaller than last year’s record 
total, would still be 44 per cent above the 1935-39 average. 
With prices received by farmers during the first seven months 
of 1949 averaging about 1 2  per cent below those in the same 
period last year, gross farm income has declined substantially. 
Although quantities marketed have been slightly greater this 
year, farm expenses have declined less rapidly than the prices 
of farm products, so that net farm income appears to have 
declined somewhat more than 10  per cent thus far in 1949.

Another year of bumper harvests of both food and feed 
grains seems assured. Unfavorable weather and disease have 
reduced the wheat crop more than 200 million bushels from 
the levels expected earlier, but it is still likely to be the fourth 
largest on record. This year’s anticipated harvest of 1 ,1 3 2  
million bushels marks the sixth consecutive wheat crop of 
more than one billion bushels. Only the extremely high post
war demand for grain exports has prevented the accumula
tion of unmanageable surpluses, since peacetime domestic 
demand has averaged in the neighborhood of 700 million 
bushels per year. In the four years since the end of the war, 
a total of more than 1.8  billion bushels of wheat have been 
shipped abroad, or an average of 450 million bushels per 
year— over ten times the rate which prevailed in the decade 
before the war. At its present size, the 1949 wheat crop will 
just about equal the anticipated domestic consumption of 685 
million bushels plus exports (including military procurement) 
of 450 million. If unfavorable conditions had not caused a 
decline in yield this year, it is likely that some type of market
ing controls would have been adopted for the 19 50  crop, since 
stocks on hand at the start of the crop year (July 1 , 1949) 
were 300 million bushels. As it is, acreage allotments have 
been announced by the Department of Agriculture, but the 
more drastic marketing quotas have not been imposed.

Feed supplies in the 1949-50 crop year are expected to be 
the greatest on record, both in the aggregate and per animal 
unit. The corn crop will be close to last year’s record, and will 
probably total more than 3.5 billion bushels. In both food 
grains and feed crops the bumper harvests are raising a storage 
problem. The Government has encouraged the construction 
of additional storage facilities and has liberalized its loan 
requirements to permit advancing of funds at 75  per cent of 
the regular loan rate on grain stored on the ground or in 
temporary shelter for not more than 90 days. Nevertheless, 
since the new crop came on the market, wheat prices have 
remained consistently below this year’s support price of $2 .2 1  
per bushel at Kansas City. Presumably the level of market 
prices reflects distress sales of wheat for w*hich storage space 
could not readily be found, although earlier fears of an acute

AGRICULTURE IN 1949 shortage of storage space did not materialize. The support 
price to farmers is expected to average $1.95 per bushel on the 
farm in 1949-50, the decrease from last year’s $2.00 support 
level on the farm reflecting the decline in average prices paid 
by farmers.

The quantity of livestock coming to market this fall and 
winter is expected to exceed the 1948 levels, largely as a result 
of the greater number of pigs being raised. The pig crop this 
spring was 15 per cent greater than in 1948 and is expected 
to reach the market in September and October. The greater 
supplies of meat available are expected to reduce prices some
what, particularly for pork, and hog prices may be supported 
by the Government for the first time since the end of the war. 
While the abundant supplies of feed may reduce the quantity 
of beef cattle marketed this fall (since they are likely to be 
held for further fattening), the supply in the winter and spring 
should be correspondingly increased.

In the country as a whole, food grains, feed crops, and 
meat animals account for nearly half of the total cash income 
from farm marketings. Cotton, tobacco, and oil-bearing crops 
— the production of which is negligible in this District—  
account for another one seventh of total United States farm 
marketings. In New York State, however, as the accompany
ing chart indicates, only one eighth of gross farm income is 
produced by grain, feed, and meat animals. Nearly three fifths 
of New York’s cash farm income in 1948 was derived from 
dairy products, poultry, and eggs, while another quarter of the 
total came from fruits and vegetables. The high proportion of 
the products of this State which is sold more or less directly 
to the consumer reflects in part this area’s proximity to the 
large metropolitan markets.

The dairy industry has been favorably affected by the decline 
in feed prices from last year’s high levels. In 1947 and early
1948 the price relationships of dairy products and feeds had 
been particularly unfavorable, but since then prices of feed
Percentage Distribution of Cash Income from Farm Marketings, 

New York State and the United States, 1948

* Includes cotton, tobacco, oil-bearing crops, and other farm crops. 
Source: U. S. Bureau of Agricultural Economics.
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Table 1
Production of Selected Agricultural Commodities in the Second Federal 

Reserve District and in the United States

Commodity*

Second District United States

Second Dis
trict as a 

percentage 
of United 

States, 1949

Percentage change 
1949 from

Percentage change 
1949 from

1948
1938-47
average 1948

1938-47
average

Wheat.................. -  2 + 6 1 - 1 2 + 1 4 1
Cotton................. — — + + 31 0
Eggs#................... +  2 + 3 0 t + 1 4 7
Corn..................... — 5 +  8 -  3 + 2 6 1
Tobacco.............. — — +  2 + 1 8 t
Potatoes.............. - 3 9 - 2 3 - 1 9 -  8 8
Oats...................... - 2 3 - 1 0 - 1 2 +  6 2
H ay....................... - 2 5 - 1 6 -  2 -  3 6
Apples#................ + 6 5 + 2 6 + 4 5 + 1 5 17

* Commodities ranked according to value of United States marketings in 1948.
# New York and New Jersey used to represent Second District.
$ Less than 0.5 per cent.

Source: Computed from data of U. S. Bureau of Agricultural Economics and 
Board of Governors of the Federal Reserve System; 1949 figures are based on 
the crop report for August 1 , except eggs which are estimated from the first 
seven months’ production.

have receded relatively more sharply than those of dairy prod
ucts. The volume of milk received at New York State milk 
plants in the first seven months of this year was nearly 10  per 
cent higher than in the corresponding months of 1948. The 
number of milk cows on farms in this State has been increas
ing and is now somewhat greater than a year ago, whereas in 
the rest of the country the number declined in July to the 
lowest level for that month since 1930. On August 1, however, 
pastures in New York State were furnishing only about half 
the normal amount of feed and in most of the State their con
dition has been reported as 'Very poor” or "severe drought” 
compared with last years "good to excellent*’. At the same 
time, the hay crop was about one-fourth less than in 19 48 , so 
that feeding of grain and concentrates to cows was the highest 
in many years.

New York State egg production in the first seven months of
1949 has been about the same as in 1948, but substantially 
above the average for the preceding ten years. As in the case 
of milk, the relationship between egg and feed prices has 
become much more favorable this year. Egg prices in July 
were practically the same as last year, but poultry feed prices 
were down about one fifth. Increased laying flocks are antici
pated in the fall, and egg production is also likely to increase 
more than seasonally.

The weather has been generally favorable for fruits in this 
area. The apple crop in New York State is the largest in ten 
years, and New Jerseys is the largest since 1942. Pears and 
peaches are also well above last year, but the grape and cherry 
crops are down about one fourth from 1948. Truck crops 
were affected by the dry weather and high temperatures in 
June and early July and are expected to be smaller than in 1948. 
Not only was the acreage of potatoes planted this year smaller 
than in 1948 (in large part because of Government acreage 
allotments), but the yield per acre has also decreased, causing 
a drop of nearly two fifths in production in this District (as 
against one fifth in the country as a whole). Potato prices 
are being supported by the Government at only 60 per cent of 
parity this year, compared with 90 per cent in 1948.

Table II
A verage Prices Received by Farm ers in New York State and in the 
___________United States for Selected Agricultural Commodities _______

Commodity

New York State United States

July 15, 
1949

Percentage change 
July 15, 1949 from

July 15, 
1949

Percentage change 
July 15, 1949 from

Julv 15, 
1948

Julv 15, 
1947

July 15, 
1948

July 15, 
1947

$ 4 .15 - 1 9 +  1 $ 3 .72 - 2 4 -  4
.605 -  4 +  3 .453 -  1 -  1

Beef cattle (cw t.).. . . 17.60 - 2 1 +  7 20.00 - 2 1 +  3
19.70 - 2 1 - 1 4 19.30 - 2 3 - 1 2

Chickens (lb.)............. .294 - 2 3 - 1 4 .243 - 2 4 - 1 4
Potatoes (bu.)............. 1.50 - 1 7 -  3 1.55 -  5 -  8
Wheat (b u .) ................ 1.75 - 2 0 - 3 0 1.82 - 1 0 — 15
Corn (b u .) ................... 1 .42 - 3 4 - 3 2 1.25 - 3 8 - 3 8

2 .50 + 9 2 - 2 3 2.32 +  9 - 2 1

Source: U. S. Bureau of Agricultural Economics.

As shown in Table I, output of this country’s four major 
field crops— wheat, cotton, corn, and tobacco— is still well 
above the long-term average despite the moderate decline in 
the wheat and corn crops from 1948 levels. Other crops and 
livestock and poultry are also being produced at generally high 
levels. The acreage of principal crops for harvest this year is 
the largest since 19 3 2 , while at the same time yields per acre in 
most cases have been lifted well above the long-term average, 
despite unfavorable weather in many sections, by the use of 
more fertilizer, insecticides, and weed-killing chemicals, as well 
as the increasing use of improved varieties of crops, such as 
hybrid corn. Composite yields per acre in 1949 are estimated to 
be 41 per cent above the 19 2 3 -3 2  (pre-drought) average, and 
higher than any other year except 1948. With the easing of 
the extraordinary war and postwar demands, the problem of 
farm surpluses in this country is likely to become increasingly 
pressing. As noted earlier, the normal domestic consumption 
of wheat is substantially less than the average amount that 
has been harvested in recent years, and the same has likewise 
been true of corn and cotton. The decline in prices, shown in 
Table II, largely reflects the continuing abundant supply and 
the tapering off in demand for most farm products. Even 
prices for livestock, poultry, and dairy products are now well 
below last year’s high level.

DEPARTM ENT STORE TRADE

During August, sales at Second District department stores 
improved more than seasonally. A modest daily average gain 
of about 4 per cent from July would have been in line with 
normal seasonal tendencies; but the rise in sales may actually 
have amounted to 9 or 10  per cent, judging by preliminary 
information. As a result, this bank’s adjusted index of District 
sales is expected to be better than 230 per cent of the 19 3 5 -3 9  
average, in contrast to 222 per cent for July. Compared with 
last year, however, there was a drop of 5 to 6 per cent on a 
calendar month basis. Since August this year had one more shop
ping day than last year, the daily average loss in sales from a 
year ago was about 9 per cent.

During the week ended August 27, Second District depart
ment stores registered an actual gain in sales, amounting to
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Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

Indexes o f Departm ent Store Sales and Stocks 
Second Federal R eserve D istrict 
(1935-39 average“ 100 per cen t)

Net sales

Locality

July 1949
fan. through 

July 1949

Stocks on 
hand 

July 31, 1949

Department stores, Second District . . . . - 1 7 -  8 - 1 2

New York C ity..................................... - 1 8 -  9 — 13
Northern New Jersey.............................. - 1 9 -  8 — 10

Newark..................................................... — 21 -  9 — 9
Westchester Countv................................ — 6 +  4 -r 4
Fairfield County................................... — 21 — 9 -  3

Bridgeport............................................... - 2 2 - 1 1 -  4
Lower Hudson River Valley................ - 1 1 — 6 - 1 0

Poughkeepsie.......................................... — 11 -  4 - 1 2
Upper Hudson River Valley................ - 2 1 — 15

Albany...................................................... — 23 -  3 - 2 2
Schenectady............................................ — 17 -  2

Central New York State....................... - 1 5 -  8 - 1 1
Mohawk River Valley................... - 1 9 - 1 0 - 1 4

Utica..................................................... — 19 — 8 — 15
Syracuse................................................... — 13 — 8

Northern New York State.................... — 5 -  7 - 1 9
Southern New York State..................... - 1 9 — 9 - 1 0

Binghamton............................................ — 19 — 8 -  9
Elmira................................................ .. - 1 8 -  9 - 1 6

Western New York State...................... — 14 -  4 - 1 4
Buffalo...................................................... - 1 3 — 1 - 1 6
Niagara F a lls ........................................ - 1 8 — 4 - 2 3
Rochester................................................. - 1 7 -  8 — 8

Apparel stores (chiefly New York C ity). - 2 1 -  8 - 1 1

Item
1948 1949

July M ay June July

Sales (average daily), unadjusted................... 181 230 224 155
Sales (average daily), seasonally adjusted.. 259 239 238 222

Stocks, unadjusted................................................ 216r 227 206 189
Stocks, seasonally adjusted............................... 243r 224 218 213

r Revised.

at least 6 per cent. This was the first year-to-year sales increase 
in 19 weeks. It must be noted, however, that during the corres
ponding week of last year a severe heat wave held customers 
away from the stores. This year, the week’s weather was more 
favorable to business, especially since it had been preceded by 
several weeks of hot weather which had no doubt caused some 
deferment of purchases.

As the accompanying chart shows, changes in sales and stocks 
have continued to be almost parallel. Divergent trends occurred 
only during the shelf-clearing period in mid-1947 prior to the 
exceptional changes in styles. However, the same proportionate 
reduction in stocks as in sales means a greater actual reduction 
in stocks, since stocks are usually equal to 2 to 3 months’ sales.

Departm ent and Apparel Store Sales and Stocks, Second Federal Reserve 
D istrict, Percentage Change from  the Preceding Year

Relative to 1935-39 averages, however, stocks have moved at 
a somewhat lower level than sales. A seasonally adjusted stock 
level at the end of July of 213 per cent of the base period 
average compares with a sales level during that month of 
22 2  per cent.

The usual July expansion in ordering for fall and early 
winter delivery brought outstanding orders of the group of 
large cooperating stores in this District (on July 31) to the 
customary high for the year to date. However, the value of goods 
on order was about one-third less than on July 31 of last year. 
Reflecting the stores’ policy of maintaining commitments as 
short as possible, outstanding orders since the end of October 
1948 have consistently been only 75 per cent or less of the pre
vious year’s dollar volume. Thus, the value of incoming mer
chandise during July 1949 dropped more than 30 per cent below 
last July’s receipts to a 5-year low. Receipts during July were 
no more than 68 per cent of sales, compared with 82 per cent 
last year, and 74 per cent in July 1940.

Indexes o f Business

Index
1948 1949

July M ay June July

Industrial production*, 1935-39 =  100.........
(Board of Governors, Federal Reserve 
System)

186 174 169 162p

Electric power output*, 1935-39 =  100.........
(Federal Reserve Bank of New York)

247 253 256 255p

Ton-miles of railway freight*, 1935-39 =  100
(Federal Reserve Bank of New York)

201 179 169p

Sales of all retail stores*, 1935-39 =  1 0 0 .. ..  
(Department of Commerce)

337 333r 332 328p

Factory employment
United States, 1939 =  100............................. 159r 145 145 144p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................. 122 llOp 108p 105p
(N Y S  Div. of Placement and Unemp. In s .)

Factory payrolls
United States, 1939 =  100............................. 360 329p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................. 284 251p 248p 241p
(N Y S  Div. of Placement and Unemp. In s.)

Personal income*#, 1935-39 =  100.................. 313 310 311p
(.Department of Commerce)

Composite index of wages and salaries*t, 
1939 =  100............................................................ 191 198p
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 =  100................... 174 169 170 169
(.Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York C ity.................................................. 97 107 103 105
Outside New York C ity .............................. . 91 89 86 88

p Preliminary. Revised.* Adjusted for seasonal variation.
# Revised beginning January 1942.
X A monthly release showing the 15 component indexes of hourly and weekly

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.
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NATIONAL SUMMARY OF BUSINESS CONDITIONS
(Summarized by the Board of Governors of the Federal Reserve System, August 30, 1949)

IN D U ST R IA L  production declined further in July but increased 
in the early part of August. Prices of basic commodities 

advanced, while the average of ail wholesale commodity prices 
showed little change. Department store sales declined in July 
and early August. Construction activity continued at a high 
level.

In d u st r ia l  Pr o d u c tio n

The Board’s seasonally adjusted index of industrial produc
tion declined in July to 162 per cent of the 1935-39 average. 
This compares with 169 in June and with 186 in July 1948. 
The July decline reflected in part the effects of plant-wide 
vacations, mainly in nondurable lines, which are not currently 
allowed for in the Board’s index. According to preliminary 
indications, industrial production in August may be close to 
the June rate.

Activity in durable goods industries showed a further sub
stantial decline in July, mainly because of another sharp cut in 
steel output, a further decline in activity in machinery indus
tries, and a reduction in lumber output. In August, steel pro
duction has been scheduled at about 83 per cent of capacity as 
compared with the actual rates of 71 per cent in July and 82 
per cent in June. While refinery output of most nonferrous 
metals was reduced further in July, shipments to fabricators 
advanced. Automobile production in July and during most of 
August has been at an exceptionally high level, exceeding 
earlier record rates reached in 19 2 9 .

Among nondurable goods activity was reduced at cotton 
textile, paper, and paperboard mills during July, but appears to 
have increased in August. Deliveries of rayon to textile mills 
showed a large further gain in July, and petroleum refining 
activity increased slightly.

Minerals output was reduced considerably further in July, 
reflecting substantially curtailed operations at coal mines, and

IN D U S T R IA L  P R O D U C TIO N
PER CENT PHYSICAL VOLUME, SEASONALLY ADJUSTEC, 1935 -  39 *100 PER CENT

Federal Reserve index. M onthly figures; latest figure shown is for July.

smaller volume of output of crude petroleum and metals. In 
the early part of August coal production increased somewhat.

Em p l o y m e n t

Employment in nonagricultural establishments in July was 
slightly below the level of the preceding two months, after 
allowances for the usual seasonal changes, and 1.6 million 
below the high level of July 1948.

C o n s t r u c t io n

Value of construction contracts awarded in July, according 
to the F. W. Dodge Corporation, was the same as in June and 
slightly below the value in July 1948. Further increases in 
awards for public construction from June to July offset declines 
in private building awards. The number of new housing units 
started in July, as estimated by the Bureau of Labor Statistics, 
was 96,000, compared with 100,000 in June and 95,000 in 
July 1948.

D ist r ib u t io n

Value of department store sales declined slightly in July, 
after allowance for usual seasonal changes. The Board’s adjusted 
index is estimated at 280 per cent of the 19 3 5 -3 9  average, as 
compared with 285 in June and 311 in July 1948. Owing in 
part to the effects of exceptionally hot weather, sales during 
the first two weeks of August showed much less than the usual 
seasonal rise, but in the third week sales rose considerably.

Rail shipments of most classes of freight declined further 
in July and continued in August substantially below the levels 
of other recent years. Grain shipments in July, however, were 
the largest on record.

Co m m o d it y  Prices

Prices of basic commodities advanced from the early part of 
July to mid-August. The principal increases over this period 
were for cottonseed oil, cocoa, and numerous industrial ma

E M P L O Y M E N T  IN N O N A G R IC U LTU R A L E S T A B L IS H M E N T S

Bureau o f Labor Statistics* estim ates adjusted for seasonal variation by 
Federal Reserve. P roprietors and dom estic servants are excluded. 

Midm onth figures; latest shown are for July.
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terials including nonferrous metals, steel scrap, and cotton 
cloth. Prices of agricultural products generally declined and 
prices of worsted fabrics and some other finished manufactured 
goods were reduced over this period.

The average level of consumers’ prices decreased 0.6 per 
cent in July as a result mainly of a reduction in food prices 
and further slight declines in apparel and housefurnishings.

A g r icu ltu re

Total crop production, according to the August 1 official 
forecast, is expected to be 5 per cent below last year’s record 
volume but above any earlier year. The wheat harvest was 
indicated to be 12 per cent smaller, mainly because of crop 
deterioration in June and July, while fractionally smaller corn 
and cotton crops were forecast.

Marketings of meat animals in July and August have been 
substantially above the reduced level of last year.

Ba n k  Credit

On August 5 the Board of Governors announced a schedule 
of reductions in member bank reserve requirements extend

W H O L E S A L E  C O M M O D ITY  PRICES

Bureau of Labor S tatistics ’ indexes. W eekly figures; latest 
shown are for week ended A ugust 23.

ing through September 1 which will release a total of approxi
mately 1.8 billion dollars of member bank reserves. During 
the first three weeks of August, banks used a large part of the 
funds released to purchase short-term Government securities 
from the Federal Reserve, continuing a trend noted in July. 
Excess reserves of member banks also increased.

Business loans at member banks in leading cities increased 
slightly in the first half of August. This rise followed a moder
ate decline in July which brought the total contraction in busi
ness loans since the first of the year to nearly 2.7 billion dollars.

Treasury deposits at banks increased substantially in August, 
reflecting large sales of savings notes and additions to weekly 
offerings of Treasury bills. Other deposits, which had increased 
in July, declined somewhat in the first half of August.

Sec u r it y  M a rk ets

Prices of Treasury bonds moved within a narrow range in 
the first three weeks of August. On August 22 the Treasury 
announced the offering of ll/g per cent one-year certificates to 
refund the 2 per cent bonds called for September 15.

Prices of corporate bonds advanced further while prices of 
common stocks fluctuated within a narrow range.

M E M B E R  BANK R E S E R V E S  AND R E L A T E D  STEMS

W ednesday figures; latest shown are for A ugust 24.
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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  OF N E W  Y O R K

V o lu m e  31 O C T O B E R  1 9 4 9  No. 10

MONEY MARKET IN SEPTEMBER
Money market conditions during the past month were in

fluenced principally by Treasury transactions, including sub
stantial net disbursements in the first half of the month and 
large quarterly income tax collections in the latter half. The 
devaluation of the British pound sterling and of numerous 
other foreign currencies was a dramatic development, of course, 
the ultimate consequences of which cannot be foreseen, but it 
apparently had little or no immediate effect upon the money 
market, except to the extent that buying of foreign exchange 
to cover import commitments was stimulated by the British 
announcement. Member bank reserve positions were easy in 
the two weeks ended September 14. During the rest of the 
month, however, the member banks lost substantial amounts 
of reserves as quarterly Federal income tax collections tended 
to swell Treasury balances with the Reserve Banks.

The final step, on September 1 , of the progressive decrease 
in legal reserve requirements, announced by the Board of 
Governors of the Federal Reserve System early in August, pro
vided the member banks with over 250 million dollars of free 
reserves during the week ended September 7. Furthermore, 
the Treasury’s cash disbursements during the week ended Sep
tember 7 exceeded by about 140 million dollars its receipts 
from taxes, sales of securities, and other sources, while the 
"float” ( Federal Reserve funds credited to banks against checks 
still in the process of collection) rose 80 million dollars. These 
additions to bank reserves, and moderate net dollar expendi
tures by foreign countries out of the accounts maintained by 
their central banks with the Reserve Banks, provided the com
mercial banks with a substantial amount of funds. The only 
major loss of reserves to the banks came from the sharp month- 
end and Labor Day expansion of currency in circulation, 
amounting to 200 million dollars.

Member banks were consequently in a position to repay a 
part of their indebtedness to the Reserve Banks or to acquire 
additional earning assets. As a result, Federal Reserve loans 
and discounts declined substantially (415 million dollars), and 
there was also a moderate decline in System holdings of Gov
ernment securities. The volume of Reserve credit thus retired 
absorbed more funds than the banks gained from current 
transactions and reduced reserve requirements, and, to make

up the difference, the banks drew heavily on their excess re
serves, which were reduced 270 million dollars during the 
week, to one billion dollars.

The nationwide gains in "free” reserve funds in the week 
ended September 7 were not uniformly available to all banks. 
New York City banks experienced only a minor net gain be
cause the Treasury’s receipts in New York were considerably 
larger than its disbursements. Nevertheless, the City banks 
retired most of their indebtedness to the Reserve Bank, thus 
sharply reducing their excess reserves, which had been raised, 
by borrowings, to an unusually high level at the beginning of 
the month to make up for preceding deficiencies. Most of the 
decline in member bank borrowings from the Reserve Banks 
in this week, therefore, reflected repayment of the New York 
City banks’ indebtedness. The decline in excess reserves of the 
City banks exceeded that for all member banks, indicating that 
banks outside New York did not invest or otherwise employ 
all the funds made available to them during the week.

The approach of the quarterly tax collection period permitted 
the Treasury to forego calls on its deposits in special depository 
commercial banks after September 7. Consequently, in the 
week ended September 14, the Treasury continued to pay out 
more cash than it received, and with a further sharp expansion 
in Federal Reserve “float,” a substantial return of currency from 
circulation after the Labor Day holiday, and continued mod
erate net expenditures from foreign accounts with the Reserve 
Banks, member bank reserve positions continued easy. A  rise 
in required reserves accompanying a growth in deposits ab-
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sorbed only a portion of the member banks’ increased reserves. 
The banks were again able to acquire additional earning assets 
during this week, and made substantial purchases of Govern
ment securities, a portion of which came out of Federal Reserve 
portfolios. Government security holdings of the System de
clined 163 million dollars. Not all the funds made available 
to the banks were used, however, and excess reserves rose 2 1 0  
million dollars.

Most of the increase in surplus reserve balances occurred 
among the New York City banks, which had the benefit of net 
gains of funds not only from such current transactions as 
affected member bank reserve positions in the aggregate but 
also from a substantial inflow of funds, reflecting easy money 
conditions in other parts of the country. The City banks appar
ently chose to build up their excess reserve balances pending the 
expected substantial drain on reserves during the coming tax 
period, and they added only moderately to their holdings of 
Government securities.

The money market eased noticeably on September 15 when 
the Treasury paid out more than 400 million dollars, mainly 
interest on the public debt supplemented by the cash redemp
tion of the small proportion of called 2 per cent bonds which 
were not exchanged for new certificates of indebtedness. This 
ease was short-lived, and member bank reserve positions tight
ened materially in the last half of the month, particularly in 
the closing statement week, as third-quarter income taxes 
reached the Treasury in large volume. In addition, the banks 
lost moderate amounts of reserve funds from other transactions. 
They consequently had to draw upon their excess reserves, sell 
Government securities, and increase their borrowings.

While funds were available during the week ended Septem
ber 2 1 , however, the banks made considerable purchases of 
Government securities, only a portion of which came from 
Federal Reserve portfolios. They also adjusted their reserves j 
by reducing their surplus balances with the Reserve Banks, 
which fell 610 million dollars. In substantial part, the banks’ 
Government security purchases and the sharp decline in excess 
reserves reflected the operations of the New York City banks. 
Ordinarily the City banks bear a very large part of the drain 
on reserves during tax payment periods, since they lose funds 
not only through heavy local payments of taxes but also through 
large transfers of funds to other parts of the country for tax 
payment purposes. During the week ended September 21, 
however, owing to heavy payments of interest on the public 
debt in the New York market, the City banks gained funds 
from Treasury transactions, and the outflow of funds was 
lighter than usual for a tax period. Since their excess reserves 
were at a high level at the beginning of the week and were 
augmented on the first day of the week by heavy Treasury pay
ments, the New York banks were able to meet the first heavy 
tax collections through reducing their excess reserves. At

the same time they acquired substantial amounts of short-term 
Treasury securities, mainly bills. A substantial part of these 
purchases came from Government security dealers, who were 
able in this way to reduce their borrowings from the New York 
City weekly reporting banks by about 135 million dollars.

A temporary reserve deficiency arose on September 21 at 
the New York City institutions as a result of their Govern
ment security purchases. The deficit had to be corrected in the 
following week, and this, together with further losses through 
an outflow of funds, local tax collections, and other transactions 
placed the reserve positions of the New York City banks under 
considerable pressure in the final week of the month.

Over the month as a whole, the Federal Reserve System 
reduced its loans by 231 million dollars, but its Government 
security holdings rose 328 million dollars. While the System 
made substantial net purchases of bills in the market, chiefly in 
the last week of the month, its holdings o f certificates of in
debtedness declined (after allowance for the exchange of cer
tificates for bonds called on September 15) in response to con
siderable demand for the longer maturities of this type of issue. 
As a consequence of this preference for the longer-dated certifi
cates, rates on successive new Treasury bill issues continued to 
advance gradually, despite the fact that the Treasury suspended 
increases in the supply of new bills after September 8, thus 
holding the month’s increase in the face amount of new issues 
to 200 million dollars. Government bond prices eased early 
in the month, firmed subsequently, and declined again toward 
the end of the month.

M em ber  Ba n k  C redit a n d  t h e  R e d u c t io n  o f  Legal  
R eserve R a t io s

The completion on September 1 of the third of three suc
cessive reductions in member bank legal reserve requirements 
brought the total reduction to an estimated 3.8 billion dollars 
in a period of about four months. Most of the reserves freed 
by the decrease in required reserves ( which actually amounted 
to 3.4 billion dollars between April 27 and September 2 1  
because of a rise in demand deposits) were invested in Gov
ernment securities, a large part of which had to be supplied by 
the Reserve Banks in order to maintain orderly market con
ditions. The same was true of funds made available to the 
banks by other transactions, notably substantial net Treasury 
and foreign disbursements from accounts maintained with the 
Reserve Banks. Sales and cash redemptions reduced System 
holdings of Government securities by 4.1 billion dollars, and 
in addition member banks repaid, net, 12 0  million dollars of 
indebtedness to the Reserve Banks during this period.

However, a considerable volume of funds was made avail
able indirectly for business and other purposes through the 
substantial purchases of Government securities which com
mercial banks made from nonbank investors and the Treasury, 
with resulting increases in bank deposits and the money supply.
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Cumulated Net Changes in Holdings of Government Securities 

by Type of Investor, April 27 to September 21, 1940*

* Data for weekly reporting member banks include changes in holdings o f 
nonmarketable issues which are probably nominal. Figures for all other 
investors relate largely to public marketable issues but are affected slightly 
by the nominal changes in weekly reporting bank holdings of public non- 
marketable securities. Data for the Federal Reserve Banks cover changes in 
public marketable issues only. Latest figures available for weekly reporting 
member banks outside New York City and for all other investors are for 
September 14, 1949.

Thus, the Reserve System was not the sole source of supply of 
Government issues to the market. The weekly reporting mem
ber banks in New York City and 93 other leading cities made 
net purchases of 1.5 and 3.4 billion dollars of Treasury securi
ties, respectively, thus acquiring not only the equivalent in 
amount of the Systems sales and redemptions but also 800 
million dollars of securities from nonreporting banks, nonbank 
investors, and the Treasury. The latter raised about 800 million 
dollars through increasing the face amount o f its weekly bill 
issues during August and part of September. (However, cash 
redemptions of 600 million dollars of maturing or called securi
ties cut the net increase in the marketable Government debt 
to 200 million since the close of April.) Nonreporting mem
ber banks probably made net acquisitions of Government 
securities in this period, inasmuch as their legal reserve 
requirements were also reduced. Sales of nonbank investors 
may therefore have been somewhat larger than indicated by 
the curve for ’ all other investors,” shown in the accompany
ing chart.

Nonbank investors in turn used the proceeds of their sales 
to the banks partly to acquire new corporate security issues, 
thus making bank credit indirectly available to business, and 
partly to purchase large amounts of Treasury Savings notes, 
thus transferring some of the increase in bank deposits to the 
Government. Part of the funds made available to the Treasury 
in this way, and through sales of new bill issues to the banks, 
was likewise made available to business and agriculture as the 
Government spent the funds. A portion of the proceeds of

Savings note sales, however, was permitted to accumulate tem
porarily in the Treasury’s balance in War Loan accounts and 
will be routed to industry as the Treasury makes net with
drawals from these accounts during the next few months.

Ex p a n s io n  o f  Co m m e r c ia l  Lo a n s

During the period of the last series of reductions in legal 
reserve requirements, there was a modest expansion of business 
loans. This increase, however, most likely reflects seasonal 
credit needs. Total commercial, industrial, and agricultural 
loans of the weekly reporting member banks rose 345 million 
dollars between August 3 and September 14, but this was little 
more than 60 per cent of the advance in the corresponding 
weeks of 1948, and followed a decline of 2.8 billion dollars 
between December 2 2 , 1948 and August 3, 1949. Nearly half 
this expansion occurred among the New York City banks, 
which have recently accounted for only about a third of the 
business loans of all weekly reporting banks.

The seasonal upswing in business loans usually gets under
way in July, but was delayed this year until August. The cur
rent increase may reflect in part the recent moderate rise in 
general business activity and some rebuilding of depleted in
ventories. Until early September, the advance in loans of the 
out-of-town banks lagged considerably behind those of the 
New York City institutions. The more marked expansion of 
business loans of the New York City banks appears to reflect 
increased short-term borrowing by sales finance, public utility, 
tobacco, and other large, national companies which normally 
borrow largely in New York.

BANKING DEVELOPMENTS 
IN THE SECOND DISTRICT

In the three-month period ended August 31, representatives 
of the Federal Reserve Bank of New York called on banks in 
49 counties in the Second Federal Reserve District. As a result 
they formed the following impressions of what bankers and 
businessmen in the areas visited were thinking about current 
business conditions, the business outlook, and banking policies 
and developments.

Those interviewed by our representatives were more opti
mistic about the future than they had been a few months 
earlier. Manufacturing activity was still well below the levels 
of a year ago, but numerous plants were reported to be stepping 
up their operations again. Retail trade was still feeling the 
impact of reduced incomes, but established merchants appeared 
to be moving their stocks again at a normal pace, assisted in 
some instances by clearance sales at lower prices. Inventories 
generally appeared to be in line with current sales, although 
shortages had shown up in certain lines, and some merchants 
were beginning to stock up in anticipation of brisker business

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

October 1949



112 MONTHLY REVIEW, OCTOBER 1949

in the fall. One exception in this picture appeared to be the 
farm machinery line, which had still been quite active in the 
spring. Inventories of farm machinery were reported to be 
backing up a bit as dairy farmers felt the pinch of lower milk 
prices and the early summer drought. The latter adversely 
affected early summer crops, but the prospect for fall crops was 
reported to be nearly normal.

In the agricultural areas, seasonal loan peaks were reached 
by banks in June, and some decline had taken place in recent 
weeks as the result of the repayment of farmers* borrowings. 
Elsewhere the loan trend varied, but generally speaking the 
portfolios of ‘ country” banks outside the agricultural areas 
reflected no pronounced changes. Mortgages and consumer 
loans accounted for most of the new credit extended during the 
quarter, while the demand for business loans continued to lag. 
Some bankers commented that many borrowers seeking mort
gage loans seemed to have more money of their own, which 
might be an indication that potential home owners, who had 
been waiting for price declines, were coming into the market. 
Loan delinquencies and requests for adjustments were reported 
to have developed, particularly in the areas where unemploy
ment had been relatively high, but they did not seem to have 
assumed serious proportions anywhere. On the whole, loan 
rates had remained steady. In some of the more competitive 
areas, however, a tendency to shade rates for prime loans was 
reappearing.

Most banks reported very little activity in their investment 
accounts. Funds released by the recent reductions in reserve 
requirements had generally been invested in short-term 
Government securities. Some bankers had shown an increasing 
interest in municipal bonds because of their tax-exemption 
feature, and in railroad equipment obligations because of their 
slightly higher yields.

Deposits of banks in the agricultural areas were moving 
upward, as was to be expected during the mid and late summer 
periods. Elsewhere deposits showed no clear general trend, 
and in most instances any movement up or down had been 
moderate in amount and appeared to reflect chiefly some 
change in the local situation. Demand deposits in the industrial 
and residential communities had shown small but general 
increases in recent weeks. Time deposits of the commercial 
banks for the most part had either remained about the same 
or had shown some slight decline, which was generally ex
plained as resulting from the competition of savings banks or 
savings and loan associations paying higher rates. The trend 
toward a 2 per cent interest rate was continuing among the 
savings banks, but with a few exceptions commercial banks 
did not appear to be giving much consideration to rate 
changes.

Construction activity was reported as varying quite widely. 
In the rural areas new construction had been almost entirely

limited to small individual units built on contract or by the 
owner himself. In the New York commuting area, home con
struction continued at a high level but was confined principally 
to multiple housing units and to homes selling under $10 ,000. 
The market for existing dwellings had fallen off considerably, 
and for the first time in several years rental units were again 
becoming available.

The opinion seemed to be quite widespread that the business 
decline had just about come to an end, at least for the time 
being, and that it had constituted a healthy and needed adjust
ment. Most bankers, however, were still pursuing cautious 
policies pending further clarification of the economic picture.

CONSTRUCTION ACTIVITY IN 1949
The high national level of construction activity during 1949 

has been a major factor in moderating the extent of the recent 
business decline. At a time when activity in most sectors of 
the economy was falling below last year’s levels, construction 
during the first eight months of this year averaged somewhat 
higher than in 1948. For the entire year 1949, the dollar volume 
of construction work is expected to set a new all-time record. 
Since costs and profit margins in the construction industry 
have been declining, the increase in the physical volume of 
construction this year may be even greater than the rise in 
dollar value. The moderate increase in over-all construction 
activity conceals, however, a number of divergent tendencies 
among the several branches of construction and among the 
various geographical areas. Private construction in general has 
declined while publicly financed projects have increased 
sharply. Within the private sector there is less residential and 
industrial building than last year, but more construction by 
utilities and institutions. Also, in certain sections of the 
country the construction industry has made a much better show
ing than in others.

The value of private residential building during the first 
eight months of 1949 was 1 1  per cent less than in the corre
sponding period last year. During the winter and early spring 
there was a lull in housing construction, but in the past four 
months residential building has been picking up markedly, 
and the month-to-month increases in the value of work put in 
place have been greater than seasonal expectations. The same 
tendency toward expansion is apparent in the number of new 
homes started. Between 95,000 and 100,000 new permanent 
nonfarm dwelling units (both private and public) were started 
in each month from May through August; the work of com
pleting these dwellings should prolong the current high 
volume of housing activity through the next few months.

Since the end of the war no consistent seasonal pattern in 
housing "starts” has emerged. In 1948 the number of dwelling 
units started reached its peak in April and May and declined 
steadily during the rest of the year, while in 1947 residential
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building made a slow beginning but increased each month until 
October. This year there has been a tendency for the number 
of 'starts” to level out close to the peak during the summer 
months.

A greater number of the dwelling units started this year 
have been in the lower price brackets, largely because the de
mand for high-priced and even medium-priced homes has 
slackened considerably. The construction of low-priced homes 
has been facilitated by the use of simplified designs, improved 
supplies of materials, and the decline in construction costs. 
The last appears to have been more pronounced in residential 
building than in many other types of construction. The cost 
of frame-type construction, in particular, has been cut by 
marked declines in the prices of lumber and paint. As a result 
of this lower average price per unit, the value of housing work 
done has shown a sharper decline than has the number of 
dwellings started.

Private nonresidential construction activity as a whole has 
been maintained so far this year at about last year’s rate. The 
level of commercial and industrial construction, however, was 
approximately one-fifth lower during the first eight months 
of 1949 than the exceptionally high level prevailing in the 
corresponding 1948 period. Many of the postwar programs 
of plant expansion have been completed, and the increasing 
emphasis on modernization and cost-reducing investment will 
involve greater expenditure for producers’ durable equipment 
than for construction. The public utilities and railroads are 
still increasing their construction programs, although the rate 
of telephone and telegraph construction is tapering off some
what.

Once virtually all the shortages of building materials had 
disappeared and construction costs had started to stabilize or 
to decline, many privately-financed community service projects 
got under way. The greatest relative increase in private con
struction— more than one third— has occurred in the various 
types of community service buildings— churches, hospitals, and 
private educational and recreational facilities.

One of the most significant developments in the construc
tion field has been the marked increase in publicly-financed 
projects during 1949. A large backlog of public construction 
had been accumulated during the war and early postwar years, 
and many public authorities had also acccumulated the funds 
for financing these projects. As construction prices showed 
definite signs of leveling off, ground was broken for many 
Federal, State, and local projects, some of which had been on 
the drawing boards for many years. During the first eight 
months of 1949, public construction activity showed a gain of 
30 per cent over the corresponding period last year, as con
trasted with a decline of 6 per cent in privately-financed con
struction. Public housing activity has nearly doubled this year, 
construction o f schools is up by two thirds, and public hospital

Changes in Construction A ctiv ity  in the United States, 
New  York, and N ew  Jersey

Type of construction

Percentage change 
second quarter of 1948 to second quarter of 1949

United States New York New Jersey

Total................................................ 0 +23 -  1

-  9 +  3 -  5
Residential.............................. - 1 5 +  5 +  3
Nonresidential build ing.. . . -  8 +  7 -  21
Public utility......................... +  7 -  7 +  2

+29 +71 +  18
Nonresidential building. . . . +77 +65 +119
Highway................................. +  9 +69 +  13
Sewer and water................... +21 +66 -  22
Other public*......................... + 28 +85 -  48

* Includes residential, military, conservation and development, and miscellaneous 
public service enterprises.

Source: Joint estimates of the U. S. Department of Commerce and the U. S. 
Bureau of Labor Statistics.

and institutional building is two and one-half times the 1948 
level. Over a billion dollars was spent on highway construction 
in the first eight months of this year, even more than in the 
same period in 1948, when road building had already reached 
considerable proportions.

The impact of publicly-financed construction has been par
ticularly noteworthy in New York State, as indicated in the 
accompanying table. During 1948, New York State accounted 
for 10  per cent of the nation’s public construction, as com
pared with 6l/2  per cent of total private construction. Even 
so, the gains in public construction between 1948 and 1949 
in this State were sharper than those in the rest of the country, 
and by the second quarter of 1949 (the latest period for which 
construction activity data by States are available), New York 
State accounted for fully one eighth of all publicly-financed 
construction activity.

New York leads all other States in the volume of highway 
construction work this year. After the end of the war, the 
State Public Works Department launched an 840 million dollar 
highway program, a key feature of which was a super-express
way extending from near New York City to the Pennsylvania 
border southwest of Buffalo. Material shortages and rising 
prices seriously delayed the program, but by September 1949 
the State had awarded highway and bridge construction con
tracts totaling more than 250 million dollars, in addition to 
those financed by county and local authorities. New York is 
also the leading State in the volume of public contracts awarded 
during 1949 for hospital and institutional facilities, although 
it is third (behind California and Ohio) in school construc
tion. Educational facilities have become an increasingly press
ing problem as children born during the war years reached 
school age; New York City alone has been starting construc
tion of new schools at the rate of one a month in the four years 
since the end of the war.

The phase of public construction activity in which New 
York State is particularly outstanding is public housing. Dur
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ing the first half of 1949, State and local housing authorities in 
New York awarded contracts for more than twice as much 
public housing as all other States combined. The 1 6 ,1 2 1  dwell
ing units started in New York City by State and City housing 
authorities during the first seven months of 1949 accounted 
for nearly three fifths of all residential construction started in 
the City and for more than two fifths of the State total in urban 
areas. A State-financed project involving 1,400 units was 
started in New York City in August, and a number of addi
tional units of public housing are expected to be started before 
the end of the year. Outside New York City, seven State- 
sponsored projects in Mount Vernon, Troy, Schenectady, White 
Plains, Utica, Binghamton, and Port Chester accounted in the 
first seven months of this year for 1,872 dwelling units— more 
than one sixth of the total number of urban housing units 
started outside New York City during the period.

Private residential building in this District has also been 
maintained at a high level. During the second quarter of 1949, 
both New York and New Jersey showed an increase in private 
housing activity over the year before, whereas the country as 
a whole registered a drop of 15 per cent. Data on building 
permits issued indicate that most of the gain for this District 
occurred in unincorporated suburban areas, whereas privately- 
financed housing in both New York City and Upstate New 
York cities showed a decline from the 1948 rate.

Estimated New Construction Activity, United States and 
New York State, First Six Months, 1947-49*

10 UNITED ST A T ES
10

1947 1948 1949

* Value of construction work put in place (cost of materials installed plus 
expenditures for labor and overhead).

Source: Joint estimates of the U. S. Department of Commerce and the 
U. S. Bureau of Labor Statistics.

Particularly noteworthy is the greater volume of multi
family dwellings being built, both in this area and in the 
nation. Construction of rental units has been stimulated in 
part by liberalized mortgage insurance provisions. The number 
of privately-financed apartment units started in New York 
City during the first seven months of 1949 rose one third over 
the corresponding 1948 period, while the number of single- 
family and two-family homes started dropped by nearly 
one half.

As in other parts of the country, the volume of housing be
ing built in the lower price brackets has been increasing. 
Builders in some portions of the metropolitan area claim that 
high land costs and local building codes keep them from pro
ducing homes selling for less than $10 ,000, but in other locali
ties large numbers of such homes are being erected. Construc
tion costs in the metropolitan New York and New Jersey area 
have declined 8 per cent between September 1948 and Sep
tember 1949, with the bulk of the decline coming in the first 
half of the period, according to estimates of the Dow Service. 
Not only are building material prices lower, but output per 
worker has risen through improved work scheduling, greater 
availability of skilled labor, and the end of delays caused by 
material shortages. In addition, there has probably been an 
increase in the quality of workmanship and materials used.

The improved cost structure and the adequate supply of 
mortgage credit available here are factors favorable to con
tinued large-scale activity in the construction of low-priced 
homes and apartments with moderate rentals, for which an 
extensive demand still exists. Public housing will be still fur
ther stimulated by the Housing Act of 1949. New York City 
alone is reported to have plans for 20,300 new dwelling units 
to be built during the next two years under the provisions of 
this Act, and other cities in this District have applied for low- 
rent housing projects totaling more than 18,000 units. In the 
case of higher-priced homes, however, the large volume of 
residential building in this area in recent years has relieved 
much of the pressure on the market and has sharply reduced the 
demand for homes selling for more than $20,000. Very little 
speculative building is going on in this price bracket, or even 
in the medium-price range. Completed dwellings in this cate
gory have been moving slowly, with occasional price conces
sions reported necessary in order to sell them.

THE DOLLAR PROBLEM OF 
THE STERLING AREA

The drain on the gold and dollar reserves of the United 
Kingdom that developed during the second quarter of this year 
signalized a dangerous setback not only to the British recovery 
effort but also to the entire European Recovery Program in 
which the United Kingdom plays so prominent a role. As an
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immediate consequence, the United Kingdom reluctantly de
cided to slash by 25 per cent its imports of goods payable in 
dollars. Even as a short-run emergency measure, this severe 
restriction of imports from the dollar area represented a dam
aging blow to the British economy. But a more alarming aspect 
of the dollar drain and the emergency import cuts was that these 
adverse developments should have appeared at a time when 
British industrial production had risen to 133 per cent of pre
war levels, total export volume had attained a level 50 per cent 
higher than in 19 3 8 ,1 and total imports had already been drasti
cally cut to 85 per cent of their prewar volume.2 Perhaps even 
more ominous, the severe drain on the British reserves during 
the second quarter coincided with the receipt of ECA dollar 
assistance at an annual rate of 1,360 million dollars, close to 
the highest rate recorded in any quarter since inauguration of 
the European Recovery Program.

Beyond the immediate crisis loomed the danger that, in the 
absence of fundamental correctives, the 25 per cent cut in 
dollar imports by the United Kingdom would be succeeded 
only by a series of even more drastic limitations upon dollar 
imports as the flow of Marshall aid dollars gradually tapered off. 
If it were thus impelled by lack of dollar exchange to pro
gressively curtail its dollar imports, the United Kingdom would 
have had no alternative but to resort to the slow and costly 
process of seeking sources of import supply within the sterling 
area, and in other areas with which discriminatory trading 
arrangements could be negotiated. Thus the dismal prospect 
would have been that of a steadily deepening cleavage of inter
national commerce into dollar and sterling trading blocs, in
volving a progressive closure of both British and other foreign 
markets to United States exports and undoubtedly some deteri
oration of the standard of life in the United Kingdom and other 
nations of the sterling bloc.

The economic crisis that overtook the United Kingdom in 
the second quarter of the year, therefore, transcended the com
paratively narrow limits of an internal British problem, and 
justifiably aroused anxiety throughout the world. With the 
swift deterioration of the British reserve position, the central 
issue which came to the forefront of international economic 
affairs was whether British trade equilibrium was to be achieved 
by means of an expansion of dollar earnings in a multilaterally 
trading world or by a curtailment of dollar expenditures and a 
resultant degeneration of international commerce into a stifling 
network of bilateral agreements.

It was of course not to be thought that both the short and 
the long-term problems of dollar balance in the United King
dom’s trade accounts could have been adequately solved, even

1 Measured in sterling value terms, exports had risen to a level 279 
per cent above that of 1938.

2 In value terms, imports have been running 144 per cent above 
the prewar level.

with the utmost British effort and the best of international co
operation, during the few short months that have elapsed since 
the onset of the British crisis. Nevertheless, the discussions of 
the British economic problem undertaken by the Common
wealth finance ministers, the Council of the Organization for 
European Economic Cooperation, and more recently the United 
States, British, and Canadian delegates to the Washington con
ference have achieved encouraging progress. Quite aside from 
the concrete accomplishments of the several conferences, it is 
significant that there has been general agreement upon the 
basic objective of a progressive advance towards unrestricted 
multilateral trade. Thus, the British devaluation decision, taken 
prior to the Washington meeting (but announced subse
quently), reflects the determination of the British Government 
to seek a solution to its trading problems in the competitive 
arena of multilateral trade instead of permanently sheltering 
an overvalued pound behind the protective barriers of bilat
eralism. For their part, the United States and Canada have 
undertaken to reexamine existing barriers to the entry of ster
ling area products with a view to the reduction of these barriers 
wherever possible. Simultaneously, however, there has been a 
general recognition of the imperative necessity of temporary 
deviations from the multilateral objective, such as the 25 per 
cent cut in dollar imports by the Commonwealth countries, in 
order to cope with the present emergency.

A useful starting point from which to appraise the dollar 
problem of the sterling area is the geographical pattern of the 
gold and dollar deficit of the area— a deficit that was running 
at an annual rate of roughly 1,900 million dollars during the 
first six months of 1949- Contrary to the common impression, 
this deficit was not incurred primarily on British account with 
the United States but rather was broadly distributed among 
a number of countries, both in the dollar area and elsewhere, 
that demanded settlement in gold and dollars, not only for 
deficits incurred by the United Kingdom but also for those of 
the overseas sterling area. British official estimates suggest 
that the gold and dollar deficit of the United Kingdom and 
overseas sterling area during the first six months of 1949 was 
roughly distributed as shown in the accompanying table.

Estim ated N et Gold and Dollar Deficit of the Sterling Area, 1949  
(In millions of dollars)

First six 
months

Annual rate 
based on 

first six 
months

On United Kingdom account with dollar area................. 640 1,280

On overseas sterling area account with dollar area......... 148 296

On entire sterling area account with nondollar countries. 168 336

956 1,912

Source: Parliamentary Debate (Hansard), House of Commons, July 14, 1949 
columns 803-4.
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Of the total deficit of the United Kingdom with the West
ern Hemisphere, the payments gap with the United States 
was initially expected by the British financial authorities to 
approximate an annual rate of 400-500 million dollars during 
the first six months of 1949. In view of the sharp decline in 
British exports to the United States in the second quarter of 
this year, however, the annual rate of deficit may actually 
have approached 600-700 million dollars, or about 30-35 per 
cent of the total gold and dollar deficit of the combined 
British and overseas sterling area during the first half of 1949. 
The residual deficit of the United Kingdom with Canada and 
other Western Hemisphere countries seems to have been at 
roughly the same annual rate as that incurred on United States 
trading account. The Western Hemisphere deficit of the 
overseas sterling area, for which the United Kingdom assumes 
responsibility, approached an annual rate of 300 million dollars 
during the first half of 1949, accounting for nearly 16  per 
cent of the total deficit of the entire sterling area. An even 
more severe drain upon British gold and dollar assets appeared 
in the form of a deficit of 336 million dollars (annual rate) 
incurred by the sterling area as a whole with Belgium, the 
German Bizone, Switzerland, Iran, and other countries that 
demand conversion into gold and dollars of their sterling 
acquisitions above certain agreed levels.

Appraised in the light of this distribution of the sterling 
area’s dollar deficit, the decisions taken by the recent interna
tional conferences dealing direcdy or indirectly with the British 
economic problem assume a considerably greater significance. 
Considering first the deficit of the sterling area with Belgium 
and other nondollar countries, it should be noted that the 
Intra-European Payments Plan for 1949-50 will provide the 
United Kingdom with drawing rights and long-term credits of 
102 million dollars to finance its expected deficit with Belgium. 
This represents an increase of 72 million dollars over British 
drawing rights upon Belgium in 1948-49, when the United 
Kingdom had to transfer to Belgium 76.5 million dollars in 
settlement of its Belgian franc deficit. British dollar losses to 
Western Germany should decline during the coming year as a 
result of recent agreements reducing Britain’s dollar liabilities 
for support of Western Germany and providing for more 
liberal financing of the trade between the two countries. More 
significant from a longer-run point of view, it may be hoped 
that the recent devaluation of sterling in terms of the currencies 
of Belgium, Switzerland, Western Germany, and Iran will 
stimulate an expansion of British exports to those countries, 
with resultant relief from the serious deficits and dollar drains 
hitherto experienced. While it is of course impossible to esti
mate with any precision the beneficial effects of all these de
velopments upon the British position, there would seem to be 
a reasonable prospect that the British dollar deficit with the

nondollar countries may be substantially narrowed in the course 
of the coming year.

With respect to the deficit of the overseas sterling area with 
the Western Hemisphere, which rose to an estimated annual 
rate of nearly 300 million dollars during the first half of 1949, 
the July agreement of the Commonwealth finance ministers 
(excepting the Canadian minister) to cut the dollar imports 
of their countries by 25 per cent will, if put into effect, sub
stantially narrow and possibly entirely close the dollar deficit of 
the overseas sterling area. During 1948, the imports of the 
overseas sterling area from the United States and Canada 
amounted to almost 1,600 million dollars. The recent loan of 
34 million dollars by the International Bank to India may also 
help to reduce the total of drafts by the overseas sterling area 
on British dollar reserves during the coming year. In this con
nection, it should also be noted that the communique issued 
at the close of the recent Anglo-American-Canadian financial 
discussions recognized the desirability of achieving a more 
vigorous flow of private as well as public investment from 
North America to the undeveloped countries, and requested 
the Presidents Committee for Financing Foreign Trade to ex
plore possible lines of action, with particular reference to the 
problem of incentives. The success of such efforts as may be 
undertaken to stimulate private investments of this sort could 
be a more fundamental and more satisfactory remedy for the 
disequilibrium in the overseas sterling area’s balance of pay
ments than enforced cuts in the area’s dollar purchases.

A basic problem is that of further expanding the dollar 
earnings of the non-British sterling area, which amounted in 
1948 to 1,096 million dollars as against the 289 million dollars 
earned by British exports to the United States. As was fre
quently suggested prior to the recent currency devaluations, 
there is considerable danger that price concessions on the 
primary commodities normally exported by the sterling area 
will not result in appreciable increases in the dollar value of 
the area’s exports, owing to the relative insensitivity of demand 
to price cuts. Some encouragement to the recovery and growth 
of sterling area exports has been afforded, however, by the 
United States’ agreement at the Washington conference to 
permit freer competition of natural with synthetic rubber in 
the American market and to review this country’s program of 
stockpiling rubber and tin. Somewhat more specific stockpiling 
commitments were agreed to by Canada.

In general, the United Kingdom appears to have materially 
improved its chances of checking for the time being the dollar 
drain arising from the deficit of the overseas sterling area with 
the Western Hemisphere and the deficit of the sterling area as 
a whole with Belgium, Iran, and certain other nondollar coun
tries. But the hard core of the British dollar problem is the 
deficit of the United Kingdom with the United States, Canada, 
and other Western Hemisphere countries, which was running
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during the first six months of 1949 at an estimated annual rate 
of nearly 1,300 million dollars.

Over the short run, the Western Hemisphere deficit of the 
United Kingdom should be substantially reduced by the 25 
per cent import cuts announced in July by Sir Stafford Cripps. 
This restrictive action, coupled with the ECA 1949-50 alloca
tion, should go far toward checking the loss of gold and dollar 
reserves in settlement of the British deficit with the Western 
Hemisphere. The dollar savings resulting from the scheduled 
cuts may amount to as much as 400 million dollars, while the 
OEEC has recently recommended an ECA allocation to the 
United Kingdom of 962 million during 1949-50. This alloca
tion, together with those recommended for the other partici
pants, will be subject, it is true, to some reduction in order to 
establish the reserve fund of 150 million dollars requested 
by ECA, but this downward adjustment should not seriously 
impair the British allocation. Neither does it seem likely that 
the United Kingdom will suffer serious losses of conditional 
aid as a result of the increased transferability of "drawing 
rights” provided for in the Intra-European Payments Plan for 
1949-50.

It would thus appear that th,e United Kingdom has a favor
able opportunity for stemming the dollar drain upon its gold 
and dollar reserves. In the longer run, however, much will de
pend upon the success of British efforts to resist increases in 
production costs and to raise industrial productivity, in order 
to consolidate the competitive advantage gained for British ex
porters through the recent devaluation. As Sir Stafford Cripps 
has so vigorously asserted, increases of money wage rates to 
British labor at this juncture would threaten to vitiate all of the 
progress that has been so laboriously achieved during recent 
months.

DEPARTMENT STORE TRADE

Sales at Second District department stores, stimulated early 
in the month by "back to school buying” of greater propor
tions than anticipated, rose in September more than seasonally, 
for the second successive month. During the week ended 
September 10, the dollar volume of Second District sales 
even showed a small gain over the corresponding week a year 
ago, reflecting heavy sales in New York City and Newark, but 
volume subsequently fell below last year s. For the month 
as a whole, according to a preliminary estimate, sales showed 
a reduction of close to 6 per cent, or about the same as the 
average year-to-year reduction for the preceding eight months
of 1949.

R e c e n t  In v e n t o r y  P o l ic y

As on past occasions when business had fallen off, the cur
rent lag in sales has been accompanied by a relatively sharper

Stock-Sales R atios*
Second D istrict Departm ent Stores

Month
1935-39
average

1948 1949

2.6 2 .5 2.4
3.6 3.2 3.4
3.7 3 .4 3.1

Three-month average.. . . 3 .2 3.0 2 .9

* End-of-month stocks divided by total sales during month.

drop in stocks. While during the eight-month period January- 
August 1949, dollar sales were running about 7 per cent below 
last year’s volume, the drop in the retail value of stocks from 
the end of August 1948 to the same date this year was 16 per 
cent. There was some increase in inventory during August 
in preparation for the fall season, but it was of less than normal 
proportions; as a result, the seasonally adjusted index of stocks 
(at retail valuation) fell to the lowest level in close to three 
years.

The accompanying table shows the extent to which the stores 
have pursued an inventory curtailment policy since last winter. 
The August stock-sales ratio has been lower than this years 
ratio of 3.1 only once since 1919, namely in 1946. (The 
corresponding ratio for 1935-39 was 3.7.) When the 1946 
exception occurred, sales were growing so rapidly that stores 
found it difficult to keep inventories in adequate balance, in

Estimated Receipts of Incoming Merchandise and Sales of 
Second District Department Stores*

* Sales, but not receipts, are seasonally adjusted.
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spite of a greatly extended forward buying position. Indeed, 
the stock-sales ratio was very low throughout most of 19 4 6 , 
reflecting in the main the inability of the stores to maintain 
the flow of incoming merchandise at the level of consumer 
purchases.

The very low ratio of stocks to sales for this past August 
may be traced to quite different causes. Beginning last Novem
ber, the stores reduced sharply the amount of new orders and 
cut outstanding orders severely. Hence, not only were receipts 
of merchandise in 1949 smaller than during the corresponding 
months of 1948, as the accompanying chart shows, but they 
were deliberately cut below the current rate of sales. The drop 
in receipts between Easter and midsummer was sharper than 
usual for that period in the year. During July, at the trough 
of the seasonal decline, receipts amounted to less than 70 per 
cent of the estimated dollar amount for July 1948. The gap 
between sales and merchandise receipts was bridged through 
a reduction of inventories.

Towards the end of August and during September there 
were signs that retailers, in order to replenish the reduced 
inventories, had reversed their inventory policy. Without any 
great change in consumer demand other than the seasonal 
pick-up, the stores reentered the market vigorously, particu
larly for women’s apparel and accessories. The dollar volume 
of new orders placed during August as a whole showed a 
greater than seasonal rise, and came to within 4 per cent or 
so of last year’s volume, following cuts of 20  to 25 per cent 
in immediately preceding months. Reports generally charac
terize the aggressive buying by the stores during the past 5 or
6 weeks as a belated response to seasonal needs, stemming 
partly from too extensive preseason dependence on reorders. 
The District’s garment trades were, therefore, stimulated into 
a particularly sharp seasonal burst of activity. Since manu
facturers had been no less reluctant to carry inventory than 
the stores, spot shortages of particularly desirable fabrics de
veloped, and in a few instances prices turned upwards.

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1 9 3 5 -3 9  a v e r a g e s  100 per cent)

1948 1949

Item
August June July August

Sales (average daily), unadjusted. . . . . . . . . 188r 224 155 171
Sales (average daily), seasonally adjusted. 257r 238 222 234

Stocks, unadjusted........................................... 243r 206 189 204
Stocks seasonally adjusted............................ 243r 218 213 204

r Revised.

Department' and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

Net sales

Stocks on 
hand 

Aug. 31, 1949August 1949
Jan. through 
August 1949

Department stores, Second District.. . . — 5 -  7 - 1 6
New York C ity................................. -  6 -  9 - 1 7
Northern New Jersey............................ — 5 -  8 - 1 5

Newark................................................. -  6 -  9 - 1 4
Westchester County................................ +  10 +  5 -  4
Fairfield County........................................ -  4 -  9 - 2 0

Bridgeport............................................... -  4 - 1 0 -2 1
Lower Hudson River Valley................ -  3 -  6 - 1 3

Poughkeepsie.......................................... -  3 -  4 - 1 4
Upper Hudson River Valley................ — 5 -  3 - 1 8

-1 0 -  4 - 2 5
-  2 — 2 - 1 2

Central New York State....................... -  6 -  8 - 1 1
Mohawk River Valley........................ - 1 0 - 1 0 - 1 4

- 1 1 -  9 - 1 0
-  4 — 7 -  9

Northern New York State.................... +  2 -  6 - 2 4
Southern New York State..................... -  9 -  9 - 1 5

Binghamton............................................ -  8 -  8 - 1 6
-  9 -  9 - 1 9

Western New York State...................... — 5 -  4 - 1 3
-  4 -  1 - 1 2

Niagara Falls.......................................... -  8 -  4 - 1 5
Rochester................................................. -  8 -  8 - 1 3

Apparel stores (chiefly New York C ity ). -  8 -  8 - 1 5

Indexes of Business

1948 1949

Index
August June July August

Industrial production*, 1935-39 = 100........ 191 169 162 170 p
(Board of Governors, Federal Reserve 
System)

Electric power output*, 1935-39 =  100........ 253 256 255 258p
(Federal Reserve Bank of Nerd) York) 

Ton-miles of railway freight*, 1935-39 =  100 209 169 161p
(Federal Reserve Bank of New York)

Sales of all retail stores*, 1935-39 = 100........ 338 332 328 329p
(Department of Commerce)

Factory employment
United States#, 1939 = 100........................ 156 138 137 141p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 126 108p 106p 112p
(NYS Div. o f Placement and Unemp. Ins.) 

Factory payrolls
United States# , 1939 =  100 ....................... 360 316 313-p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 297 248p 247p 264p
(NYS Div. of Placement and Unemp. Ins.) 

Personal income*t» 1935-39 =  100................ 314 310 306p
(Department of Commerce)

Composite index of wages and salaries*t,
193 198p 199p

(Federal Reserve Bank of New York)
Consumers’ prices, 1935-39 =  100.................

(Bureau of Labor Statistics)
Velocity of demand deposits*, 1935-39 =  100 

(Federal Reserve Bank of New York)
New York C ity..............................................

175 170 169 169

103 103 105 110
Outside New York C ity .............................. 96 86 88 89

* Adjusted for seasonal variation. p Preliminary.
# Revised beginning January 1941. f  Revised beginning January 1942.
f  A monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.
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NATIONAL SUMMARY OF BUSINESS CONDITIONS
(Summarized by the Board of Governors of the Federal Reserve System, September 30, 1949)

I
NDUSTRIAL production and employment increased in August 

and early September. Construction activity was maintained 
at advanced levels. Wholesale commodity prices rose slightly 
from mid-August to mid-September but subsequently declined. 
Department store sales increased somewhat after mid-August.

In d u s t r ia l  Pr o d u c t io n

The Board’s seasonally adjusted index of industrial produc
tion advanced in August to 170 per cent of the 1935-39 aver
age, which was slightly above the June rate. According to 
present indications the index may show a small further rise 
in September despite a work stoppage at coal mines after the 
middle of the month.

Production of durable goods rose 5 per cent in August, 
mainly because of substantial gains in activity in the iron and 
steel, nonferrous metals, and lumber industries. Steel output 
in August was at a rate of 82 per cent of capacity, the same 
as in June, as compared with 71 per cent in July. In Septem
ber steel production has been scheduled at about 85 per cent 
of capacity. Assembly of passenger automobiles continued at 
record rates in August and early September, while truck assem
blies declined, partly as a result of work stoppages at plants of 
a leading producer. Over-all activity in the machinery indus
tries was maintained at the July level in August, as increased 
output of refrigerators and other consumers’ electrical appli
ances offset further declines in industries making producers’ 
equipment.

Nondurable goods production advanced in August to the 
highest level since March. There were large increases in out
put of cotton and rayon textiles, shoes, paper, paperboard, and

tobacco products. Production of meat, seasonally adjusted, was 
maintained in August and early September and was at a level 
substantially above that of a year ago. Output of most other 
nondurable goods showed little change in August.

Minerals output increased in August, reflecting mainly a 
somewhat larger volume of coal production. Coal output in 
August, however, was one-third below a year ago. Crude 
petroleum production showed little change in August and 
advanced 2 per cent in early September. Iron ore production 
declined more than seasonally in August and early September.

E m p l o y m e n t

Employment in nonagricultural establishments showed some
what more than the usual seasonal rise in August. Gains were 
mainly in manufacturing and State and local government em
ployment. The number of persons unemployed declined from 
4.1 million in early July to 3.7 million in early August.

C o n s t r u c t i o n

Value of construction contract awards in August, according 
to the F. W. Dodge Corporation, declined slightly from the 
high July level, but early reports indicate that awards in Sep
tember regained the July level. The August decrease reflected 
substantial declines for most types of nonresidential construc
tion, which more than offset a 15 per cent increase in resi
dential contracts. The number of new housing units started in 
August, as estimated by the Bureau of Labor Statistics, totaled 
98,000 compared with 96,000 in July and 87,000 in August
1948.

WHOLESALE COMMODITY PRICES

Federal Reserve indexes. Monthly figures; latest shown are for August.
Bureau of Labor Statistics' indexes. W eekly figures; latest shown are for 

week ended September 20.
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D is t r ib u t io n

Value of department store sales increased somewhat more than 
seasonally in August and the first half of September. The 
Board’s adjusted index for August is estimated at 282 per cent 
of the 1935-39 average, compared with 279 in July and an 
average of 286 for the first eight months of the year. Sales 
of major household appliances have increased in recent months 
and have not been as far below year ago levels as they were 
earlier.

Railroad freight shipments in August and early September 
were above the July level, reflecting mainly gains in coal and 
numerous manufactured goods, but they subsequently declined 
again as a result of sharply curtailed coal shipments. Total 
carloadings in August were 19 per cent below the same period 
a year ago.

C o m m o d i t y  Pr ic e s

The general wholesale price index advanced somewhat from 
mid-August to the middle of September but subsequently 
declined again. These changes reflected to a large extent fluc
tuations in livestock and meat prices. Following devaluation 
of British and many other foreign currencies, generally by 
about 30 per cent, dollar prices of tin, rubber, and some other 
imported materials declined from 5 to 8 per cent. Prices of 
most nonferrous metals, following moderate advances in July,

MEMBER BANKS IN LEADING CITIES

Wednesday figures; latest shown are for September 14.

showed little change during August and most of September. 
Prices of steel scrap and of cotton and rayon cloth continued 
to increase.

B a n k  C r e d it

Business loans at banks in leading cities increased moder
ately during August and the first three weeks of September. 
Portfolios of municipal and corporate securities also were 
expanded somewhat. Holdings of Government securities in
creased over 2 billion dollars, reflecting in large part the use 
of the funds released by the reductions in reserve requirements 
in August and early September to acquire additional bills 
offered by the Treasury and to purchase short-term Govern
ment securities from the Federal Reserve Banks.

A reduction in Treasury balances at the Reserve Banks early 
in September supplied reserve funds to member banks. In the 
third week of the month Treasury balances were rebuilt 
through quarterly income tax receipts, and excess reserves of 
banks were reduced sharply.

Se c u r it y  M a r k e t s

Prices of Government and high-grade corporate bonds 
showed relatively little change in the first three weeks of Sep
tember. After rising in the second week of September to the 
highest level in nearly a year, common stock prices moved 
irregularly.

SECURITY MARKETS

1942 1943 1944 1945 1946 1947 1948 1949

Common stock prices, Standard & P oor’s Corporation; corporate bond 
yields, M oody’s Investors Service; U. S. Government bond yields, U. S. 
Treasury Department. W eekly figures; latest shown are for week ended 
September 24.
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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  OF N E W  Y O R K

V o lu m e  31 N O V E M B E R  1 9 4 9  No. 11

MONEY MARKET IN OCTOBER

Money market conditions were easy during a large part of 
the past month. Treasury transactions again were the dominat
ing influence, as Government cash disbursements in excess of 
receipts from all sources provided the market with about 800 
million dollars in the four weeks ended October 26. A net 
increase in Federal Reserve "float” during this period added 
about 50 million dollars to member bank reserves. Transac
tions for foreign official accounts absorbed 115 million dollars 
of reserves, and deposit growth increased the required reserves 
of member banks by about 180 million, but currency circula
tion showed little net change. Member banks were thus in a 
position to reduce their indebtedness and to add to their short
term investments. As a result, Reserve Bank loans and dis
counts declined about 180 million dollars, and Government 
security holdings of the Federal Reserve System fell about 450 
million dollars.

During the first two weeks of October, funds were not so 
freely available in New York as in other parts of the country. 
The margin of Treasury disbursements over receipts was 
smaller in New York than for the country as a whole because 
of relatively large withdrawals from Treasury deposit accounts 
in the New York City banks. In addition, during the week 
ended October 12, banks in other parts of the country with
drew some of their funds on deposit with their New York City 
correspondents in order to purchase Government securities, 
thus causing some drain on the reserves of the local banks. 
During the week ended October 19, however, reserve posi
tions of the New York City banks turned noticeably easier, 
chiefly as a result of a heavy inflow of funds for investment 
in Treasury bills and other securities, which enabled Govern
ment security brokers and dealers to repay almost 200 million 
dollars of their borrowings from New York City banks. In 
fact, in the three weeks ended October 19, dealers reduced 
their indebtedness to the weekly reporting member banks in 
the City by almost 455 million dollars (to 480 million) and 
liquidated substantial amounts of their Government security 
holdings. It was not until the third week of this period, when 
the securities were paid for with funds transferred from other

parts of the country, that the City banks gained reserves from 
the repayment of their loans to dealers. Excess reserves of the 
City banks rose over 200 million dollars during that week.

In the last statement week of the month (ended October 26) 
member bank excess reserves, both in New York and in other 
parts of the country, were reduced substantially, largely through 
investment operations. On the first day of the week, October 
20, the banks, particularly the New York City banks, which 
used their large carry-over of excess reserves from the pre
ceding week, made heavy purchases of the new issue of Treas
ury bills. These purchases resulted in a substantial reduction in 
the Federal Reserve System’s holdings of Treasury bills, thus 
absorbing a large amount of reserve funds. The banks experi
enced further moderate losses of funds later in the week 
through an excess of Treasury receipts (including 400 million 
dollars of funds withdrawn from Government deposits in com
mercial banks) over Treasury disbursements, and through the 
usual end-of-month contraction of Federal Reserve "float”. 
Member banks allowed their excess reserves to fall 330 million 
dollars to 810 million.

Throughout the month, the member banks lost reserves as 
a result of the accumulation of funds in the deposit accounts 
of foreign central banks with the Reserve Banks. The increase 
in such deposits was not large, but it occurred in spite of a 
small decrease in the monetary gold stock, which would nor
mally result in a reduction of foreign deposits with the Reserve
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System. The gain in these official foreign deposits probably 
reflected in part the demand for foreign currencies which fol
lowed the devaluation of the pound sterling and of numerous 
otner currencies.

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

The seasonal upswing in commercial, industrial, and agri
cultural loans at the weekly reporting member banks lost 
momentum during October, reflecting perhaps the cumulative 
effects of the coal and steel strikes on other industries. The 
average weekly increase in business loans during the first three 
weeks of the past month was less than 90 million dollars, as 
compared with 105 million a week in September. From the 
low point on August 3, the loans of these banks to business 
and agriculture rose 820 million dollars; in the corresponding 
weeks of the previous year, the advance amounted to about 
745 million dollars. The net increase since the end of June, 
however, has been smaller this year than last— less than 500 
million dollars compared with more than 1 billion dollars.

Thus far the upswing in business loans has offset only part 
of the decline of the first seven months of the year. The data 
for the weekly reporting member banks show that on October 
19  "commercial” loans were still 1.9  billion dollars below the 
total at the end of 1948. However, total loans of all types on 
the same date fell only 1.7  billion short of the peak reached 
at the end of 1948, reflecting an expansion of real estate loans 
(4 per cent), of loans on securities other than Government 
issues (2 0  per cent), and of all other loans, largely consumer 
loans (7 per cent). Loans on Government securities fell 
sharply during this period (by 370 million, or 34 per cent), 
reflecting principally liquidation during the first three weeks 
of October of bank indebtedness by Government security deal
ers. The expansion of loans on securities other than Govern
ment obligations reflects principally increased borrowings of 
security brokers on listed stocks. The demand for such loans 
has possibly been stimulated by the lowering in March of 
margin requirements on corporate securities listed on national 
security exchanges, to 50 per cent of market values.

Although the loan portfolio of the weekly reporting mem
ber banks as of October 19 was almost 7 per cent below the 
1948  year-end level, monthly figures for all other banks show 
that their total loans have been consistently above the Decem
ber 1948  total in most of the months of this year through 
September (latest month for which figures are available). 
Toward the close of the latter month, total loans of the institu
tions not reporting weekly were about 600 million dollars 
higher than at the end of 1948 while total loans of the weekly 
reporting banks were 1.5 billion less. Thus, the nonreporting 
banks have presumably suffered no contraction at all in their 
income from loans. Judging from figures taken from call 
reports, showing changes in types of loans in the first six 
months of 1949, the better record of the nonreporting banks

Treasury Cash Expenditures and General Fund Balance *

BILLION S B ILLIO N S
OF DOLL AftS OF DOL L ARS

* Expenditures are monthly totals; the figures for the General Fund balance 
are end-of-month.

Source: U. S. Treasury. September and October 1949 estimated by Federal 
Reserve Bank of New York.

may be attributed not only to the fact that the business loans 
of these institutions (which comprise mainly the smaller 
country banks) account for a much smaller proportion of the 
total loan portfolio than in the case of the larger city banks, 
but also to the circumstance that their business loans declined 
less than those of the larger city banks. In addition, their real 
estate and all other loans rose.

Perhaps because of the continued expansion of their loans, 
the nonreporting banks added only moderately to their hold
ings of Government securities in the first nine months of the 
year. The weekly reporting member banks, on the other hand, 
made heavy net purchases of Government securities in the first 
nine months of the year (4.0 billion dollars), thus investing 
funds released by the reduction of business loans as well as the 
reserves freed by the lowering of legal reserve requirements.

T r e a s u r y  C a s h  P o s it io n  

During recent months the Treasury has attained a very com
fortable cash position despite the fact that cash operating outgo 
has been in excess of cash receipts. In the third quarter of this 
year the General Fund balance rose approximately 2.2 billion 
dollars to 5.7 billion on September 30, although Treasury dis
bursements on a cash basis during the quarter were 400 million 
dollars larger than income. At the end of September, the Gen
eral Fund balance was the highest since the period of heavy 
tax receipts in March 1949. The Treasury raised only 500 mil
lion dollars (net) through offerings of marketable securities
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(an increase of 800 million in Treasury bills being partly 
offset by redemptions of other securities), and most of the 
increase in the General Fund balance came from net sales of 
nonmarketable issues, principally Savings notes.

Attracted by the higher rate of interest paid on the new 
series of Savings notes, when held to maturity, investors have 
increased their purchases substantially since April of this year, 
and in the third quarter net sales after redemptions brought 2 
billion dollars into the Treasury. Net sales reached a peak in 
August. Although dropping considerably in September and 
October, they remained higher than in the early months of 
the year.

The excess of Treasury cash expenditures over receipts 
widened during October, as current revenues fell seasonally. 
The balance in the General Fund consequently decreased con
siderably, but the Treasury’s cash position still remained ade
quate to cover current disbursements, including voluntary cash 
redemptions of Treasury issues, and leave an adequate amount 
for requirements during the next few months. Should the 
Treasury's needs for funds in the remainder of the fiscal year 
(ending June 30, 1950) roughly approximate present expecta
tions, it appears that the funds which the Treasury will obtain 
from current revenues and from further (net) sales of Savings 
notes and bonds, together with the accumulated General Fund 
balance, will be sufficient to meet needs through the first 
quarter of 19 5 0 , including payment of that part of a projected 
cash dividend of 2.8 billion dollars on the life insurance of 
veterans which will have been processed by the Veterans’ 
Administration by March 31.

The major part of the recent increase in the Treasury’s bal
ances has taken the form of an increase in funds held in special 
depositary accounts with commercial banks, since the proceeds 
of the sales of Savings notes and bonds, as well as certain tax 
receipts, are largely deposited in such accounts. Because a 
large proportion of Savings note sales were made in New 
York, Government deposits in New York City commercial

Deposits in and W ithdraw als from Government Accounts in 
Commercial Banks 

(Dollar amounts in millions)

1949

Deposits* Withdrawals#

All commer
cial banks

Central re
serve New 
York City 

bankst

New York 
as a percent

age of all 
banks

All commer
cial banks

Central re
serve New 
York City 

bankst

New York 
as a percent

age of all 
banks

January............ $1,333 $230 17 $1,370 $270 20
February.......... 2,250 423 19 178 39 22
March............... 2,538 458 18 923 148 16
April.................. 2,171 369 17 2,124 385 18
May................ . 1,383 268 19 1,326 243 18
June.................. 1,059 251 24 1,347 294 22
July................... 1,042 277 27 1,942 545 28
August.............. 2,330 908 39 1,034 363 35
September........ 2,715 900 33 568 194 34
October............. 3,140 916 29 1,214 376 31

* Averages of Wednesday figures.
# Totals for the weeks ended Wednesday.
t Figures relate to 35 central reserve city banks through August, 34 in September, and 25 

in October; the reduction in the number of banks, however, affects the figures only slightly.

banks rose more rapidly than elsewhere, as shown in the 
accompanying table. Treasury withdrawals of funds from its 
depositary banks are made in the form of 'calls” involving 
fixed percentages of its deposits held in all depositaries 
(grouped, according to size, in Class A and Class B banks). 
As a result, there has been an increase in the proportion of 
total withdrawals payable by New York City banks. With
drawals from Government deposit accounts in New York cen
tral reserve city member banks rose, as indicated in the table, 
from 18 per cent of the total withdrawals during April and 
May to 31 per cent during October. Thus the New York 
money market has supplied an increasing proportion of those 
Treasury disbursements which have been met with funds with
drawn from commercial banks. Similarly, the excess of 
Treasury disbursements over receipts has from time to time 
been relatively smaller in New York than in other parts of the 
country. An offset to this situation, however, has been the 
persistent inflow of funds to New York for investment in 
recent months.

CHANGE IN RESERVE REQUIREMENTS 
FOR MEMBER BANKS
Effective October 6, 1949, nine New York City member 

banks located in the Borough of Manhattan which had been 
classified as central reserve city banks were granted permission 
to maintain the lower reserve requirements of reserve city 
banks. The Board of Governors of the Federal Reserve 
System granted this permission under the provisions of Sec
tion 19 of the Federal Reserve Act, which authorizes the 
Board to permit banks in outlying sections of central re
serve and reserve cities to carry reduced reserves.1 The action 
taken by the Board of Governors was in the form of a ruling 
which read in part as follows:

" . . .  a bank located in the Borough of Manhattan north 
of the downtown area as hereinafter described, and having 
no branch in such downtown area, will be regarded as 
being located in an ‘outlying district’ of the City of New 
York within the meaning of paragraph 5 of Section 19  
of the Federal Reserve Act and eligible for permission to 
maintain the reserves required to be maintained by banks 
located in reserve cities. The downtown area, member 
banks in which would continue to be classified as central 
reserve city banks, is bounded by the Hudson River, the 
East River, Canal Street from the Hudson River to East 
Broadway, and Rutgers Street from East Broadway to East 
River.”

The nine member banks affected by the Board of Gov
ernors’ ruling are all relatively small. In all, they currently

1 The New York State Banking Board announced on October 6, 
1949, similar reductions in reserve requirements for State banks 
similarly situated that are not members of the Federal Reserve System.
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account for less than 2 per cent of the total demand and time 
deposits of all New York City member banks. The amount 
of reserves released by the new ruling was, therefore, pro
portionately small.

Reclassification of the nine banks under the authority of 
Section 19 of the Federal Reserve Act was the only way 
in which the reserve requirements of member banks which 
clearly do not possess the main features associated with the 
business of central reserve city banks could be reduced below 
those of "true” central reserve city banks. The present law 
authorizes the Board of Governors to make adjustments on 
a geographical basis only; under it the Board cannot alter 
the reserve classification of banks on an individual basis in 
order to take into consideration the character of their business 
rather than their location. The Federal Reserve Act permits 
changes in reserve classifications to be made only for those 
banks that are ". . . located in the outlying districts of 
a reserve city (or central reserve city) or in territory added 
to such a city by the extension of its corporate charter. . . .”2 
The changes in classification which are thus permitted can be 
in a downward direction only.

Many criticisms have been raised against the existing 
method of fixing reserve requirements because within a given 
area it affects all banks alike, irrespective of the size of the 
banks involved and of the nature of their business. Small 
banks doing almost exclusively a local business must, if they 
are located in a central reserve or reserve city, maintain reserves 
comparable to the reserves required of banks with large and 
active correspondent bank accounts. On the other hand, there 
are a number of instances where a large bank holding a con
siderable amount of deposits of other banks, and with very 
active deposits, is situated in a locality where it must be 
classified as a "country” bank, and is consequently subject to 
smaller reserve requirements than institutions doing a very 
similar type of business, but located in a locality classified as a 
reserve city.

2 See paragraphs 4 and 5, Section 19, Federal Reserve Act.

THE TREND OF BUSINESS
The spread of industrial shutdowns resulting from the coal 

and steel strikes was the outstanding feature of the business 
situation during October. The rising tendency in production 
and sales which had been evident in August and September 
was reversed in October, while unemployment insurance claims 
began to increase again, after having declined since mid-July. 
Retail trade appeared to be adversely affected by the unemploy
ment and uncertainty over jobs, while railway freight move
ments were very sharply reduced.

A survey made in mid-October by the United States Depart
ment of Commerce indicated that by November 1 approxi

mately two million workers (including strikers) affected by 
the coal and steel walkouts would be without jobs. At the end 
of October about 380,000 bituminous coal miners were start
ing the seventh week of their strike, although the anthracite 
miners had returned to work on October 3. Soft coal had been 
mined at a reduced rate for several months prior to the strike, 
but nevertheless coal stocks were still fairly ample when the 
walkout started. Consequently, the coal strike had had rela
tively little effect on business until the last week in October. 
At that time, railroads with less than 25 days’ supply of coal 
were ordered by the Interstate Commerce Commission to cut 
their schedules for coal-burning passenger trains by one fourth. 
In the steel industry, half a million basic steel workers were 
on strike throughout October, and after the middle of the 
month nearly half a million more employees of steel fabricating 
plants either went on strike as contracts expired or were laid 
off as steel supplies dwindled. Less than 10 per cent of the steel 
industry’s basic capacity was in operation during October.

During the summer, there had been some stocking of steel 
by manufacturers in anticipation of a strike, but by the end of 
October layoffs and plant closings were increasing, as steel 
inventories became depleted. Production was limited in some 
cases by shortages of certain component parts or special types 
of steel, and steel warehouses were swamped with orders. 
During October, the automobile industry was able, through the 
use of its stocks, to maintain a relatively high rate of opera
tions, assembling nearly 120,000  passenger cars and 20,000 
trucks per week. It seemed likely, however, that most of the 
major car manufacturers would be forced to stop production 
by mid-November if the strike continued. Appliance and 
machinery manufacturers were in much the same position.

On the whole, industrial production was estimated by the 
Board of Governors of the Federal Reserve System to have 
declined 11 Vi per cent between September and October, equal
ing the low point reached at the time of the 19 46  steel strike 
and otherwise the lowest since early 1 9 4 1 .

In the Second District, the strikes affected business condi
tions during October much less than in other major manu
facturing areas, because such a large proportion of this 
District’s production consists of nondurable goods. The portion 
of this District most seriously affected was the Buffalo area, 
where over 20,000 workers were on strike at steel mills. In 
Syracuse, Bridgeport, and Northeastern New Jersey also, some 
steel and aluminum plants were closed. In the New York City 
metropolitan area, however, the immediate effects were minor, 
although a prolonged coal strike would affect utilities and lack 
of steel would interrupt many heavy construction projects in 
this area.

The influence of the coal and steel strikes will be felt for 
some time after agreements are reached between the unions 
and the companies. The creeping industrial paralysis generated
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by the coal and steel strikes will not end immediately with the 
settlement of the disputes. Steel mills are expected to require 
as much as two or three weeks to restore operations to their 
prestrike level. Subsequently, demand will be intensified by 
the considerable need for filling distribution pipelines and 
restoring minimum working inventories.

An important consideration in evaluating the eventual effects 
of the strikes is that to the extent that the welfare plans which 
may be agreed upon are company-financed, industrial workers’ 
income will not be increased immediately, while production 
costs will be increased by the amount of any such contribu
tions. Moreover, the purchasing power currently being lost 
by strikers is not likely to be offset by wage increases.

Until the economic picture was disrupted by strikes, it had 
appeared that a definite turn towards business recovery was 
under way. Employment, output, and orders showed marked 
improvement in many lines during August and September. 
Recovery was most pronounced in the nondurable goods lines, 
and appeared to be primarily the result of increased buying 
following a period of inventory adjustment. During the spring, 
processors and distributors in general had bought less than 
they sold and thereby had accounted for much of the decline 
in production. By July, excess stocks had been largely worked

off, and buying was then increased to cover current needs. In 
a few cases, stocks had been cut too sharply and were inade
quate to meet the seasonal rise in demand. Consequently, buy
ing was intensified and a shortage of goods for immediate 
delivery resulted, particularly in certain textile and apparel 
lines where producers were unprepared for the influx of orders.

Apparel firms in this area, many of which had been closed 
for vacation or seasonal slack periods in July, sharply increased 
employment during August and September as a result of this 
greater than seasonal rise in business. By mid-October, how
ever, unemployment in the needle trades was rising again, as 
the restocking pressure eased and the season passed its peak. 
In September, the apparel industry was the only major New 
York State industry to show an increase over September 1948. 
All types of apparel firms shared in the advance, although 
quite a number of marginal firms are reported to have been 
eliminated this year. Activity in the dress industry rose par
ticularly sharply. The women’s garment industry is expected 
by trade sources to produce nearly as many units during the 
fall season as it did last year, but total dollar volume is likely 
to be lower because of price reductions.

Other nondurable goods industries in New York State, par
ticularly those producing food products, textiles, paper, and

Nonagricultural Employment in the Second District and in the United States, 1947 to September 1949
(1947 average=100 per cent)

P E R C E N T  P E R C E N T  P E R C E N T  P E R C E N T

* Latest month available is August 1949.
Source: United States, U. S. Bureau of Labor Statistics; Second District, computed by the Federal Reserve Bank of New York from data furnished by 

the Departments of Labor of the States of New York, New Jersey, and Connecticut.
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leather products, increased employment between July and Sep
tember. On the whole, nondurable goods factories in this 
State employed 13 per cent more workers in September 1949 
than in July, compared with a gain of only 5 per cent in the 
rest of the United States. Durable goods employment in New 
York increased slightly between August and September for 
the first time this year, but was still 12  per cent lower than a 
year earlier. The number of workers rose in the electrical 
machinery and metal products industries, but at shipyards and 
glass factories employment was lower.

As the accompanying chart shows, the decline in employment 
this year has been centered in manufacturing, both in this 
District and in the country as a whole, while other types of 
nonagricultural employment have been generally well main
tained. Factory employment in the Second Federal Reserve 
District reached its postwar peak much earlier, and subse
quently declined further, than in the rest of the country. Second 
District manufacturers employed more workers in February 
1947 than in any other month since the end of the war, but 
in the country as a whole the postwar peak was not reached 
for another year and a half. The early peak in this area reflected 
primarily the predominance of consumers’ nondurable goods 
manufacturing in the Second District; having few reconversion 
problems, these firms expanded output and employment rapidly 
after the war. The marked spring and fall seasonal peaks in 
manufacturing employment in this District, characteristic of 
the apparel industry, have been successively lower for each 
season since the spring of 1947. In the country as a whole, 
factory employment averaged somewhat higher in 1948 than 
in 1947, but in the Second District the reverse was true. 
Reflecting in part the more pronounced seasonal fluctuations 
in the Second District, factory employment in the District 
showed a sharper decline between September 1948 and July
1949, and a more marked recovery between July and September 
of this year, than in the country as a whole.

Employment in other nonagricultural industries has, on the 
whole, remained consistently above the 1947 level so far this 
year, in both the Second District and in the United States as 
a whole. There has been a fairly close correspondence between 
the changes in such employment nationally and in the District, 
and in recent months employment in these lines in both areas 
has been two or three per cent above the 1947 average and 
only slightly below the corresponding months of 1948. Con
struction and government employment has risen substantially 
above the 1947 level, while transportation and public utilities 
have been employing about 3 per cent fewer workers than in
1947, in both this District and the country as a whole. The 
rise in financial employment in New York State (3 per cent 
above the 1947 average) was markedly less than in New Jersey 
( 1 1  per cent) and in the country as a whole (9  per cent). 
Wholesale and retail trade in these areas employed about the 
same number as in 1947.

The over-all level of consumers’ expenditures held up better 
than business in general during the recent decline, indicating 
that it was the reduction in buying by business, rather than 
by consumers, that caused the recession. While retail sales 
declined in most lines, a rise in the volume of automobile sales 
offset in large part the declines elsewhere. In a survey of 40 
different types of independent retail stores in New York City, 
the U. S. Department of Commerce reported that motor 
vehicle dealers were the only retailers to report a higher dol
lar volume of sales in the first eight months of 1949 than in 
the corresponding period of 1948. According to this report, 
department stores in New York City showed a 9 per cent 
decline in dollar volume, apparel sales were down 8 per cent, 
food stores sold 5 per cent less, and sales losses in other lines 
ranged up to 22 per cent. But a 14 per cent year-to-year gain 
in motor vehicle sales cut the over-all decline in New York 
City retail sales for the first eight months of this year to 6 per 
cent. Despite some decline in consumers’ prices this year, this 
drop in the dollar volume of sales indicates a slightly lower 
unit volume in most lines. One consequence of these declin
ing sales and of the expiration of Federal Reserve consumer 
credit regulations has been a competitive loosening of credit 
terms.

UNITED STATES FOREIGN TRADE 
SINCE THE WAR

Although it is too early to appraise the effects of the recent 
currency devaluations on the foreign trade of the United States, 
a review of our postwar trade at this time appears desirable 
in any event because of the light it can throw on the 
relationships between foreign and domestic economic trends 
since the war. Such an analysis will also be an essential basis 
for any estimate of the effects of foreign currency devaluations 
on our trade. The devaluing countries accounted in 1948 for 
62 per cent of our exports and 51 per cent of our imports.

The value of both exports and imports of the United States 
since the war has reached levels unprecedented in the history 
of our foreign trade. Exports reached their all-time peak in
1947, when they totaled 14.4 billion dollars.1 Imports were at 
their highest in 1948, when they amounted to 7 .1 billion dol
lars. The enormous postwar rise in the value of our exports was 
caused in part by the upsurge in the foreign demand for Ameri
can foodstuffs, raw materials, capital equipment, and consumers’ 
manufactured goods, which of course resulted in turn from 
the destruction and wearing out of production facilities abroad 
during the war and from the absence of alternative sources of 
supplies. In part the rise in the dollar volume of United States 
exports was also due to the inflationary rise of prices in this 
country, which lifted the average price of our exports to twice

1 Including Army Civilian Supply shipments, the total of 1947 
exports was 15.3 billion dollars. However, A.C.S. shipments have 
been included in the foreign trade statistics only since 1948.
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the 1936-38 level. Exports receded somewhat to 12.7 billion 
dollars in 1948, but rose again to an annual rate of 13.4 billion 
in the first six months of 1949.2

Reflecting the extremely large volume of exports, the United 
States export surplus from the beginning of 1946 to June 1949 
has ranged, on an annual basis, between 4.8 and 8.7 billion 
dollars. This trade surplus, together with a substantial surplus 
on service accounts, was financed in part by loans and grants 
of the United States Government under various aid programs 
(UNRRA, Army relief, post-UNRRA aid, Greek-Turkish aid, 
Interim Aid, and the European Recovery Program) and under 
special loan agreements (especially the Treasury loan to the 
United Kingdom, and the Export-Import Bank loans to 
France), by disbursements of the International Bank for 
Reconstruction and Development and the International Mone
tary Fund, and (to a smaller but appreciable extent) by an 
outflow of private American capital. The sums forthcoming 
from these sources, however, proved insufficient, and almost 
all foreign countries had in addition to draw on their dollar 
and gold reserves, which in many instances were progressively 
depleted.

Despite its extent, the postwar outflow of American goods 
was not an abnormally large drain on our physical or (so far 
as it was financed by this country) financial resources. Only 
in the peak year 1947 did the value of our exports amount to 
substantially more than one twentieth of our gross national 
product. In the other postwar years the proportion ranged 
between 4.6 and 5.1 per cent, as indicated by Chart 1.

Since the war, imports have been not only larger than ever 
before in value, but also very high in physical volume com
pared with the in ter-war period. Nevertheless, they have been 
below normal if the ratio of imports to gross national product 
that prevailed in the twenties is considered indicative of the 
normal American import demand at a high level of business 
activity. Between 1922 and 1929, this ratio was always in 
excess of 4 per cent; in 1946, 1947, and 1948, however, it 
amounted to 2.3, 2.4, and 2.7 per cent, respectively, and in the 
first six months of 1949 it was 2.6 per cent. These postwar 
ratios, it is true, do not compare unfavorably with the import 
ratios of the thirties, which for the most part fluctuated 
between 2.3 and 2.9 per cent. But it is clear that our postwar 
imports have been abnormally low for a period of exceedingly 
high business activity in this country. The failure of imports to 
recover more rapidly during the early postwar years was 
attributed to the supply difficulties of foreign producers. More 
recently, the lag in our imports was ascribed in part to the fact 
that some foreign countries had priced themselves out of the 
American market. To some extent, however, the low level of 
our imports in terms of national income must also be regarded

2 These figures include Army Civilian Supply shipments, which are 
not shown separately in the foreign trade statistics for 1948 and 1949.

Chart I
United States Exports and Imports as a Percentage of 

Gross National Product

Source: Computed from U. S. Department of Commerce figures by Federal 
Reserve Bank of New York.

as the result of structural changes in the American import mar
ket which may be hard to overcome merely by price adjust
ments like those expected from the recent devaluations.

C h a n g e s  in  t h e  G e o g r a p h ic a l  Pa t t e r n  o f  T rade

The postwar expansion of exports has not been evenly 
distributed among the various foreign areas. As was to be 
expected (and as shown in Table 1 and Chart II), the largest 
absolute increases in exports occurred in our trade with the 
countries which participate in the European Recovery Pro
gram. On the average this group of countries has been obtain
ing each quarter 900 million dollars’ worth of goods more 
than before the war. Exports to most other areas also increased 
substantially. Shipments to the Latin American republics in 
1947 and early 1948 were 700 million to 800 million dollars 
higher per quarter than before the war; more recently they 
have declined somewhat, partly because of the partial satisfac
tion of the wartime backlog of demand for American goods, 
and partly because of the tightening of import and exchange 
controls in countries whose gold and dollar reserves have 
declined. Our postwar exports to Canada (including New
foundland) and to the “rest of the world,”3 have in each 
instance been approximately 400 million dollars larger per 
quarter than before the war.

More important than the absolute gains, however, have been 
the relative increases. In terms of the latter, the order of the 
various markets for our exports is quite different. Exports to 
the ‘ rest of the world” in 1948 were seven times as high as

3 Asia, Africa, and Oceania (other than sterling area countries) and 
the French and Dutch possessions in the Western Hemisphere.
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Table I
United States Exports and Imports by M ajor Areas'}* 

(In millions of dollars)

Quarterly total Total ERP countries* Other Europe
Other sterling 

area#
Canada and New 

Foundland
Latin America 
(20 republics) Rest of world

Exports Imports Exports Imports Exports Imports Exports Imports Exports Imports Exports Imports Exports Imports

1936-38J.......................................... 742 622 285 156 31 29 123 126 116 88 121 136 66 88
1946 January-March................ 2,284 1,096 836 143 291 52 148 219 270 190 433 410 306 82

April-June......................... 2,485 1,181 849 175 258 48 176 177 3 0 212 498 445 375 125
J uly-September................ 2,352 1,230 766 166 214 40 169 215 394 238 489 426 321 147
October-December.......... 2,620 1,402 831 198 103 50 208 226 469 270 680 479 329 180

1947 January-March................ 3,586 1,412 1,267 173 130 36 353 270 481 249 931 529 425 154
April-June......................... 3,943 1,449 1,321 166 159 45 441 254 585 274 1,026 557 412 154
J uly-September................ 3,411 1,323 1,175 161 84 56 386 198 512 279 900 495 355 135
October-December.......... 3,490 1,549 1,089 198 92 46 389 242 533 323 1,001 569 385 171

1948 January-March................ 3,315 1,810 1,141 235 84 46 303 302 431 336 858 652 498 240
April-June......................... 3,237 1,710 1,059 232 33 48 345 273 501 364 841 584 458 209
J uly-September................ 2,937 1,729 968 228 38 48 304 248 493 420 681 530 454 256
October-December........... 3,162 1,874 1,017 274 39 42 319 254 521 473 778 572 489 259

1949 January-March................ 3,324 1,791 1,119 250 40 33 300 263 471 •°80 782 625 612 240
April-June......................... 3,357 1,602 1,169 190 45 32 320 237 571 382 686 548 566 214

t  Exports, including re-exports, and general imports.
* Austria, Belgium, Denmark, France, Germany, Greece, Iceland, Ireland, Italy, Luxembourg, Netherlands, Norway, Portugal, Sweden, Switzerland, Trieste, Turkey, 

and United Kingdom.
# All sterling area countries which are not ERP countries.
X Quarterly average.
Source: U. S. Department of Commerce, U. S. Foreign Trade— Trade by Country.

before the war in value, and in the first six months of 1949 
more than eight times as high. Purchases of American goods 
by Latin American countries after the war recorded a sixfold 
rise; exports to Canada were four times as large. Exports to 
ERP countries, however, were only three times prewar despite 
large-scale United States aid, and shipments to the "other” 
sterling area countries (i.e., other than the United Kingdom,
Ireland, and Iceland, which are included in the ERP group of 
countries), two and one-half times prewar. Primarily because 
of large UNRRA shipments, deliveries to the European coun
tries not participating in the European Recovery Program were 
eight times larger in early 1946 than before the war. Since 
the beginning of the Marshall plan, however, total shipments 
to such countries have fallen to the prewar level, measured by 
value; in terms of physical volume, they have declined to only 
about half of prewar.

The variation in the rates of increase of our exports to vari
ous regions has resulted, of course, in appreciable changes 
since the war in the relative importance of the various regions 
as markets for American goods. The share of Europe in United 
States exports has fallen from the prewar level of 43 per cent 
to about 35 per cent, and that of the "other” sterling area 
from 17 per cent to about 10 per cent. Canada now absorbs 
the same proportion (15 per cent) of the total as before the 
war. Latin America and the "rest of the world”, on the other 
hand, have gained in relative importance. Before the war,
Latin America absorbed only one sixth of our exports; in 1948 
the proportion had risen to one fourth. The "rest of the 
world” accounted for 9 per cent of our total exports before the 
war and 15 per cent after the war.

It is not yet clear whether these various shifts in our export 
trade are permanent, or whether they are only a temporary

result of the dislocations wrought by the war. Their current 
significance lies rather in their effects on areas which in the 
past had net dollar surpluses with the United States and thus 
supplemented the dollar earnings of Europe. Our exports to 
those areas have risen so much that their former dollar sur
pluses have been converted into dollar deficits, and this in 
turn has complicated the problem of Europe’s "dollar shortage.”

The rather uneven distribution of the threefold expansion of 
American imports since the war has been another major source 
of the balance-of-payments difficulties that most of the Western 
European countries, the members of the sterling area, and 
some Latin American countries are experiencing. The West
ern European countries, whose purchases from the United 
States have expanded by the largest amount, have increased 
their sales to the United States by a smaller amount than any 
other major group of countries except "other Europe”. Ameri
can imports from ERP countries reached their prewar value as 
early as 1946 and continued to expand until the end of 1948, 
but they have fallen off fairly sharply in 1949. In the second 
quarter of this year, the aggregate value of our imports from 
the ERP countries was only 23 per cent above the 1936-38 
level, although the dollar prices of such imports probably 
average about twice the prewar level. Our imports from the 
Western Hemisphere, on the other hand, have risen approxi
mately fourfold, thus providing the dollars to pay for most 
of our increased exports to this region. While our exports 
to Latin American countries have declined somewhat in 1949, 
imports from that area have remained only slightly below the 
record levels of last year.

The failure of Western Europe to sell more in the United 
States has almost halved the share of the ERP countries in 
total American imports. Before the war one fourth of such
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imports were recorded as coming from the countries now par
ticipating in the ERP; in 1949, only 13 per cent came from 
those countries. American purchases from the "other” sterling 
area similarly shrank from 20  to 15 per cent of our total 
imports. Canada and the Latin American republics, on the 
other hand, recorded net gains, their shares in our total imports 
rising from 14 to 2 2  per cent and from 2 2  to 35 per cent, 
respectively.

C h a n g e s  i n  C o m m o d i t y  C o m p o s i t i o n

These postwar changes in the regional distribution of Ameri
can trade went hand in hand with changes in its commodity 
composition. The share of finished manufactured goods in the 
aggregate value of American exports, which had been rising 
for many decades, expanded even further after the war, 
increasing from 49 per cent before the war to 58 per cent in
1947. Since then, exports of industrial products have declined 
somewhat, largely because the boom in textile exports came

to an end with the expansion or restoration of textile manu
facturing abroad, and because the sales of merchant vessels 
from war surplus stocks fell off. Exports of investment goods, 
such as iron and steel mill products, electrical equipment, and 
industrial machinery, stayed at their record levels of 1947. 
Exports of agricultural machinery, limited immediately after 
the war by supply difficulties, later expanded considerably and 
are still rising, while shipments of cars and trucks have appar
ently passed their postwar peak. Among raw material exports, 
shipments of coal, which exceeded 600 million dollars in 1947, 
have fallen somewhat due to the curtailment of shipments to 
Europe, but they are still considerably above their prewar level. 
Although the physical volume of cotton and tobacco exports 
failed to rise in the postwar years above their prewar levels, 
their aggregate value increased substantially because of high 
prices. Cotton exports were considerably aided by transactions 
of the Commodity Credit Corporation with Germany and 
Japan.

Chart II
United States Exports and Imports by Major Areas 

(Quarterly totals)

M I L L I O N S  M I L L I O N S  M I L L I O N S  M I L L I O N S
OF D O L L A R S  OF D O L L A R S  OF D O L L A R S  OF  D O L L A R S

3 8  AVG. 3 8  AVG. 3 8  AVG. 3 8  AVG.

* See footnote to Table I.
# See footnote to Table I.

Source: U. S. Department o f Commerce, United States Foreign Trade— Trade by Country.
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The largest postwar percentage increases were recorded in 
food exports, which rose eight to ten times, from the prewar 
annual average of 300 million dollars to close to 3 billion dol
lars in 1947 and to 2.6 billion in 1948. During the first six 
months of this year, approximately the same annual rate of 
food exports prevailed as in 1948. The postwar increase in 
food exports was concentrated primarily in wheat and wheat 
flour, which by weight were eight times as large as in the last 
prewar years (when, however, exports were abnormally low 
because of the 19 36  drought), and by value were 20  times the 
prewar amount.

The postwar changes in the commodity composition of 
imports were less pronounced than those in exports, but never
theless very substantial shifts occurred among the various cate
gories. The United States became for the first time a net 
importer of petroleum and petroleum products, although in 
value terms exports in this category still exceed imports because

TaWe II
United States Exports and Imports by  

M ajor Commodity Groups 
(In millions of dollars)

Commodity groups and selected 
commodities

1936-38
average 1946 1947 1948 1949*

D O M E S T IC  E X P O R T S  
Crude materials.......................................... 669 1,417

537
1,596

416
1,489

503
2,030
1,039Cotton unmanufactured....................... 313

Tobacco unmanufactured.................... 142 352 271 215 184
Coal .................................................. 56 302 622 479 385

Semimanufactures .................................... 519 894 1,777
436

2,944
899

1,367
316

2,582
1,394

269

1,542
407

2,522
Iron and steel semimanufactures.........

Foodstuffs ................................................
148
306

235
2,172

610Wheat and wheat flour.......................... 62 1,159
213Fruits and vegetables............................ 100 296 279

Meat products.................. ..................... 43 434 227 129 168
Finished manufactures.............................. 1,431

65
5,019

158
8,661

318
7,058

382
6,971

480Agricultural machinery..........................
Industrial machinery............................. 227 842 1,337

563
825
335

1,249
491
650
280

1,426
468
838
231

Electrical machinery and apparatus...
Iron and steel mill manufactures........
Passenger automobiles..........................

105
199
113

304
447
123

Trucks and busies................................ 76 231 445 352 272
Textile manufactures............................. 87 731 1,375

628
844 739

Merchant vessels.................................. 1 126 255 150

Total .......................................... 2,925 9,501 14,978 12,497 13,065

I M P O R T S  F O R  C O N 
S U M P T IO N  

Crude materials.......................................... 760 1,700102 1,744
162

2,147
283

1,907
341Crude petroleum................................ 19

Nonferrous ores.................................. 156 61 101 152 274
Crude rubber.......................................... 179 234 323 313 263
Wool, unmanufactured.......................... 57 289 209 307 193
Undressed furs........................................ 65 232 121 158 104
Tobacco, unmanufactured.................. 33 86 91 78 74
Oilseeds.................................................... 28 53 139 151 92
Jute and jute butts.............................. 7 12 11 26 43

Semimanufactures......................................
Tin ....................................................

503
75

929
19

1,244
43

1,632
104

1,460
132

Copper.................................................... 36 78 144 178 199
Gas and fuel oil...................................... 20 56 85 126 114
Fertilizers .............................................. 37 21 32 43 57
Woodpulp................................................ 101 135 257 272 181

Foodstuffs.................................................... 720 1,318 1,672 2,003 2,046
Coffee..................................................... 141 470 600 696 731
Cocoa and cocoa beans.......................... 35 56 152 193 161
Meat products.................................... 32 17 23 90 57
Cane sugar .......................................... 152 196 410 313 419
Alcoholic beverages................................ 69 85 65 83 76

Finished manufactures.............................. 478 845 983 1,309
413

1,279
Newsprint.......................................... .. 107 241 343 218
Machinery and vehicles........................ 21 44 67 154 162
Burlap......................................................
Other textile manufactures...................

35110 77102 109
94

131
156

112
138

Total............................................ 2,461 4,793 5,642 7,091 6,693

* Annual rate based on January-June 1949.
Source; U. S. Department of Commerce, U. S. Foreign Trade-Trade by Commodity.

of the higher values of the finished products which are 
exported. Imports of nonferrous ores were, in aggregate value, 
below the prewar level until the end of 1948, but have 
expanded sharply in 1949, as have tin and copper. Imports of 
wool and burlap, which rose sharply in 1948, fell off in the 
first six months of 1949, reportedly in anticipation of the 
sterling and rupee devaluations. Imports of crude rubber rose 
steadily after the end of the war; by 1946 they had exceeded 
their prewar aggregate value, and by 1947 their prewar vol
ume. However, they undoubtedly were adversely affected by 
the competition of synthetic rubber, particularly since the price 
of synthetic rubber tends to set an effective ceiling on the 
price of crude. Food imports tripled in value after the war, 
primarily because we now buy annually almost one billion 
pounds more of coffee than before the war, at prices roughly 
three times as high. Imports of sugar and cocoa are at approxi
mately their prewar volume, but their value exceeds the pre
war figure severalfold. Imports of alcoholic beverages, which 
constitute an important part of imports from Europe, have 
remained close to the prewar level, in both volume and value.

Imports of finished manufactures in the past two years, 
measured by value, have been almost three times as large as 
before the war. This surprising increase reflected an appar
ently permanent rise in imports of newsprint, and a very large 
expansion of imports in the ‘ machinery and vehicles” cate
gory. The latter is largely accounted for by presumably tem
porary increases in imports of Canadian agricultural machinery 
and European motor vehicles. The failure of Western Euro
pean countries to regain their former share in the greatly ex
panded American consumers’ goods market is apparent in the 
figures of textile imports. The value of the latter stayed below 
the prewar figure until 1947, and although it rose further in
1948, it declined again in 1949. Measured by quantity, textile 
imports throughout the postwar period have remained very 
much below the prewar level.

As to the outlook for the immediate future, several months 
will have to elapse before there can be any clear evidence that 
the recent currency devaluations are making themselves felt 
through an expansion of United States imports and a decline 
of United States exports; nor is it clear whether the impact is 
likely to be greater upon imports or upon exports. The 
devaluations apparently came too late to cause increased imports 
for the Christmas season. In any event, no drastic and rapid 
changes in short order should be expected. Although the com
petitive position of foreign producers in many lines of mer
chandise has undoubtedly been improved by devaluation, they 
still have to face the arduous task of winning or regaining a 
larger share of the American market through improved mar
keting and merchandising. Their ability to earn more dollars 
will largely determine also the future of American exports, the 
larger share of which even now is being paid for through
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shipments to this country. With ERP aid scheduled to end 
in 19 5 2 , intensive sales efforts of foreign sellers may thus be 
the determining factor in the long-run level of both American 
exports and American imports. However, the lowering of 
import duties by the United States through the Geneva Trade 
Agreements of 1947, supplemented by the American con
cessions granted recently in Annecy, and our promised review 
and simplification of customs practices, should also be of 
appreciable help in maintaining the level of our trade with 
the outside world.

DEPARTMENT STORE TRADE
Unlike August and September sales, which showed a more- 

than-seasonal rise, October sales at Second District department 
stores fell below seasonal expectations. They were only slightly 
greater than in September and, according to a preliminary 
estimate, the dollar volume of sales was fully 10  to 12  per cent 
less than in October 1948. Unusually warm weather undoubt
edly was a deterrent to consumer shopping, particularly for 
outerwear and other fall and winter lines in which business 
is usually brisk by mid-October, but other factors were probably 
also present.

R e c e n t  In v e n t o r y  Po l ic y

Marking a reversal of the inventory curtailment policy in 
effect since the end of the Easter season, during September 
the stores increased the dollar volume of their stocks by about 
twice the usual percentage. Stocks had reached an exceptionally 
low level by the end of August, possibly so low in some depart
ments as to cause a loss of sales owing to inadequate selections. 
Whereas at the end of August the retail value of stocks had 
been 16  per cent less than one year previous, by the end of 
September the year-to-year decrease was reduced to 12 per 
cent. However, this left stocks still fairly low relative to sales, 
which during September ran only 5 per cent less than a year 
earlier ( and for the entire January-September period only 7 
per cent less than a year previous). Housefurnishings stocks 
were particularly low, 19 per cent less than on September 30,
1948, while women’s wear and men’s wear stocks were down 
by 10  and 8 per cent, respectively.

During the last week or two of August, and continuing 
through September, the stores considerably accelerated their rate 
of ordering from wholesalers and manufacturers. Several simi
lar spurts in the last year or two appeared to involve mainly 
the seizing of promotional opportunities. The most recent 
spurt, however, was largely a matter of rebuilding basic inven
tories closer to the rate of consumer spending.

The dollar amount of new orders placed during September 
was more than 25 per cent greater than in the corresponding 
month last year. It was much greater proportionately to sales, 
notwithstanding the relatively favorable sales volume recorded

Department Store Sales by Type of Merchandise 
Second Federal Reserve District 

(Percentage decreases, January-September 1948 to 11949)

Women’s 
per  c e n t  wear 

0
Men's
wear

Small Piece House
wares goods furnishings PER CENT10

-10UJJJI
in September. Because of the usual lag between orders and 
deliveries, outstanding orders expanded sharply; by September 
30 they were within 9 per cent of the year-ago amount, in 
contrast to gaps of 25 to 45 per cent earlier this year.

Sa l e s  T r e n d s  i n  M a j o r  D e p a r t m e n t s

While their sales have lagged from year-ago levels, Second 
District department stores have maintained a fair degree of 
"internal” sales stability. Individual departments have shown 
the usual considerable dispersion in sales volume trends, but 
the sales of major departmental groups have shown, through 
September, a fairly uniform rate of change from last year’s 
levels. This situation is in contrast to that of previous years, 
when the emergence of radically altered styles and the filling 
of the backlog demand for durables led to very wide varia
tions in year-to-year changes in sales among the major types 
of merchandise. Thus, while the various clothing lines during 
the first 9 months of 1949 showed considerable disparities 
(for example, millinery gained 4 per cent and hosiery lost 10  
per cent), aggregate clothing and closely related accessories, 
both women’s and men’s, showed much the same drop in sales 
as small wares, piece goods, and housefurnishings.1 As the 
accompanying chart shows, declines for the 9 -month period 
January-September ranged from 7 per cent in the case of 
women’s wear to roughly 10  per cent for housefurnishings, a 
spread of only 3 percentage points. (The range for the five 
groups in the corresponding period of 1948 as compared with 
1947 was from a decline of about one per cent to a gain of 
approximately 1 1  per cent.)

1 This discussion is confined to main store sales, which account for 
about 90 per cent of total sales. The addition of basement store sales 
would not materially affect the conclusions, however.

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

November 1949



132 MONTHLY REVIEW, NOVEMBER 1949

Departm ent and Apparel Store Sales and Stocks, Second Federal Reserve 
D istrict, Percentage Change from the Preceding Year

Net sales

Locality
September

1949
Jan.through  

Sept. 1949

Stocks on 
hand 

Sept. 30, 194!

Department stores, Second District----- -  5 -  7 - 1 2

— 6 -  8 — 13
Northern New Jersey.............................. — 2 — 7 — 8

Newark..................................................... — 4 — 8 — 7
Westchester County................................. +  4 

-  8
+  5 
-  9

— 2
Fairfield County........................................ - 1 4

Bridgeport............................................... -  9 - 1 0 - 1 4
Lower Hudson River Valley................ -  3 — 5 - 1 1

Poughkeepsie. ........................................ -  4 -  4 - 1 2
Upper Hudson River Valley................. -  7 -  4 — 15

Albany....................................................... - 1 4 — 6 - 2 1
Schenectadv............................................ — 4 -  2 -  8

Central New York State....................... -  2 — 7 - 1 2
Mohawk River Valley........................ - 1 0 - 1 0 - 1 8

Utica..................................................... -  8 -  9 - 2 0
Syracuse................................................... +  1 -  6 -  7

Northern New York State.................... -  8 — 6 - 2 2
Southern New York State..................... - 1 2 -  9 - 1 6

Binghamton............................................ - 1 3 -  9 - 1 7
Elmira....................................................... -  7 -  9 —15

Western New’ York State.................... -  5 -  4 - 1 3
Buffalo...................................................... -  3 -  2 - 1 0
Niagara Falls.......................................... - 1 5 -  6 - 2 0
Rochester............................................ -  7 -  8 - 1 5

Apparel stores (chiefly New York C ity). - 1 1 -  9 - 1 0

In recent months, one outstanding exception to the general 
lag in sales has been the radio-television department, in which 
third-quarter sales recorded a gain of more than 25 per cent, 
after having shared the over-all lag during the first half of the 
year. Summer promotion of television sets played a large role 
in the outstanding performance of this department. New 
models at lower prices have been continuously entering and 
hence widening the market, while credit terms have been 
liberalized. Major household appliances, on the other hand, 
have not been in great demand, and in the July-September 
period sales dropped 35 to 40 per cent below July-September
1948. Furniture sales decreased by 11 per cent over the same 
interval.

In ready-to-wear departments, men’s wear registered a better 
performance than women’s in the July-September period. 
In contrast to an 8 per cent decrease for men’s wear, women’s 
wear sales lagged by 1 1  per cent, apparel lagging substantially 
more than accessories. The large volume dress and coat-and- 
suit departments had sales losses of 1 1  and 12  per cent, 
respectively.

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District 
(1 9 3 5 -3 9  a v e r a g e s  100 per cent)

1948 1949

Item
Sept. July August Sept.

Sales (average daily), unadjusted................. 257 155 171 243
Sales (average daily), seasonally adjusted.. 254 222 234 241

Stocks, unadjusted............................................ 257r 189 204 225
Stocks, seasonally adjusted............................ 244r 213 204 213

r Revised.

Indexes of Business

Index
1948 1949

Sept. July August Sept.

Industrial production*, 1935-39 =  100.........
(Board of Governors, Federal Reserve 
System)

192 161r 170 172p

Electric power output*, 1935-39 =  100........
(Federal Reserve Bank of New York)

252 255 258 255p

Ton-miles of railway freight*, 1935-39 =  100 
(Federal Reserve Bank of New York)

201 156 155p

Sales of all retail stores*, 1935-39 =  100........
(Department of Commerce)

340 328 329p

Factory employment
United States#, 1939 =  100........................ 159 137 141 144p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100................ 128 106p 113p 118p
(NYS Div. of Placement and Unemp. Ins.)

Factory payrolls
United States#, 1939 = 100........................ 367 313 323p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 306 247p 264p 283p
(NYS Div. of Placement and Unemp. Ins.)

Personal income*, 1935-39 =  100.................. 315 306 308/)
(Department of Commerce)

Composite index of wages and salaries*}:, 
1939 = 100....................................................... 194 199p 199p
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 =  100................. 175 169 169 170
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 =  100 
(Federal Reserve Bank of New York)
New York C ity.............................................. 104 105 110 106
Outside New York C ity .............................. 93 88 89 89

* Adjusted for seasonal variation. p Preliminary. r Revised.
# Revised beginning January 1941.
% A monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.
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NATIONAL SUMMARY OF BUSINESS CONDITIONS
(Summarized by the Board of Governors of the Federal Reserve System, October 28, 1949)

Industrial production and employment increased some
what further in September but, as a result of industrial 

disputes, were curtailed sharply in October. Department store 
sales were below seasonal expectations from mid-September to 
the third week of October. Wholesale commodity price move
ments were mixed, with only a small decline in the average 
level. Construction activity continued at high levels. Stock 
prices advanced moderately and bond prices held firm.

Industrial  Production

Production of manufactures advanced further in September 
while output of minerals declined 8 per cent. The Board’s sea
sonally adjusted total index was 172 per cent of the 1935-39 
average as compared with 170 in August. The index is expected 
to decline about 20 points in October largely as a result of the 
steel strike.

Activity in durable goods industries rose about 2 per cent 
in September, reflecting mainly increases in output of con
sumers’ durable goods and of metal building materials and 
equipment. Activity in the machinery industries rose 4 per 
cent in September, after declining steadily over the preceding
8 months with a total reduction of 22 per cent in that period. 
With work stoppages at most plants, steel production was 
curtailed to 9 per cent of capacity beginning October 1, com
pared with 83 per cent in September.

Output of nondurable goods rose about 3 per cent further 
in September and was at the highest rate since February. Most 
of the gain represented continued very large increases at textile 
and paper mills, in part reflecting seasonal influences. Cotton 
consumption expanded 14 per cent and September deliveries 
of rayon to textile mills advanced to a new record rate. Paper
board output increased 10 per cent and was also at a new peak 
rate. Petroleum refinery activity increased somewhat further.

INDUSTRIAL PRODUCTION
PER CENT PHYSICAL VOLUME, SEASONALLY ADJUSTED, 1935 -  39 ■ 100 PER CENT

Federal Reserve index. Monthly figures; latest figure shown is for 
September.

Output of most other nondurable goods was maintained in 
large volume.

Minerals output has declined sharply since the middle of 
September mainly as a result of work stoppages at most coal 
mines. Output of iron ore declined more than seasonally in 
September and in October has dropped sharply as a result of 
the steel labor dispute. Crude petroleum production, on the 
other hand, has advanced in September and early October.

Construction

Total value of construction contracts awarded increased sub
stantially in September reflecting largely a further sharp expan
sion in residential contracts to a new record rate. Awards for 
public construction declined seasonally, following a marked 
drop in August, but the value of public work done has been 
maintained at a high level reflecting the large volume of 
awards earlier this year.

Em p lo y m e n t

Employment in nonagricultural establishments increased 
somewhat more than seasonally from mid-August to mid- 
September, but subsequently declined as a result of work 
stoppages.

D istribution

Department store sales did not show the usual seasonal 
increase from the middle of September to the third week of 
October. Value of sales during the second half of September 
was 8 per cent smaller than in the corresponding period a year 
ago and during the first three weeks of October sales were 13 
per cent below a year ago. Department store sales had averaged 
about 6 per cent lower than last year during the first eight 
months.

Shipments of railroad revenue freight in the first half of 
September continued at a level about 20 per cent below the

CONSTRUCTION CONTRACTS AWARDED

F. W . Dodge Corporation data for 37 Eastern States. Monthly figures; 
latest shown are for September.
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same period a year ago. Since the middle of September, how
ever, freight carloadings have dropped sharply, mainly as a 
result of curtailed shipments of coal, iron ore, and steel prod
ucts, and in the week ended October 22 were 36 per cent 
smaller than in the corresponding week of 1948.

Co m m odity  Prices 

The general level of wholesale commodity prices decreased 
somewhat from mid-September to the third week of October. 
Prices of hogs and pork showed marked seasonal declines and 
reductions also occurred in some other farm products and 
foods. Cattle prices, however, advanced and coffee prices rose 
sharply. Imported materials generally were lower in the third 
week of October than in mid-September before many foreign 
currencies were devalued, while prices of some domestic indus
trial products such as cotton goods and tires were higher.

Ba n k  Credit

Business loans at banks in leading cities expanded in Sep

tember and the first three weeks of October in response to a 
seasonal rise in credit demand. Loans to consumers and real 
estate owners and holdings of U. S. Government and corporate 
and municipal securities also increased.

Treasury deposits at Reserve Banks, which were large at 
the end of September, were drawn down in the first three 
weeks of October, supplying banks with a substantial volume 
of reserve funds. Federal Reserve holdings of Government 
securities and member bank borrowings at Reserve Banks 
declined somewhat and member bank excess reserves increased 
moderately.

Security M arkets

Common stock prices increased somewhat in the first three 
weeks of October to a new high for the year. Prices of Govern
ment securities and high-grade corporate bonds showed little 
change. The volume of new corporate security issues was 
small in September and October.

CONSUMERS1 PRICES

Bureau of Labor Statistics’ indexes. “ All items”  includes housefurnishings, 
fuel, and miscellaneous groups not shown separately. Midmonth figures; 
latest shown are for August.

1942  1943  1 944  1945  1946 194 7  1948  1949
*CHANGE IN SERIES.

Excludes loans to banks. Wednesday figures; latest shown are for 
October 19.
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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  OF N E W  Y O R K

V olume 31 D E C E M B E R  1 9 4 9  No. 12

MONEY MARKET IN NOVEMBER

Prices of long-term Treasury bonds renewed their advance 
during the past month reaching new peaks for the year on 
November 18, but in qualification of this fact is the report that 
trading in these securities did not have breadth nor volume. 
The gains of the first half of the month were lost in subsequent 
trading, and at the end of the month prices were at or below 
the October 31 levels. Apparent lack of sufficient alternative 
outlets for investment funds and prospects for an increased 
demand for long-term Treasury bonds with the growth of 
company pension funds and other accumulations of savings 
were among the factors of strength in the long-term Govern
ment bond market in the first half of the month. Price trends 
for highest-grade corporate and municipal bonds paralleled 
those of long-term Governments.

Price changes of shorter-term Treasury bonds, eligible for 
bank ownership, were much narrower, and yields on short-term 
Treasury issues fluctuated with the ebb and flow of funds in 
the money market. Money market conditions were somewhat 
erratic, and member bank reserve positions were subject to 
alternate periods of tightness and ease, reflecting to a substan
tial extent changes in the reserve positions of the New York 
City banks.

Go ver n m en t  Bond  M arket

The advance in Treasury bond prices during the first part 
of November was greatest in the longest-term issues. The
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possibility of higher Federal corporate taxes in 1950 probably 
explains the fact that the greater gains were registered by long
term partially tax-exempt bonds, the 2M’s of 1960-65, which 
rose 21/32 between October 31 and November 18. In the same 
period, the long-term Victory bonds (December 21/^'s of 
1967-72) rose 20/32 of a point to the highest level since 
July 1946. Price movements in the longer-term eligible issues, 
which in the past had risen more rapidly than the ineligible 
issues because of their wider market and their scarcity value 
for banks, were more restrained. The September 2V^’s of 
1967-72 rose 14/32 of a point in the first 18 days of November, 
and were still below the levels of the summer and fall of 1947. 
The intermediate-term 2Va's of 1956-59 advanced only 6/32, 
while the shorter-term 2 s of December 1952-54 showed no 
change during this period. Because of investor interest in the 
highest-yielding Government securities, the shorter-term in

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

December 1949



134 MONTHLY REVIEW, DECEMBER 1949

eligible issues with lower yields— those which become eligible 
earliest— failed to move up as rapidly as the longer-term issues.

Underlying the strength in the Government bond market 
in the past month and in previous months has been the dimin
ished private demand for capital, evidenced by a substantial 
decline in the volume of new corporate bond flotations for 
new capital purposes during the third quarter of this year and 
again in November. As a result, life insurance companies 
have been selling Government securities on a smaller scale 
than last year, and savings banks, instead of disposing of bonds 
to meet withdrawals of funds or to make alternative invest
ments, have been lengthening their portfolios of Government 
issues. The settlements of recent labor disputes providing for 
pensions have caused a few trustees under pension trusts, and 
corporations administering their own pension systems, to shift 
existing holdings of Government securities into longer maturi
ties in order to obtain the higher income needed to meet 
prospective obligations. Others are undoubtedly making 
similar preparations, and the further growth of pension plans 
is generally recognized as an important potential source of 
demand for high-grade bonds.

The supply of long-term ineligible bonds tended to diminish 
for a time as prices rose. Late in the month, however, a change 
of market sentiment led to fairly sharp reductions in Treasury 
bond prices. There was no evidence of large-scale selling, but 
the demand subsided considerably.

Inasmuch as a large part of the demand for long-term 
ineligible Treasury bonds during the first part of the month 
came from institutions and corporations which were lengthen
ing the maturity of their portfolios rather than adding to them, 
a substantial volume of eligible bonds and other Treasury se
curities was made available to the market. This tended to 
restrain the advance in prices of eligible bonds, especially since 
the commercial banks were in a rather fully invested position 
most of the time and their commercial and other loans were 
expanding moderately.

Short-term  M o n e y  M arket

Money market conditions were tight in the first part of the 
month, through November 9. They turned easier in the follow
ing week and remained easy until the closing days of the month.

The pressure on reserve positions of the member banks in 
the first part of November resulted not so much from current 
money market transactions as from the need of individual banks 
(particularly the larger institutions) to overcome reserve de
ficiencies incurred toward the end of October. To correct these 
deficiencies, the larger commercial banks borrowed heavily 
from the Reserve Banks in the first two days of November, to 
bring their average reserves up to average requirements for the

reserve accounting period that ended on November 2. The re
ported excess reserves on the last day of the period consequently 
rose sharply.

In the first two days of the subsequent week, banks repaid 
about 450 million dollars of their indebtedness to the Reserve 
Banks, primarily by reducing their excess reserves. Confronted 
with moderate net losses of funds attributable to a holiday 
rise in currency in circulation and other transactions during the 
remainder of the week, however, the banks again found it 
necessary to borrow from the Reserve Banks, reducing their net 
repayments for the entire week to 292 million dollars.

In adjusting their positions, member banks sold substantial 
amounts of short-term Government securities. Some of these 
securities were purchased by the Federal Reserve Banks, but 
many of them were acquired by Government security dealers 
who financed their purchases with loans from the banks, so 
that little benefit to the reserve positions of member banks as 
a whole resulted.

The losses of funds attributable to transactions affecting all 
member banks in the early part of the month were augmented, 
in the case of the New York City institutions, by a substantial 
outflow of funds to other parts of the country. The strain on 
the New York banks consequently was greater than on other 
banks. In adjusting their reserve positions to required levels, 
therefore, the City institutions accounted for most of the re
duction of excess reserves by the banking system in the aggre
gate, and for most of the sales of short-term Government 
securities. A  large part of the rise and subsequent fall in 
member bank borrowings from the Reserve Banks occurred at 
the New York City banks.

Money market conditions turned easy in the week ended 
November 16, owing chiefly to a sharp expansion in Federal 
Reserve "float” and a substantial return flow of currency from 
circulation. Member banks were consequently able to pay off 
almost 200 million dollars of their borrowings from the Reserve 
Banks, to purchase substantial amounts of Government securi
ties (mainly from Government security dealers) and to increase 
their excess reserves by more than 200 million to 1,140 million 
dollars on November 16. Thus, when member banks lost mod
erate amounts of reserves in the following week (ended 
November 23), after making further purchases of Government 
securities, they met these losses largely by permitting excess 
reserves to decline to below 700 million dollars. The money 
market was easy during this period, and the rate on immediately 
available "Federal funds", after falling from 1 7 /16  per cent on 
November 9 to 1 /16-1 /8  per cent on November 16, remained 
at comparatively low levels during the following week. The 
rate on new Treasury bills declined slightly from an average 
discount of 1.074 per cent for the issue dated November 10 to 
1.056 per cent on November 17 and 1.052 per cent in the 
following week.

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

December 1949



FEDERAL RESERVE BANK OF NEW YORK 135

Over the three-week period ended November 23, Federal 
Reserve Bank loans and discounts declined more than 450 mil
lion dollars, while the Systems total holdings of Government 
securities, mainly Treasury bills and to a lesser extent certifi
cates, rose 136 million dollars, net. Holdings of Treasury bonds 
maturing in more than five years fell 23 million dollars in 
this period.

The need for Reserve Bank credit increased in the last week 
of the month, as the banks sustained moderate losses of reserve 
funds, chiefly as a result of an increase in currency in circulation 
and a moderate net excess of Treasury receipts over expendi
tures. A large part of the losses of reserves fell upon the New 
York City banks which had not only to meet the outflow of 
funds to other parts of the country, but also to finance substan
tial increases in security dealers' portfolios. Consequently the 
money market tightened considerably, and "Federal funds” 
were scarce at 1 7 /16  per cent.

During the past month, foreign central banks and govern
ments continued to convert some dollar balances held in this 
country into gold and to accumulate funds in their balances 
with the Reserve Banks. Although the devaluation of the 
pound sterling and other foreign currencies has not by any 
means been the only factor responsible for this tendency, 
(some change in the availability of funds through the ECA has 
also been cited as a factor), it presumably has been an im
portant one. Since September 21 (shortly after the devalua
tion of the pound) the United States gold stock has decreased 
by more than 160 million dollars, while foreign deposits with 
the Federal Reserve Banks have increased more than 310 mil
lion dollars. A  major factor in the gold outflow has been the 
purchase of gold from the Treasury by foreign countries to 
strengthen the gold backing of their currencies.

Despite the decline in United States gold holdings in the 
past two months, they were still 290 million dollars larger on 
November 23 than at the end of 1948. The rate of increase in 
United States holdings has declined considerably since the 
postwar peak rate of 2.8 billion in 1947 (before allowance 
for the American gold subscription to the International Mone
tary Fund). In 1948, the increase was 1.5 billion dollars. 
Increased U. S. aid to Western European and to other countries 
and the partial depletion of the gold and dollar reserves of a 
number of countries have been largely responsible for the 
reduction in our net receipts of gold from abroad and in the 
rate of spending out of foreign deposit accounts in American 
banks.

M ember Ba n k  Credit

The seasonal expansion of commercial loans at New York 
City weekly reporting member banks was interrupted in

November. After reaching a peak of 4,890 million dollars on 
November 9 (the largest amount since early in May), busi
ness loans of the City banks declined 50 million dollars in the 
subsequent two weeks. This reduction does not necessarily 
signify the beginning of a premature seasonal decline, how
ever, as a considerable part resulted from repayments of loans 
out of the proceeds of security issues. Commercial, industrial, 
and agricultural loans of the weekly reporting banks in other 
principal cities rose 110 million dollars further in the three 
weeks ended November 16, and remained unchanged in the 
following week. The business loans of all weekly reporting 
banks, however, were substantially below the level of the cor
responding date in 1948, and in all probability 1949 will be 
the first calendar year since the end of the war in which 
business loans will have shown a net decline.

Both real estate and all other (including consumer) loans 
continued their slow advance, at New York City banks as well 
as in institutions in the 93 other reporting cities, to reach new 
all-time highs during the month. Despite the steady expan
sion of these types of credits, the gain over a year ago has not 
been large enough to offset the decline in business loans. 
Changes in security loans were large from week to week dur
ing November, reflecting chiefly Government dealer opera
tions in the money market, and for the four weeks ended 
November 23 resulted in a moderate net increase.

Bank holdings of Government securities fluctuated with 
money market conditions, and the major changes were in 
holdings of short-term securities, mainly Treasury bills and to 
a lesser extent certificates of indebtedness. The weekly report
ing banks both in New York and outside made net sales of 
Treasury issues during the weeks ended November 2 and 9 
and added to their holdings in the weeks of November 16 and 
23. However, only part of the earlier sales were subsequently 
made up, and the New York City banks again became net 
sellers during the last week of the month. Bond holdings 
rose moderately, mainly at banks outside New York City.

Reflecting the reductions in legal reserve requirements and 
in commercial loans, since a year ago, weekly reporting bank 
holdings of Government securities on November 16 were 
almost 3%  billion dollars larger than on the corresponding 
date in 1948. The larger part of the increase was in the 
shorter-term issues, but more than 1.2 billion dollars (over 
45 per cent) of the increase in total Government security 
holdings of the weekly reporting member banks outside New 
York City consisted of Treasury bonds. Net purchases of 
Treasury bonds accounted for less than a third of the gain 
in the New York City banks' holdings of Treasury issues dur
ing the year, reflecting the status of these banks as money 
market institutions.
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CONSUMER CREDIT SINCE REGULATION W
When Regulation W  and Federal control over the exten

sion of consumer credit came to an end last June, there was 
considerable public discussion and speculation as to the prob
able results of the lifting of controls. Although only a few 
months have elapsed since Federal control was terminated 
some significant developments can already be noted. These 
and other recent developments in the field may be summarized 
as follows: First, there has been a marked, in some cases even 
a spectacular, liberalization of advertised credit terms. To date, 
however, "easy credit” is apparently still being used more as 
a means of drawing customers in than as a sales clincher and 
the actual amount of credit being extended on such terms 
probably is still relatively small. Second, the use of credit for 
the purchase of automobiles is increasing very rapidly and 
promises to continue to do so for some time in the future. 
Third, since sales of other consumers’ durable goods this year 
to date have fallen below the levels of 1948, the dollar volume 
of credit extended for the purchase of such goods has also 
declined somewhat. There are some indications, however, that 
sales of these goods (and the volume of credit involved) may 
rise rather markedly during the last quarter of 1949. Fourth, 
the use of charge account credit and single-payment loans is 
declining. And fifth, although delinquencies and losses have 
been creeping up, the cautious attitude of most credit grantors 
is tending to keep them close to a minimum.

Anyone reading newspapers or other forms of local adver
tising media is aware that a marked liberalization in proffered 
instalment terms has occurred in recent months. This trend has 
not been as marked in the Second Federal Reserve District as in 
some other parts of the country, but even here advertisements 
have appeared for loans on the full value of a new car with 
36 months to pay and for console model television sets with 
nothing down and two years to pay. For the first time since 
the mid-thirties, coin meter sales of appliances such as re
frigerators, and now television sets, are occurring in con
siderable number. Also, instalment contracts involving "bal
loon” payments— a depression-born technique that was out
lawed under Regulation W — are again coming into use. Under 
this scheme, an instalment contract calls for a large lump pay
ment at the end which in turn is usually refinanced, in some 
cases even two or three times.

A closer examination of the situation, however, indicates 
that this relaxation of credit terms has not been as universal or 
as widespread as the casual observer might assume. In many 
sections of the country, banks and the large finance companies 
have tended to hold the line and have refused to take dealers’ 
paper written on very liberal terms. Therefore, dealers have 
to follow fairly conservative terms on most of the paper they 
originate with the exception of those not too numerous dis
tributors who are in a sufficiently strong financial position to

carry their own instalment paper. Some financing is undoubt
edly being done on extremely liberal terms, but to a large extent 
advertisements of such terms are still aimed primarily at 
drawing customers into a store or a lending agency. Once there, 
the customer is urged to make his purchase or to take a loan 
on more conservative terms. Furthermore, "easy” contracts are 
made available to choice risks only.

Within these generalizations for the country as a whole, some 
regional differences in the pattern have also appeared. In broad 
terms, credit has tended to be somewhat more liberal in the 
South and Southwest and least so in the Northwest. In the 
Second District minimum down payments for most appliances 
have tended to be fairly well maintained, although maturities 
in many cases have tended to be somewhat above average. 
Conditions also vary from community to community depending 
upon whether or not a leading store or group of stores has 
broken the line and the others were forced to follow along, and 
upon whether or not retail outlets of mail-order houses are 
much of a competitive factor in a given community, as two of 
these large chains were among the first to liberalize their terms 
after the end of Regulation W . For the time being, however, 
while available evidence indicates that the past year has wit
nessed a gradual lengthening in the average time that contracts 
written by almost all credit grantors remain outstanding, the 
largest volume of new instalment contracts is probably being 
written on terms fairly close to those prevailing just before 
the outbreak of the war.

From the available data, it is difficult to tell just what effect 
the availability of more liberal credit has had on sales volume. 
With the exception of automobiles, sales of most consumers’

Changes in Estimated Amounts of Consumer Instalment Credit 
Extended by Selected Sources(P ercen tage change, Jan.-Sept., 1948 to 1949)

Furn iture  and household 
appliance sto re s

Departm ent sto re s  and 

mail-order houses

Com m ercial and 

industria l ban ks '*

Sm all loan com panies* 

Credit un ions '*

Autom obile dealers

-10 -5  0 +5 -HO +15 +20 +25 +30 +35 +40 +45 +50 
P ercen tage  change

* Includes only direct loans; excludes repair and modernization loans.
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durables and the amount of credit granted for their purchase 
have so far this year barely kept pace with, or have fallen 
behind 1948. The Department of Commerce reports that sea
sonally adjusted sales totals for the first nine months of 1949 
were 10 per cent below the same period in 1948 for furniture 
and housefurnishings stores and slightly more than 1 per cent 
below for household appliance and radio stores (the latter 
might have been greater were it not for television).1 The pic
ture is similar if figures for the third quarter alone are com
pared. Possibly the availability of more liberal credit prevented 
a more precipitous decline in recent months. As the accom
panying chart indicates, the amount of credit granted by depart
ment stores and mail-order houses during the first nine months 
of 1949 is estimated to have been about 4 per cent below the 
same months of 1948; that granted by furniture and household 
appliance stores was about 7 per cent below 1948. The amount 
of credit granted by the banks for the purchase of consumers’ 
goods other than automobiles declined by an even greater per
centage, but the total amount of credit granted by them was 
up somewhat as the chart indicates, owing primarily to the 
increase in their automobile loans. Preliminary and fragmen
tary evidence in the Second District indicates, however, that the 
use of credit for the purchase of consumers’ goods other than 
automobiles may show a rather pronounced rise in the final 
quarter of 1949.

As has been indicated, the use of credit for the purchase of 
automobiles rose very sharply during 1949. Judging from 
recent surveys of consumer financial positions and buying 
intentions, and barring any unforeseen change in economic 
conditions, automobile credit sales may continue at a high level 
for some time to come. Credit extended by automobile dealers, 
as the chart shows, was 45 per cent greater during the first 
nine months of 1949 than in the same period of 1948. The 
amount of automobile credit extended directly by commercial 
and industrial banks rose about 13 per cent. At the end of 
September automobile sale credit outstanding accounted for 
approximately 17 per cent of the total amount of consumer 
credit in use compared with 12 per cent in September 1948. 
In September 1941, however, when it reached its prewar peak, 
automobile sale credit represented 22 per cent of total volume 
of consumer credit outstanding.

The use of noninstalment types of consumer credit also has 
tended to decline in recent months, as the accompanying table 
indicates. At the end of September charge accounts were 731 
million dollars below the level at the end of December 1948. 
Charge account receivables would normally be expected to be 
lower this time of year than in December which is the seasonal 
peak, but during the first nine months of 1948 the net decline 
was only 385 million dollars. Also, the average number of 
days that charge accounts remain outstanding has been declin-

1 Some part of these declines may reflect a decrease in prices.

Changes in Amounts of Consumer Credit Outstanding by Type
(Dollar amounts in m illions)

Change during first nine months

Type of credit Dollar volume Percentage

1948 1949 1948 1949

Total instalment credit.......... +1 ,756 +  1,288 +27 +  15
Automobile sale credit........ +  707 +  922 +61 +47
Other sale credit.................. +  400 3 +21 *
Cash loans............................. +  649 +  369 +19 +  9

Total noninstalment credit. . . -  198 -  803 -  3 - 1 0
Charge accounts................... -  385 -  731 -1 1 - 1 9
Single-payment loans......... +  148 -  87 +  5 -  3
Service credit........................ +  39 +  15 +  4 +  2

* Less than 0.5 per cent.

ing slightly in recent months. Single-payment loans, which 
showed a minor increase of about 148 million during the first 
three quarters of 1948, declined approximately 87 million dur
ing the same period this year. Service credit, however, has con
tinued to show small increases. While losses and delinquencies 
have been creeping up, there is no evidence as yet of any 
sharp or alarming rise.

DEMAND FOR CASH DURING 
HOLIDAY PERIODS
Changes in the amount of currency in circulation are one 

of the more important factors affecting short-run fluctuations 
in member bank reserves and in the need for Federal Reserve 
credit. Major periodic flows of money into and out of circula
tion are caused by holidays, when the demand of the public 
for currency fluctuates widely within a short period of time.

For a week or more before each major holiday (several 
weeks in the case of Christmas), the amount of money in 
circulation increases very substantially, and after the holiday 
it declines correspondingly, except in the case of Thanksgiving 
when the decline is concealed in the pre-Christmas increase. 
In some cases, these preholiday outflows and subsequent return 
flows of currency may amount to well over 200 million dollars. 
Unless offset by action by the Federal Reserve System, they 
affect, for a limited period of time, conditions in the money 
market. In this article, the influence of currency flows origi
nated by holidays upon member bank reserves is reviewed and 
some tentative estimates of the magnitude of the movements 
are presented.

Money in circulation, defined as all money outside of the 
Federal Reserve Banks and the Treasury, includes currency in 
the hands of the general public as well as in the vaults of 
banks. At all times, the amount of money in circulation is 
ultimately determined by the demands of the public. It varies 
constantly in response to the changing requirements for cur
rency on the part of individuals and businesses.1

1 Currency may also be used at certain times as a store of value (i.e., 
hoarded), but generally this use does not affect to any considerable 
extent short-term changes in the amount of money in circulation.
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Currency in Circulation*
(December 31, 1947-December 29, 1948)

Currency ( including coin) is used by the public mainly for 
the smaller current transactions commonly carried on in cash, 
such as most types of retail purchases and various minor 
expenditures of individuals. Also, a large part of payrolls is 
paid out in currency. As more currency is required for these 
purposes, the public (including business establishments) 
makes withdrawals of deposits at the commercial banks; as the 
needs are reduced, currency is redeposited. Banks usually keep 
in their vaults only enough cash to insure that an adequate 
supply is on hand to meet the needs of their customers. As a 
period of increased need for currency approaches, and until it 
ends, the banks may add temporarily to their vault cash. Vault 
cash, therefore, tends to fluctuate in close relation with the 
public’s demand for cash.

Both the amount and the fluctuations of vault cash are rela
tively small compared with total money in circulation and its 
movements. Since vault cash is not an earning asset and does 
not count as reserves for member banks, most commercial 
banks probably deposit promptly all surplus currency they 
receive with the Reserve Banks (or with a correspondent bank, 
which in turn deposits its excess receipts with a Reserve Bank) 
in order to gain reserves or to reduce borrowings. Conversely, 
they withdraw currency at the expense of their reserves (which 
they may need to restore by borrowing at the Reserve Banks) 
only in anticipation of an increased demand from the public. 
Thus, the large increases in the requirements for currency on 
the part of the public before each holiday reduce member 
bank reserves and raise the amount of money in circulation, 
while the reduced demand for money after the holidays causes

a return flow of currency to the Reserve Banks and tends to 
ease the money market.

A number of factors contribute to the increased needs for 
currency before a holiday. Individuals may require more cash 
on the average for pocket money to cover travel expenses, 
purchases of gifts and special foods, and expenditures for 
entertainment or for similar purposes. Certain holidays, 
notably Christmas, are preceded by gift shopping periods of 
several weeks’ duration. Also, some businesses, especially those 
catering to the holiday trade, may need an increased amount 
of till money and payroll money. In the case of bank holidays 
which are not generally observed by the business community, 
additional currency may be withdrawn in order to insure a 
sufficient supply for normal expenditures while the banks are 
closed.

The amount of currency that the public requires for any 
particular holiday depends on a number of factors. Some holi
days are traditionally spent at home, others away from home. 
Also, some holidays are nationwide— as the major religious 
holidays— while others are observed in certain parts of the 
country only.

The holiday demand for currency is superimposed on the 
distinct patterns of currency demand which already exist 
between months of the year, within the month, and also within 
the week. On a monthly basis, currency tends seasonally to 
return from circulation in January particularly, and to some 
extent during the first third of the year. Thereafter, the amount 
of currency in circulation ordinarily fluctuates without a sus
tained change of level until the last five months of the year, 
when the general trend is upward. The pattern within the 
month is characterized by an outflow of money into circulation 
of considerable proportions during the last week of each month 
and the first several days of the following month and a return 
flow in the remainder. The end-of-month outflow of currency 
is larger in some months than in others and it does not always 
appear at precisely the same time. It is, therefore, difficult to 
distinguish exactly between the month-end and holiday influ
ences in many instances where holidays fall near the end of a 
month (July 4, Memorial Day, Labor Day, Thanksgiving, and 
Christmas). As for the weekly pattern, there are regularly 
rather large intraweekly changes in the amount of money in 
circulation, and these movements may alter any estimates of 
the magnitude of the holiday influence. The following esti
mates presented are based on the average experience of recent 
years.

Among all legal holidays, Christmas has the most pronounced 
influence on the amount of money in circulation. Because its 
effect really begins with the start of the Christmas shopping 
season several weeks before the holiday, the total effect of the 
holiday upon the amount of money in circulation cannot be 
evaluated with any considerable degree of reliability. There
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is, however, a very distinct movement beginning almost two 
weeks before Christmas that may be directly attributed to the 
influence of the holiday, and during this period between 200 
and 275 million dollars are drawn into circulation.2 Large 
purchases of gifts, greatly increased travel expenditures, ex
panded purchases of food and delicacies, gifts of money, and 
other holiday expenses, are reflected in this outflow. Immedi
ately after Christmas the need of the public for money is 
rapidly reduced, and currency quickly returns to the Reserve 
Banks. This return flow takes place despite the fact that there 
is normally a large outflow at the end of each month. The 
only indication of this normal month-end movement in De
cember is a somewhat slackened rate of return around the 
beginning of January.

In terms of its effect upon the circulation of currency, Inde
pendence Day ranks next to Christmas. The influence of this 
day, traditionally the beginning of the summer vacation period, 
is sometimes felt as much as ten business days in advance. 
While it is unlikely that individuals or businesses have begun 
net withdrawals of currency at that time, the banks increase 
their vault cash in anticipation of the demands of the public 
to come several days later. Even after making allowance for 
the normal month-end movement, which takes place at about 
the same time, it is probable that Independence Day adds 
about 150 to 200 million dollars to the amount of money in 
circulation. The extra amounts of currency are used largely 
for travel and vacation expenses by individuals and in resort 
businesses. The return flow takes place from one to three 
business days after the holiday; the beginning of the period 
of the return flow is later when the holiday falls at a week end.

Less important than these two holidays is Thanksgiving, 
which produces an outflow of currency of 100 to 150 million 
dollars more than normal for that period of the month. How
ever, the influence is rather short lived, and is probably attrib
utable almost entirely to travel expenses and extra food pur
chases. It is first felt six or seven days before the holiday but 
there is no (or very little) return flow afterwards, because a 
large amount of currency is retained by the public (or the 
banks ) for month-end needs, and Christmas shopping is already 
under way.

The influence of Labor Day may be substantial, in some years 
at least, but it is very difficult to estimate because from year 
to year this holiday falls on different days of the month. It is 
probable that the effect of Labor Day is considerably less than 
usual when the holiday falls within the first few days of the 
month. The normal month-end outflow at that time may 
suffice, at least in large part, to cover holiday needs. However, 
when the holiday falls a little later in the month (on the fifth

2 This and the following estimates are based on the experience of 
recent years. During the war these patterns were submerged in other 
wartime developments. The magnitudes involved in prewar years 
were, of course, much smaller.

to the seventh), there may be a Labor Day outflow amounting 
to well over 100 million dollars.

The evidence regarding the influence on currency move
ments of the Lincoln and Washington birthday holidays is not 
conclusive, since there are a number of factors tending to 
obscure what influence may be present. These two holidays 
are less important than others in terms of travel expenditures 
and gift and food purchases. In addition, they are only about 
nine business days apart, so that their influences overlap; 
moreover, Lincolns Birthday is not observed generally through
out the country. Finally, the influence of the February 12 and 
February 22 holidays is further obscured by the fact that there 
is a strong seasonal tendency for currency to return from cir
culation both during the middle of each month and for several 
months after Christmas.

Other holidays have considerably less influence on the vol
ume of money in circulation. Memorial Day, Columbus Day, 
and Armistice Day and Election Day combined are of roughly 
equal importance. They each increase money in circulation 
by approximately 75 to 130 million dollars; Armistice Day 
(together with Election Day) ordinarily is the most impor
tant of the three and Memorial Day the least important. The 
effects of each of the three holiday periods may be first noted 
six or seven days before the holiday, and the return flow begins 
one or two days after the holiday and continues for about a 
week. The effect of Easter upon the amount of money in cir
culation is apparently minor and it is also very difficult to deter
mine, because of the shifting date of this holiday.

Holidays other than those mentioned may affect currency 
flows in certain sections of the country, but their influence is 
not discernible on a national scale. It may be concluded, how
ever, that all the major holidays, and especially Christmas and 
Independence Day, require a considerable amount of currency 
in excess of normal needs which is supplied by the Federal 
Reserve System without disturbing the money market.

THE ECONOMIC RECONSTRUCTION  
OF JAPAN

The current speculation about an early conclusion of a peace 
treaty with Japan has focused attention upon the political and 
economic problems of that country. This article seeks to assess 
recent developments in the economic field.

By August 1949 the output of Japanese manufacturing and 
mining had so far recovered from the effects of the war that it 
had reached 136 per cent above the 1946 average. Notwith
standing this improvement, it was still only 78 per cent of the 
average rate for 1932-36, the period immediately prior to the 
“China Incident,” and one when the pattern of industry was 
roughly similar to that which will probably prevail during the 
next few years. Price levels during the same time rose very 
sharply. The index of official wholesale prices for August 1949
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was 10 V2 times higher than in August 1946,1 while the cost 
of living index, based on expenditures in both official and 
black markets, was 4 times higher. The average monthly wage 
in manufacturing industries, it is true, was 13 times greater 
than three years earlier, implying some improvement in wages 
measured in terms of actual purchasing power, but government 
estimates indicate that the latter were still less than half those 
of the mid-thirties.

The major hindrance to the restoration of the prewar level 
of production has been the loss of Manchuria, Korea, Formosa, 
and the other colonial territories that previously provided 
resource-poor Japan with the larger portion of her foodstuffs 
and industrial raw materials. To fill the strangling import 
vacuum resulting from the dismemberment of the empire, the 
United States has financed more than two thirds of Japan’s 
postwar imports, to a total of more than 1.5 billion dollars. 
During the first three years of the occupation, half of these 
imports, provided under the "prevention of disease and unrest” 
occupation formula, consisted of foodstuffs alone. In 1949, 
however, the United States Government decided to give Japan 
more basic assistance in order to permit more rapid reconstruc
tion of her economy, with the result that since July the amount 
of American-financed imports devoted to relief types of sup
plies has been declining, and a growing proportion has con
sisted of raw cotton, petroleum, fertilizers, and other producers’ 
goods.

Total exports have increased steadily from the very low 
levels prevailing immediately after the war, rising from 103 
million dollars in 19462 to an annual rate of 558 million during 
the first seven months of 1949. At the same time the annual 
trade deficit has also grown, albeit less rapidly, expanding from 
202 million dollars to an annual rate of 428 million for Janu
ary-July 1949; the proportion of imports not covered by ex
ports has declined from 66 per cent to 40 per cent. Notwith
standing this improvement, Japan still has far to go before she 
will regain her 1932-36 position when the volume of average 
annual trade was roughly 150 per cent more than now, and 
the imports not covered by exports amounted to less than 4 
per cent.

Half of Japan’s postwar exports through 1948 consisted of 
textiles, the production of which had been fostered by the 
occupation authorities through the importation of large quan
tities of raw cotton. Raw silk exports were next in importance, 
contributing another 17 per cent. During the current year, 
however, although the volume of textile and fiber exports has 
continued to rise, their percentage has diminished, while

1 The wholesale price index based on both official and black market 
prices recorded a less drastic threefold increase, reflecting the relatively 
more acute increase in black market prices during 1946, and their drop 
during 1949.

2 Including a small amount for the last four months of 1945.

exports of machinery and metal products have gained in 
prominence.

Although in the financial sphere of the Japanese economy 
there has not been the progress which with American assist
ance has been made in physical output and foreign trade, signal 
improvement has occurred during 1949. The tremendous up
ward surge in prices that marked 1945 to 1948 was a conse
quence of inefficient enforcement of direct controls and of 
inflationary monetary and fiscal policies. This rise, however, 
was largely checked in 1949.

On September 30, 1949 the national debt stood at 521.5 
billion yen, 3 V2 times the March 1946 level, and 22 times that 
of March 1940. The September figure, however, represents a
5 per cent decline from the December 1948 peak, and although 
the usual seasonal year-end expansion will probably push the 
total close to the December 1948 high mark, the avoidance of 
a rise for a whole year will have been a distinct achievement. 
Similarly, the past year has witnessed some improvement, 
although small, in the distribution of the debt. At the end of 
September 1949 the Bank of Japan still held 46 per cent of 
the total debt, while the ordinary commercial banks and the 
nonbank investors held only 20 per cent (as against 7 per cent 
and 58 per cent, respectively, in March 1946), but the Bank 
of Japans holdings represented a 10 per cent contraction from 
September 1948. The funded share of the debt was only 54 
per cent, compared with 70 per cent in March 1946 and 97 
per cent in March 1940.

The trend in the money supply is still upward, although 
here too the rise has slackened, with the result that during the 
first seven months of 1949 the money supply expanded by less 
than one seventh, whereas during the corresponding period of
1948 the increase was about one third. Moreover, the entire 
rise was confined to bank deposits, with the note issue declin
ing from 355 billion yen to 296 billion. These changes have 
somewhat improved the composition of the money supply, 
although the ratio of notes to bank deposits was still 1 to 2 
compared with the 1932-36 ratio of about 1 to 6.

The improvements that have been noted in the financial 
sphere have stemmed in large part from the so-called Dodge 
reforms introduced this spring when Mr. Joseph Dodge, 
Detroit banker and former finance division chief of the Amer
ican Military Government in Germany, was acting as advisor 
to SCAP in Japan. The reforms included a balanced budget 
with reduced government expenditures and increased taxes, as 
well as credit restrictions, a single exchange rate, and the 
elimination of export subsidies and the curtailment of domestic 
subsidies. While putting a much-needed brake upon the infla
tion, these measures have understandably had a temporarily 
adverse effect upon production. Thus, after the index of indus
trial production had risen 11 points from January to April 
1949, thereby reaching 79 per cent of the 1932-36 level, it
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ceased to advance and by the end of August had actually 
dropped one point. From April to August of the previous year 
production had risen 9 points.

Although figures are not yet available, reports indicate that 
the industrial readjustments had been largely accomplished by 
September. The easier atmosphere that resulted was reinforced 
by the publication of the tax reforms worked out by a mission 
headed by Professor Carl Shoup of Columbia University. 
Despite criticism from some sources, the general reaction of 
industrial leaders was one of approval and optimism, particu
larly because of the lightened tax burdens advocated for busi
ness and the high-income groups, and the inclusion of a long- 
awaited program for the revaluation of business assets.

But in the middle of September industry received a new 
blow from the sterling and other currency devaluations. These 
meant a twofold obstacle to Japan’s exports, since not only 
did her leading competitor, the United Kingdom, devalue, but 
50 also did most of her important export markets. Almost one 
half of total Japanese exports in 1948 had gone to the devalu
ing countries— 77 per cent in the form of textiles— but only 
10 per cent of her imports came from those areas. The net 
effect of the devaluations upon both the terms of trade and 
die balance of trade of Japan is therefore likely to be 
unfavorable.

Although SCAP has declared that the exchange value of 
the yen will not be lowered, probably in the belief that to do 
50 would make internal stabilization more difficult, it has per
mitted the abolishment of the floor prices on exports,3 a stra
tegic step that should help to regain for Japan a good part of 
the competitive position lost when sterling was devalued. The 
outlook is particularly good for cotton goods, thus far the most 
important postwar export; the production of cotton textiles 
has been very profitable since the establishment in April of 
the single exchange rate of 360 yen to the dollar, and the 
jremoval of floor prices should result in quotations competitive 
with those of the United Kingdom.

Despite the financial improvement in 1949, and the good 
prospects for renewed progress in production and exports, 
Japans economic future remains very uncertain. To live Japan 
must trade. She has lacked sufficient foodstuffs and raw mate
rials since she became an industrialized nation. The sudden 
expansion of her population from 72 million at the end of the 
war to 82 million in 1949,4 has greatly increased the pressure 
on her resources. Having lost her empire, she will not easily 
regain the standard of living recommended as a goal by the 
Far Eastern Commission— that of 1930-34, a time when the 
population was only about 67 million. The cessation of the 
reparations program has left Japan with a more valuable indus-

3 Floor prices on silk products, however, will not be removed until 
the end of the year.

4 It is estimated that ten years hence her population will reach 95 
million.

trial base than she possessed in 1930-34, which will indeed 
help. But if American aid, which is scheduled to provide the 
major part of her 1949 imports, were to be suddenly cut off, 
Japan would find herself in dire straits. A great expansion in 
exports, a reorientation of her trade towards Asia and Africa 
(where, however, political and economic instability will be an 
impediment), and the attracting of foreign loans, are now her 
most important and difficult tasks.

DURABLE GOODS SALES AND RETAIL TRADE

One of the most significant factors in the readjustment 
period which began in the latter part of 1948 has been the 
relative stability of retail sales, even during the period of rising 
unemployment, declining payrolls, and curtailed production. 
From the all-time record set in August 1948 to the low point 
reached in July 1949, the seasonally adjusted dollar volume of 
retail sales (as measured by the U. S. Department of Com
merces recently revised estimates of retail sales) declined less 
than 5 per cent, approximately by the same percentage as retail 
prices of all commodities. During the first ten months of 
this year, customers spent at all retail establishments only about 
1 per cent less than in the corresponding period last year, while 
retail prices averaged 2 per cent lower.

This stability in the aggregate volume of retail purchases 
was the result of a continued high level of expenditures for 
durable goods. In fact, it was almost entirely attributable to 
the rising sales of automobiles, since sales of other durable

Total Retail Store Sales— Durable and Nondurable Goods
(Third quarter 1947, 1948, and 1949; seasonally 

adjusted annual rate)
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goods on the whole have been tapering off during the past 
year. Sales of homefurnishings (including household appli
ances), jewelry, and building materials stores have all been 
below last year's levels. In the third quarter of 1949, sales of 
these three types of stores were running at an annual rate 
which was about 2.4 billion dollars below the third quarter of 
last year and even somewhat lower than the corresponding 
period of 1947. Sales of the automotive group, on the other 
hand, rose by about one fifth, or at an annual rate about 4.3 
billion dollars above the third quarter of 1948, and nearly 
60 per cent above the same quarter of 1947. The sustaining 
influence of automobile sales has been so great that August, 
September, and October of this year were the three highest 
months on record for aggregate seasonally adjusted sales of 
durable goods stores.

In the nondurable goods category, consumer expenditures 
in food stores remained fairly stable despite somewhat lower 
prices, and filling station sales have been well maintained. 
However, the sales volume of other nondurable goods stores 
has been declining and in the third quarter of 1949 was 9 per 
cent below the same period in 1948, a drop of about 5 billion 
dollars at an annual rate. One of the sharpest declines occurred 
in the apparel group where sales were down 12 per cent. 
Department store and mail-order house sales— often used as 
an indicator of retail sales in general— showed a decline of 
10 per cent between the third quarters of 1948 and 1949. The 
discrepancy between this and the 3 per cent decline actually 
registered in sales of all retail stores arises primarily from the 
fact that department stores sell a negligible proportion of items 
— food, gasoline, and automobiles— whose sales have been 
stable or rising.

How long passenger car sales will be able to continue to 
offset the reduced volume of business in other lines is a ques
tion that is attracting considerable discussion. Already there 
are some indications that automobile sales may have reached 
their postwar peak. From August through October, seasonally 
adjusted sales of the automotive group leveled off, and— what 
may be even more significant— retail stocks of this group of 
dealers rose sharply. Nevertheless, even if the extraordinarily 
high current rate of automobile sales should not be fully main
tained, a continued substantial level of replacement sales is in 
prospect. Earlier this year, the U. S. Department of Commerce 
estimated that the wartime deficit in automobile production 
had nearly been made up and the over-all number of passenger 
cars was approximately in line with current levels of popula
tion and income. At the same time, however, the Department 
pointed out that in mid-1948, about 6 million passenger cars, 
or close to one fifth of the total, were already past the esti
mated postwar scrappage age (12 years) and were due for re
placement, while nearly one third of the cars on the road were 
past the prewar scrappage age (10 years). A Federal Reserve

survey,1 made in July 1949, showed that the number of con
sumers planning to purchase automobiles during the coming 
year was still at an extremely high level. Similarly, the demand 
for home appliances, furniture, farm equipment, and building 
materials may have receded somewhat from its postwar peak, 
but is expected to be sustained in the next few years by the 
large need for replacements. In addition, an expanding market 
for some of these items is provided by the high rate of resi
dential construction, which in 1949 is expected to break all 
previous records by providing nearly a million new homes, and 
probably at least 900,000 more in 1950, according to official 
estimates. The accelerated sale and replacement of consumers’ 
durable goods in the past few years, however, may well have 
repercussions later, since the proportion of households owning 
relatively new automobiles and appliances will then be much 
larger and the demand for replacements commensurately 
smaller.

Another factor which has stimulated sales of durable goods 
more than those of nondurable goods is the ready availability 
of credit, as evidenced by the rapid rise in consumer instalment 
debt discussed elsewhere in this issue. Since the expiration of 
Federal Reserve consumer credit controls at the end of June, 
there have been some attempts, particularly among appliance 
and radio dealers, to boost lagging sales by competitive loosen
ing of credit terms. The announcement that 2.8 billion dollars 
in Government insurance dividends will be distributed to vet
erans early next year may already be having some effect on 
sales, particularly of durable goods, because of anticipatory 
spending. It is likely, however, that some portion of these pay
ments will be saved, invested, or applied to the repayment of 
debts. (The Federal Reserve Survey of Consumer Finances 
reported that about three tenths of the veterans cashing ter
minal leave bonds in 1947 used them for such purposes, while 
about two fifths of those receiving bonds had not yet cashed 
them at the time of the survey in early 1948.) Hence, the 
impact on retail sales may not be as strong as might be antici
pated in view of the total amounts to be distributed, particu
larly if payments are spread over a period of several months.

1 Survey made for the Board of Governors of the Federal Reserve 
System by the Survey Research Center of the University of Michigan. 
(See October 1949 Federal Reserve Bulletin.)

DEPARTMENT STORE TRADE SINCE 
THE END OF THE WAR
Sales at Second District department stores during November 

expanded somewhat more than seasonally, indicating a small 
rise in seasonally adjusted sales above the low level of October, 
according to a preliminary estimate. The year-to-year decline, 
about 3 per cent, was the smallest since April, partly because 
business in November 1948 had been conspicuously slow. 
Sales compared most favorably with those of the correspond
ing period of last year during the last calendar week of the
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Indexes of Department Store Sales and Prices 
Second Federal Reserve District

(M ay 1920 and June 1948, respective postwar dollar 
sales peaks,—100 per cent)

PERCEN T PE RCENT

1 9 2 0 -2 1  M J J A  S O N D J F  M A M J  J A S O

* Adjusted for seasonal variation; November 1949 estimated.

# Weighted average of clothing (2) and housefurnishings (1 )— subgroups of 
Bureau of Labor Statistics’ index of consumers’ prices. November 1949 esti
mated by Federal Reserve Bank of New York. For 1920-21, monthly figures 
were interpolated between semiannual data.

month. The cold snap that developed towards the end of 
November this year was apparently an important influence.

T h e  P o s t w a r  R e a d ju s t m e n t  in  S a le s  

By the end of November, sixteen months had elapsed since 
the dollar amount of sales in this District s department stores 
began to recede from the all-time record level (on a seasonally 
adjusted basis) of June 1948. This bank’s index of sales 
declined in this period from 262 per cent of the 1935-39 
average to 221, indicating a loss of 16 per cent in the daily 
rate of dollar transactions. The most reliable information at 
hand suggests that during this period prices of department 
store merchandise had been reduced by only about 5 per cent. 
The much greater drop in dollar volume could only have 
stemmed from a diminished flow of merchandise, apparently 
amounting to about 11 per cent.

The readjustment in the dollar volume of sales through 
November has a striking resemblance to the readjustment of 
1920-21 after World War I. Changes in the estimated physical 
volume of goods sold, however, reveal striking differences. 
The very severe price cuts, which characterized the 1920-21 
business realignment, apparently were accompanied, after a 
brief *'shakedown,1” by a rapidly rising volume of actual mer
chandise moved in the face of declining dollar volume, as 
illustrated in the accompanying chart. While in September 
1921, after having tended downward for sixteen months, sea
sonally adjusted dollar sales were 19 per cent below the May 
1920 peak, estimated physical sales volume had increased by 
some 17 per cent. Dollar sales turned upward in the follow
ing month and in the subsequent period of relatively stable 
prices, units of goods sold continued the upward trend initi
ated many months before.

Owing to difficulties in securing adequate price statistics 
for estimating physical volume from dollar sales, the contours 
shown in the chart and the percentage changes computed 
(other than dollar sales) from the same basic data must be 
interpreted as rough approximations only. A further limitation 
is imposed by the lack of suitable allowances for changes in 
quality. As tentative estimates, however, the divergent move-

Postwar Department Store Sales 
Second Federal Reserve District

(Percentage change between seasonally  
adjusted data for selected m onths)

Period
Dollar
sales Prices#

Apparent
physical
volume

January 1919 to May 1920........................ + 5 8 + 3 9 + 1 4
September 1945 to June 1948................... + 5 4 + 3 3 + 1 6

May 1920 to September 1921................... — 19 - 3 0 + 1 7
June 1948 to November 1949*................. — 16 -  5 - 1 1

January 1919 to September 1921............ + 2 8 -  4 + 3 3
September 1945 to November 1 9 4 9 * ... + 3 0 + 2 6 +  3

* November 1949 preliminary estimate.
# See footnote to chart for source and method of estimating.
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ments in prices and physical volumes, as well as the general 
levels of the magnitudes involved, fit the testimony from busi
ness reports of the times.

Other similarities, perhaps only accidental, and other differ
ences, no doubt incidental to the altered nature of the economy, 
appear from an examination of the two postwar periods, al
though activity in the second was, of course, on a much higher 
level. The expansions in dollar terms prior to the readjust
ments were not very different ( although the second was spread 
over about twice as long a period)— 58 per cent between Janu
ary 19191 and May 1920, compared with 54 per cent from 
September 1945 to June 1948. Much smaller but closely 
comparable growths occurred in physical volume, as the accom
panying table indicates. But whereas the decline in physical 
volume after the World War I boom coincided closely in tim
ing with the first months of the lag in dollar sales, and was 
apparently of very brief duration, after World War II a peak 
in physical volume occurred long before the expansion in 
dollar sales had run its course. Inadequacies of the price data 
and the lack of adjustment for improvements in quality may 
very well mask the exact timing of the turning point and the 
magnitude of the subsequent decline, but that some definite 
decline occurred before 1948 seems a warranted conclusion.2 
Thus, the estimated 16 per cent increase in physical volume 
between September 1945 and June 1948 represents the net 
increase across that interval, not the maximum postwar rise.

At the end of the full period of rise and fall of dollar sales 
after World War I and after World War II to date, there 
remained almost equal net gains (28 and 30 per cent) in the 
dollar sales indexes. Prices, however, showed dissimilar courses. 
They were most likely somewhat lower in September 1921 than 
in January 1919 but were, according to indexes of retail prices, 
about 25 per cent higher in November 1949 than in Septem
ber 1945. Hence the record indicates a net gain of one third 
in physical volume for the period after World War I but only 
a negligible one for the period just past. The difference may 
be explained at least in part by the shift in consumer expendi
tures to a greater extent during the past year or two than after

1 Earlier sales data not available.
2 The likelihood that unit sales in 1947 were already below those of 

the year before was discussed in this bank’s Review of January 1948, 
p. 11.

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District
(1935-39 a vera ge= 1 0 0  per cen t)

1948 1949

Item
Oct. Aug. Sept. Oct.

Sales (average daily), unadjusted................. 281r 171 243 243
Sales (average daily), seasonally adjusted.. 253r 234 241 219

Stocks, unadjusted............................................ 268r 204 225 244
Stocks, seasonally adjusted............................ 237r 204 213 216

r Revised.

World War I from department store type merchandise to auto
mobiles, appliances, and new homes and— perhaps more im
portant— the sustained high cost of food in the recent period 
compared to the drop of at least one third in 1920-21.

Department and Apparel Store Sales and Stocks, Second Federal Reserve 
District, Percentage Change from the Preceding Year

Locality

N e t ; 

Oct. 1949

sales

Jan.through 
Oct 1949

Stocks on 
hand 

Oct. 31, 1949

Department stores, Second District___ - 1 3 -  8 -  9

New York C ity ...................................... - 1 4 -  9 - 1 0
Northern New Jersey........ .................. -  9 -  7 -  4

- 1 0 -  8 -  3
Westchester County.............................. - 1 1 +  3 4* 7
Fairfield County.................................... - 1 6 - 1 0 - 1 3

Bridgeport ...................................... - 1 6 - 1 1 - 1 4
Lower Hudson River Valley............... - 1 2 -  6 -  8

Poughkeepsie...................................... - 1 4 — 5 - 1 1
Upper Hudson River Valley............... - 1 8 -  6 - 1 2

- 1 9 -  8 - 1 8
Schenectady........................................ - 2 2 -  4 -  3

Central New York State..................... -1 1 -  7 -1 1
Mohawk River Valley...................... - 1 6 - 1 1 -1 6

- 1 4 -  9 -1 9
-  8 -  6 -  8

Northern New York State.................. - 1 3 -  7 - 1 7
Southern New York State................... - 1 6 - 1 0 - 1 1

Binghamton........................................ - 1 7 - 1 0 - 1 1
Elmira.................................................. -  8 -  9 - 1 4

Western New York State.................... - 1 4 -  5 -  7
- 1 3 -  3 -  7

Niagara Falls...................................... — 12r -  7r -  8
Rochester............................................ - 1 6 -  9 -  8

Apparel stores (chiefly New York C ity ). - 2 3 - 1 1 - 1 1

r Revised.

Indexes of Business

1948 1949

Index
October August Sept. October

Industrial production*, 1935-39 = 100.........
(Board of Governors, Federal Reserve 
System)

195 170 174 . 166p

Electric power output*, 1935-39 =  100........
(Federal Reserve Bank of New York)

257 258 255 256p

Ton-miles of railway freight*, 1935-39 = 100 
(Federal Reserve Bank of New York)

208 154 154 p

Sales of all retail stores*t, 1935-39 =  100... 
(Department of Commerce)

338 330 336 331 p

Factory employment
United States#, 1939 =  100........................ 158 141 144 UQp
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 127 113p 118 p 117 p
(N YS Div. of Placement and Unemp. Ins.)

Factory payrolls
United States#, 1939 =  100........................ 367 323 335p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100................ 294 264p 283p 278p
(N YS Div. of Placement and Unemp. Ins.)

Personal income*, 1935-39 = 100.................. 315r 308 307p
(Department of Commerce)

Composite index of wages and salaries* t, 
1939 = 100...................................................... 194 199 199p
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 =  100 ................ 174 169 170 169
(Bureau of Labor Statistics)

Velocity of demand deposits*, 1935-39 = 100 
(Federal Reserve Bank of New York)
New York C ity.............................................. lOSr 110 106 106
Outside New York C ity .............................. 93 89 89 89

* Adjusted for seasonal variation. p Preliminary. r Revised,
f  Revised beginning January 1943. # Revised beginning January 1941. 
t  A monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.
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NATIONAL SUMMARY OF BUSINESS CONDITIONS
(Summarized by the Board of Governors of the Federal Reserve System, November 28, 1949)

OUTPUT and employment at factories and mines decreased 
in October but increased in the latter part of November. 

New construction activity was maintained at a high rate in 
October and the first half of November. Department store 
sales showed a less than seasonal increase. Commodity price 
changes continued to be relatively small. Prices of common 
stocks and bonds generally advanced.

I n d u s t r ia l  P r o d u c t io n  

The Board’s seasonally adjusted index of industrial produc
tion was 166 per cent of the 1935-39 average in October as 
compared with 174 in September and 170 in August. Follow
ing settlement of the steel labor dispute and resumption of 
operations at bituminous coal mines, total industrial production 
has increased in November.

Activity in durable goods industries declined about 12 per 
cent in October. The decrease reflected mainly sharp curtail
ment in output at blast furnaces, steel works, and rolling mills. 
Steel ingot production was reduced from a rate of 84 per cent 
of capacity in September to 11 per cent in October. Since early 
November, however, ingot production has increased again, 
and during the fourth week was scheduled at 78 per cent of 
capacity. Activity in iron and steel fabricating industries 
declined only slightly in October, but in early November 
apparently was reduced considerably mainly as a result of tem
porary steel shortages. Owing in part to model changeovers 
the number of passenger cars and trucks assembled was reduced 
from the record September rate by about one tenth in October 
and by one fifth in the first three weeks of November. Deliv
eries of copper to fabricators increased sharply in October, and 
output of furniture, electrical appliances, and most building 
materials continued to advance.

INDUSTRIAL PRODUCTION

Output of nondurable goods showed a further rise in Octo
ber as a result mainly of substantial increases in the textile, 
paper, and printing industries. Activity in these lines in Octo
ber was generally at about the high levels prevailing last 
autumn. Output of petroleum products also increased in Octo
ber but in early November was curtailed because of large 
stocks. Activity in most other nondurable goods industries in 
October showed little change.

As a result of work stoppages at bituminous coal and iron 
mines, minerals output declined considerably further in Octo
ber. Anthracite production, however, increased substantially 
and crude petroleum output continued to expand. In Novem
ber, bituminous coal production has advanced sharply.

Co n s t r u c t io n

Value of construction contracts awarded in October, accord
ing to the F. W . Dodge Corporation, was maintained at the 
exceptionally high September level. Increases in public awards, 
following declines in August and September, offset small 
declines in awards for most types of private construction. The 
number of residential units started in October, as estimated by 
the Bureau of Labor Statistics, was 100,000, the same number 
as in September and 27,000 more units than in October 1948.

Em p l o y m e n t

Employment in nonagricultural establishments declined 2 
per cent in October owing mainly to reductions in durable 
goods manufacturing, mining, and transportation industries as 
a result of the steel and coal labor disputes. Unemployment 
rose one-quarter million in early October.

DEPARTMENT STORE SALES AND STOCKS

Federal Reserve indexes. Monthly figures; latest shown are for October.
Federal Reserve indexes. Monthly figures; latest figure for sales is O ctober; 

latest for stocks is September.
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D istr ib u t io n

Department store sales were 275 per cent of the 1935-39 
average in October, according to the Board’s seasonally adjusted 
index, as compared with 289 in September, and an average of 
286 for the first nine months. In the first three weeks of 
November sales were 6 per cent below year-ago levels when 
the sales index for the month was 290.

Shipments of railroad revenue freight declined considerably 
in October reflecting chiefly sharply curtailed shipments of 
coal, iron ore, and steel products. Loadings increased in the 
middle of November, reflecting mainly sharp gains in coal 
shipments; loadings of miscellaneous freight showed a moder
ate expansion.

Co m m o d it y  Prices

The average level of wholesale commodity prices declined 
somewhat further from mid-October to the third week of 
November, reflecting chiefly seasonal decreases in prices of 
livestock and meats. Spot prices of apparel wool, lead, and 
tin also declined owing in part to earlier reductions in foreign 
markets, while coffee prices showed a sharp increase. Steel 
scrap prices rose above prestrike levels and prices of some

additional domestic industrial products were advanced in 
November.

Ba n k  C redit

Business loans at banks in leading cities continued to expand 
seasonally during October and the first half of November. 
Loans on real estate and loans to consumers also increased. 
Holdings of U. S. Government securities rose during October 
but subsequently declined early in November.

A small reduction in gold stock and a seasonal outflow of 
currency into circulation tended to reduce member bank 
reserves in the first three weeks of November. Federal Reserve 
Bank credit expanded, however, reflecting primarily purchases 
of Government securities by the System.

Secu r ity  M ark ets

A steady rise in prices of most long-term Government bonds 
during the first three weeks of November has been accom
panied by a moderate increase in prices of high-grade corpo
rate bonds. Common stock prices have fluctuated around the 
new high level for the year reached in early November. New 
corporate security issues have continued in small volume.

WHOLESALE COMMODITY PRICES SECURITY MARKETS

Bureau of Labor Statistics’ indexes. Weekly figures; latest shown are for 
week ended November 22.

PER CENT per  CENT

1942 1943 1944 1945 1946 1947 1948 1949

Common stock prices, Standard & P oor’s Corporation; corporate bond 
yields, M oody’s Investors Service; U. S. Government bond yields, U. S. Treas
ury Department. W eekly figures; latest shown are for week ended N o
vember 19.
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Remarks of A l l a n  Sp r o u l , 

President, Federal Reserve Bank of New York 
at the

Seventy-Fifth A n nu al  Convention  of the 
A merican Bankers A ssociation 

San Francisco, California 

November 2, 1949

As A native Californian— and a native San Franciscan—  
I have tried to think of something I might discuss which 

would be of special interest to our generous hosts at this con
vention. The fact that this is 1949, and that the whole State 
of California has been engaged in a two-year round of cele
brations of the 100th anniversary of the discovery of gold in 
California, and of its immediate consequences, gave me an obvi
ous lead. Gold is something in which we are all interested. 
Nor is this an untimely topic on other grounds. The recent 
wave of currency devaluations which swept around the world, 
following upon the devaluation of the British pound sterling 
six weeks ago, has fanned into modest flame the always smould
ering fires of the gold controversy. In addition, I was eager to 
review the gold question because it is a good starting point 
for an understanding of the place of the Federal Reserve 
System in the monetary and economic life of the country. 
When I finish with gold, I shall want to say something more 
specific about the System, and about your relations with it.

As central bankers, of course, charged with responsibility 
for our monetary and credit policies, we have the question of 
gold under more or less constant surveillance. Most of the 
time, in recent years, we have been under attack from two 
sides because of our attitude toward gold. Those interested 
primarily or initially in the price of gold, and in what they 
call a free gold market, have fired from one side. Those inter
ested primarily and eternally in gold coin convertibility— in a 
full and automatic gold standard domestically and internation
ally— have fired from the other. More recently, we have had a 
brief respite from attack while these two groups fired at each 
other, each group arrogating to itself responsibility for the 
only true gospel according to St. Midas. What I have to say 
will probably bring that brief respite to an end. The fire will 
again be concentrated on the monetary authorities, for whom 
I cannot presume to speak except as one individual engaged 
in the practice of central banking, but who will, no doubt, be 
blamed for my views.

Let me take account of each of these two groups separately; 
those who concentrate, at least initially, on a free gold market, 
and those who will have none of this heresy, but who want a 
fixed and immutable gold price and convertibility of currency 
— and therefore of bank deposits— into gold coin.

The first group, which includes the gold miners, makes its 
argument on several grounds, trying to combine economics 
and psychology with self-interest. Let me paraphrase their

principal arguments as presented at hearings on bills to per
mit free trading in gold in the United States and its territories. 
In this way I may avoid the fact as well as the appearance of 
building straw opponents. The arguments most frequently 
presented in favor of these bills were:

1. In the face of rising production costs and fixed selling 
prices, the gold mining industry has been forced to curtail its 
operations, and to the extent that it has operated, its profits 
have been reduced. The higher gold prices which would pre
sumably prevail in a free market would correct this situation. 
This is the "do something for the gold miners” argument at 
its baldest.

When this argument is embroidered a little, it is claimed 
that since the prices of all goods and services have increased 
so substantially during the past ten or fifteen years, it is nec
essary to open the way for an increase in the price of gold so 
as to be sure there will be enough gold to carry on the country’s 
business; to bring the price of gold into adjustment with the 
prices of everything else.

2. A second group of arguments expresses concern over 
the unsettling effects of the "premium” prices which are paid 
for gold abroad, and claims that a free gold market in the 
United States, with no gold export restrictions, would cause 
these premium markets abroad to disappear, with beneficial 
effects upon world trade and international relations.

3. Third, there is an argument in equity— that gold miners 
should be allowed to sell their product at the best price they 
can obtain, as do producers of other products; and that Ameri
can citizens, like the citizens of most other countries, should 
be free to hold or to buy and sell gold.

4. Finally, there were those who viewed and favored a free 
gold market as a first step in the direction of a full gold coin 
standard, and who held that even a free market would act as a 
"fever chart” of the economy and lead to reform of extravagant 
Government fiscal policies, remove inflationary tendencies fos
tered by a managed currency, and lead to sounder conditions, 
generally.

To take these arguments up in order, it should be pointed 
out right away that it is quite possible that a free market for 
gold in the United States would not result in a rise in the price 
of gold, if for no other reason than that the Secretary of the 
Treasury is required, by law, to maintain all forms of United 
States money at parity with the gold dollar which contains
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1/3 5 th of an ounce of fine gold. This means that the Treasury 
should maintain the price of gold at $35 a fine ounce in legal 
gold markets in the United States. To do this, if there were a 
legal free market for fine gold, the Treasury should sell gold 
to the extent necessary to maintain the market price at $35 a 
fine ounce. W e might, therefore, get what would be in effect 
gold convertibility by way of a free market, but not a rise in 
the price of gold. Aside from this possible outcome of the 
establishment of a free market for gold, what is it we are being 
asked to do? In effect we are being asked to do something to 
benefit the gold mining industry, to encourage a shift of pro
ductive resources, in this and other countries, into gold pro
duction, in order to provide gold for hoarding. This, I submit, 
would be a witless proceeding, in terms of the welfare of the 
whole economy, matched only by our bonanza provisions for 
the special benefit of the miners of silver.

As for the economic embroidery of this request for aid to 
the gold mining industry, there is no lack of monetary means 
of carrying on the business of the country, nor is there likely 
to be. It is the economics of perpetual inflation to argue that 
a rise in the commodity price level should be followed by an 
arbitrary increase in the price of gold and hence in the reserve 
base, thus permitting and, perhaps, promoting additional 
deposit expansion and a further upward movement of prices. 
Even on the basis of statistics, which are not always reliable 
or comparable, it is interesting to note that the increase in the 
price of gold in the United States, in 1934, raised the price of 
gold by 69 per cent, whereas wholesale prices in the United 
States are now only 60 per cent above the 1927-29 level. W e  
have been plagued, if anything, with an oversupply of money 
in recent years, and the United States gold stock, at the present 
price, is large enough to support whatever further growth in 
the money supply may be needed for years ahead.

The second group of arguments has to do with the desira
bility of knocking out of business the premium markets in 
gold which have existed and still exist in various foreign coun
tries. I share the general dislike of these markets because they 
are parasites on the worlds monetary system and help to siphon 
into gold hoards the resources of people who need food and 
clothing and equipment— and who wouldn’t need so much 
help from us if they didn't use scarce foreign exchange to buy 
gold for private hoards. But I don’t think the soundness nor 
the stability of the United States dollar is actually brought into 
question by these premium markets. At our official purchase 
price for gold— $35 a fine ounce— the United States has been 
offered and has acquired more gold than the total world pro
duction ( excepting the U.S.S.R. for which reliable data on gold 
production, as on everything else, are not available), since 
1934, the year of our devaluation. During those years— 1934 
to 1948 inclusive— estimated world gold production, valued 
at United States prices, was about $13.5 billion and United 
States gold stocks increased $16 billion. Most of the producers 
and holders of gold have been quite willing to sell us gold for 
$35 a fine ounce despite the quotations of $45 and $55 and 
so on up in the premium markets. The fact is that these pre

mium markets represent insignificant speculative adventures 
around the fringe of the world supply and demand for gold. 
They reflect mainly the urgent and often illegal demands of a 
small group of hoarders, together with some private demand 
for gold to be used in relatively backward areas, or areas where 
the forms of civilized government have broken down, and 
where the metal serves the needs of exchange— or hoarding—  
better than a paper note. I do not think there would be any 
appreciable stimulus to United States gold production, if we 
opened the doors of this largely clandestine trade to our 
domestic gold miners. But, by legalizing it, we might well 
create what we are trying to destroy— uncertainty about the 
stability of the dollar and our own intentions with respect to 
its gold content.

The third argument— that the miners of gold should be free 
to sell their product at the best price they can get— is probably 
the giveaway. It is the argument that gold should be treated 
as a commodity when you think you can get a higher price 
for it, and as a monetary metal and an international medium 
of exchange when you want a floor placed under its price. I 
would say that you can’t have it both ways. If you want the 
protection of an assured market at a fixed price, because gold 
is the monetary metal of the country, you should not ask per
mission to endanger the stability of the monetary standard by 
selling gold at fluctuating prices (the gold producers hope 
higher prices) in a fringe free market. Under present condi
tions, the only real price for gold is the price the United States 
Treasury is prepared to pay for it. So long as that is the case, 
there is no sense in a "make believe” free gold market, in which 
possible temporary or short-run deviations from the fixed price 
of the Treasury might have disturbing consequences.

Nor is the argument that citizens of the United States should 
have the same privileges as the citizens of other countries, 
when it comes to holding or trading in gold, at all convincing 
to me. It is true that in a number of foreign countries the 
holding of gold by private citizens is legal, and in some foreign 
countries strictly internal free trading in gold is permitted. In 
many cases, however, this merely represents the shifting around 
of a certain amount of gold which is already being hoarded in 
the country, since in practically all of these countries the export 
and import of gold on private account is either prohibited or 
subject to license. And, in many countries where gold is pro
duced, some percentage, if not all, of the newly mined gold 
must be sold to the monetary authorities, a requirement which 
further limits the amounts available for trading and hoarding. 
These restricted and circumscribed privileges in other coun
tries are no reflection of a loss of inalienable rights by our 
people. They are attempts by these foreign countries to adjust 
their rules with respect to gold to their own self-interest and, 
so far as possible, to the habits of their people, all under the 
sheltering umbrella of a world gold market and a world gold 
price maintained by the Treasury of the United States. W e 
have deemed it wise to maintain such a fixed point of refer
ence, in a disordered world. W e have decided by democratic 
processes and by Congressional action, that this policy requires,
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among other things, that gold should not be available for 
private use in this country, other than for legitimate industrial, 
professional, or artistic purposes. W e have decided that the 
place for gold is in the monetary reserves of the country, as a 
backing for our money supply (currency and demand deposits 
of banks), and as a means of adjusting international balances, 
not in the pockets or the hoards of the people. If we want to 
reverse that decision, the means of reversal are at hand, but it 
should be a clear cut and a clean cut reversal, restoring con
vertibility. Providing a dependent free gold market, in which 
gold miners and a little gold group of speculative traders or 
frightened gold hoarders (such as those who now take advan
tage of a provision in the regulations to buy and sell "gold in 
the natural state” ) could carry on their business is not the way 
to meet the problem.

I do not propose to get in the cross fire of those who claim 
that a free gold market would be a step toward convertibility, 
and those who claim that a free gold market, without free coin
age at a fixed price, would cause us to lose whatever modicum 
of a gold standard we now have and lead to monetary chaos. 
That is one of those doctrinal arguments in which the subject 
abounds. I will merely say here that I think authorization of 
a free gold market in this country, with no change in the pres
ent responsibility of the Secretary of the Treasury to maintain 
all forms of money coined or issued by the United States at 
parity with the ‘ gold dollar”, would probably lead indirectly 
to convertibility. The desirability of doing this is another 
matter, which I shall now try to discuss briefly and dispassion
ately. This is a hazardous attempt because there is no subject 
in the field of money and banking which so arouses the pass
ions, and which so readily defies brief analysis.

Two groups of arguments for the reestablishment of a gold 
coin standard may, perhaps, be distinguished in the writings 
and speeches of those who propose it, one group relating 
primarily to the domestic economy and one to the probable 
effects on international trade and finance. In the first group the 
arguments run about as follows:

1. Replacement of our "dishonest”, inconvertible currency 
with an "honest” money having intrinsic value would pro
mote confidence in the currency, and encourage savings, 
investment, long-time commitments, and production.

2. Irredeemable paper money leads to inflation, whereas the 
upper limits imposed upon currency and credit expansion 
by a thoroughgoing gold standard serve as a restraining 
influence on irresponsible politicians and over-optimistic 
businessmen.

3. Present Governmental taxing and spending policies are 
wrong, and dangerous. The gold standard would put a 
brake on public spending.

4. As a corollary of the preceding argument, since the gold 
standard would hinder further extension of Government 
control and planning, it is a necessary implement of 
human liberty.

The second group of arguments, relating to the international 
advantages of a gold coin standard, generally make no distinc
tion between the effects of a unilateral adoption of such a 
standard by the United States, and the multilateral establish
ment of an unrestricted gold standard by many countries, and 
of exchange rates fixed by such a standard. The arguments 
run somewhat as follows:

1. The existence of premium markets in gold abroad and 
the lack of gold convertibility at home creates— and is 
representative of— lack of confidence in the gold value 
of the dollar. In the absence of a thoroughgoing gold 
coin standard we cannot convince anyone that we may 
not devalue the dollar.

2. Restoration of "normal” patterns of international trade 
is being retarded by the inconvertibility of currencies in 
terms of gold and, therefore, one with another. This 
inconvertibility has led to tariffs, quotas, exchange con
trols, and to general bilateralism.

3. Under a managed paper currency system there is always 
the temptation to solve national problems by devices 
which lead to international disequilibrium. This, in turn, 
has led to domestic devices restrictive of foreign trade. 
The international gold standard, by eliminating the need 
for restrictive commercial policy, would increase the 
physical volume of international trade, resulting in an 
improved division of labor and higher standards of living 
for everyone.

First, let me say that I perceive no moral problem involved in 
this question of gold convertibility. Money is a convenience 
devised by man to facilitate his economic life. It is a standard 
of value and a medium of exchange. Almost anything will 
serve as money so long as it is generally acceptable. Many 
things have served as money over the centuries, gold perhaps 
longest of all because of its relative scarcity and its intrinsic 
beauty. In this country we still retain some attachment to gold 
domestically, and more internationally, but to carry on our 
internal business we use a paper money (and bank deposit 
accounts) which has the supreme attribute of general accepta
bility. There is no widespread fear of the soundness of the 
dollar in this country, no widespread flight from money into 
things. The constant cry of wolf by a few has aroused no 
great public response. Savings, investment, long-term commit
ments, and the production and exchange of goods have gone 
forward at record levels.

Much of the nostalgia for gold convertibility is based, I 
believe, on fragrant memories of a state of affairs which was a 
special historical case; a state of affairs which no longer exists. 
The great period of gold convertibility in the world was from 
1819 to 1914. It drew its support from the position which 
Great Britain occupied, during most of the 19th century and 
the early part of the 20th century, in the field of international 
production, trade, and finance. The gold coin standard flour
ished because the organization of world trade under British
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leadership provided the conditions in which it could, with a 
few notable aberrations, work reasonably well.

The ability of the British to sustain, to provide a focal point 
for this system has been declining for many years, however, 
and the decline was hastened by two world wars which sapped 
the resources of the British people. The heir apparent of Great 
Britain, of course, was the United States, but up to now w£ have 
not been able to assume the throne and play the role. And 
until some way has been found to eliminate the lack of balance 
between our economy and that of the rest of the world, other 
than by gifts and grants in aid, we won’t be able to do so. 
This is a problem of unravelling and correcting the influences, 
in international trade and finance, which have compelled world
wide suspension of gold convertibility, not vice versa. The job 
before us now is to attack the problems of trade and finance 
directly. W e should not deceive ourselves by thinking that 
gold convertibility, in some indefinable but inexorable way, 
could solve these underlying problems for us.

Nor is it true, of course, that gold convertibility prevented 
wide swings in the purchasing power of the dollar, even when 
we had convertibility. Within my own experience and yours, 
while we still had a gold coin standard, we had tremendous 
movements in commodity prices, up and down, which were 
the other side of changes in the purchasing power of the dollar. 
What happened to us in 1920-21 and 1931-33 under a gold 
coin standard should prevent a too easy acceptance of that 
standard as the answer to the problem of a money with stable 
purchasing power.

When you boil it all down, however, and try to eliminate 
mythology from the discussion, the principal argument for 
restoring the circulation of gold coin in this country seems to 
be distrust of the money managers and of the fiscal policies of 
Government. The impelling desire is for something automatic 
and impersonal which will curb Government spending and 
throw the money managers out of the temple, as were the 
money changers before them. To overcome the inherent weak
ness of human beings confronted with the necessity of making 
hard decisions, the gold coin standard is offered as an imper
sonal and automatic solution. Through this mechanism the 
public is to regain control over Government spending and bank 
credit expansion. It is claimed that whenever the public sensed 
dangerous developments, the reaction of many individuals 
would be to demand gold in exchange for their currency or 
their bank deposits. With the monetary reserve being depleted 
in this way, the Government would be restrained from deficit 
financing through drawing upon new bank credit; banks would 
become reluctant to expand credit to their customers because 
of the drain on their reserves; and the Federal Reserve System 
would be given a signal to exert a restraining influence upon 
the money supply. In this way, Congress, the Treasury, and 
the Federal Reserve System would be forced by indirection to 
accept policies which they would not otherwise adopt.

In effect, under a gold coin standard, therefore, the initiative 
for over-all monetary control would, through the device of free 
public withdrawal of gold from the monetary reserve, be lodged

in the instinctive or speculative reactions of the people. No 
doubt some people would take advantage of their ability to 
get gold. There would be many reasons for their doing so. 
Conscientious resistance to large Government spending, or fear 
of inflation, might well be among these reasons. But specula
tive motives, a desire for hoards (however motivated), and 
such panic reactions as are generated by unsettled international 
conditions or temporary fright concerning the business outlook 
or one’s individual security— all of these, and more— would be 
among the reasons for gold withdrawals. The gold coin 
mechanism does not distinguish among motives. Whenever, 
for any reason, there was a demand for gold, the reserve base 
of the monetary system would be reduced. Moreover, if only 
the United States dollar were convertible into gold while 
practically all other currencies were not, hoarding demands 
from all over the world would tend to converge upon this 
country’s monetary reserves. Circumvention of the exchange 
controls of other countries would be stimulated, and dollar 
supplies which those countries badly need for essential supplies 
or for development purposes would be diverted to the selfish 
interests of hoarders.

Even if a particular reduction in the reserve base did occur 
for useful "disciplinary” reasons, the impact of such gold 
withdrawals upon the credit mechanism is likely to be crude 
and harsh. Since the present ratio between gold reserves and 
the money supply is about one-to-five, and since some such 
ratio will be in effect so long as this country retains a fractional 
reserve banking system, a withdrawal of gold coins (once any 
free gold is exhausted) will tend to be multiplied many times 
in its contractive effect on bank credit and the money supply. 
In a business recession, the Reserve System mig;ht undertake to 
offset this effect as it does now in the case of gold exports but, 
if the gold withdrawals attained sufficient volume, the shrinking 
reserve position of the Federal Reserve Banks would eventually 
prevent them from coming to the rescue.

It was, in part, to offset such arbitrary and extreme influences 
upon the volume of credit, and to make up for the inflexibility 
of a money supply based on gold coins (in responding to the 
fluctuating seasonal, regional, and growth requirements of 
the economy), that the Federal Reserve System was initially 
established. During the first two decades of its existence, the 
System devoted much of its attention to offsetting the capri
cious or exaggerated effects of the gold movements associated 
with continuance of a gold coin standard. W e had an em
barrassing practical experience with gold coin convertibility as 
recently as 1933, when lines of people finally stormed the 
Federal Reserve Banks seeking gold, and our whole banking 
mechanism came to a dead stop. The gold coin standard was 
abandoned, an international gold bullion standard adopted, 
because repeated experience has shown that internal converti
bility of the currency, at best, was no longer exerting a 
stabilizing influence on the economy and, at worst, was perverse 
in its effects. Discipline is necessary in these matters but it 
should be the discipline of competent and responsible men; 
not the automatic discipline of a harsh and perverse mechanism.
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If you are not willing to trust men with the management of 
money, history has proved that you will not get protection from 
a mechanical control. Ignorant, weak, or irresponsible men will 
pervert that which is already perverse.

Here, I would emphasize my view that the integrity of our 
money does not depend on domestic gold convertibility. It 
depends upon the great productive power of the American 
economy and the competence with which we manage our 
fiscal and monetary affairs. I suggest that anyone who is wor
ried about the dollar concentrate on the correction of those 
tendencies in our economic and political life which have 
brought us a deficit of several billion dollars in our Federal 
budget, at a time when taxes are high and production, employ
ment, and income are near record levels. I suggest that, going 
beyond the immediate situation, they address themselves to the 
difficult problem of the size of the budget, whether in deficit 
or surplus or balance. At some point the mere size of the 
budget, in relation to national product, can destroy incentives 
throughout the whole community, a dilemma which is even 
now forcing curtailment of Government expenditures by the 
Labor government in Great Britain. These are problems gold 
coin convertibility cannot solve under present economic and 
social conditions. Gold has a useful purpose to serve, chiefly 
as a medium for balancing international accounts among 
nations and as a guide to necessary disciplines in international 
trade and finance. It has no useful purpose to serve in the 
pockets or hoards of the people. To expose our gold reserves 
to the drains of speculative and hoarding demands at home 
and abroad strikes me as both unwise and improvident.

Perhaps before I let go of this subject, which has held me 
and you overlong, I should say a word about merely raising the 
price of gold, without doing anything about a free gold market 
or gold coin convertibility of the currency. This is something 
which has intrigued Europeans and others who are "short of 
dollars”, has interested some of our own people, and has 
become a South African war cry. An increase in the price the 
United States pays for gold would have two major results. It 
would provide the gold producing countries (and domestic 
producers), and the countries which have sizable gold reserves 
or private hoards, with additional windfall dollars with which 
to purchase American goods. And it would provide the basis 
for a manifold expansion of credit in this country which might 
be highly inflationary.

W e have been engaged in an unprecedented program of 
foreign aid for the past four years. The Congress has authorized 
this aid at such times and in such amounts as were deemed 
to be in the interest of the United States. This is much to be 
preferred, I suggest, to the haphazard aid which would be 
granted by an increase in the price of gold, which must be on 
the basis of a more or less accidental distribution of existing 
gold stocks and gold producing capacity. If we raised the price 
of gold, every country which holds gold would automatically 
receive an increase in the number of dollars available to it. 
The largest increases would go to the largest holders which are 
the Soviet Union, Switzerland, and the United Kingdom. Every

country which produces gold would automatically receive an 
annual increase in its dollar supply, and its gold mining indus
try would be stimulated to greater productive effort. The largest 
increases would go to the largest producers which are South 
Africa, Canada, and probably the Soviet Union. That would 
be an indiscriminate way to extend our aid to foreign countries, 
both as to direction and as to timing.

The domestic results of an increase in the price of gold 
would be no less haphazard. This country, as I have said, is 
not now suffering from a shortage of money and it has large 
gold reserves, which could form the basis of an additional 
money supply if we needed it. An increase in the dollar price 
of gold would increase the dollar value of our existing gold 
reserves in direct proportion to the change in price. There 
would be an immediate "profit” to the Treasury. The "profit” 
could be spent by Congressional direction or Treasury discre
tion. This would provide the basis for a multiple expansion of 
bank credit which, unless offset by appropriate Federal Reserve 
action, would expose our economy to the threat of an excessive 
expansion of the domestic money supply. The arbitrary crea
tion of more dollars in this way would certainly be inappro
priate under inflationary conditions, and would be an ineffective 
method of combating a deflationary situation.

At the moment, also, we should have in mind that there has 
just been an almost worldwide devaluation of currencies. Using 
the fixed dollar as a fulcrum, individual foreign countries have 
taken action designed to improve their competitive position 
vis-a-vis the United States, and to maintain their competitive 
position vis-a-vis one another. An increase in the dollar price 
of gold, which is devaluation of the dollar by another name, 
would undo the possible benefits of a venture in improved 
currency relationships which already has its doubtful aspects.

For all of these reasons it is encouraging to know that the 
Secretary of the Treasury has recently reiterated that the gold 
policy of the United States is directed primarily toward main
taining a stable relationship between gold and the dollar, and 
that for all practical purposes only the Congress can change 
that relationship. W e have maintained an international gold 
bullion standard by buying and selling gold freely at a fixed 
price of $35 a fine ounce in transactions with foreign govern
ments and central banks for all legitimate monetary purposes. 
This has been one fixed point in a world of shifting gold and 
currency relationships. W e should keep it that way as another 
contribution to international recovery and domestic stability.

This whole discussion of gold has been a long wind-up for 
what may now seem to you like a small pitch. I want to end 
my remarks with a few words about the Federal Reserve System 
and the relations of your organization and you, as bankers and 
citizens, with that System.

In my gold discussion I tried to emphasize what seems to 
me to be a fundamental proposition in the case of a country 
with the domestic and international strength of the United 
States. W e can’t have, or we don’t want, both an automatic 
gold coin standard and discretionary control of the reserve base 
by a monetary authority. The existence of two independent
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and frequently incompatible types of control over the reserves 
of our banking system is undesirable. In the light of that find
ing we abandoned the gold coin standard as a control over the 
domestic money supply, and placed our reliance in monetary 
management by the Federal Reserve System. I think it has 
become established American policy that a principal means of 
Government intervention in the economic processes of the 
country is the administration of broad credit powers by the 
System. In this way a pervasive influence may be brought to 
bear on our economy, without intrusion upon specific trans
actions between individuals, which is likely to be the conse
quence of more detailed physical controls, and which would 
spell the end of democratic capitalism as we have known it.

I have thought it reasonable to assume that the public in 
general, and bankers in particular, clearly recognized the spe
cial place of the System in our economy. The fact that the 
development of a national monetary and credit policy is the 
responsibility of the Federal Reserve System should fix its place 
beyond question. This is not a function which can be split up 
and passed around. Many of the activities of other Govern
ment agencies engaged in making or guaranteeing loans, or 
conducting bank examinations, or insuring bank deposits, have 
a bearing on the way monetary policy works, but monetary 
policy, as such, is one and indivisible. It is only the supervisory 
and service functions performed by the Federal Reserve System 
which are comparable to the operations of these other Govern
ment agencies. The distribution of these incidental duties 
among such agencies can be largely determined by administra
tive convenience, historical precedent, and economy of opera
tion, so long as there are arrangements for consultation to 
avoid unnecessary differences in policy and practice. But over
all responsibility for holding the reserves of the banking sys
tem, and influencing the creation of credit by varying the cost 
and availability of those reserves, can only reside in the one 
agency designated by Congress as the national monetary 
authority. The Federal Reserve System is not just one of a 
number of Federal agencies having to do with banking. Its 
duties and responsibilities are unique; they range over the 
whole of our economy and touch the lives of all our people.

I was somewhat dismayed, therefore, by recent reports that 
the American Bankers Association seemed to hold a different 
or opposite view. It is reported to have recommended to the 
Congress the maintenance of parity of compensation of the 
three Federal bank supervisory agencies (Board of Governors 
of the Federal Reserve System, Board of Directors of the Fed
eral Deposit Insurance Corporation, and the Comptroller of 
the Currency), on the theory of equal pay for equal work; 
equal pay for sharing equally heavy responsibilities. I mean no 
disrespect of the Office of the Comptroller of the Currency, nor 
of the Federal Deposit Insurance Corporation, when I say there 
is and can be no such equality of responsibility. The bank 
supervisory duties of the Federal Reserve System are a dis
tinctly minor part of its work. There is no desire to increase 
or add to those duties against the wishes of the banks or the 
best interests of the public. To represent the Federal Reserve

System as just another bank supervisory agency, in the name 
of maintaining proper checks and balances in Federal bank 
supervision, seems to me to miss, and to misrepresent, the 
main reason for our being.

I mention this small but significant item first, because it cuts 
across the whole concept of the Federal Reserve System and, 
therefore, cuts across the whole range of our relationships with 
you. There are other points of apparent difference where we 
seem to be at odds, or not pulling together effectively, because 
of mistrust, or lack of proper consultation, or inadequate study 
of the broad aspects of the questions with which we are 
mutually concerned. I shall touch on a few of them.

Concentration of Power— The picture of a Federal Reserve 
System trying to arrogate power to itself, which at times you 
have painted, obscures the real picture. The real picture would 
show a Federal Reserve System trying hard to keep its powers 
in working order so that it can discharge its responsibilities 
as a monetary authority, with a measure of independence from 
the pressures of partisan political aims and the exigencies of 
managing a Federal debt which totals about 255 billion dol
lars and, unfortunately, is growing. To lump the Federal 
Reserve System with the other bank supervisory agencies at 
Washington, and to play one against the other, is not an attack 
on the real concentration of power; it is giving aid and com
fort to those who would seize upon the failure of monetary 
and credit controls as a pretext for fastening more direct con
trols upon our economy.

Organization of the Federal Reserve System— I have been 
at one with many of you in my opposition to undue centraliza
tion of control of the Federal Reserve System by the Board of 
Governors at Washington. In testimony before Congressional 
committees and in public statements, I have affirmed my belief 
that we can have in the Federal Reserve System a wise blend 
of national authority and regional responsibility, of Govern
ment control and private participation. I think we shall do 
well to retain and to improve the regional characteristics of 
the System, both in matters of decentralized operation and, 
more important, in matters of national credit policy. I should 
like to see the bankers of the country, and this organization of 
bankers, give some more thought to this problem, and I should 
like them to offer some constructive suggestions concerning it. 
The climate may be right for its calm consideration.

Reserve Requirements— The Federal Reserve System is 
charged with the responsibility of formulating and administer
ing national credit policy. It does this chiefly through its influ
ence upon the cost and availability of bank reserves. This is a 
proper exercise of Federal power, and its point of incidence is 
upon the commercial banks of the country because only they, 
among all of our financial institutions, have the ability to add 
to or subtract from the money supply of the nation. I question 
whether there is good and sufficient reason for exempting any 
commercial banks from a minimum participation in this 
national undertaking. It only requires a moderately sharp 
pencil and a grammar school knowledge of arithmetic to figure
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out how you can save money by not being a member of the 
Federal Reserve System, as things now stand. But I don’t think 
this country really likes "free riders”, and nonmember banks, 
in that sense, are "free riders”. I know the objections to com
pulsory membership in the Federal Reserve System, I recognize 
some of its dangers, and I think it is probably politically 
impossible. But it should not be beyond our ingenuity to 
devise appropriate powers of fixing reserve requirements, to 
be exercised within statutory limits by an appropriate body 
within the Federal Reserve System; reserve requirements which 
would be adequate for our national purpose, and which would 
apply to member and nonmember banks alike.

Here is another instance, I believe, where your theory of 
checks and balances runs the danger of being all check and no 
balance. And let it be clear that this is no attack on the dual 
banking system. State member banks have lived within the 
Federal Reserve System for years, and submitted to its reserve 
requirements, without loss of identity. W e welcome this con
tinued relationship. Nor am I frightened by the existence of a 
fringe of nonmembers, and the ability of State banks to move 
from one group to the other. A mass exodus of State member 
banks from the Federal Reserve System seems to me to be so 
unlikely as to be outside the range of practical consideration. 
But I do think that all commercial banks have a common 
obligation and a common responsibility in this matter of 
reserve requirements, and that they should assume the obliga
tion and share the responsibility.

Correspondent Bank Relationships— Somehow there has 
grown up a feeling in some places that we in the Federal 
Reserve System are out to undermine the network of corre
spondent bank relationships which you have built up over the 
years. Every time we suggest some change in the method of 
assessing reserve requirements, or make some minor improve
ment in our check collection system, or in our methods of 
providing coin and currency, or in some other detail of our 
operations, the question seems to be raised. I can assure you 
that these things are suggested or done in an effort to improve 
the efficiency and economy of our operations in terms of the 
whole banking system, the business community, and the general 
public. There is no hidden purpose. W e recognize that there 
are some things which correspondent banks can do better than 
we can, and we are glad to have them perform these services. 
At the same time we would caution them against competition 
in providing services which really do not pay their way, and 
remind them that there are some things which, perhaps, the 
Federal Reserve System can do better than they. Surely here is 
an area, if our motives be reasonably pure on both sides, where 
there is no need for friction between us.

Selective Credit Controls— W e have differed on the matter 
of selective credit controls or, more specifically, on the matter

of control of consumer instalment credit. I have advocated the 
continuance of the control which the Federal Reserve System 
exercised, briefly, over consumer instalment credit. I would be 
concerned over the dangers of any further significant extension 
of selective controls, whether over the credit used in commodity 
markets, in real estate transactions, in inventory financing, or 
in other forms of business lending. Requests for further powers 
should meet two tests— is the power really needed and will its 
use still leave an effectively functioning private economy? I 
have argued and still believe that control of consumer instal
ment credit meets these tests. Your official position has been 
opposed to this view. I would ask you, however, whether you 
are happy about the way things are now going in this field of 
finance. I am not. I suggest that we might sit down together 
and reexamine the problem to our mutual advantage and to the 
advantage of the public which we both serve.

These are some of the matters which I think deserve your 
constructive attention. A  negative approach has been and will 
continue to be effective in stopping the passage of individual 
pieces of legislation, which you happen to dislike, but it won’t 
check the progress of the idea of Government controls and 
intervention, if you have little constructive to offer in the face 
of difficult economic problems. Over the years you will win a 
lot of battles but you will lose the war.

I recognize and share your dislike for Government controls 
and your distrust of too much centralized power. But I recog
nize, as I think you must, that a certain amount of Government 
intervention is necessary to the preservation of our political 
and economic system. The central problem in our country, 
and in all countries but Russia and its satellites, is how far 
such Government guidance and control can go without destroy
ing the effective functioning of a private economy. In this 
country, with our traditions of individual enterprise, we have 
preferred to keep such guidance to a practical minimum, and 
to have it exercised largely through broad and impersonal 
controls— controls which affect the general environment. One 
cornerstone o£ such a philosophy is a competent and adequately 
powered monetary authority which can administer an effective 
monetary policy. In making monetary policy work to the limit 
of its capacity, we have one of the best defenses against control 
by Government intrusion in our personal and private affairs.

That is why I should like to see the American Bankers 
Association adopt an affirmative, constructive attitude toward 
the Federal Reserve System. If you don’t like it, as it stands, 
put some real time and effort into the study of ways to improve 
it— its personnel, its powers, its organization, its functioning. 
In such an undertaking you will have the cooperation of all of 
us who are devoting our lives and our energies to what we 
believe to be a worthwhile public service. In the struggle of 
ideas and ideals which now divides the world this is a minor 
front. But it is a fighting front. It is no place for a neutral.
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