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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 
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* 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 
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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-
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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 -

( ) /
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!
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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