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MONEY MARKET IN DECEMBER

In December the money market reflected mainly the several 
seasonal influences usually operative during the closing month 
of the year: (1) large flows of currency into circulation prior 
to Christmas, and the beginning of the return flow after the 
holiday; (2) large Treasury transactions, including interest 
payments on the public debt at the middle of the month and 
quarterly income tax collections in the second half of Decem
ber; (3 ) substantial expansion and contraction of Federal 
Reserve "float” (checks credited to banks’ reserve deposit 
accounts with the Reserve Banks prior to their collection 
from the banks on which they are drawn) before and after 
the holiday; and (4) substantial regional shifts of funds, 
mainly from New York City to other parts of the country 
in connection with payment of income taxes. Among other 
special factors affecting the money market were substantial 
sales and redemptions of short-term Government securities 
by nonbank investors before the tax date, which had the effect 
of raising deposits and reserve requirements rather markedly 
toward the middle of the month. On balance, these transac
tions tended to drain considerable amounts of reserves from 
member banks, and Federal Reserve System purchases of 
Treasury securities to supply needed reserve funds at existing 
rates were substantial. Member bank borrowings from the 
Reserve Banks, however, were reduced sharply.

Money market conditions were tight during most of the first 
half of the past month. Transactions exerting pressure on 
member bank reserve positions included a substantial increase 
in public demand for currency prior to the holiday, net re
ceipts from the market into foreign deposit accounts with the 
Reserve Banks, net purchases by the market of the Treasury 
bill issue of December 1, and, late in this period, a sharp rise 
in the required reserves of the member banks accompanying 
the expansion of deposits related to heavy sales and redemp
tions of Treasury bills and other short-term Government securi
ties by nonbank investors. To a considerable extent the sales 
and redemptions apparently reflected preparations for income 
tax and dividend payments. Partly offsetting factors were the 
Treasury’s moderate net disbursements from its deposits in 
the Reserve Banks and a considerable expansion of Federal 
Reserve "float”.

While the transactions providing the banks with funds were 
widely distributed throughout the country, those tending to 
bring pressure on reserves were concentrated largely on New 
York City banks, partly through substantial transfers of 
funds from New York to other areas. Thus, the reserves 
available to banks outside New York City were generally 
ample throughout this period, and in the aggregate such banks 
were able to add to their Government security holdings, reduce 
their borrowings from the Reserve Banks, and increase their 
excess reserves.

New York City banks, on the other hand, bore the brunt of 
the pressure on reserve positions. On the first day of the 
month, an excess of allotments (in New York) of new Treas
ury bills over redemptions of maturing bills caused a sizable 
loss of reserves by the City banks. The bulk of the foreign 
account transfers of funds to official balances in the Reserve 
Banks occurred at New York. A  large part of the increase in 
reserve requirements, related to net sales and redemptions of 
Treasury securities by nonbank investors, took place at the 
New York banks. In addition, the City institutions had to meet 
large withdrawals of funds to other parts of the country.

In order to adjust their average reserves to required levels 
for the week ended December 7, the New York City banks 
borrowed heavily from the Reserve Bank, and sold substan
tial amounts of short-term Treasury securities through the mar
ket to the Reserve Banks. As a result they had substantial 
excess reserves at the end of the week to offset reserve de
ficiencies earlier in the week. The New York banks continued
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to sell securities indirectly to the Reserve System in the first 
few days of the week ended December 14 and repaid their 
borrowings from the Reserve Bank. Subsequently an inflow 
of funds from other parts of the country and gains of reserves 
from other sources enabled the New York City banks to 
expand their Government security holdings, more than off
setting their earlier sales.

Large Treasury payments in connection with public debt 
transactions caused easier money market conditions on De
cember 15. On that date, the Treasury paid out about 750 
million dollars in interest on the public debt and to meet cash 
redemptions of called and matured bonds and certificates which 
were not exchanged for the new issue of 4V4-year, 1 Ys per 
cent Treasury notes. Although substantial collections of fourth 
quarter instalments of Federal income taxes (mostly from 
corporations) caused a heavy drain on member bank reserves 
after the middle of the month, and a large public demand for 
currency, which persisted up to a day or two before Christmas, 
added further to the drain, money market conditions tightened 
only slightly.

Federal Reserve System open market operations were partly 
responsible for the prevention of money market strain during 
the period of heavy tax collections. The System made large 
net purchases of short-term Treasury securities in order to 
assist the banks in meeting the heavy seasonal demands upon 
their cash resources. Another factor which helped materially 
was an extension of Federal Reserve credit in the form of a 
large seasonal increase in Federal Reserve float, which resulted 
from pre-Christmas delays in the mails. As a result, member 
bank borrowings increased only slightly, and excess reserves 
declined only moderately during this period.

A  major part of the Reserve Systems open market pur
chases, at this time, apparently came directly or indirectly from 
the portfolios of the New York Government security dealers, 
as the December 21 weekly reporting member bank statement 
showed a decrease from the previous week of 357 million 
dollars in loans on Government securities to security brokers 
and dealers. The funds made available to the New York City 
banks through these loan repayments and from other sources 
enabled these banks to meet losses of reserves through cur
rency withdrawals and income tax collections, as well as 
through transfers of funds to other parts of the country.

After the holiday, the money market was subject to mild 
presssure, as the beginning of the return of currency from cir
culation and net Treasury disbursements (reflecting a slacken
ing of tax receipts) failed to offset in full a sharp contraction 
of Federal Reserve "float”. In the closing days of the month, 
the banks made various adjustments, involving principally 
the sale of short-term Government securities, designed to im
prove their liquidity and avoid or eliminate borrowings pre
paratory to their year-end condition statement. Mainly because 
the banks were generally in a very liquid position and their 
borrowings were small, these adjustments were unusually smalL

Changes in Business and Agricultural Loans and All Other 
Types of Loans at the Weekly Reporting Member 

Banks during 1949*
(Cumulated from December 29, 1948)

M em b er  Ba n k  Credit

Total loans and investments of the weekly reporting mem
ber banks reached a new peak for the past year on December 
14. The increase in the four weeks ended on that date 
amounted to more than one billion dollars, but it took the form 
mainly of increases in the types of loans which fluctuate widely 
from week to week— loans to Government security dealers and 
to banks. Substantial declines in these two categories of loans 
occurred in the following week (ended December 21).

Loans to business, real estate loans, and all other loans (in
cluding loans to consumers), 'however, rose considerably in 
the four weeks ended December 14. Real estate and all other 
loans increased further in the following week to new highs 
for the year. As illustrated in the accompanying chart, com
mercial, industrial, and agricultural loans remained substan
tially below the volume at the beginning of the year. The 
decline in the first seven months of the year was much greater 
than normal for that season of the year, and the subsequent 
recovery in the last five months of 1949, while sharp, was 
about a month late in starting and was considerably less than 
the postwar seasonal pattern. It left total business loans of these 
banks on December 14, 1949 about 1.7 billion dollars below 
the peak near the end of 1948.

The expansion of all other types of bank loans, however, 
largely offset the decrease in business loans during the year, 
leaving total loans of all weekly reporting member banks only 
about 400 million dollars less than the December 29, 1948 
figure. Although fluctuating sharply from week to week, the 
trend of these loans was upward. Loans on real estate and 
"all other” loans increased 746 million dollars and accounted
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for more than half the 1.3 billion dollar gain in all loans other 
than business loans. The increase in real estate loans apparently 
reflects, chiefly, a growing interest among larger banks in 
financing the construction of FHA-guaranteed apartment 
buildings. (Not only are such loans guaranteed by the FHA 
but they also commonly include a so-called "'take-out” pro
vision under which some institutional investor, such as a 
mutual savings bank, agrees to take a mortgage on the prop
erty from the builder or owner upon completion of the 
building.)

Government security holdings of the weekly reporting 
member banks rose about 150 million dollars in the four weeks 
ended December 14. Holdings of short-term issues fell moder
ately while the banks added 200 million dollars of Treasury 
bonds to their portfolios. In the following week, the banks 
acquired more than 200 million dollars of Treasury issues, 
mostly Treasury bills. Changes in the other types of Govern
ment securities reflected the exchange on December 15 of 
called and matured bonds and certificates for Treasury notes. 
The weekly reporting member banks’ holdings of bonds and 
certificates fell 1,868 and 201 million dollars, respectively, and 
note holdings rose 2,098 million. During 1949 as a whole 
through December 21, the banks tended to add to their 
Government bond holdings when loans to business were de
clining most rapidly and tended to slow down their buying of 
Government bonds and increase their rate of purchases of 
short-term Treasury issues when business and other types of 
loans were rising.

BANKING OF FEDERAL TAXES
The Treasury Department has revised the system under 

which banking institutions may accept from employers 
deposits of income taxes withheld from wages and salaries 
and has extended this system to include deposits of payroll 
taxes for the old-age insurance program. The new system is 
applicable to taxes which relate to wages and salaries paid on 
or after January 1, 1950.

Under the new system, employers have the option of pay
ing withheld and old-age insurance taxes either to the Federal 
Reserve Banks or to banking institutions which qualify as 
Depositaries for Federal Taxes. Banks which have qualified 
as Special Depositaries of Public Moneys may credit to their 
Treasury Tax and Loan Accounts (formerly known as the 
War Loan Accounts) not only the taxes received, but also 
amounts corresponding to those checks drawn on them which 
employers deposit directly with the Federal Reserve Banks. 
By thus increasing the portion of its receipts which flows 
through the special depositary mechanism, the Treasury will 
be able to synchronize more closely its withdrawals of funds 
from the banks with its needs for meeting Government 
expenditures, and thereby reduce the disruptive effects of 
Treasury operations on the money market.1

1 For an analysis of the role which War Loan Accounts have played 
in Treasury financing and credit management, see this banks Alonthfo 
Review, August 1949, pp. 89-9 L

Under the previous system, old-age insurance taxes were 
paid directly by employers to the Collector of Internal Revenue. 
Payments were due by the close of the month following the 
end of each quarter. Now, employers must deposit such taxes 
on a monthly basis by the middle of the following month. For 
the last month of the quarter, however, deposits are to be 
made at depositary banks in time for the employer to re
ceive a validated receipt and forward it to the Collector of 
Internal Revenue (along with a return) by the end of the fol
lowing month, or the taxes may be paid directly to the Collector. 
Thus the procedure for old-age insurance taxes is now the 
same as for withheld income taxes, and a single card form 
(the Federal Depositary Receipt) and a single return will 
cover the payment of both taxes by the employer. If the 
employer withholds no more than $100 a month, payments 
may be made quarterly rather than monthly.

Withheld income taxes in the fiscal year ended June 30,1949 
provided the Government with some 9-8 billion dollars, nearly 
two thirds of which passed through the War Loan Accounts. 
During the same period, old-age insurance taxes amounted to
1.7 billion dollars. At the higher rate effective on January l,2 
these taxes should now run at the rate of 2.5 billion dollars a 
year, assuming no change in business conditions. It is estimated 
that about 75 per cent of the old-age insurance taxes,3 or 
about 1.9 billion dollars, will flow through the Treasury Tax 
and Loan Accounts.

Banks that wish to qualify as Depositaries for Federal Taxes 
must accept deposits of these Federal taxes without compensa
tion. Under the old system, they were compensated for han
dling withheld taxes by being entitled to buy special depositary 
bonds. A large part of the clerical work involved in processing 
old-age insurance and withheld income taxes will now be 
undertaken by the Federal Reserve Banks. The forms filed by 
employers will be forwarded daily by the depositary banks to 
the Federal Reserve Banks, which will return directly to each 
employer a validated receipt for the tax payment made by him. 
The Treasury is calling for redemption on February 28 the 2 
per cent Depositary Bonds, Second Series, issued to depositary 
banks since September 10, 1943 to compensate them for the 
work involved in processing withheld income taxes.4 Some

2 The 'combined” rate for the old-age taxes has been raised, effective 
January 1, 1950, from 2 per cent to 3 per cent of the first $3,000 of an 
employee’s compensation. Half of this tax is paid by employers, who 
also withhold the other half from their employees’ earnings.

3 The proportion will be lower in the case of income taxes, since the 
latter are withheld also from salaries of Government employees and 
thus do not all flow through the private banking system. Old-age insur
ance taxes are paid by the private sector of the economy only. The new 
procedure, however, may result in an increased flow of income taxes 
through the Treasury Tax and Loan Accounts.

4 The First Series of 2 per cent Depositary Bonds, issued since 
June 28, 1941 to banks acting as depositaries of public money and of 
which 283.4 million dollars were outstanding on November 30, have 
not been called. The amount of First Series bonds that depositary 
banks are entitled to purchase is related to the services rendered by the 
banks. Currently these services involve largely the sale of Savings 
bonds and notes by the Special Depositaries. Banks are required to 
pledge collateral security against Government accounts in excess of 
$5,000. Among other specified issues, Depositary Bonds may be 
pledged as collateral.
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96.9 million dollars of this series of Depositary Bonds were 
outstanding on November 30. The funds for purchasing these 
Depositary Bonds have been provided in some cases by a 
Treasury time deposit. Depositary banks which elected to 
invest their own funds, as over half of them in the New York 
District did, were allowed to do so up to twice the amount. 
Purchases were related to a banks depositary activity (as 
measured by the average monthly dollar amount and number 
of tax receipts, adjusted semiannually).

Thus, the depositary banks affected by the new procedure 
will lose the 2 per cent return on Second Series Depositary 
Bonds, but the net loss of income will be reduced to the extent 
that they reinvest their own funds in other securities, and also, 
under the new system, Special Depositaries will earn a return 
on the temporary investment of the old-age insurance tax 
funds until the Treasury makes "calls” from Tax and Loan 
Accounts.

Since March 22, 1948, withheld income taxes have been 
transferable to the War Loan Accounts and the depositary 
banks have been permitted to earn income on such funds until 
the Treasury issued a "call” for their transfer to the Federal 
Reserve Banks. Prior to that date, deposits in the special 
withheld tax accounts had to be paid into the Treasury’s 
account in the Federal Reserve Banks as soon as they exceeded 
$5,000, and at the end of each month regardless of the bal
ance. Receipts of old-age insurance taxes have resulted until 
now in an immediate transfer of funds to the Treasury.

As already indicated, a new procedure has been set up to 
enable qualified Special Depositaries to credit to their Treasury 
Tax and Loan Accounts the equivalent of the checks drawn 
on them but sent directly by employers to the Federal Reserve 
Banks. These checks will be cleared and a transfer from 
reserve or nonmember clearing accounts made to the Treasury, 
but at the same time a special draft covering the receipt of 
these checks by the Federal Reserve Banks will be sent to the 
depositary banks. If these drafts are endorsed by the deposi
tary banks and returned to the Federal Reserve Banks within 
a specified period, the amount will be credited to reserve or 
nonmember clearing accounts, as the Treasury will at that 
time transfer a corresponding amount of its deposits from the 
Reserve Banks to the depositary banks, where the funds will 
be left in the Treasury Tax and Loan Accounts until a "call” 
is made. In practice, the transfer and offsetting credit to bank 
accounts at the Reserve Banks may occur simultaneously.

In order to be Depositaries for Federal Taxes banks must 
requalify through their district Federal Reserve Bank.

Banks which have heretofore qualified as Special Deposi
taries of Public Moneys do not have to requalify at this time 
unless they expect to credit a larger amount than previously to 
their Treasury Tax and Loan Accounts (formerly War Loan 
Accounts). Henceforth, banks participating in either this 
phase of the tax program or in the sale of Government securi
ties will be known as "Special Depositaries”. Since credits to 
the Treasury Tax and Loan Accounts may cover both the taxes

received by the depositaries and those sent directly by employ
ers to the Federal Reserve Banks, some banks may find it 
necessary to requalify at this time.

The changes described above are expected to save the 
Treasury well over a million dollars, net, in annual interest 
costs. Also, the processing of a single return for the two 
types of taxes represents an economy, while additional savings 
are expected through the adoption of punch-card methods 
which will enable the Treasury to improve and modernize 
procedures for accounting and verification of the tax collec
tions. Employers also will achieve some savings through the 
filing of a single simplified return and the use of a single 
check for both taxes. This will tend to offset the loss of the 
temporary use of the old-age tax funds entailed in their earlier 
payment.

SECURITY MARKETS

Changes in business conditions and adaptation to a somewhat 
lower level of industrial activity were reflected in the security 
markets during the past year, but stock prices responded 
strongly to the improved business prospects in the latter part 
of the year.

In the first half of 1949, fears of a major slump induced 
many concerns to take steps to improve their liquidity. This 
resulted in reduced working capital requirements and sharply 
reduced current debts, including large repayments of bank 
loans, but new issues of securities were still in large 
volume. Interest rates declined and high-grade bond prices 
rose. With the substantial increase in corporate net work
ing capital by the middle of the year, current depreciation 
allowances and undistributed profits became available almost 
in their entirety to meet a continued high level of plant and 
equipment outlays. Consequently, in the last six months of
1949 the volume of new capital security flotations fell by one 
half. Since there was no marked change in the rate of supply 
of new investable funds, bond prices rose even faster than 
during the first half of the year. Despite the decline in cor
porate sales and income from the 1948 level, corporate divi
dends were well maintained and even increased, so that the 
proportion of profits paid out to stockholders was larger than 
in previous postwar years. Yields on common stocks remained 
high throughout the year, and this high rate of return was an 
important factor in the advance of stock prices in the latter 
half of 1949, following their decline in the first half.

Bond Market

Reduced demand for capital from corporations in the face 
of a continuing high level of liquid savings during the last 
six months of 1949, together with easier money market con
ditions, were largely responsible for the continuation of the 
downward drift of yields on high-grade long-term corporate 
bonds to the lowest levels since the middle of 1947. The 
prospects of further channeling savings into the high-grade
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Yields on Long-Term  Bonds and Stocks, 1941-49

* Fifteen years and over.
Source: U. S. Government bonds, Treasury Department; IS high-grade non

callable preferred stocks, Standard & Poor’s Corporation; Aaa corporate bonds. 
Baa corporate bonds, and 200 common stocks, Moody’s Investors Service. 
December 1949 estimated by the Federal Reserve Bank of New York.

bond market through the investment of pension funds consti
tuted an additional influence in the same direction. These 
factors reacted favorably also on the markets for other types 
of outstanding high-grade bond issues. Yields on long-term 
Treasury issues reached new low levels since May 1947 during 
the latter part of the year. The rate of return on high-grade 
municipal bonds also declined to the lowest levels since Novem
ber 1947, despite the fact that since the end of the war State 
and local governments have consistently been large borrowers. 
Medium-grade bond yields also fell during the second half of 
the year, but the lower-grade issues showed the most rapid 
drop in yields (the largest rise in prices), in sympathy with 
the upswing in stock prices.

Yields on long-term Treasury bond issues (15 years and 
over) averaged about 2.19 per cent in December 1949, as 
compared with 2.38 per cent in June 1949 and 2.44 per cent 
in December 1948. Similarly, Aaa corporate bonds sold at 
prices yielding an average of about 2.59 per cent in Decem
ber 1949, as against 2.71 per cent in June, and 2.79 per cent 
in December 1948. High-grade municipal issues were under 
moderate pressure during the first half of 1949, but experi
enced a considerable recovery in the second half. The ex
pansion of business, construction, and consumer loans dur
ing the second half of the year tended to reduce bank demands 
for Treasury bonds and thus to limit the volume of bank 
credit made available to nonbank investors for reinvestment 
in corporate securities and other types of debt instruments. 
However, the sharp drop in new corporate bond issues in the 
last half of 1949 more than offset this contraction of new 
bank credit available to the capital market, and bond yields 
continued to fall. In order to increase their income, institu

tional investors, particularly the mutual savings banks, made 
adjustments in their Government bond holdings which had 
the effect of lengthening the average maturity of their port
folios of such securities. Thus, advances in the prices of 
ineligible bonds were larger than in bank-eligible issues of com
parable maturities, and longest-term ineligible issues rose more 
rapidly than the earlier maturities.

Stock Market

In the longest continuous advance since 1946, stock 
prices during the last six months of 1949 rose about 20 per 
cent, reversing the tendency of the first part of the year. At 
the peak in the latter part of December, the Dow-Jones index 
of industrial stock prices was the highest since August 1946 
and came within 6 per cent of the postwar high in May 1946. 
Reflecting the slower rise in railroad stock prices, the com
posite average of 65 stocks remained less than one point below 
the 1948 peak and eight points (or 10 per cent) below the
1946 high point. As measured by the broader Standard and 
Poor’s index of 416 stocks, prices at the peak in December 1949 
were still 16 per cent below the highest postwar level.

While the upturn of business activity may have been an 
important direct factor in the advance in stock prices in the 
second half of 1949, its chief influence was to assure that 
the moderate business recession of the first half of the year 
was not to develop into a serious depression in the near future, 
and corporate profits (and thus the attractive dividend rates on 
many common stock issues) would be maintained at fairly high 
levels for some period ahead. This added to the belief that 
current dividends would not decline appreciably, even if profits 
should fall somewhat further (since the proportion paid out 
as dividends in previous years had been unusually small— little 
more than a third). Actually, the reduction of working capital 
requirements and capital expenditures freed a larger propor
tion of corporate earnings for distribution to stockholders 
during 1949, and total dividend payments were increased 
moderately in spite of the lower level of profits.

All industry groups shared in the rise in prices in the last 
half of 1949. The larger gains were more frequent among the 
nondurable goods manufacturing industries, while among the 
heavy goods industries share prices tended to lag, although 
there were many exceptions in each category. The most pro
nounced gains were recorded in the share prices of companies 
in the leather, brewery, paper, drugs, rayon, fertilizer, radio 
broadcasting, automobile, and distillery industries, in the order 
named. The smallest price increases were recorded for the 
shares of corporations in the metal fabricating, telephone and 
telegraph, air transport, shipping, apparel, railroad equip
ment, lead and zinc mining and smelting, and variety store 
industries.

The so-called "blue chip” or high grade stocks led the "bull” 
market in stocks in the second half of the year during its 
early stages. It was not until the closing months of 1949 that 
the rise in the lower priced or secondary issues gained momen-
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turn. The late price advance in these shares reflected pre
liminary indications that the benefits of the business upswing 
had extended to the smaller corporations as well as to the larger 
ones.

The indicated expansion of earnings of the smaller or sec
ondary companies marks the reversal of trend in evidence since
1946 or early 1947, which is shown in the accompanying chart 
for manufacturing corporations with total assets from 1 to 5 
million dollars. Quarterly net profits after taxes of such con
cerns, according to the joint estimates of the Federal Trade 
Commission and the Securities and Exchange Commission, 
were highest in the first quarter of 1947 (when this series 
was first compiled) and declined irregularly but sharply 
through the second quarter of 1949. The decrease between 
these two periods came to about 60 per cent. This drop ap
parently represents an adjustment to more normal peacetime 
conditions, for during the war the smaller enterprises had ex
perienced a much sharper increase in sales and earnings and 
had obtained a larger share of total business volume than 
during the prewar years.

As shown in the chart, the profits of the larger manufacturing 
companies (those with total assets of 5 million dollars and 
over) rose sharply between the first quarter of 1947 and the 
fourth quarter of 1948, and did not decline until the first half 
of 1949, and then rather sharply. Income of these companies in 
the second quarter of 1949 was only about 10 per cent smaller 
than in the first quarter of 1947. The increased profitability 
of the larger corporations in 1948 reflects not only the return of 
peacetime market conditions but also the reconversion delays 
of the durable goods producers, many of which are among

Price Indexes of Low-Priced and High-Grade Stocks and Earn
ings of Large and Small Manufacturing Corporations

PERCENT PERCENT

Source: Stock prices, Standard & Poor’s Corporation (December 1949 esti
mated by the Federal Reserve Bank of New Y o r k ); earnings, Federal Trade 
Commission and Securities and Exchange Commission.

the larger business organizations in the country. Industries, 
such as the automobile industry, in which large-scale operations 
are essential, were late in reaching their maximum production 
and profits. Profits of many of the companies in the lower 
ranges of this size group showed somewhat the same trend as 
those of the smaller manufacturing corporations (1-5 million 
dollars of assets).

As indicated in the chart, Standard and Poor’s index of 
"low-priced” stocks (which, however, is not fully representa
tive of the smaller or secondary companies) fell commensu- 
rately with the decline in profits of smaller manufacturing 
corporations, and at one point had fallen 60 per cent below 
the May 1946 level (the postwar peak for the market as a 
whole). On the other hand, Standard and Poor’s index of 
high-grade common stock prices, which rose much less rapidly 
from 1942 to 1946, has not at any time fallen more than 20 per 
cent from its May 1946 high point, and in December 1949 was 
only 6 per cent below that peak. The fact that the earning 
power of the smaller and secondary corporations— which ac
count for a large number of issues traded on the exchanges—  
has declined so sharply in the postwar period, may explain in 
part the decline in the more inclusive stock price averages since 
May 1946 in the face of an inflationary business boom.

N e w  Issues

Issues of corporate securities for new capital purposes fell, 
according to figures compiled by the Commercial and 'Financial 
Chronicle, about 17 per cent during the past year to 4.7 bil
lion dollars (partly estimated). Refunding issues comprised 
a minor proportion of all new offerings (about 350 million 
dollars). As in past years, bond issues made up the bulk of 
new security flotations, although the volume of new stock 
issues was well sustained and even increased a little over the
1948 total.

The decline in offerings for new capital purposes accom
panied a moderate decrease in business capital expenditures. 
As shown in the accompanying chart, new capital security 
flotations and private business outlays fluctuate together rather 
closely, since the larger business enterprises have traditionally 
financed a considerable part of their acquisitions of fixed assets

New Security Issues*
(In  millions o f dollars)

Corporate Municipal

Period New capital

Stocks Bonds Total Refunding
Grand
total

(New and 
refunding)

Annual totals
1948................. 909 4,747 5,656 278 5,934 2,687
1949#............... 929 3,790 4,719 351 5,070 2,866

Quarters, 1949
1,081 563138 896 1,034 47

382 1,790 2,172 62 2,234 848
Third............... 148 528 676 67 743 738

261 576 837 175 1,012 717

* Because of rounding, figures do not necessarily add to totals.
# December 1949 estimated by the Federal Reserve Bank of New York. 
Source: Commercial and Financial Chronicle.
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* Excludes agriculture.
# New capital purposes; excludes new issues of investment and holding 

companies.
Source: Business expenditures, Board of Governors o f the Federal Reserve 

System (1919-38) and joint estimates of the Department of Commerce and the 
Securities and Exchange Commission (1939-49); new issues, Commercial and 
Financial Chronicle (1919-Nov. 1949) and the Federal Reserve Bank o f New 
York (Dec. 1949 estimate).

by borrowing long-term capital or raising equity capital in the 
security markets. However, as the chart indicates, in the past 
two decades there has been a widening of the gap between the 
two— a widening which represents the growing use of undis
tributed profits to finance capital outlays. This tendency to 
rely on internal sources of funds was accentuated since the 
war and continued during the past year.

The drop of about 50 per cent in new corporate security 
financing in the last half of 1949 was closely related to the 
slackening of business activity in the first half of the year. In 
the first part of 1949, liquidation of inventories and a reduc
tion of trade receivables, accompanying a curtailment of sales, 
tended to reduce working capital requirements sharply. How
ever, repayments of bank loans and a reduction of other cur
rent liabilities, including Federal income taxes, more than 
absorbed the funds made available to business corporations 
through inventory liquidation and decreases in other working 
capital components. Thus, a portion of the funds available 
from other sources, including depreciation allowances, current 
undistributed profits, and the proceeds of new security offer
ings, was used to increase corporate liquidity (including an 
increase in cash and Government security holdings, as well as 
the reduction in current liabilities). In the second half of 1949, 
with only slight changes in working capital requirements, 
practically all undistributed earnings as well as depreciation 
reserve accruals were available for financing the fairly well 
sustained volume of capital outlays, permitting a substantial 
reduction of new corporate financing in the capital markets.

This reduction in new financing was apparent in all major 
industry groups. Security offerings by manufacturers of dur
able and nondurable goods fell a little more than 25 and 30 
per cent, respectively, between 1948 and 1949. Issues of

trade, finance, service, and miscellaneous corporations declined 
43 per cent, and those of railroads 20 per cent. Public utility 
offerings, too, were smaller (by 8 per cent), but this decline 
was caused entirely by a decrease of over 46 per cent in tele
phone company financing. Electric power corporations in
creased their sales of new securities by 18 per cent to more 
than 1.5 billion dollars. Paper, steel, and beverage industries 
also obtained more new capital from the market in 1949 than 
in 1948.

The relative scarcity of new issues in the latter part of the 
past year, while the supply of funds seeking investment was 
well maintained, enabled corporations to obtain long-term 
capital at decreasing interest rates. A few corporate issues 
were marketed at a rate of 2.60 per cent or less, and, although 
there was some investor-resistance to this low rate, the issues 
were eventually disposed of. The decrease in interest rates 
may also be attributed to the keenness of the competitive 
bidding for new public utility bond offerings, which com
prised more than one half of all bond issues. The large vol
ume of public utility flotations offered at competitive bidding 
or directly to stockholders had the effect of reducing the 
opportunities for institutional investors to obtain securities 
directly from issuers, and the volume of "private placements” 
fell about 30 per cent during the year to 1.8 billion dollars in
1949 (partly estimated), from 2.5 billion in 1948.

Despite the low and decreasing cost of debt capital and the 
high cost of equity capital, total preferred and common stock 
flotations for new capital purposes during the year amounted 
to somewhat more than 900 million dollars, about 20 per cent 
of all new capital issues in 1949 and slightly above the 1948 
figure. Common stock issues rose about 100 million dollars 
to approximately 570 million, or more than three fifths of total 
equity security offerings, while sales of new preferred issues 
dropped about 70 million dollars, or roughly 20 per cent, to 
360 million dollars.

Although, with the exception of 1946 and 1947, the volume 
of common stock issues was the highest since 1930, equity 
capital remained scarce and required a high rate of return to 
attract investors. Yields on representative common stocks 
averaged over 6 V2 per cent during the past year, a rate of return 
which heretofore has prevailed only in periods of war or depres
sion. While the high cost of equity capital tends to discourage 
new issues by well established corporations (with the exception 
of the public utility corporations, which are strongly urged by 
governmental regulatory agencies to maintain a minimum 
equity ratio of 25 per cent of total invested capital), the high 
rates of return on outstanding common stocks have apparently 
only recently proved attractive to investors.

State and local governments raised about 2.9 billion dollars 
(partly estimated) in 1949, or 200 million more than the pre
vious year’s record-breaking total (according to Commercial 
and Financial Chronicle figures); the increase has occurred in 
spite of a substantial reduction in offerings of veterans’ bonus 
bonds. At times, particularly in the first six months of the year,
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the market for new municipal issues was able to absorb the 
heavy flow of new financing only with considerable difficulty. 
However, there was substantial improvement during the sec
ond half of 1949, attributable in part to the sharp contraction 
in new corporate bond flotations. For example, the Port of 
New York Authority which in May considered it advisable to 
withdraw an issue of 54 million dollars, was able to float the 
issue successfully during December. The volume of unsold, new 
municipal security issues on dealers’ shelves showed but a 
minor rise in this six months’ period.

However, the prospective supply of new municipal issues 
looms larger than ever. In the November elections, voters took 
favorable action on projects involving 1.3 billion dollars of 
new securities, a new high record, and voting of bond issues in 
other months also was comparatively large. This, together with 
the possible flotation of new housing bonds to implement the 
Government housing program, is expected to result in a new 
high volume of offerings in 1950.

BANKING AND BUSINESS DEVELOPMENTS  
IN THE SECOND DISTRICT

Business conditions in the Second Federal Reserve District, 
as observed by representatives of the Federal Reserve Bank of 
New York who visited over 550 commercial and savings banks 
in this District during the three months ended November 30, 
showed little over-all change during the quarter. The uncertain
ties and handicaps arising from the coal and steel strikes were 
largely offset by a firmer undertone in business generally. 
Retail trade recovered from its summer sluggishness, although 
(owing perhaps to lower prices) it failed to equal the 1948 
dollar volume. Industries which earlier had been relatively 
depressed, such as cotton textiles and copper products, showed 
marked recoveries, and in many lines full production and even 
overtime work replaced limited production, short work shifts, 
and unemployment. Certain firms, however, which are mar
ginal producers, were reported to be finding the competitive 
struggle more difficult than under the conditions that prevailed 
during the first postwar years, while others were still facing 
or were in the midst of a readjustment period.

Farm income was reported to be at lower, but still generally 
satisfactory, levels. There seems to be overproduction of 
milk in most areas, and some creameries have requested farmers 
to cut their production substantially. Because of last summer’s 
drought and the unusually short hay crop which resulted, much 
of Northern New York was designated as a disaster area by 
the U. S. Department of Agriculture. In Western New York, 
the short hay crop was offset in many instances by a sizable 
corn crop which will provide ample winter feed for cattle. 
An abundant crop of apples was harvested, but prices were 
considerably below those of a year ago for some of the less 
popular sizes. Drought conditions affected the peach crop in 
Western New York; although the amount harvested was good, 
the size of the fruit was affected adversely, and prices were

considerably lower than in 1948. Green vegetable crops did 
well on Long Island, but heavy production reduced the prices at 
which they were moved. In Eastern Long Island, the farmers 
who irrigated had excellent potato crops, but those who did not 
had inferior yields because of the drought. In Western New 
York, where the fall potato yield was satisfactory, potato 
farmers showed a preference for selling their product in the 
open market, rather than taking advantage of the Government’s 
price support purchases. Long Island duck farmers benefited 
from higher prices, but constantly increasing costs are said to 
have resulted in unprofitable operations on the part of all but 
the largest producers.

In general, farming communities depending upon crops and 
products which do not share in the Government price support 
program are plagued by surplus problems of one sort or another. 
As a result, perishable commodities have been marketed at 
lower prices, while some part of the nonperishable crops has 
been stored pending more favorable market conditions.

While demand for their products appears to have declined, 
Second District farmers generally have found it difficult to 
lower their unit costs materially. In order to maintain their net 
income by reducing unit costs, farmers in this area have, until 
recently, been heavy purchasers of farm machinery. In recent 
months, however, they appear to be backing away from addi
tional purchases of machinery, partly because they expect lower 
machinery prices and partly because the typical farmer’s cash 
position is less favorable than it has been for some time.

The summer resort areas generally reported a good season, 
despite a lower level of rentals than in 1948. Actual operations 
ran well ahead of the pre-season estimates. The summer trade 
was aided materially by the unusually hot, dry weather which 
prevailed throughout most of the District during the summer 
months.

In the field of real estate and building construction, develop
ments featuring small and medium-size houses predominated 
in those areas where industrial expansion and population 
growth are still occurring. Sales volume appeared to be fairly 
large, with demand sufficiently strong to hold values reason
ably stable at levels from 5 to 10 per cent below the peak 
period. In the New York City commuting area, new home 
construction continued at a high level, particularly on Long 
Island and in some sections of Northern New Jersey, where 
houses in the comparatively low price range of $8,000 to 
$10,000 continued to dominate the market. In New York City 
itself, a sharp increase in apartment house construction was the 
principal development. A few low-cost housing projects are 
under construction in several areas in the District. In both the 
urban and suburban markets, however, despite the high level of 
building operations, some tapering off in the number of new 
units being constructed was reported. In the rural areas, where 
the housing problem has never been acute, new construction 
has been limited chiefly to small individual homes. Nonresi
dential building construction, including numerous hospital 
additions, has been moderately active.
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Bank loans outside of New York City (particularly business 
loans) have held steady or advanced slightly. Reductions in 
farm credit in recent months are reported to be somewhat 
greater than might be accounted for by normal seasonal liquida
tions, and are thought to reflect an increasing reluctance on the 
part of farmers to buy additional mechanical equipment at 
high prices. The decline in agricultural loans has been more 
than offset, however, by a steady increase in mortgage loans, 
consumer credit, and direct loans to finance companies. Con
sumer credit, an important phase of credit extension in many 
of the banks visited, showed the sharpest advance during the 
three-month period. While some liberalization of terms is 
evident— with respect to both required down payments and 
maximum maturities— in most cases it does not appear to have 
gone to extremes. Sharp competitive conditions continue to 
characterize the home mortgage financing field, particularly 
in suburban commuting areas.

INTERNATIONAL COM M ODITY PRICES 
SINCE DEVALUATION

A wave of currency devaluations so sharp and widespread 
as that of last September might have been expected to create 
profound disturbances in the prices of internationally traded 
commodities. Last summer, indeed, an uneasy feeling was 
prevalent that should the dollar value of the currencies of the 
raw-material-producing countries be lowered, the exporters 
in those countries would reduce their dollar quotations and 
thus increase the already considerable downward pressure on 
world commodity prices.

In the light of such expectations, the actual movements of 
commodity prices since devaluation have come as something 
of a surprise. As the accompanying table shows, no general 
decline has taken place. While dollar prices of some sterling- 
area commodities have shown weakness, others have remained 
firm, and at least one has increased sharply. Dollar-area com

modities such as copper and sugar have been steady, and 
coffee has risen to record heights.

In an analysis of the behavior of international commodity 
prices since devaluation, the great weight of the United States 
on the demand side of commodity markets commands first 
attention. In recent years, this country has accounted for 
about one fifth of the world’s consumption of sugar, almost 
a third of the wool consumed, nearly half of the cocoa and 
rubber, three fifths of the copper, and more than two thirds 
of the coffee and tin.

Because of the large consumption here, world prices of 
these commodities are determined to a considerable extent 
by economic conditions in the United States. Thanks to the 
continuation of relatively prosperous conditions in this coun
try, dollar prices of some sterling-area commodities have had 
no decline whatsoever from predevaluation levels; in such 
cases, the consequent rise in foreign currency prices has 
resulted in windfall profits (or reduced losses) to sterling-area 
sellers at the various stages of production and distribution.

Downward adjustments in dollar prices have taken place 
only for commodities that have been facing buyers’ markets 
in the United States. In such markets, of course, the foreign 
currency devaluations created conditions in which the foreign 
producers were able to reduce their prices by as much as 
30.5 per cent in dollar terms without appreciably affecting the 
profitability of their products in terms of their local currencies, 
so long as their costs did not rise materially. Rubber and tin 
are cases in point, the dollar prices of both having fallen con
siderably after September 18, although, as indicated in the 
accompanying table, not by the full amount of the devaluation.

As regards rubber, the growth in the United States of a 
sizable industry manufacturing low-cost synthetics has placed 
a damper on the price of the natural product. In consequence 
the latter increased after the war far less than commodity 
prices generally, and last summer actually dropped below the

U nited States Prices o f Internationally Traded Comm odities
(A vera ges; in United States dollars per 100 lbs.)

1949

September
Per cent change 

September 1-18 to

Commodity* 1937 1947 1948 June 1-18 19-30 October November October November
Sterling-area

commodities:
C ocoa................................. 8 .4 34.9 39.8 18.7 20.8 19.0 19.9 24.6 -  4 .3 + 18 .3
Rubber............................... 19.4 21.0 22.0 16.4 18.2 17.0 16.4 16.7 - 1 0 .4 -  8 .2
W ool................................... 101.9 121.6 151.9 172.5 152.5± 152.5 152.5 0 0
T in...................................... 54.2 78.0 99.2 103.0 103.0 1 96.0 95.5 89.8 -  7 .3 -1 2 .8
Tea..................................... 27.6 55.0 58.5 57.2 61.0 I 51.1 51.5 n.a. -1 5 .6 n.a.
J u te f.................................. 94 316 370 350 3'm 300 268 -1 1 .8 -2 1 .2
Dollar-area

commodities:
Sugar.............................. 3.44 6.21 5.56 5.90 5.99 6.04 6.00 5.90 +  0 .2 -  1.5
Coffee................................. 11.1 26.4 26.8 27.2 29.6 30.8 34.5 49.6 + 16 .6 + 67 .6
Copper............................... 13.2 21.0 22.0 16.6 17.6 17.6 17.6 18.3 0 +  4 .0

* Commodity specifications: Cocoa, Accra, bulk, f.o.b. from importers, New York. Rubber, plantation, ribbed smoked sheets, New York. Wool, scoured, raw, territory, 
64s, 70s, 80s, Boston. Tin, Straits, New York. Tea, standard grade (composite). Jute, average price of raw jute, native firsts, New York. Sugar, Cuban, raw 96°’ 
duty paid, New  York. Coffee, Santos No. 4, green, average of weekly quotations, New York. Copper, electrolytic prices based on both prompt and future deliveries, 
New York.

t Price per short ton. t  No breakdown available between September 1-18 and September 19-30.
n.a. Not available.
Source: International Monetary Fund, International Financial Statistics (December 1949).
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price prevailing in 1937. Despite these relatively low prices, 
consumption of natural rubber has failed to keep pace with 
world production since 1946, and stocks (including those 
held by the various governments) have accordingly shown a 
steady increase. After devaluation, however, the position of 
natural rubber vis-a-vis the synthetic product greatly im
proved. While prior to September 18 the sterling equivalent 
of dollar prices yielded very poor profits to a large number of 
plantations, profit margins greatly increased after that date, 
and at the same time natural rubber became much the 
cheaper article. These developments, together with the expan
sion of European demand and the relaxation of the United 
States Government regulations prescribing a minimum usage 
of synthetics, have improved, at least temporarily, the prospects 
for equilibrium in the world rubber economy.

Tin did not begin to feel the pressure of excessive supplies 
as soon after the war as rubber. As a result of war damage in 
Malaya and Indonesia, world tin production in 1946 and
1947 was far below the prewar level, while the pent-up 
demand of tin consumers was large. In 1948, however, the 
picture changed. World output reached almost the 1934-38 
average, 'pipelines” were filled, and for the first time since 
the war production began to outrun consumption. This lack 
of balance in the world tin situation became more perceptible 
during the first half of 1949, with the result that last summer 
the statistical position was anything but favorable from the 
producers’ viewpoint. Reflecting the weakness of the market, 
heavy downward pressure was exerted on tin prices, which, 
under government control in both Britain and the United 
States, had been gradually raised since the war until last sum
mer they stood at almost double the 1937 level. After devalu
ation, however, these controls were relaxed and tin prices 
began to fall. In November they averaged 13 per cent below 
the level of the first half of September; the decline continued 
in December.

That prices of tin, and also of rubber, did not drop more 
after devaluation may be attributed in part to the influence 
of the obligations undertaken by the United States and Cana
dian Governments at the Washington conference in Septem
ber. At this conference the Canadian Government indicated 
that it proposed to take steps to increase Canadian reserve 
stocks of tin and rubber, while the United States Government 
agreed to review its stockpiling program with particular refer
ence to these commodities and to permit, as already noted, 
freer competition of natural with synthetic rubber in the 
American market.

In contrast to the prices of tin and rubber, dollar prices for 
wool and cocoa have been firm. These developments reflect 
continuing tightness in markets where the United States plays 
an important consumer role. World consumption of raw wool 
throughout the postwar period has been running at levels con
siderably above current production, and stocks accumulated dur
ing the war have declined from an estimated 2 million metric 
tons (greasy basis) in June 1946 to 1.3 million in June 1949.

During the first nine months of 1949 imports of cocoa 
into the United States were estimated to be running at an 
annual rate of 280,000 metric tons, compared with 253,000 in
1948 and an annual average of 264,000 in 1936-40. European 
consumption is reported to be increasing also. Output, on 
the other hand, has been adversely affected because during the 
thirties and the early war years the cocoa trees were neglected 
and there were few new plantings, and more recently because 
the "swollen shoot” and other diseases have made serious 
inroads in important African producing areas. Cocoa prices 
rose extravagantly during the postwar boom, reaching six 
times the 1937 average in November 1947. Although they 
lost much of the gain during the next sixteen months, they 
became firm again during the spring and summer of 1949, at 
a little more than double the prewar level. While prices 
dropped immediately following the currency devaluations, the 
basic strength of the market was reflected in the recovery that 
developed during October and November, when dollar quota
tions rose to levels substantially above those of the first half 
of September.

As regards dollar-area commodities, the currency devalua
tions have had little noticeable effect. Far from declining, coffee 
prices have boomed during the autumn, the November average 
being 68 per cent above that of September 1-18. This extra
ordinarily strong market for coffee has been based mainly upon 
reports indicating that adverse weather had caused severe dam
age to the Brazilian crops that normally would be shipped next 
autumn. Entirely apart from these reports, however, long
standing forces on both the supply and the demand sides of 
the market have operated to give considerable strength to the 
world coffee market. World coffee production has been 
depressed for almost a decade, primarily because of a long 
series of poor crops in Brazil, the world’s largest source. Total 
exportable coffee production from all sources, as a result, has 
dropped from an estimated annual average of nearly 36 mil
lion bags in 1935-40 to 27-30 million annually since the war. 
While the exportable supplies have been relatively low, world 
consumption has expanded from an average of 26 million bags 
in 1936-40 to an estimated 31.5 million in the 1948-49 sea
son. World stocks have been falling steadily since 1943, being 
estimated at 12.4 million bags in July 1948, or less than half 
the prewar level; they are believed to have been further 
reduced subsequently.

Sugar prices in the world market have been firm since 
devaluation, reflecting the current strong position of a market 
in which during recent years demand has been keeping pace 
with moderately expanding supplies. In the United States 
sugar deliveries for domestic consumption have increased from 
an average of 6.7 million short tons (raw value) in 1936-40 
to an estimated 7.3 million in 1948. Consumption elsewhere 
— notably in Latin America, Africa, and even in some 
European countries— also has been growing. On the supply 
side, world output expanded from an annual average of 35.1 
million short tons in 1936-40 to 37.3 million in 1948-49,
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although preliminary estimates indicate that the 1949-50 crop 
is slightly smaller than last year s. In spite of tremendous crops 
during the past two seasons, Cuba— the hub of the sugar uni
verse— has accumulated no burdensome surpluses, while stocks 
in the United States declined during the year ended last 
October 31 to 0.9 million short tons from 1.3 million. 
Although expanding output in the Old World and the post
devaluation increase in dollar prices may induce Europeans to 
seek a larger part of their sugar supply from nondollar sources, 
the world market has been buoyed by hopes that an interna
tional sugar agreement may be concluded before surpluses in 
the Americas become heavy.

In conclusion, it is worth noting that the recent trends in 
commodity prices would appear far different if, instead of 
being viewed in dollar terms as has been done here, they were 
regarded in terms of sterling. While in dollar terms the trends of 
various commodity prices have been widely divergent, in terms 
of sterling and most other devalued currencies these trends 
have been upward without exception. Already this upward 
movement has been felt in Britain, where the Board of Trade’s 
index of the prices of imported raw materials rose from 119 
per cent of the 1947 average in September to 127 in October. 
British domestic prices of most of the commodities here 
reviewed have likewise shown significant increases since 
devaluation. While by November the domestic price of sugar 
in terms of sterling had not yet risen above that of the first 
half of September, the sterling prices of rubber and tin had 
advanced by about 23 per cent, the sterling price of jute by 
30 per cent, and that of copper by 40 per cent.

DEPARTM ENT STORE TRADE DURING 1949

December sales at Second District department stores were 
more than seasonally greater than November’s but were never
theless about 3 per cent less than in December 1948, and even 
less than in 1947, according to a preliminary estimate. In the 
last pre-Christmas week, 1949 dollar sales, augmented by an 
additional shopping day (a Saturday), were 12 per cent greater 
than in the corresponding week of 1948. The 3 per cent 
December decline in dollar sales compares very well with the 
7 per cent loss recorded for the first eleven months of the 
year, and the gain in seasonally adjusted sales is encouraging.

On December 1, after three months of more than seasonal 
increase from the abnormally low level reported for September 
1, the dollar volume of stocks on hand was still 9 per cent 
less than one year previous, in part because of lower prices 
and in part because of a reduction in physical quantities. As 
the net drop from a year ago in inventories was sharper than 
that in sales, the ratio of stocks at the beginning of December 
to sales during the month declined from 1.8 in 1948 to 1.7 in
1949 (the usual December ratio). The higher stock-sales ratio 
in December 1948 reflected partly the fact that in November
1948 sales had been well below expectations and hence had 
resulted in some involuntary accumulation of stock at the be
ginning of December.

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

(Adjusted for seasonal variation, 1935-39 average=100 per cent)

Sales in  1949 
Sales of Second District department stores during 1949 

fluctuated around a lower level than in 1948. As the accom
panying chart shows, this bank’s index of sales, even after 
seasonal adjustment, ranged between 219 in October and 243 
in January (1935-39 average equals 100). The January level 
was only slightly lower than the average for all of 1948 (248), 
but in March, when pre-Easter shopping failed to materialize 
as early as expected, the index fell to 220. In April, sales picked 
up markedly more than usual toward Easter Sunday, resulting 
in a 10 per cent rise in the seasonally adjusted index. For the 
Easter season as a whole, however, business in dollar terms was
6 per cent below the year before.

In the early summer months, sales declined faster than 
usually; by July, they showed close to a 15 per cent drop from 
the corresponding month in 1948, as the adjusted index again 
approached the March level of 220. During August and Sep
tember, partly influenced by sizable back-to-school buying, 
sales once again expanded more than seasonally. October was 
another disappointing month— adjusted sales fell abruptly to 
the lowest level in three years. November and December wit
nessed improving consumer interest, sales again expanding 
more than seasonally, but, as noted, Christmas business failed 
to match that of 1948.

For the year as a whole, sales in dollar terms are estimated 
to have declined by 7 per cent and unit sales perhaps by about 
half as much. The drop in dollar volume, the first in a decade, 
actually brought sales slightly below the 1947 amount as well. 
The decrease in sales came after two years in which dollar sales 
had been expanding at a diminishing rate after exceptional 
growth during 1946.

Consumers’ cuts in their 1949 dollar expenditures in the
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District’s department stores extended practically "across the 
board”. Sales of women’s and men’s apparel lines fared little 
differently than those of hard goods; for the nine-month period 
February-October, both apparel categories showed declines of
9 per cent, while housefurnishings as a whole declined by 10 
per cent. Piece goods, which go into home sewing of apparel 
items, registered the far more substantial drop of 20 per cent, 
but textiles intended for household use— linens, sheetings, 
spreads, and so on— declined by 8 per cent. Small wares—  
largely household materials— decreased 9 per cent. By and 
large, in terms of combined departmental groups, sales of all 
types of merchandise showed much the same sales performance 
relative to 1948.

Only toys and games, millinery, women’s suits, and, of 
course, the radio-television department had larger main store 
dollar sales than in the corresponding nine-month period of 
the year before. These four departments had accounted for 
but 5 per cent of total sales in 1948. One basement depart
ment, domestics and blankets, also showed a small gain.

About the sharpest year-to-year loss during the nine-month 
period was in sales of major household appliances, 34 per cent; 
sales of refrigerators alone declined by 41 per cent. Part of this 
extreme decline may have resulted from consumers switching 
to appliance stores, where cut prices have been reported and 
easy instalment contracts have been given wide publicity.

Even though sales of housefurnishings (notably the "big- 
ticket” items, which are more often than not purchased on 
credit) experienced the decreases characteristic of department 
store trade in 1949, instalment sales in reporting stores were 
1 per cent greater during the first eleven months of 1949 than 
in the year before. The increase in the proportion of sales 
financed by instalment paper has thus run counter to the 
decline in total sales. Owing to a slowing down in the rates 
of repayment and to somewhat more liberal contracts, the 
amount of instalment credit outstanding on the stores’ books 
was 13 per cent larger on November 30 than one year previous.

There was a marked tendency for the year-to-year increase 
in instalment sales to widen towards the latter part of 1949. 
Indeed, in May, June, and July, when store-wide sales were 
conspicuously slow, instalment sales, too, were smaller (by 8 
per cent, on the average) than in the corresponding months of
1948. In October and November, however, instalment sales 
were more than 10 per cent greater than in the year before.

Indexes o f Department Store Sales and Stocks 
Second Federal R eserve D istrict
(1935-39 average —100 per cent)

Item

1948 1949

Nov. Sept. Oct. Nov.
Sales (average daily), unadjusted................. 299r 243 243 293
Sales (average daily), seasonally adjusted.. 230r 241 219 226
Stocks, unadjusted............................................ 279r 225 244 255
Stocks, seasonally adjusted............... ............ 242 213 216 221

r Revised.

Departm ent and Apparel Store Sales and Stocks, Second Federal R eserve 
D istrict, Percentage Change from the P receding Year

Locality

Net ; 

Nov. 1949

sales

Jan.through 
Nov. 1949

Stocks on 
hand 

N ov.30, 1949

Department stores, Second District----- -  2 -  7 -  9

New York C ity...................................... -  2 -  8 -  9
Northern New Jersey........................... -  1 -  6 -  7

-  1 -  7 -  7
Westchester County.............................. +  4 +  3 +  9
Fairfield County.................................... -  3 -  9 -  5

Bridgeport........................................... -  3 - 1 0 -  6
Lower Hudson River Valley............... +  2 -  5 - 1 1

Poughkeepsie...................................... 0 -  5 - 1 4
Upper Hudson River Valley................ -  6 -  6 - 1 5

-  9 -  8 - 2 4
Schenectady........................................ -  6 -  5 -  5

Central New York State ....................... +  1 -  6 - 1 0
Mohawk River Valley ........................ -  1 - 1 0 - 1 5

0 -  8 - 1 6
+  2 -  5 -  8

Northern New York State.................. +  2 -  6 - 1 6
Southern New York State..................... -  3 -  9 - 1 6

Binghamton............................................ -  3 -  9 - 1 8
-  1 -  8 - 1 7

Western New York State.................... -  4 -  5 -  7
— 5 -  3 -  8

Niagara Falls.......................................... +  5 -  5 -  7
Rochester................................................. _ 4 -  8 -  5

Apparel stores (chiefly New York City). -  3 - 1 0 - 1 3

Charge account sales during the first eleven months of 1949 
were 5 per cent smaller than in 1948, as compared with 7 per 
cent for total sales. Cash sales fell by 10 per cent during the 
same interval.

Indexes of Business

1948 1949

Index
Nov. Sept. Oct.. Nov.

Industrial production*, 1935-39 =  100......... 195 174 166 171p
(Board of Governors, Federal Reserve 
System)

Electric power output*, 1935-39 =  100 ... . 255 255 256 256p
(Federal Reserve Bank of New York) 

Ton-miles of railway freight*, 1935-39 =  100 192 151 140 p
(Federal Reserve Bank of New York)

Sales of all retail stores*f, 1935-39 =  100----- 334 336 330 330p
(Department of Commerce)

Factory employment
United States, 1939 =  100........................... 156 144 139 137p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 125 118p 117 p 115p
(NYS Div. of Placement and Unemp. Ins.) 

Factory payrolls
United States, 1939 =  100.......................... 363 335 321 p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 301 283p 278p 269p
(NYS Div. of Placement and Unemp. Ins.)

Personal income*, 1935-39 =  100..................
(Department of Commerce)

Composite index of wages and salaries*:):, 
1939 -  100......................................................

316 307 304p

195 200p 200p
(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.............................................

172 170 169 169

101 106 106 99
Outside New York C ity .............................. 94r 89 89 86

* Adjusted for seasonal variation. p Preliminary. r Revised,
f  Revised beginning January 1943.
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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NATIO N AL SUM M ARY OF BUSINESS CONDITIONS

(Summarized by the Board of Governors of the Federal Reserve System, December 30, 1949)

INDUSTRIAL production increased moderately in November 
and the early part of December. Department store sales 

showed more than the usual sharp pre-holiday rise. Commodity 
prices were generally stable. Prices of long-term Treasury 
bonds and common stocks rose to the highest levels in over a 
year.

In d u st r ia l  Pr o d u c t io n

With settlement of the steel labor dispute and temporary 
full-scale operations at coal mines, the Boards seasonally 
adjusted index of industrial production increased in November 
to 171 from 166 in October. Indications are that the December 
index will be slightly above the September figure of 174.

Durable goods output rose about 3 per cent in November as 
large increases in production of steel ingots, lumber, and cop
per and copper products more than offset decreases in most 
metal fabricating activities. Reduced steel stocks resulted in a 
substantial curtailment in output of fabricated iron and steel 
products and contributed to reductions in activity in machinery 
and transportation equipment industries. In the automobile 
industry assembly operations were substantially curtailed by 
model changeovers. In the machinery group, output of most 
types of producers’ equipment was reduced, while production 
of consumer appliances was maintained.

In December steel ingot output was scheduled at 93 per cent 
of capacity, the highest rate since last May and substantially 
above the November level of 52 per cent. Automobile assem
blies increased considerably in the middle of December.

Output of nondurable goods declined slightly in November. 
There were small further gains in activity at textile, paper
board, and chemical plants and a sharp recovery in coke pro

INDUSTRIAL PRODUCTION

duction, while output of manufactured food products and 
printing and publishing activity declined somewhat. Activity 
in the canning industry showed much more than the usual 
seasonal decrease. Output of most other nondurable goods was 
unchanged.

Minerals output rose sharply in November as bituminous 
coal mines were returned to full-scale operations for three 
weeks ended November 30, and as output of crude petroleum 
and iron and copper ore increased. In December, minerals pro
duction decreased as coal miners returned to a reduced work
week and output of crude petroleum was curtailed about 3 
per cent.

Co n s t r u c t io n

Value of construction contracts awarded in November, 
according to the F. W . Dodge Corporation, declined seasonally 
from the exceptionally high autumn level but was still about 
one-half again as large as in November 1948. The volume of 
new housing starts, as estimated by the Bureau of Labor Sta
tistics, continued unusually large in November, totaling 93,000, 
compared with 100,000 in October and 64,000 in November
1948.

Em p l o y m e n t

Total employment in nonagricultural establishments showed 
a rise of about 120,000 from mid-October to mid-November, 
after allowance for seasonal changes. The return to work of 
335,000 bituminous coal miners was partly offset by employ
ment declines in industries producing nondurable goods and 
in trade and Federal Government establishments. Employment 
in other lines was maintained at October levels.

CONSTRUCTION CONTRACTS AWARDED

Federal Reserve indexes. Monthly figures; latest shown are for November. F. W . Dodge Corporation data for 37 Eastern States. Monthly figures; latest 
shown are for November.
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D istr ib u t io n

Department store sales, which had shown a less than sea
sonal rise in October, increased by more than the usual amount 
after the middle of November. Value of sales in the first 24 
days of December was about 3 per cent below the high level 
in the corresponding period in 1948; sales in the first 11 
months of the year had been at an average level 6 per cent 
lower than in 1948. Prices at department stores are generally 
lower than they were a year ago.

Railroad revenue freight traffic recovered considerably in 
November to about the levels prevailing before the steel and 
coal labor disputes. While coal shipments declined again in 
early December, loadings of steel products continued to rise 
and most other shipments showed largely seasonal changes.

Co m m o d it y  Prices

The average level of wholesale prices continued to decline 
slightly from mid-November to the third week in December, 
reflecting chiefly a decrease of 4 per cent in meat prices and a 
34 per cent drop in egg prices. On December 21 it was 
announced that the Federal egg support level would be reduced 
about one fifth in 1950. Prices of most steel products for 
domestic shipment were raised and there were also some selec
tive increases in prices of other industrial commodities. Prices 
of steel scrap weakened and tin and lead were reduced further.

EMPLOYMENT IN NONAGRICULTURAL ESTABLISHMENTS
MILLIONS OF PERSONS SEASONALLY AOJUSTEO MILLIONS OF PERSONS

Bureau o f Labor Statistics’ estimates adjusted for seasonal variation by 
Federal Reserve. Proprietors and domestic servants are excluded. Midmonth 
figures; latest shown are for November.

Ba n k  Credit

Business loans, real estate loans, and loans to consumers con
tinued to expand at banks in leading cities during November 
and the first three weeks of December. Holdings of U. S. 
Government securities increased on balance over the period. 
Deposits at banks increased sharply from the middle of Novem
ber to the middle of December and there was the usual pre- 
Christmas increase -in currency in circulation.

The currency demand absorbed reserve funds and the growth 
in deposits required banks to hold additional reserves. While 
net expenditures by the Treasury supplied funds during the 
first half of the month, large Treasury receipts from quarterly 
income tax payments tended to reduce bank reserves after the 
middle of the month. Substantial purchases of Treasury bills 
and certificates by the Federal Reserve were necessary to supply 
banks with reserves required to meet these drains.

Se cu r ity  M arkets

On December 1, the Treasury announced the offering of a 
new iy% per cent, 4V4 year note in exchange for bonds and 
certificates maturing on December 15 and of a new lVs per 
cent, 1 year certificate in exchange for the certificates maturing 
January 1, 1950. During the first three weeks of December 
prices of long-term Treasury bonds rose to the highest levels 
in more than two years and yields on short-term Treasury 
securities also declined. In the same period common stock 
prices rose in an active market to the highest level in more than 
a year, while prices of high-grade corporate bonds increased 
only slightly.

LOANS AT MEMBER BANKS IN LEADING CITIES

*CHANGE IN SERIES.

Excludes loans to banks. Wednesday figures; latest shown are for Decem
ber 14.
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