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The relatively easy money market conditions that had 
developed during June, reversing several months of persistent 
tightness, were again in evidence during the first half of July. 
Some firming occurred after the middle of the month, but 
member banks as a group held "free” reserves (excess 
reserves less borrowing from the Reserve Banks) on nearly 
every day in the month. During the week ended July 15, the 
daily average free reserves of all member banks totaled almost 
one billion dollars. The major source of free reserve balances 
in July was the 1.2 billion dollars released by the reduction in 
required reserve ratios on July 1 at “country” banks and on 
July 9 at reserve city and central reserve city banks. A large 
part of the reserves thus released from support of existing 
demand deposits was absorbed at midmonth by the increase in 
Treasury deposits (and in required reserves) at commercial 
banks that resulted from the sale by the Treasury of a 
large issue of short-term securities. The using-up of available 
reserves, not only in this way but also through a sizable shift 
in Treasury balances to the Reserve Banks and moderate 
net losses of reserves through the operation of other factors 
influencing the money market, somewhat more than offset the 
reserves freed by the reduction in reserve requirements. By 
the end of the month, member bank indebtedness at the 
Reserve Banks had increased considerably from the low point 
reached at the middle of the month, but aggregate excess 
reserves were still sizable.

Rates of interest on short-term Government securities re
flected the availability of short-term funds in the market. 
Yields on Treasury bills generally ranged below 1V4 per cent 
for the shortest issues to about 2 per cent for three-month bills 
until the latter part of the month when yields rose to a range 
of 2 to 2Vs per cent. Yields on certificates of indebtedness and 
short bonds and notes were correspondingly below the levels 
that prevailed through the spring, and these issues showed 
little change when money market conditions firmed late in the 
month. The market for intermediate and longer-term Treasury 
issues responded to an atmosphere of confidence in the 
existing rate structure, and prices throughout the list advanced 
gradually in the first part of July; a part of this increase was 
lost later in the month. With the exception of trading in

short-term issues and some swapping in longer issues, mainly 
for tax purposes, trading in Treasury bonds was generally inac
tive. A moderate volume of net investment demand was suffi
cient to absorb most of the offerings reaching the market.

On July 1, the Treasury announced that it planned to offer 
about 5.5 to 6 billion dollars of tax anticipation certificates of 
indebtedness to be dated July 15, 1953 and to mature March 
22, 1954. The certificates will be receivable at par plus accrued 
interest to maturity in payment of taxes due on March 15,
1954. Subscription books were opened for one day, July 6, 
on the offering of these IVz per cent eight-month obligations. 
Subscriptions received totaled about 8.7 billion dollars, of 
which 5.9 billion dollars were accepted on an allotment ratio 
of 67 per cent.

Allotments of the new tax anticipation certificates accounted 
for much the largest share of the total change in commercial 
bank credit during July. Total loans and investments of the 
weekly reporting member banks increased by 3.9 billion dollars 
in the four weeks ended July 22, representing increases of 3.7 
billion in Government security investments and of 180 million 
in net loans. The increase in loans largely reflected a sharp 
expansion of security loans, while in the business credit sector 
seasonal influences resulted, on balance, in a small volume of 
net repayments.

Member Bank  Reserve Balances

The withdrawal of reserve balances from the market in the 
closing days of June through the transfer of Treasury deposits 
from commercial banks to the Reserve Banks and through the 
pre-holiday increase in currency in circulation had brought 
excess reserves and member bank borrowing into approximate 
balance by June 30. However, the reduction in reserve require-

CONTENTS
Money Market in July.......................................... 113
Three Years of the European Payments Union 117
Treasury Financing in the Fiscal Year 1953... 122
Department Store Trade...................................... 127
Selected Economic Indicators.............................. 128

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



114 MONTHLY REVIEW, AUGUST 1953

ments at country member banks effective July 1 added approxi
mately 360 million dollars to the free reserves available to 
member banks, so that on balance for the statement week 
ended July 1, as Table I shows, member banks accumu
lated a small volume of excess reserves while repaying more 
than 70 million dollars of borrowing from the Reserve Banks. 
In the following statement week, Treasury withdrawals from 
the market and a further increase in currency in circula
tion were again primarily responsible for a drain upon member 
bank reserves. Open market purchases of short-term Treasury 
securities by the Federal Reserve System replaced about 200 
million dollars of the reserves lost through other factors in this 
week, and member banks increased their borrowing from the 
Reserve Banks by 96 million dollars. The increase in reserve 
balances from these sources, along with a further decline in 
required reserves, very nearly offset the total drain through 
other influences. For the full week ended July 8, daily average 
excess reserves exceeded daily average borrowing of member 
banks by more than 350 million dollars.

Lower reserve requirements at reserve city and central 
reserve city banks went into effect Thursday, July 9, releasing 
about 860 million dollars of member bank reserves. Additional 
funds were supplied to the banks during the third statement 
week in July by a return flow of currency from circulation 
and by the usual midmonth expansion in float. Part of the net 
addition to the excess reserves available to member banks from 
these sources was offset by the Treasury’s continued withdrawal 
of deposits from commercial banks for the purpose of increas
ing its balances at the Reserve Banks, and a sizable loss of 
reserves in this week resulted from an outflow of gold and an 
increase in foreign balances. By July 15, member bank excess 
reserves had been built up by some 490 million dollars, while

Table I
Weekly Changes in Factors Tending to Increase or Decrease 

Member Bank Reserves, July 1953
(In millions of dollars; ( -f-) denotes increase,

(— ) decrease in excess reserves)

Factor

Statement weeks ended Five
weeks
ended
July
29

July
1

July
8

July
15

July
22

July
29

Operating transactions
Treasury operations*..................................
Federal Reserve float.................................
Currency in circulation..............................
Gold and foreign account..........................
Other deposits, etc......................................

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

Direct Federal Reserve credit transactions 
Government securities

Direct market purchases or sales..........
Special certificates of indebtedness. . . .
Held under repurchase agreements-----

Loans, discounts, and advances...............

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

Total reserves...................................................
Effect of change in required reserves...............

Excess reserves.................................................

-162  
+118 
-223  
+  70 
-  5

-252  
-  60 
-127  
+  8 
-  1

-208  
+  79 
+116 
-137  
-  2

+  98 
+  21 
+112 
-  62 
-144

-299  
-189  
+  7 
-  21 
+  64

-  823
-  31
-  115
-  142
-  88

-202 -432 -152 +  24 -439 -1 ,201

+225
-296

-  72

+198 

+  96 -141 +321 +226

+  423 
-  296

+  430

-143 +294 -141 +321 +226 +  557

-345
+398

-138  
+  124

-293
+783

+345
—755

-213
+106

-  644 
+  656

+  53 -  14 +490 -410 -107 +  12

Daily average level of discounts...................
Daily average level of excess reserves..........

431
482

399
751

230
1,194

382
709

614
704

411
768

Note: Because of rounding, figures do not necessarily add to totals, 
* Includes changes in Treasury currency and cash.

at the same time member banks were able to repay more than 
140 million dollars of borrowing. The daily average level of 
free reserves during the week ended July 15 was greater than it 
had been for more than a year. Existence of this large volume 
of immediately available funds brought the market rate on 
Federal funds during the middle portion of July to nominal 
quotations. Commercial banks sought temporary employ
ment of surplus funds pending the need for these balances on 
July 16 to meet the increase in required reserves resulting 
from the payments into Treasury Tax and Loan Accounts for 
the new tax anticipation certificates issued by the Treasury 
on July 15.

The heavy supply of free reserves accumulated by member 
banks over the first half of the month was eliminated in the 
final two statement weeks. During the week ended July 22, 
required reserves increased by 755 million dollars. Other fac
tors influencing bank reserves during that week provided only 
a small net offset to the increase in required reserves, and for 
the second successive week security holdings of the Federal 
Reserve Banks remained unchanged, so that free reserves of 
member banks were reduced by something more than 730 mil
lion dollars. Over the last week of the month, the usual month- 
end fall in the volume of Federal Reserve float and a heavy 
withdrawal of Treasury funds much more than balanced the 
small net accrual of free reserves from other sources (includ
ing a further decline in required reserves), so that an addi
tional large amount of reserves was lost to the market. By 
July 29, the end of the last statement week in the month, 
excess reserves had fallen to a level 123 million dollars below 
the 747 million dollars of member bank borrowing then 
outstanding.

Viewing the month as a whole, the most important source 
of excess reserves for the member banks was the net contrac
tion of more than 650 million dollars in required reserves, 
as shown in Table I. Treasury operations eliminated the 
free reserves accruing from this source, however, as the Treas
ury repaid its special borrowing and built up its balances with 
the Reserve Banks from virtually nothing on the last statement 
date in June to more than 840 million dollars by July 29. 
Another factor drawing reserve balances out of the market was 
the net outflow from the domestic gold stock during July, an 
outflow which amounted to 210 million dollars. Not all of 
the loss of gold was reflected in a reduction in reserve bal
ances, however, since about 70 million dollars of gold purchases 
were paid for out of official foreign deposits with the Reserve 
Banks. The net loss of domestic gold reserves during July was 
significant not so much because of the size of the loss but 
because it marked a departure, possibly a temporary departure, 
from the more general balance that had prevailed in this 
sector since April. Foreign holdings of United States Govern
ment securities were reduced by about 90 million dollars dur
ing the five statement weeks ended in July, accounting for the 
largest part of the net withdrawal of funds from the market 
by these accounts.
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The Treasury financing of its third-quarter cash require
ments was undertaken during July in a market setting favorable 
to a successful operation. Purchases of short-term securities by 
the Federal Reserve System during the several weeks prior to 
the Treasury offering and the release of funds resulting from 
the lowering of reserve requirements had eased the reserve 
position of the banking system and encouraged a heavy volume 
of subscriptions to the Treasury offering. Furthermore, the 
2Vi per cent rate offered by the Treasury was in line with 
market yields, and the eight-month maturity, falling at the 
March tax period, conformed with the maturity requirements 
of the corporate investors who are expected to supply the 
largest part of the funds available for investment in Govern
ment securities during the third quarter. While commercial 
banks secured the greater part of the total allotment of the new 
tax anticipation certificates, it may be expected that, as time 
goes by and as tax reserves and other funds accrue to nonbank 
investors, banks will progressively dispose of part of their 
holdings of the tax certificates in order to secure funds to pro
vide for seasonally expanded private credit requirements.

In "when-issued” trading prior to the middle of the month, 
the new certificates were quoted initially at a slight discount 
from par, but they went almost immediately to par and during 
the balance of the month traded at a small premium. Offerings 
of the tax certificates in the market were rather large, but 
nonbank investment demand, representing in part switches out 
of other short-term securities, was generally sufficient to clear 
the market. Some bills were sold by nonbank investors raising 
funds to make payment for allotments and purchases of the 
new tax certificates, but the volume of selling of these issues 
through the dealer market was smaller than had been antici
pated. Possibly this indicated secondary distribution of the new 
securities, on swaps for other issues, directly between commer
cial banks and their customers.

Activity in the short-term area of the market for United 
States Government securities during the first half of July 
stemmed largely from the attempts of commercial banks to 
invest temporarily the excess reserves in their possession, 
bolstered by a steady volume of investment demand from non
bank investors. The easy conditions in the money market at 
this period held yields on the outstanding short-term issues in 
approximately the range where they had traded during the last 
half of June. Awards of the Treasury bill issues dated July 9 
and July 16 were made at average rates of discount of 2.007 
per cent and 2.106 per cent, respectively. As the month 
progressed, the pressure of selling in Treasury bills by nonbank 
investors raising funds with which to take up allotments and 
purchases of the new tax certificates resulted in some firming 
of bill yields. Subsequently, with the gradual and moderate 
tightening of money market conditions bill yields rose further, 
until the closing days of the month, when improved demand 
caused yields to drift slightly lower. By July 31, yields on the 
shortest issues of Treasury bills were about 1.90 per cent in

T r e a s u r y  Fi n a n c i n g  a n d  t h e  G o v e r n m e n t

Se c u r it ie s  M a r k e t

contrast to yields as low as 1.15 per cent earlier in the month, 
and 90-day bills traded at an effective yield of nearly 2 Vs per 
cent, up roughly Vs of 1 per cent from levels prevailing at the 
end of June and in early July.

The market for intermediate and long-term Treasury securi
ties also displayed a generally firm tone during the greater part 
of July. The much improved atmosphere in this sector of the 
market, in contrast to conditions that had existed during the 
spring months, primarily reflected greater confidence in the 
prevailing rate structure rather than any broad private invest
ment demand for Treasury securities other than the short-term 
issues. A combination of influences contributed to market 
sentiment, including recent Federal Reserve security operations 
and the lowering of member bank reserve requirements, the 
success of the Treasury financing in tax anticipation certificates, 
the feeling that completion of this financing operation will 
satisfy the Treasury’s new money needs for a few months, and 
the improved atmosphere in the corporate and municipal bond 
markets. A record of favorable receptions accorded to recent 
offerings of new issues of corporate and municipal bonds, 
against the background of a somewhat lighter calendar of new 
offerings of such issues in the months immediately ahead, was a 
particularly important influence in the bond market generally.

Prices of the intermediate and long-term Treasury issues, 
both the fully taxable and partially tax-exempt securities, 
moved steadily higher during most of July. By July 21, prices 
of Treasury bonds were as much as 34 of a point above their 
end-of-June quotations. Subsequently, prices tended to sag 
slightly. In the longer maturities, the most important develop
ment was the favorable behavior of the new 3V4 per cent bonds 
of 1978-83. In earlier periods, as the price of this issue 
rose toward par a volume of selling orders tended to appear in 
the market, checking the rise. Early in July, however, the 314 s 
reached par and during the last half of the month, as a result 
of moderate investment buying, both outright and on swaps, 
the issue traded above par without bringing forth any sizable 
offerings.

Prices and yields of Government securities have undergone 
sizable fluctuations during the first seven months of this year, 
as illustrated in the chart on the next page. Short-term yields in 
the less-than-one-year maturity range remained relatively stable 
during the first three months of 1953, but beginning in April, 
as the pressure of money market tightness increased, a very 
significant upward adjustment in yields occurred. Three-month 
Treasury bills, which had traded at or near 2 per cent during 
most of the January-to-March period, rose to over 2V4 per cent 
during late April and early May, and almost reached the I 1/} 
per cent level on June 1. During the past two months, bill 
yields have receded from this level and bills were traded at 
about 2 per cent for some time until the end-of-July advance 
to about 2l/% per cent. The pattern of yield changes in the 
one-year maturity area followed much the same pattern until 
the middle of July, after which these yields remained quite 
stable as bill yields rose. Price changes on intermediate and 
long-term issues have been even more striking. After remain-
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Prices and Yields of Selected U. S. Government Securities

* Monday, June 1. Other data are for Thursday dates.

ing virtually unchanged during January, prices moved toward 
lower levels (and yields rose) through the following four 
months. By the close of business on June 1, prices of some 
longer-term bonds were nearly 534 points below their quota
tions in trading in the opening days of the year. In the period 
of market improvement since June I, almost half of the loss 
prior to that time has been recovered. The uncertainty and 
apprehension that had created the softening in the market dur
ing the spring months have since been tempered by an easing 
of some of the pressures that had earlier accumulated in the 
money and securities markets.

Member Bank Credit 
The total loans and investments of reporting member banks 

in leading cities rose sharply during July, as shown in 
Table II. In the four statement weeks ended July 22, earn
ing assets of these institutions increased by 3.9 billion dol
lars. However, while there were sizable shifts from week 
to week in the various loan and investment categories, over the 
four weeks as a whole virtually all of the net gain was con
centrated in the increase in holdings of Government securities 
during the week of July 15. This increase largely represented 
the allotments to the reporting banks of the tax anticipation 
certificates of indebtedness issued by the Treasury on July 15 
and is reflected on the deposit side of the banks’ balance sheet 
by a correspondingly large growth in United States Government 
deposits. As the Treasury makes net expenditures during the 
next few months from the proceeds of its July financing, the 
deposits now held by the Treasury will be shifted into private 
hands. At the same time, the resulting net increase in liquid 
resources of private holders may tend to provide a market for 
secondary distribution of the new certificates purchased by the 
banks as they sell these or other securities from their invest
ment portfolios to acquire funds to meet loan requests. The

rise in private liquid reserves may also tend to moderate private 
demands for credit. To the extent that these expectations are 
borne out, the over-all expansion in commercial bank loans 
and investments will be tempered.

Loans and investments of the reporting banks representing 
credit advanced to private nonbank borrowers increased slightly 
between June 24 and July 22, an increase that was partially 
offset by a decline in interbank loans. Commercial, industrial, 
and agricultural loans were reduced by 126 million dollars over 
the full four weeks, reflecting a drop of 212 million dollars in 
the week ended July 1 and small increases in the following 
three weeks, while consumer loans and real estate loans 
registered small net gains. Security loans were expanded by 
315 million dollars over the four weeks, probably reflecting in 
large part the Treasury’s financing operation.

The decline in commercial, industrial, and agricultural loans 
between December 31, 1952 and July 1 amounted to 805 
million dollars; in the same period last year, loans in this 
category were reduced by 850 million dollars. When clas
sified by the industry of the borrowing firm, the seasonal 
contraction of business loans of the reporting member banks 
in the first six months of 1953 displays many similarities 
in general outline with the record for the first half of 1952. 
Loans to commodity dealers and to the food, liquor, and 
tobacco industries, combined, fell by about 1,460 million dol
lars last year and by about 1,300 million dollars this year. 
Borrowers in the metals and metal products industries ex
panded their borrowing by 420 million dollars in the first 
half of this year, and by about 1.000 million dollars last year.

Table II
Weekly Changes in Principal Assets and Liabilities of the 

Weekly Reporting Member Banks
(In millions of dollars)

Item

Assets

Total loans and investments.. 

Loans, net*..........................

Commercial, industrial, and
agricultural loans...............

Security loans........................
Real estate loans...................
Loans to banks......................
All other loans (largely 

consumer)...........................

Total investments..

U. S. Government securities..
Treasury bills.......................
Other U.S. Government

securities...........................
Other securities........................

Loans net and other securities..

Liabilities

Demand deposits adjusted. 
Time deposits except

Government............... ..
U. S. Government deposits.. 
Interbank demand c 

Domestic___

Statement weeks ended

June
24

5 7 5

211

-  18 8
-  172

+ 11
+  93

+  45

3 6 4

-  3 1 7
-  2 7 7

- 1 , 5 2 7

+  72 
+  5 8 6

-  641
-  19

July1

+ 4 8 0

+ 2 0 6

-212 
+ 1 6 2  
-  2 
+ 2 3 8

+ 21
+ 2 7 4

+ 2 9 0
+ 1 8 7

+ 1 0 3  
-  16

+190

+ 22 
-  9 4

+ 5 6 2  

+  9

July

- 2 8 3

+  5  
- 1 2 4  
+  4 
- 1 8 1

+  13

- 1 9 5

- 2 3 9
- 2 0 5

-  3 4  
+  4 4

+  16

-  7 
- 6 6 9

July
15

+ 3 , 9 8 1

9 8

+  61
+  165
+  16
-  3 3 9

-  1
+ 4 , 0 7 9

+ 4 , 0 6 4  
+  77 6

+ 3 , 2 8 8  
+  15

-  193

+ 12 
+ 4 , 2 3 9

+  55 7  
+  7

July22

+  3 5 5

+ 20 + 112
+  2 2 7  

-  5

41 1

-  4 1 5
-  129

+
2 8 6

4

+  359

+  67 2

+ 

- 1 , 0 7 4

13
2 6 9

Change 
from Dec. 

3 1 , 1 9 5 2  
to July 

2 2 , 1 9 5 3

+  5 0 6

519

-  71 9
-  18 2
+  2 2 7
+  5 0 4

+  7 1 4

-  13

-  5 6  
- 1 , 2 0 7

+  1 ,1 5 1  
+  43

+  562

- 2 , 0 5 8

+ em
+ 2 , 1 9 2

—  1 ,8 1 7
-  12 9

1 Figures for various loan items are shown gross (i.e., before deduction of valuation reserves); 
they therefore may not add to the total, which is shown net.
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Sales finance companies showed a net reduction of roughly 90 
million in the January-June period just completed in compari
son with a drop of some 230 million last year. Some industries, 
however, registered a net increase this year in contrast to a 
decline in the first half of 1952. Textile, apparel, and leather 
firms, for example, increased their credit takings by 155 mil
lion dollars in 1953, whereas in the first six months of 1952 
they reduced bank borrowing by 50 million; similarly, whole
sale and retail concerns paid off indebtedness to the reporting 
member banks amounting to almost 60 million dollars in the 
first half of 1952 and added to such indebtedness by more than 
215 million dollars in the first half of 1953.

Available data for all commercial banks in the United States, 
both member and nonmember, indicate that in the January-to- 
June period this year total loans and investments were reduced 
by 3.6 billion dollars, while during the same period last year 
total loans and investments were increased by 1.8 billion dol
lars. Despite the marked difference in the movement of earn
ing assets of commercial banks this year and last, however, the 
net change in commercial bank loans was nearly the same for 
the two half-year periods. In the first half of 1952, total loans 
of commercial banks expanded by 1.5 billion dollars, while 
through June of this year it is estimated that the total increased 
by 1.4 billion dollars. The major difference in loan and invest
ment developments between the two years thus was in changes 
in security portfolios. Securities other than United States Gov
ernment obligations held by commercial banks increased by 
only 67 million dollars in the half year just passed, while this 
category of earning assets was enlarged by almost 700 million 
dollars in the comparable period in 1952. More striking was 
the contrast in the behavior of United States Government 
security portfolios at the commercial banks as between the

two years. Government securities held by commercial banks 
were reduced by only 350 million in the first six months of
1952, while in the first half of the present year these portfolios 
declined by 5.1 billion dollars. It is noteworthy that, during 
the most recent half-year period, the over-all behavior of the 
loan and investment activity of all commercial banks con
formed much more closely with the experience of the banks 
in the money market centers than it did last year, possibly 
indicating that the forces impinging upon the lending and 
investing decisions of commercial banks have been much more 
general in their impact this year.

Commercial bank credit advanced to consumers has played 
an important role in the total growth of bank earning assets 
since controls on this type of credit under Regulation W  were 
lifted in May 1952. Between the end of April 1952 and June 
24, 1953, “other loans” of the weekly reporting member banks 
(reflecting largely consumer credit) expanded by about 1,770 
million dollars, very nearly equal to the increase of approxi
mately 1,800 million dollars in the total loans and investments 
of these banks. The data for July indicate that a leveling off 
may be taking place, at least so far as the weekly reporting com
mercial banks are concerned. The “other loans” of these banks 
increased by 29 million dollars in the four weeks ended July 22, 
in contrast to a monthly average increase of more than 100 
million dollars over the first six months of this year. It is, of 
course, much too early to read conclusions from these limited 
data. However, in view of the caution being increasingly 
shown by the banks in this type of lending, it would appear 
somewhat doubtful that further net increases in consumer loans 
will have as great an expansionary effect on commercial bank 
credit over the next year as they have had in the past twelve 
months.

T H R E E  Y E A R S  O F  T H E  E U R O P E A N  P A Y M E N T S  U N I O N

The European Payments Union completed its third year of 
operations on June 30, 1953, and by the recent agreement of 
its eighteen members will continue to function for at least 
another year. The extension of the Union involves only minor 
changes in its rules of operation and leaves unresolved a num
ber of fundamental problems. Among these are the extreme 
creditor and debtor positions that certain members have devel
oped, and the continuation of discriminatory trade and payments 
restrictions against nonparticipating areas such as the dollar 
countries. There is also the question of how best to proceed 
from the substantial degree of transferability among Western 
European currencies already achieved through the EPU to a 
more general convertibility into dollars as well. The nature 
and scope of these problems may be seen most clearly in the 
light of the EPU’s basic aims, its accomplishments, and the 
difficulties it has encountered.

Aims and Accomplishments

The EPU was established in 1950 by the countries partici
pating in the Organization for European Economic Coopera

tion (OEEC).1 By providing facilities for the multilateral 
clearing and settlement of intra-European payments, the EPU 
has undertaken to promote an expansion of trade among its 
members (including their associated overseas monetary areas). 
Simultaneously, the Union has sought to encourage its mem
ber governments to re-establish, through the pursuit of sound 
internal financial policy, a solid foundation for the eventual 
restoration of general currency convertibility. Progress toward 
these objectives since 1950 has been considerable, if somewhat 
uneven, and the EPU has undoubtedly made a significant con
tribution to this advance.

Particularly apparent have been the gains in terms of an 
expanded trade among the member countries and their asso
ciated monetary areas. The physical volume of this trade in 
the first quarter of 1953 was almost 24 per cent above the 
corresponding period of 1950. This expansion of intra-EPU 
trade was facilitated by liberalizing trade among the EPU

1 For an account of the mechanism and earlier functioning of the 
EPU, see the September 1950, September 1951, and August 1952 
issues of this Review.
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European Paym ents Union Operations, July 1950-June 1953
(In millions of dollars)

Country
Cumulative* 

net payments 
surplus ( + )  

or deficit ( —)

Settlements 
independent 

of quotaf

Cumulative accounting position*.
Per cent 
of quota 
utilizedCumulative 

surplus ( + )  
or deficit ( —)

Settled by

Credit granted ( + )  
or received ( —) 

by member

Gold received ( + )  
or paid ( —) 

by member By debtors By creditors

Austria........................................................ _ 100.3 + 1 2 5 .0 + 24.7 + 19.3 +  5 .3 _ 35
Belgium-Luxembourg............................ + 726.4 - 3 2 6 .5 + 400.0 + 236.0 +  164.0 — 121
Denmark.................................................... — 41.7 -  5 .0 — 46.7 — 40 .5 -  6 .2 24 —
France......................................................... — 833.1 + 1 0 1 .9 — 731.2 — 312.0 - 4 1 9 .2 141 —
Germany.................................................... + 565.4 +  11.9 + 577.3 + 338.6 + 2 3 8 .6 — 115
Greece.......................................................... — 251.3 + 2 4 9 .4 — 1.9 — -  1.9 § —
Iceland........................................................ — 17.1 +  15.2 — 1.9 — 1.8 -  0 .1 13 —
Italy............................................................. _ 54.5 +  42 .5 — 12.0 — 12.0 —- 6 —
Netherlands.............................................. + 348.0 +  30 .0 + 378.0 + 224.5 +  153.5 — 106
Norway....................................................... 120.0 +  60 .4 — 59.6 49 .7 -  9 .9 30 —
Portugal..................................................... + 65.9 -  3 .0 + 62.9 + 38.5 +  24.5 — 90
Sweden........................................................ + 184.8 +  5 .8 + 190.7 + 121.3 +  69.3 — 73
Switzerland............................................... + 258.2 — + 258.2 + 154.1 +  104.1 — 103
Turkey........................................................ 212.4 +  92 .0 — 120.4 30 .0 -  90 .4 241 —
United Kingdom..................................... - 520.6 -  243.1 — 763.7 - 530.3 - 2 3 3 .5 72 -

I + 2 ,1 4 8 .9 + 7 3 4 .1 + 1 ,8 9 1 .8 +  1 ,132 .4 +759.41
1 - 2 ,150 .9 - 5 7 7 .6 - 1 ,7 3 7 .3 ~ 976.3 - 7 6 1 .1 /

Note: Because of rounding, figures may not add to totals shown.
* Includes interest paid on credits granted or received. The difference between the totals in this column is the amount by which interest received from debtor members 

exceeds interest paid to creditors.
t  Comprises: (a) use of “ existing resources” , i.e., members’ balances (net) in the currencies of other EPU countries outstanding on June 30, 1950; (b) use of initial 

debit or credit balances in the EPU ; (c) use of special M SA aid to debtor members; (d) the partial settlement of the extra-quota surpluses of Belgium and 
Portugal; and (e) a repayment of principal to Belgium on the special credit granted by Belgium to the EPU in July 1952. 

t  Includes settlement of accounting position both within and outside quota.
§ The quota of Greece as a debtor is frozen at zero.
Source: Organization for European Economic Cooperation.’

member countries through a progressive freeing of imports 
from quantitative restrictions. Great strides were made in this 
program up to the closing months of 1951. This was followed 
by serious setbacks, largely because of a reimposition of restric
tions by the United Kingdom and France in order to cope 
with balance-of-payments crises. Since early 1953, however, 
the United Kingdom has partially restored its earlier liberaliza
tion measures, and Germany and the Netherlands have further 
relaxed their import restrictions. France, on the other hand, 
continues to maintain quantitative controls over virtually all 
of its imports from other EPU members.

During the earlier years of its existence the EPU was sub
jected to considerable strain. It began its operations only a 
few days after the Korean outbreak, which led to a resurgence 
of strong inflationary pressure throughout the world. However, 
these inflationary pressures came to a head at different times 
in the various countries of Western Europe; and this fact, as 
well as the differences in the speed and resoluteness with which 
countermeasures were taken, exerted a marked influence on the 
balances of payments of the EPU countries and hence on the 
Union itself. Some of the creditor countries, more particularly 
Belgium, were confronted with the difficult problem of devis
ing policies helpful to the debtor countries without endanger
ing their own internal monetary stability, and without intro
ducing vexatious controls that might decrease the existing 
degree of convertibility of their currencies into dollars. On 
the other hand, debtor countries had to undertake difficult 
readjustments by cutting their imports through direct restric
tions and by strengthening monetary and fiscal restraints. In 
at least one instance— Western Germany— remedial measures

were worked out in 1950-51 in close cooperation with the 
OEEC (the EPU’s parent organization), and with the help 
of a special short-term credit from the EPU. Germany’s posi
tion, both internal and external, improved rapidly and, as will 
be noted later, that country has become the largest creditor 
in the EPU.

During the third year of the EPU, however, intra-European 
payments were on the whole better balanced. The average of 
monthly net settlements (the sum of deficits and surpluses 
after each monthly multilateral clearing of bilateral balances) 
declined during the year ended June 1953 to 202 million dol
lars from 427 million in the second EPU year and 287 million 
in the first. Moreover, in 1952-53 the two most extreme 
accounting positions in the EPU— the United Kingdom as a 
debtor and Belgium as a creditor— were reduced, while the 
so-called "structural debtor” members considerably improved 
their payments position and thus had to rely to a lesser extent 
upon "special resources” granted by the Mutual Security 
Agency (MSA) to cover their EPU deficits.2 In other cases, 
however, the trend was in the opposite direction, away from 
greater balance. France incurred deficits in every monthly 
settlement after June 1952; it exceeded its quota in November
1952, and was granted special United States aid to cover its

2 The payments position in the EPU of a member country is its 
net balance with the other EPU members. As shown in the table on 
EPU operations, a country’s accounting position is derived from the 
payments position by taking account of its "initial" debit or credit 
position when the EPU was set up, resources in currencies of other 
members that were available at that time, MSA grants to debtors, and 
such special items as the 1952 adjustment of the Belgian creditor posi
tion. For example, a member’s cumulative accounting deficit might 
be less than its cumulative payments deficit because of “special 
resources” grants supplied by the MSA.
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EPU deficits in April and May 195 3.3 Among the creditors, 
Germany, the Netherlands, and Switzerland ran surpluses dur
ing most of the last EPU year, and all three have now exceeded 
their quotas as creditors (see table).

The British Position

The United Kingdom occupies a key position in the EPU 
and in intra-European payments. Its quota, which covers the 
entire sterling area (except Iceland), is more than one fourth 
of the total of all EPU quotas; furthermore, well over one 
quarter of all trade and payments among the EPU countries 
is conducted in sterling, which traditionally has wide recogni
tion and use as an international currency.

Moreover, the sterling area position in the EPU has under
gone large fluctuations (see chart). During the first ten months 
of the EPU, the United Kingdom ran payments surpluses 
totaling 687 million dollars. In the next sixteen months 
through August 1952, however, the United Kingdom ran unin
terrupted deficits aggregating 1,666 million dollars. These 
deficits were attributable to such factors as trade liberalization, 
the impact of rearmament upon the United Kingdom, various 
inflationary pressures in most of the overseas-sterling-area 
countries, the 1951 decline in sterling commodity prices, the 
German import restrictions, and the subsequent improvement 
in the competitive strength of Germany and the Netherlands.

Since September 1952, Britain has again run surpluses with 
the EPU— primarily because of the reimposition of sterling- 
area import restrictions against other EPU members, and the 
improved internal stability in the sterling area countries; the 
short-lived British scheme of last August for reselling dollar 
commodities to other EPU members also contributed to these 
surpluses. The result was that at the end of June 1953 the 
British cumulative accounting deficit in the EPU was reduced 
to 764 million dollars as against 1,222 million at the end of 
August 1952, a change of 458 million in ten months. In 
accordance with the “cumulative principle”, which is funda-

3 An EPU quota was initially assigned to each member on the 
basis of its total payments and receipts on current account with other 
members in 1949, special adjustments having been subsequently 
made for Belgium, Germany, and the Netherlands. Within each 
member’s quota, its cumulative accounting position is settled in accord
ance with die following sliding scale, as revised in 1952:

Per cent of quota

Debtors of EPU —  
settlement effected by

Creditors of EPU—  
settlement effected by

Extension of 
credit by EPU  

to debtor

Gold paid 
to EPU  

by debtor

Extension of 
credit to EPU  

by creditor

Gold payment 
by EPU  

to creditor

1st 10............................ 10 0 10 0
2nd 10 .......................... 8 2 10 0
2nd 2 0 .......................... 14 6 10 10
3rd 20 ........................... 12 8 10 10
4th 20 ........................... 10 10 10 10
5th 20 ........................... 6 14 10 10

Total............... 60 40 60 40

Cumulative accounting deficits in excess of a member’s quota must 
normally be settled 100 per cent by gold or dollar payments, while 
excess cumulative accounting surpluses are settled by special arrange
ments ("extra-quota margins”, etc.) between the creditor and the EPU.

Cumulative Net Intra-EPU Payments Balances 
of Certain EPU Members

(As of end of month)

* July-October 1950 excludes balances with Switzerland since that country was 
not at the time an E P U  member.

Source: Organization for European Economic Cooperation.

mental in the EPU,4 the United Kingdom began last autumn 
to regain gold and dollars previously paid to the EPU— even 
though the United Kingdom was then, and is still, a large 
debtor of the EPU. From September 1952 through June 1953 
the United Kingdom consequently recaptured more than 350 
million dollars from the EPU, a gain representing more than 
half of the increase in British gold and dollar reserves during 
this period. Future British dollar receipts from this source may 
well be at a lower rate, however, especially since the British 
cumulative accounting deficit has now been reduced to the 
point where further EPU surpluses will have to be settled to 
the extent of not more than 50 per cent in gold or dollars 
( the percentage declining as the cumulative deficit decreases).

The Large Creditors

The development of large surplus positions in the EPU has 
remained a serious problem notwithstanding the turnover in 
the list of extreme creditors during the past EPU year. Of 
the major EPU creditors at the beginning of July 1952, 
Belgium is the only one that has retained a cumulative account
ing surplus in excess of its quota, and even the Belgian posi
tion has declined moderately. Italy, with a cumulative account
ing surplus 45 million dollars above its quota at the end of 
April 1952, has run deficits in almost every subsequent month, 
and reached a cumulative deficit position at the end of last

4 This principle contrasts with the bilateral credit arrangements in 
effect between certain countries before the EPU was established. Under
the latter schemes, one country’s payments deficit with another was 
covered by credit up to a certain point, but required settlement in a 
convertible currency (or the currency of the surplus country) there
after. However, when the debtor country reversed its position and 
earned surpluses, it had first to repay the line of credit it had received, 
and then to grant new credit up to the agreed amount before it could 
regain the convertible currency paid to the second country.
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June. Portugal and Sweden, too, have tended to reduce their 
relatively large surplus positions of a year ago. However, the 
past year saw three other members— Germany, the Nether
lands, and Switzerland— exceed their quotas as creditors, with 
Germany supplanting Belgium as the EPU’s largest creditor. 
Even though no creditor position at the end of June 1953 
approached in size the Belgian cumulative accounting surplus 
of June 1952, the major creditors have become more numer
ous and now include some of the larger EPU countries.

The original EPU agreement provided no definite rule for 
the settlement of extra-quota surpluses. In practice they have 
generally been settled— within margins agreed upon between 
the EPU and the creditors— half in gold or dollar payments 
to the creditor and half in the form of an additional credit 
extension by the creditor to the EPU. A major exception was 
the special settlement of Belgium’s excessive creditor position 
at the end of June 1952, which included a partial repayment, 
in dollars, of the Belgian credit to the EPU and the funding 
of an additional portion.5

For the year 1953-54 the agreed margins for such settle
ments in excess of members’ quotas are as follows: Belgium, 
75 million dollars (formerly 335 million); Germany, 150 
million (formerly 100 million); Netherlands, 100 million; 
Portugal, 55 million; and Switzerland, 125 million. Previously 
Italy had been assigned an extra-quota margin, but none is 
considered necessary for the current year. These supplementary 
margins may be altered during the year with the consent of 
the creditor concerned, and an upward revision may be neces
sary in certain cases. The margins assigned to Germany and 
the Netherlands, for example, would prove inadequate if these 
countries continued to earn EPU payments surpluses at the 
1952-53 rate. However, it is unlikely that these two members 
or any other persistent creditor would be willing to extend 
unlimited credit to the EPU; indeed, the large creditors have 
on occasion asked for “harder” terms, especially for a higher 
ratio of gold and dollar payments relative to credits in the 
monthly settlements. The latest extension of the EPU con
tained no hardening of the settlement terms as such. The only 
concession along these lines was a provision for higher interest 
rates on credits extended both to and by the EPU— that is, 
for rates that are more in line with those now prevailing in 
London and certain other major European financial centers.

France and Other Debtors

Turning to the debtor group, the largest deficits during 
1952-53 were incurred by France. These amounted to nearly 
425 million dollars for the year, of which 41 million was 
covered through the extension of EPU credits to France. The 
MSA covered an additional 89 million dollars with special 
grants, but for the remaining 294 million of the deficit France 
had to make gold and dollar payments to the EPU A variety 
of reasons appear to account for the continuing monthly deficits

5 For an account of this settlement, see the August 1952 issue of 
this Review, p. 116.

during 1952-53. Frances reimposition of quantitative restric
tions on imports from other EPU countries in February 1952 
did not reduce these imports appreciably below the 1951 levels. 
Although French exports to the Continental EPU countries 
have shown gains recently, exports to the sterling area countries 
have remained well below their 1951 levels, probably owing 
in part to the import restrictions introduced by Britain in 1951 
and 1952. In addition, the adverse French balance in the EPU 
reportedly was aggravated by a continued flight of capital.

Italy’s EPU deficits during 1952-53, relative to the size both 
of its trade and of its EPU quota, were as large as the French. 
They were far less serious, however, since in June 1952 Italy 
had had a cumulative accounting surplus in excess of its quota 
and was therefore able to settle the greater part of its deficits 
by withdrawing credits previously extended to the EPU. 
Despite the import restrictions introduced by France and the 
United Kingdom, and notwithstanding Italy’s own steady 
EPU deficits, Italy attained in 1952-53 the highest percentage 
of trade liberalization of any EPU country.

In addition to France, three other EPU members— Greece, 
Turkey, and Iceland— received MSA aid ( ‘ special resources”) 
to help cover payments deficits in 1952-53. Such aid to these 
three countries totaled 52 million dollars, far less than in the 
preceding EPU year. Turkey, while continuing to record rela
tively large deficits during the second half of 1952, received no 
“special resources” from the MSA during that period and had 
to pay for its deficits fully in gold and dollars, except for a 
small short-term EPU credit. Since December 1952, however, 
Turkey has achieved a net surplus in the EPU even after repay
ing this credit; in addition, it has received MSA aid during the 
first half of 1953 to cover EPU deficits incurred during the 
second half of 1952.

Austria, which had received 45 million dollars in the form 
of MSA “special resources” prior to June 1952, received none 
in 1952-53 and had a cumulative accounting surplus of 25 
million dollars at the end of June 1953. Moreover, as of 
July 1, 1953 the Austrian EPU quota has been unblocked on 
the debtor side, so that, if Austria should now develop a 
cumulative accounting deficit, it will for the first time have 
access to EPU credit within its quota.

The EPU Reserve Position

In helping certain member countries to settle their deficits 
100 per cent in dollar payments to the EPU, the MSA grants 
played an important part in the 85 million dollar increase in 
the EPU’s gold and dollar reserves during 1952-53.6 Since 
the inception of the EPU, the United States has supplied 347 
million dollars to debtor countries through the EPU in the 
form of “special resources” grants, of which 141 million was 
provided for the year ended last June. In addition to these 
grants, it should be noted, the United States has made a direct

6 However, at 436 million dollars the EPU reserves are still below 
the 460 million level reached at the end of operations for June 1952, 
before the special adjustments in respect of the Belgian surplus and 
of the more rigorous payments scale for debtors.
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contribution to the EPU reserves in the form of a capital fund 
of 362 million dollars, most of which was made available in
1950. Also contributing heavily to the EPU reserves during
1952-53 were the large dollar payments made by France, 
although these were offset by EPU repayments to the United 
Kingdom after that country began to reduce its deficit position 
in September 1952.

The adequacy of the EPU reserves hereafter depends 
primarily upon the distribution of balances in future EPU 
clearings and upon possible changes in the terms of settlement. 
With respect to the first, there is little likelihood of a pattern 
of surpluses and deficits developing that would seriously im
pair the reserves. The second factor could become serious, 
however, if in the eventuality of an unbalanced payments pat
tern the settlement terms for creditors were to be "hardened”—  
for example, by requiring the EPU to pay out a larger propor
tion of gold and dollars for members’ extra-quota surpluses. 
Such a step might require the EPU to supplement its reserves 
through special contributions from its members.

Some Current Problems

At the present time the EPU appears to face two broad 
problems: first, the preservation and extension of its achieve
ments in promoting multilateral settlements, freer and expand
ing trade, and unrestricted payments among its members; and, 
secondly, in cooperation with other countries and other inter
national organizations, the advancement of such objectives as 
the general convertibility of its member currencies, nondis
crimination against other monetary areas, and a more viable 
balance in world trade and payments. These problems are of 
course closely interrelated, but the distinction is significant, 
since even the accomplishments of the EPU to date would be 
gravely imperiled if it were to be terminated without first 
laying a real foundation for a wider system.

It is well to recall in this connection the statement in the 
original EPU agreement that the European Payments Union 
was intended to operate 'until it is possible to establish, by 
other methods, a multilateral system of European payments”. 
This theme was emphasized again in a resolution of the OEEC 
Council in March 1953 that provided for a re-examination of 
the contractual obligations of EPU members by the Council at 
any time before June 30, 1954 at the request of any member 
if, in the opinion of that member, "this is necessary to enable 
progress to be made towards a system of freer trade and pay
ments, including convertibility of currencies”. More recently, 
the Bank for International Settlements pointed out in its annual 
report for 1952-53 that "convertibility is a flexible bond which 
constitutes the most effective and the least rigid form of 
integration”. In general, the re-establishment of free and con
vertible currencies appears to be an essential step toward 
greater economic and financial unity in the free world.

The question of effecting a transition to convertibility within 
the present EPU framework aroused widespread interest earlier 
this year. Interest was particularly stimulated by the substan

tial progress that had been made toward closing the dollar gap 
and rebuilding the gold and dollar reserves of EPU countries. 
However, the transition process does not seem to be an easy 
one, since it appears quite unlikely that all the EPU members 
could approach convertibility at the same pace. Fundamentally, 
the problem would seem to involve, on the one hand, the 
reluctance of "convertible” members to continue extending 
credits through the EPU to "inconvertible” members and, on 
the other, the reluctance of debtor members to settle a higher 
proportion of their deficits by gold and dollar payments to 
the EPU. The latter countries might find it very difficult to 
make larger gold and dollar payments without restricting 
imports, particularly if the new terms required lump-sum pay
ments in settlement of past deficits. Some of these countries 
have in fact urged an easing of the settlement terms through 
an enlargement of members’ quotas. One compromise that 
has been suggested calls for simultaneously enlarging the 
quotas and hardening the settlement terms. This would cushion 
the shock of suddenly requiring gold and dollar payments for 
deficits accumulated in the past, while at the same time pro
viding that current settlements within the EPU area should 
be made on a more nearly convertible basis.

One step already undertaken by eight of the larger EPU 
members, although essentially technical in nature, may be 
regarded as pointing the way toward a wider, less restricted 
system of payments. Since May 18, these countries have per
mitted authorized commercial banks to engage in multilateral 
exchange transactions (i.e., arbitrage) in the currencies of 
the other EPU members participating in the scheme. The new 
arrangements are still quite limited, since rate fluctuations must 
be held within narrowly prescribed limits, only "spot” trans
actions are permitted, and traders may, as heretofore, acquire 
foreign exchange only for approved purposes; however, they 
do facilitate the making of international payments without 
the need for continual recourse to the various central banks, 
they do give the price mechanism a part to play in the foreign 
exchange market, and they may conceivably lead to a more 
efficient payments system in the future.

It has also been proposed that multilateral settlements of the 
EPU type be extended to other areas, so that clearings would 
reflect more than payments merely among European countries 
and their associated monetary areas. However, if this were to 
involve new lines of credit as well as clearing facilities, such a 
widening of the EPU area would create serious problems. 
Payments relations with certain new areas, if freed from re
strictions on the same basis as among the present EPU mem
bers, might tend to be so one-sided as to exhaust rapidly any 
new credit facilities. There is also some doubt as to whether 
the OEEC would be able to exert sufficient influence on new 
participants, through its recommendation of appropriate poli
cies for restoring balance.

A further serious question concerns the possibility that 
the EPU area might develop into an "integrated economic 
region” too sharply set apart from the dollar countries.
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Efforts of the members to expand and liberalize trade among 
themselves could conceivably lead to increased discrimination 
against the dollar area. Regarding this problem, the OEEC 
Council called last March for a study of "conditions likely 
to facilitate the progressive liberalization of dollar imports 
in member countries, in cooperation with the United States 
and Canada”.

At the same time, the Council instructed the EPU Manag
ing Board to examine the possibilities of closer cooperation 
between the EPU and the International Monetary Fund, which 
may be more feasible now than in the past owing to the 
improved dollar position of most EPU members. It was sug
gested, for example, that certain benefits might be derived 
from the joint examination by the Fund and the EPU of the 
situation of countries belonging to both institutions and that, 
through such cooperation, the gold and dollar reserves of the 
EPU countries might receive some additional support that 
would facilitate a program of nondiscriminatory trade liber
alization.

Underlying all of these considerations are the questions of 
whether individual EPU members should seek to maintain 
long-run payments equilibrium with the EPU group as such, 
and whether it is feasible, or desirable, to promote regional, 
as opposed to over-all world-wide, balance for each member. 
The payments structure of some members is probably such 
that they tend more or less naturally to run steady surpluses 
with their EPU trading partners, while others tend to run 
deficits. If long-term balance is encouraged merely within 
the EPU region, trade and payments may be forced into an 
'unnatural”, uneconomic mold. On the other hand, if the 
individual members do not tend toward long-run balance 
within the EPU area, the persistent debtors must be in a posi
tion to provide the EPU with a steady flow of dollars acquired 
from trade and payments with other areas. The difficulty is 
of course that, while several members depend upon a "structural 
creditor” position in the EPU to cover their deficits with the

T R E A S U R Y  F I N A N C I N G  I N

In several important respects, the financial operations of the 
Federal Government approached a turning point during the 
past fiscal year which ended on June 30. Spending for the 
defense program leveled off after December at what may prove 
to be peak expenditures. Total cash disbursements for regular 
operations also approached a plateau in the last half of the 
fiscal year. At the same time, revenues reached a new high 
from which further increases, if any, will probably be slow; 
tax rates for the first time reflected the full impact of the higher 
rates imposed by the Revenue Act of 1951, and personal in
comes continued to rise to new record levels, while corporate 
profits— although below the 1951 peak— were nevertheless 
at a relatively high level.

The increase in the Government’s tax "take”, however, was 
only a fifth of the 15 billion dollar rise in revenues that had 
occurred in the preceding year. Despite the slowing of the rise

dollar countries and other regions, no member regards with 
equanimity the prospect of running persistent deficits with 
the EPU. This issue may well become more critical as special 
United States aid to EPU debtors tapers off, and if strong 
creditor members continue to build up surpluses.

Conclusion

It does not appear likely that serious difficulties will arise 
for the EPU during its current one-year extension. EPU 
reserves are stronger than a year ago and may even continue 
to rise moderately. Moreover, if the major recent EPU debtors 
succeed in bringing their intra-European payments into better 
balance, this should retard the building-up of extreme creditor 
positions. Some further progress may be expected in the trade 
liberalization programs of the major creditor members and 
perhaps of the United Kingdom, although the effects of these 
programs in expanding trade among EPU members may be 
offset if additional import restrictions are imposed by the 
debtor members.

The broader goals of the EPU, however, are still some dis
tance away, and in all likelihood cannot be reached solely 
through further developments within the EPU itself. General 
currency convertibility will depend upon progress toward a 
better pattern of production and trade, not only among the 
European countries, but also between them and the rest of 
the world. At some stage, a resumption of convertibility may 
help to encourage those shifts in trade patterns that are needed 
if world trade is to become more balanced and self-sustaining. 
In the meantime, the EPU is contributing an important and 
necessary part of the preparation for this step. The continu
ing adaptation of the EPU to the changing needs of the world 
economy, coupled with further efforts to strengthen the internal 
stability of individual countries and to reduce trade restrictions 
throughout the world, should eventually make possible decisive 
measures for the restoration of genuine convertibility among 
the major currencies.

T H E  F I S C A L  Y E A R  1 9 5 3
in expenditures— which increased 9 billion dollars, compared 
with 22 billion in fiscal 1952— the Government closed its 
books on cash operations with a deficit of over 5 billion dollars, 
as shown in Table L In the preceding year, a small cash sur
plus had been obtained. The cash deficit in fiscal 1953 in 
turn required a net increase in cash borrowing from the public 
by the Treasury— the first since the Korean outbreak— because, 
after allowance for the maintenance of a reasonable working 
balance, the funds held in the Treasury’s cash balance at the 
beginning of the year covered less than half of the operating 
deficit.

In fiscal 1953, over 76.5 billion dollars was spent for the 
various Government operations ( including the trust accounts). 
This represented more than a fifth of the gross national out
put, or almost the same as the Government’s share in the 
preceding fiscal year. Before the Korean conflict, in fiscal 1950,
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Government Financing, Fiscal Years 1952 and 1953
(In billions of dollars)

Table I

Source of funds and change in debt 1952 1953

Cash income........................................................................ 68 .1 71 .2
Budget receipts................................................................ 62 .0 6 5 .0
Trust receipts................................................................... 6.1 6 .3

Cash outgo........................................................................... 68 .0 76 .6
Budget expenditures...................................................... 6 2 .6 71.1
Trust expenditures......................................................... 5 .0 5 .2
Clearing Account............................................................ 0.4 0 .3

Net cash income ( + )  or outgo ( —) .......................... +  0 .1 -  5 .2

Change in General Fund................................................ -  0 .4 -  2 .3
Cash redemptions ( —) or borrowings ( + ) ............. -  0 .5 +  2 .9

Government corporation debt................................. -  0 .1 _  *
Direct public debt........................................................ -  0 .4 +  2 .9

N  onmarketable f ....................................................... -  2 .1 -  2 .5
Marketable................................................................. +  1 .6 +  5 .5

Attrition ................................................................... -  2.0 -  2.2
Scheduled borrowing, net t ................................. +  3 .7 +  7 .7

Direct cash borrowing..................................................... -  0 .4 +  2 .9
Direct noncash borrowing.............................................. +  4 .3 +  4 .0

Direct public debt............................................................ +  3 .9 +  7 .0

Balance in the General Fund, June 30..................... 7 .0 4 .7

Note: Because of rounding, figures do not necessarily add to totals.
* Less than 50 million dollars.
f  Includes market transactions in Treasury securities by Government corporations 

and trust funds.
t  Net, that is, after the redemption of short-term tax anticipation issues which 

provided initially 2.5 billion dollars in fiscal 1952 and 4.5 billion in fiscal 1953. 
Sources: Daily Statement of the United States Treasury  and Treasury Bulletin. Partly 

estimated by the Federal Reserve Bank of New York.

Federal cash operating disbursements amounted to less than
43.2 billion dollars and represented 16 per cent of the gross 
national product at that time. Federal cash revenues in fiscal
1953 reached the record sum of nearly 71.2 billion dollars. 
Relating revenues to national income rather than to gross 
national product, the percentage in fiscal 1953 was roughly 
the same as the 24 per cent ratio of the preceding year. In 
fiscal 1950 (before Korea) cash revenues amounted to 41 
billion dollars, or 17 per cent of national income.

In contrast to the cash deficit of over 5 billion dollars, the 
budgetary deficit, representing the excess of budget expendi
tures over receipts, amounted in fiscal 1953 to almost 9-4 
billion dollars. This deficit compares with a net budgetary 
deficit of slightly over 4.0 billion dollars in fiscal 1952. The 
difference between the budgetary and the cash deficit of ap
proximately 4 billion dollars was almost the same as in fiscal
1952. It is accounted for in large part (1) by the inclusion in 
budget expenditures of 3.5 billion dollars of various noncash 
intragovernmental and accrued payments, such as the transfer 
of interest and other payments to the trust funds and the excess 
of accrued interest on Savings bonds over the interest actually 
paid out on Savings bonds that were redeemed, and (2) by the 
exclusion from budget receipts of around 800 million of net 
cash receipts from the public by the trust and clearing accounts.

On a cash basis, the budget accounts spent almost 6.1 billion 
dollars more than they obtained from the public, while the 
trust accounts received over 1.1 billion dollars more in social 
security contributions, life insurance premiums, and other 
receipts than they paid out to the public. However, about 
300 million dollars in addition were expended as a result of the

cashing of outstanding checks carried over (in the Clearing 
Account) from the preceding fiscal year, leaving a net cash 
deficit of about 5.2 billion dollars for the fiscal year.

Variation W ithin the Y ear

As in most recent years, the Treasury’s regular cash opera
tions showed considerable variation within the fiscal year. The 
Mills plan has, for each of the past three years, brought 10 
per cent more of most corporation tax payments forward into 
the first half of the calendar year. Despite the greater reliance 
by individuals upon current withholding arrangements, there 
has continued to be a decided concentration of individual in
come tax payments in the January-June period. During the 
first half of the fiscal year (July-December 1952), the low 
collection period, the Treasury spent nearly 7.3 billion dollars 
more than it collected in taxes and other operating revenue. 
This was less than the deficit that was anticipated at the outset 
of the year, as the steel strike held down defense spending in 
several months during this period. The excess of expenditures 
was financed, in effect, by drawing down the General Fund 
roughly 900 million dollars and by borrowing (net) almost 
6.5 billion dollars.

Nearly 8.8 billion dollars of "new money” was raised during 
this six-month period— 4.3 billion through the sale of a 
medium-term bond issue and 4.5 billion through a double 
offering of TABs (tax anticipation bills). The higher total of 
new money borrowing was necessary not only to finance the 
net cash deficit but also to provide for attrition (the unex
changed portion) on maturing marketable issues and for the 
net redemption of Savings bonds and notes. Even though 
the Treasury’s refunding offers were fairly well received, attri
tion on marketable debt required almost 1.2 billion dollars, 
reflecting the heavy schedule of maturing and called debt. The 
net redemption of Savings notes and to a lesser extent of 
Savings bonds, along with some relatively small transactions 
(involving the net redemption of Government corporation 
debt and other minor debt items), absorbed another 1.0 billion 
dollars in this period.

During the third quarter (January-March), receipts soared 
as individuals made final payments on their record 1952 per
sonal incomes, and corporations made their first quarterly pay
ments on their relatively high 1952 profits. In most cases, the 
quarterly corporate payments this March had progressed under 
the Mills plan to 40 per cent of the annual tax bills. In this 
tax period, cash income exceeded operating disbursements by 
nearly 4.4 billion dollars. Nearly two thirds of the operating 
surplus was pre-empted, however, by the need to pay off 2.5 
billion dollars of tax anticipation bills sold during the preced
ing deficit period. Other debt operations required more funds, 
so that the Treasury was able to add less than 900 million 
dollars to its cash assets. Redemptions of Savings notes rose, 
as corporations used these securities to pay part of their record 
March tax bill, and exceeded sales by more than 900 million. 
At the same time, the Treasury paid out some 400 million
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dollars for attrition, the net redemption of Government cor
poration debt, and other lesser debt items. Only a part of 
these requirements was financed, in effect, by sales of Savings 
bonds which exceeded redemptions (at issue price) by about 
250 million dollars. Modest as this contribution from the 
Savings bond program was, it was noteworthy because it rep
resented the first quarterly period of net receipts from this 
source since shortly after the outbreak of the Korean conflict 
(at which time a special sale of Savings bonds had been offered 
to large investors).

In April and May the Treasury again made large net cash 
operating disbursements, and these outlays exceeded the June 
surplus by nearly 2.4 billion dollars. In addition, money was 
also needed not only to redeem a further 2.0 billion of matur
ing TABs and a fairly sizable unexchanged portion of a matur
ing certificate issue and a called bond, but also to cover the 
net redemption of both Savings bonds and notes. In this final 
quarter of the fiscal year, the new Secretary of the Treasury 
was forced to borrow nearly 3.6 billion dollars of new money 
in the market. Almost 1.2 billion dollars were obtained by the 
sale of a long-term bond, 1.7 billion by increasing eight of the 
weekly bill issues, and 800 million by the sale of tax anticipa
tion bills maturing around the September tax date.

Comparison w ith  Budget Forecasts

The 5.2 billion dollar cash deficit recorded in fiscal 1953 
compares with the cash deficit forecast of less than 1.9 billion 
for that year, contained in the Budget Message submitted this 
January by former President Truman. The marked departure 
from the forecast of the Government’s operating cash position 
reflects an overestimate of income. Cash disbursements, at 76.6 
billion dollars, were close to the mark— 300 million dollars 
less than anticipated— but cash receipts, at 71.3 billion dollars, 
were 3.6 billion below expectations. Corporate profits during 
the past calendar year (on which taxes were paid beginning 
March 1953) apparently were more adversely affected by the 
steel strike than was originally thought. In addition, the 
accelerated depreciation permitted under the Defense Produc
tion Administration authorizations, as well as rising operating 
costs, tended to lower corporate tax liabilities more than antici
pated. At the same time individuals tended to make larger- 
than-normal prepayments of taxes, and this led to an overesti
mation of individual income taxes. Also, refunds were larger 
than expected during the year ended June 30, mainly because 
of a speed-up in the processing of refunds by the recently reor
ganized Bureau of Internal Revenue.

While total disbursements were about as anticipated, spend
ing for certain programs differed significantly from the budget 
forecasts. Under the growing pressure of near-record crops and 
declining exports, farm-price-support expenditures by the 
Commodity Credit Corporation were over a billion dollars 
higher than anticipated in January. This increase was partly 
offset, however, by lower-than-expected cash outlays for 
interest and veterans’ benefits. Reflecting to some extent the 
economy drive of the new Administration, cash outlays for

other nondefense budgetary programs were also below the 
January projections. For the first time in several years, dis
bursements for defense and other national security programs—  
the major drain on Federal funds— were about as anticipated.

Budget A ccounts Compared w ith  Preceding Y ear

Budgetary receipts in the fiscal year ended June 30, although 
less than anticipated, moved to a new record level of 65.2 
billion dollars. This was 3 billion dollars more than was 
obtained in the preceding fiscal year. Higher collections of 
taxes on individual incomes accounted for most of the rise in 
receipts and reflected higher personal incomes and the full 
impact of the higher rates under the Revenue Act of 1951 
(which were in force during the entire year, compared with 
only eight months in the preceding fiscal year). Receipts from 
corporate income and profits taxes were almost the same as in 
the preceding year, as the gain in revenue from the accelerated 
payments under the Mills plan and from the full impact of the 
increase in tax rates under the Revenue Act of 1951 apparently 
was offset by a decline in the corporate tax bill attributable to 
a reduction in profits, especially in excess profits.

In line with expectations, budget expenditures in fiscal 1953, 
at 74,6 billion dollars, were 8.5 billion higher than in the pre
ceding year and exceeded all prior years except for the three 
peak World War II years of 1943-45. The rise in disburse
ments for defense and related programs,1 which had been rapid 
since the outbreak of the Korean conflict, slackened consider
ably in the past fiscal year. Defense outlays in the year as a 
whole, at nearly 51 billion dollars, were 7.1 billion higher than 
in fiscal 1952. Average monthly disbursements during the

1 Includes spending for strategic and critical materials, atomic 
energy, mutual defense assistance, and several smaller but related pro
grams, as well as the military activities of the Defense Department.

Military Expenditures and New Obligations Undertaken 
Fiscal Years 1951-53*

Billions Si l l  ions

* Covers total military expenditures by the Defense Department and military 
assistance only; does not include atomic energy, strategic and critical 
materials, and minor related defense items, 

p Preliminary. Average of April and M ay only.
Sources: U . S. Defense Department and U . S. Treasury Department.
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year, however, were slightly below the level in June of the 
preceding fiscal year. Initially, a lag in these outlays was 
induced by the steel strike which cut back production of mili
tary "hardware” last summer. By December the lag had been 
overcome and a small increase was evident. In subsequent 
months, the daily average level of defense disbursements re
mained close to— although slightly below— the December rate. 
In the second quarter, October-December, the rate of obligat
ing new funds (that is, the rate of contract awarding) for the 
military activities of the Defense Department and military 
assistance to our allies dropped sharply, as the accompanying 
chart shows, and for the first time since the beginning of the 
Korean conflict fell below the current rate of spending for 
these programs. In the subsequent months through May (the 
latest month for which data are available), this relatively low 
level of obligations was maintained. It will be some time, 
however, before spending on a cumulative basis catches up 
with contract awards.

While the rise in defense outlays accounted for most of the 
rise in budget expenditures, an increase in spending for non
defense programs also occurred. In the preceding fiscal year 
expenditures for these programs as a whole had been fairly 
stable. Increased spending for the support of farm prices 
and a notable rise in interest payments together added 2.7 bil
lion dollars to Federal spending in fiscal 1953, but sizable 
declines, as in the past several years, occurred in spending for 
international economic aid and for veterans’ aid. Combined 
outlays for the latter two programs were 1.2 billion lower in 
fiscal 1953 than in the preceding fiscal year. Expenditures for 
all other budgetary programs showed only a slight rise in 
fiscal 1953. For the most part, changes in these programs, 
which include public works, housing, agricultural aid other

Table II
Interest Paym ents on the Public Debt, by Type of Issue  

Fiscal 1952 and 1953  
(In billions of dollars)

Type of issue
Fiscal
1952

Fiscal
1953

Change 
1952 to 

1953

A. Marketable....................................................................... 2 .7 3 .2 + 0 .5
Bills................................................................................ 0 .3 0.4 + 0.1
Certificates.................................................................. 0.1 0 .6 + 0 .5
Notes............................................................................. 0 .5 0 .4 - 0.1
Bonds............................................................................ 1 .8 1 .9 + 0.1

B. N onmarke table f ............................................................ 2 .2 2 .2 +  *
Savings bonds

Accrued.................................................................... 1 .2 1 .2 +  *
Series G and K ..................................................... 0 .5 0'.5 _  *

Savings notes.............................................................. 0.1 0.1 _  *
Investment Series..................................................... 0 .4 0 .4 +  *

C. Special issues................................................................... 0 .9 1 .0 + 0 .1

I. Total budget interest (A + B  + C ) .......................... 5 .9 6 .5 + 0 .7

II. Less: Noncash interest
Accrued on Savings bondst.................................. 1 .2 1 .2 +  *
Interest paid to trust funds, etc......................... 1 .0 1.1 + 0 .1

III. Plus: Cashing of accrued interest on Savings 
bonds.............................................................................. 0 .4 0 .5 + 0 .1

Cash payments of interest (I —I I + I I I ) .......................... 4 .1 4 .7 + 0 .6

Note: Because of rounding, figures do not necessarily add to totals.
*  Less than 50 million dollars.
f  Includes a small amount of interest on depositary bonds and special certificates, 
t Includes a small amount of interest accrued net on Treasury bills.
Sources: D aily Statement of the United States Treasury and Treasury Bulletin. 

Detail partly estimated by the Federal Reserve Bank of New York.

than price support, and social security grants, as well as the 
general operating costs of the Governmental establishment, 
were negligible.

The rise in interest payments on the public debt, which 
added over 650 million dollars to budget expenditures as 
shown in Table II, stemmed not only from the effects of higher 
market rates of interest upon the terms of both Treasury re
funding and new money borrowing, but also from certain 
technical factors, described below, and from the effects of the 
growth in the volume of interest-bearing debt outstanding. 
Interest on bills and marketable bonds increased over 125 mil
lion dollars largely because the Treasury issued additional 
amounts of these securities, although rising rates related to the 
enlarged volume of aggregate credit demands also accounted 
for part of this increase. The increase in interest payments on 
certificates and marketable notes taken together, at almost 365 
million dollars, reflected technical changes in interest payment 
dates, as well as higher interest rates on the new offerings 
which replaced maturing issues. Shifts in interest payment 
dates alone accounted for about 220 million of the rise in 
payments of interest on these obligations. During the year, for 
example, more than 15 billion dollars in two issues of matur
ing certificates received almost a year’s interest at maturity 
early in the fiscal year and, as subsequently refunded, received 
interest payments again (for six months in one case and eleven 
months in the other) on June 1, before the end of the fiscal 
year. Interest paid on Savings bonds redeemed during the year 
was a drain of almost 80 million dollars more than in the pre
ceding fiscal year, as many of the issues had been held for 
longer periods and so paid higher yields. On balance, it would 
appear that roughly half of the year-to-year rise in debt service 
charges was attributable, directly or indirectly, to the higher 
rates of interest that resulted from over-all supply and demand 
influences in the market and to the higher rates paid on longer 
investments in Savings bonds. The other half resulted mainly 
from the technical shifts in interest payment dates and from 
the additions to total debt outstanding.

Trust Accounts

The net result of transactions by the trust accounts in fiscal
1953 was almost the same as in the preceding year. A small 
rise in cash receipts was just about matched by a rise in dis
bursements to the public. However, there were substantial 
year-to-year differences in the magnitudes of the operations of 
the different accounts. A fairly sizable increase— 500 million 
dollars— occurred in receipts of the Old Age and Survivors’ 
Insurance Fund, but receipts of the Unemployment Insurance 
Fund and the miscellaneous smaller accounts declined some
what. Outlays by the Old Age Fund also increased, but the 
rise was partly offset by a decline in the payments of special 
dividends to veterans by the National Service Life Insurance 
Fund. In fiscal 1953 the NSLI Fund shifted its dividend pay
ments to an annual basis, whereas in the preceding year it 
had paid a cumulated three-year dividend.
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Changes in the Public Debt

During fiscal 1953, close to 2.9 billion dollars was borrowed 
(net) in cash from the public, as shown in Table I. Noncash 
borrowing, mainly from the trust funds, and the net increase 
in accrued interest on Savings bonds, however, amounted to over
4.0 billion dollars. Thus, the public debt increased nearly 7.0 bil
lion dollars, and on June 30 exceeded 266 billion dollars. After 
allowance for minor exemptions from the present debt ceiling, 
this was less than 9.5 billion dollars below the statutory limit 
of 275 billion dollars. In the preceding fiscal year, the 
Treasury had repaid 0.5 billion dollars of funds previously bor
rowed from the public, and in the fiscal year 1951, repayments 
had totaled 5.8 billion dollars.

Over 12.2 billion dollars in new marketable issues were sold 
to the public for new money. However, 4.5 billion of these 
were the short-term tax anticipation bills which were redeemed 
before the end of the fiscal year, thus leaving a net amount 
of 7.6 billion dollars in new money borrowing in fiscal 1953. 
At the same time, attrition in the refunding of maturing and 
called securities reduced the marketable debt by 2.1 billion 
dollars, while Savings bonds and notes were cut back another 
2.3 billion dollars by net redemptions (at issue price). In 
addition, market purchases by the trust funds and other trans
actions required about 200 million dollars.

Changes in Composition of Debt

These transactions effected substantial changes in the com
position of the debt, as shown in Table III. Outstanding mar
ketable issues increased, net, by nearly 6.9 billion dollars, 
reflecting not only the excess of new borrowing over the 
attrition on maturing and called issues on exchange offerings, 
but also a net increase arising from conversions and exchanges 
with nonmarketable issues. During the year, nearly 925 million 
of Investment Series B bonds were converted, mainly by the 
Federal Reserve System, into IVl per cent marketable notes, 
and almost 420 million of Series F and G Savings bonds matur-

Table III
Changes in Public Debt, Fiscal Years 1952 and 1953

(In millions of dollars)

Type of issue 1952 1953

Marketable obligations.............................................. + 2 ,5 1 2 *  
+  23 
- 1 ,2 0 9
-  478 
+ 3 ,0 8 6
-  50

+ 6 ,8 6 6 f  
+  170 
- 2 ,1 6 4  
-  755 
+ 2 ,7 9 9  
+  49

U. S. Savings bonds J..................................................
Treasury Savings notes..............................................
Investment Series bonds— Series B -1975-80. . . 
Special issues..................................................................
All other obligations....................................................

Total........................................................... + 3 ,8 8 3 + 6 ,9 6 6

Note: Because of rounding, figures do not necessarily add to totals.
*  Gives effect to exchange of 1,174 million dollars involving four issues of bank- 

restricted, marketable Treasury bonds for a like amount of Investment Series 
bonds; also takes into account issuance of 2,068 million dollars of 1 Yi Per cent 
marketable Treasury notes in exchange for Investment Series bonds issued on 
April 1, 1951 (2,000 million dollars of this was exchanged by the Federal 
Reserve System).

f  Takes into account issuance of 921 million dollars of per cent marketable 
Treasury notes in exchange for Investment Series B bonds (714 million dollars 
of this was exchanged by the Federal Reserve System), and 417 million dollars 
of 3 34 per cent marketable bonds issued on M ay 1, 1953 in exchange for 
Series F and G bonds.

X Includes discount accrued' during the year on all unredeemed Savings bonds, 
i.e., the increase in the redemption value arising from accrued interest.

Source: Daily Statement of the United States Treasury.

ing in the current calendar year were exchanged under a 
special arrangement into the long-term 3 Va per cent market
able bond offered May 1. Early in the fiscal year, however, 
over 100 million of the four longest, restricted marketable 
bonds were exchanged for Investment Series B bonds as inves
tors covered their delayed payments on subscriptions, under a 
special instalment arrangement, to a cash and exchange offering 
made in June 1952.

Savings notes in fiscal 1953 were redeemed, net, to the extent 
of nearly 2.2 billion dollars, as corporations drew on their 
sizable holdings of these investments to cover part of their 
tax bill and subsequently replaced them, as new tax reserves 
were accumulated, with relatively more attractive alternative 
investments (such as Treasury bills). To overcome the con
tinuing excess of redemptions, the Treasury moved to improve 
the competitive position of Savings notes by offering, begin
ning May 15, a new, higher-rate, shorter-term issue. The new 
notes, designated Series B, replace the Series A notes, which 
had been on sale continuously since May 15,1951. The Series B 
notes carry a rate of 2.47 per cent per annum if held the two 
years to maturity, in contrast to a yield to maturity (three 
years) of 1.88 per cent per annum on the Series A notes. A 
large exchange of the outstanding Series A issue into the new 
issue occurred because of the high starting yield on the new 
issue.

Savings bonds rose less than 200 million dollars in redemp
tion value, as the net increase from accrued interest of almost 
700 million was largely offset by the exchange of almost 420 
million dollars of maturing F and G bonds for the new long
term, marketable bond and by the excess of redemptions (at 
issue price) over sales. Despite the fact that this excess of re
demptions came to about 100 million dollars, investors evi
denced renewed interest in Savings bonds. Sales ran almost 650 
million dollars above sales in the preceding year, while redemp
tions for cash (at issue price) were about the same in both 
years. In the fiscal year ended June 1952, cash redemptions 
(at issue price) had exceeded sales by nearly 725 million 
dollars. The improvement in the results of the Savings bond 
program in the past year apparently reflects in part the changes 
in the terms of these issues, which were made toward the end 
of the preceding fiscal year, as well as greater emphasis upon 
payroll savings plans. Savings bond sales also benefited from 
the increase in savings in general which reflects both higher 
incomes and the improved state of confidence among con
sumers and investors resulting from the recent stability of 
prices.

The composition as well as the volume of marketable issues 
was altered considerably during the year. Largely as a result of 
the two offerings by the Treasury of bond issues for new money, 
marketable bonds showed their first rise since February 1946, 
shortly after the Victory Loan. The first new money issue was 
a noncallable, intermediate-term 2 Ys per cent bond sold for 
payment on the first day of the fiscal year. The second was an 
offering of bank-eligible 30-year 3Va per cent bonds issued on
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May 1. Marketable bonds also increased as a result of the ex
change offer of the new 30-year bonds to investors holding 
maturing F and G Savings bonds, and of an experimental com
bination refunding offer in February, under which the new 
Administration offered holders of a maturing certificate the 
choice of either an intermediate bond or a certificate; how
ever, these minor increases were offset for the most part in 
June by the reduction arising from the refunding into a cer
tificate of a called, partially tax-exempt bond.

Treasury note issues also increased substantially, reflecting 
not only the conversions from Investment Series B bonds, but 
also a shift to short-term notes from certificates in a refunding 
operation last October. Certificates, of course, showed a cor
responding decline. A smaller but important increase also 
occurred in bill issues— the rise, as in the case of bonds, re
flecting new money offerings. All but two of the regular issues 
of weekly bills were stepped up 100 to 300 million dollars 
beginning with the issue of April 23, and altogether 1.7 billion 
dollars in additional funds were raised on the regular Treasury 
bill financing through June. Also, in June, a new issue of tax

D E P A R T M E N T

July marked the third consecutive month that sales at 
Second District department stores exceeded year-earlier levels. 
According to preliminary information, dollar volume in the 
District is estimated to increase about 5 per cent above that 
of July 1952. Despite uncertainty as to the effect of the 
increased subway fare on New York City department store 
traffic during the last week of July, incomplete data suggest

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

Locality

Net sales Stocks 
on hand 
June 30, 

1953June
1953

Jan.through 
June 1953

Feb.through 
June 1953

Department stores, Second District............. +  5 + 1 +  1 +  4

New York— Northeastern New Jersey
Metropolitan Area................................ +  4 - 1 0 +  3

New York C itv* ........................................ +  3 —3 ( — 1) - 2  ( - 1 ) +  3
Nassau C ounty.......................................... n.a. — — n.a.
Westchester County................................. +  5 + 4 + 5 +  5
Northern New Jersey............................... +  6 + 4 + 5 +  4

Newark.................................................... +  3 + 2 + 3 +  4
Fairfield C ounty............................................ +  7 + 4 + 5 +  8

Bridgeport................................................... n.a. n.a. n.a.
Lower Hudson River V alley...................... +  8 + 6 + 6 +  8

Poughkeepsie.............................................. +  8 + 6 + 7 +  10
Upper Hudson River Valley...................... +  3 + 1 +  1 +  7

A lbany.......................................................... +  1 0 + 1 +  10
Schenectady................................................ +  7 + 2 + 2 +  3

Central New York State............................. +  9 + 7 + 6 +  9
Mohawk River Valley............................. +  9 + 5 + 5 + 1 2

U tica......................................................... +  11 + 5 + 5 + 1 7
Syracuse Metropolitan Area.................. +  9 + 8 + 7 +  8

Northern New York State.......................... +  8 + 9 + 8 + 2 2
Southern New York State.......................... +  5 + 2 + 2 +  4

Binghamton Metropolitan Area........... +  6 + 2 + 2 +  2
Elmira........................................................... +  7 + 5 + 4 +  9

Western New York State............................ +  10 + 5 + 5 +  7
Buffalo Metropolitan Area..................... +  10 + 4 + 4 +  6

Buffalo...................................................... + 1 0 + 4 + 4 +  6
Niagara Falls.......................................... + 1 1 + o + 5 —

Rochester Metropolitan Area................ +  9 + 7 + 6 +  9

Apparel stores (chiefly New York C ity ) .. . +  2 + 1 + 2 +  1

n.a. Not available.
* The year-to-year comparisons given in parentheses exclude the data of a Brooklyn department 

store that closed early in 1952.

anticipation bills, which will mature in September, was sold 
to raise 800 million dollars.

It is worth noting that despite the increase in the volume 
of outstanding bonds, the maturity schedule of marketable 
issues shortened further during the year as the passage of time 
brought outstanding issues closer to maturity. Over 64.5 bil
lion dollars in marketable issues (including Treasury bills) 
outstanding at the end of fiscal 1953 will mature and must be 
refunded within the current fiscal year. At the beginning of 
fiscal 1953, the one-year marketable maturities amounted to
45.6 billion dollars.

Although the new Administration had made little progress 
toward its goal of lengthening the debt by the end of the past 
fiscal year, success in placing the increased debt with nonbank 
investors had been achieved. All of the net rise in the public 
debt was absorbed, in effect, by nonbanking investors and by 
the Federal trust funds. Nonbank investors not only absorbed 
over half of the net rise in public debt but also absorbed about 
400 million dollars of the net liquidation of these issues by the 
banking system.

S T O R E  T R A D E

that sales in the City for the month will rise by 3 per cent 
above the dollar aggregate of the like period last year.

Department Store Credit

Second District customers have been and are continuing to 
rely to an increasing extent on the consumer credit facilities 
offered by department stores as a means of financing their 
purchases. Throughout most of the postwar period the ratio 
of credit to total sales has risen steadily, as consumers satisfied 
their demands for goods that were unavailable or in short 
supply during the war. During 1952 consumers availed them
selves of department store credit to a greater extent than at 
any time since 1941 when this bank first collected data of 
this type. By the end of the first half of this year, 42 cents 
out of each dollar spent in District department stores repre
sented a credit purchase, compared with 40 and 28 cents, 
respectively, in the like period of 1952 and 1946.

Consumers in the Second District apparently have not only 
been more inclined to use credit for department store goods 
in recent years, but they have also preferred to take that credit 
increasingly in the form of instalment contracts, even though

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District
(1947-49 average=:100 per cent)

Item
1953 1952

June May April June

Sales (average daily), unadjusted.................. 95 99 93 95
Sales (average daily), seasonally adjusted.. 98 101 98 98

Stocks, unadjusted................................................ 109 119 119 104r
Stocks, seasonally adjusted............................... 116 116 114 112r

r Revised.
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Regulation W  was in effect during much of the postwar 
period. In the months since the lifting of restrictions on instal
ment credit (May 1952), instalment sales as a proportion of 
total sales have been constantly above the levels of comparable 
months in the previous year. Instalment contracts during the 
January-June period this year accounted for 12 per cent of all 
merchandise sold in Second District department stores, com
pared with 11 per cent during the like period of 1952 or 
more than double the proportion existing at the beginning 
of the postwar period.

The extension of instalment credit to department store cus
tomers generally has been considered to be closely related to 
the movement of sales in four of the major homefurnishing 
lines (furniture and bedding, domestic floor coverings, major 
household appliances, and radio and television). Recently, 
however, this relationship has become less distinct. In most 
months since 1951, instalment sales have been increasing while 
District department store sales of durable goods have shown 
declines that have been significant enough to cause some stores 
to discontinue or reduce the size of these lines. During the 
first six months of this year, instalment sales rose 6 per cent

above the dollar aggregate of the same period last year while 
sales in the major homefurnishing departments declined by
3 per cent. Although data on the composition of instalment 
transactions by type of merchandise are not available, this 
divergence seems to suggest a tendency on the part of con
sumers to purchase not only durable goods but also apparel 
and other soft goods under deferred payment plans such as 
the "revolving credit” or budget type.

Although instalment credit is increasing in popularity, the 
open book account continues to be more important both in 
terms of dollar volume and as a proportion of total department 
store sales. Its growth in the postwar period, although less 
rapid than instalment sales, has contributed to the general 
rise in the ratio of credit to total sales in Second District 
department stores. During the January-June period this year 
consumers charged 30 per cent of all department store pur
chases, compared with 29 and 23 per cent, respectively, in 
the same period in 1952 and 1946. This increase for the first 
six months of 1953 reflected a 4 per cent rise in charge sales 
above the aggregate dollar figure of the like period in the 
previous year.

SELECTED ECONOMIC INDICATORS 
United States and Second Federal Reserve District

j
1953

j

1952
Percentage change

Item 1 Unit
j Latest month Latest v :mh

June M ay April June
from previous 

month
from 

ear'" - •

U N IT E D  STATES

Production and trade
Industrial production*........................................................................ 1935-39= 100 241p 240 241 204 § +  1+
Electric power output*....................................................................... 1947-49= 100 164 161 159 142 +  2 +  17
Ton-miles of railway freight*...........................................................
Manufacturers’ sales*..........................................................................

1947-49= 100 — 106p 102 91 +  4 t  ?billions of $ 26.1 p 26.2 26 .8 21 .9 #
Manufacturers’ inventories*............................................................. billions of $ 45 .5  p 4 5 .0 44 .6 42 .9 +  1 +  -)
Manufacturers’ new orders, total*................................................. billions of $ 2 5 .3p 25.6 25.7 25 .0 -  1 +  I
Manufacturers’ new orders, durable goods*.............................. billions of $ 12.2 p 12.7 12.6 13.1 -  4
Retail sales*........................................................................................... billions of $ 1 4 .5p 14.5 1 4 .3r 14.0 # +  ^
Residential construction contracts*.............................................. 1947-49= 100 159 p 164 179 193 -  3 — 1-5
Nonresidential construction contracts*....................................... 1947-49 =  100 152 p 159 179 158 -  4 — 4

Prices , wages, and employment
Basic commodity prices!................................................................... 1947-49= 100 87.2 88.1 88 .0 97 .1 -  1 - 1 0
Wholesale pricesf.................................................................................. 1947-49 =  100 109.4p 109.8 109.4 111.2 # —
Consumer pricesf.................................................................................. 1947-49= 100 114.5 114.0 113.7 113.4 # +  I
Personal income (annual rate)*§.................................................... billions of $ — 2 8 3 .8p 282.7 268.1 # +  7
Composite index of wages and salaries*...................................... 1939= 100 — 247p 246 235 # +  ;i>
Nonagricultural employ ment * t t ..................................................... thousands 4 9 ,361p 49,042 48,854r 47,418 +  1 +  i
Manufacturing employment*! t ...................................................... thousands 1 7 ,179p 17,054 17,081r 15,624 +  1 + lfj
Average hours worked per week, manufacturingf................... hours 40. I p 40 .7 4 0 .8 40. or #
Unemployment........................................................................................ thousands 1,562 1,306 1,582 1,818 + 2 0 - n

Banking and finance
Total investments of all commercial banks.................................. millions of $ 7 2 ,560p 72,550p 7 3 ,120p 75,204 # — 4.
Total loans of all commercial banks................................................ millions of $ 65 ,520p 6 5 ,490p 65,330p 59,233 # +  11
Total demand deposits adjusted....................................................... millions of $ 9 7 ,180p 9 7 ,500p 98,000p 94,754r # +  5
Currency outside the Treasury and Federal Reserve Banks*. millions of $ 3 0 ,162p 30,110 30,022 28,988 # +  4
Bank debits (U. S. outside New York C ity)*............................. millions of $ 96,613 95,055 96,299 85,604 +  2 + 1 3
Velocity of demand deposits (U. S. outside New York City)1 1947-49 =  100 n.a. n.a. n.a. n.a.
Consumer instalment credit outstanding!.................................... millions of $ 20 ,489p 20,078 19,656 16,032 +  2 +2S

United States Government finance (other than borrowing)
Cash income.............................................................................................. millions of $ 10,202p 5,294 3 ,214r 9,989 + 9 3 +  2
Cash outgo................................................................................................ millions of $ 7 ,939p 6,673 6,443 6,978 +  19 + 1 4
National defense expenditures......................................................... .. millions of $ 4 ,587p 4,220 4,470 4,024 +  9 +  14

SECOND FE D ER AL RESER VE D ISTR ICT  

Electric power output (New York and New Jersey)*................. 1947-49= 100 141 141 140 125 # + 1 3
Residential construction contracts*.................................................... 1947-49= 100 —- 170p 185 174 -  8
Nonresidential construction contracts*............................................. 1947-49= 100 — 196p 193 136 +  2 +  1?
Consumer prices (New York C ity ) ! .................................................. . 1947-49= 100 112.0 111.4 111.1 110.9 +  1 +  1
Nonagricultural employment*+............................................................. thousands 7 ,6 8 1 . Ip 7 ,6 4 1 .9 7 ,6 1 5 .4 7 ,4 6 7 .4 +  1 +  ;;
Manufacturing employment*}............................................................. . thousands 2 ,8 4 1 .4 p 2 ,8 1 1 .8 2 ,8 0 2 .4 2 ,6 8 4 .2 +  1 +  ti
Bank debits (New York C itv)*............................................................. millions of $ 52,429 51,281 53,100 49,431 +  2 +
Bank debits (Second District excluding New York City)* . . . millions of $ 4,289 4,164 4,343 3,773 +  3 +  14
Velocity of demand deposits (New York C ity )* .......................... . 1947-49= 100 n.a. n.a. n.a. n.a. j ■

Note: Latest data available as of noon, August 3. 
p  Preliminary, 
r Revised.
n.a. Not available. Series in process of revision.
* Adjusted for seasonal variation.

f  Seasonal variations believed to be minor; no adjust
ment made.

t  The seasonal adjustment factors for this series have 
been revised.

# Change of less than 0.5 per cent.
§ Revised series. 

t t  Revised series. Back data available from the Board 
of Governors of the Federal Reserve System,

Source: A description of these series and their sources is available from the Domestic Research Division, Federal Reserve Bank of New York, on request.
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N A T I O N A L  S U M M A R Y  O F  B U S I N E S S  C O N D I T I O N S
(Summarized by the Board of Governors of the Federal Reserve System, July 30, 1953)

Industrial production in July showed about the usual sea- 
vsonal decline from the advanced levels of other recent months. 
Retail sales were maintained in June at levels substantially 
above a year ago; in July, department store sales have declined 
somewhat. Consumer prices rose slightly further to a new high 
in June. Wholesale prices advanced somewhat in July, owing 
mainly to increases in livestock and meats. Yields on long-term, 
high-grade bonds declined.

Industrial Production

The Boards industrial production index in June was 241 
per cent of the 1935-39 average, as compared with 240 in 
May and 241 in April. Reductions in output from June to 
July due to plant-wide vacations in important manufacturing 
industries and in coal mining are not adequately reflected in 
the present seasonal adjustments for the production index. 
During the postwar period this has resulted in a temporary 
summer dip in the index. This year, the index for July is 
expected to decline to about 232, or a drop of about 4 per 
ccnt which is close to the average July decline in other recent 
years.

Total durable goods production in June held steady as a 
small decline in steel production from 100 to 97 per cent of 
capacity was offset by small gains elsewhere. Steel output 
has decreased slightly further in July. Auto assembly since 
mid-June has been close to advanced rates earlier in the year, 
and July output is at a near record for this month. Truck 
production in late July was up from the sharply curtailed 
June rate and was close to the average first-quarter rate. 
Over-all activity in machinery and military equipment indus
tries continued to change little in June, and production of 
lumber and other building materials was generally maintained.

Nondurable goods output in June also remained stable at 
very high levels. Wool textile production continued to expand, 
and there were also further increases in petroleum refining and

EMPLOYMENT IN NONAGRICULTURAL ESTABLISHMENTS

Bureau of Labor Statistics data adjusted for seasonal variation by Federal 
Reserve. Proprietors, self-employed persons, and domestic servants are 
not included. Midmonth figures, latest shown are for June.

chemical industries. Output in most other nondurable lines was 
generally maintained in large volume.

Production of minerals rose further in June to peak rates as 
both crude petroleum and coal increased. Crude petroleum 
output continued to rise slightly in July.

Construction

Value of all new construction put in place in June, after 
allowance for seasonal influences, continued close to the early 
spring record level. The number of nonfarm housing units 
started declined seasonally from 107,000 in May to 103,000 
in June, about the same number started as in June 1952. Value 
of construction contract awards declined considerably in June, 
reflecting reductions in most major categories of construction.

Employment

Employment in nonagricultural establishments in June at 
49.4 million (seasonally adjusted) was up somewhat from May 
and 400,000 higher than at the beginning of the year. The 
average work week at factories was unchanged from May at
40.7 hours. With hourly earnings up slightly further, average 
weekly earnings at factories rose to $72.04, somewhat above 
the previous high for this year reached in March. Unemploy
ment showed about the usual seasonal rise in June and at 1.6 
million was a postwar low for the month.

Agriculture

Crop conditions have been relatively favorable this summer 
despite drought in some areas, and as of July 1 output was 
officially forecast at close to last years volume. Large harvests 
and increased carry-overs are in prospect for corn and wheat. 
Cotton acreage in cultivation on July 1 was 9 per cent less 
than last year. Total marketings of meat animals in July have 
been about 12 per cent above a year ago. Milk production, 
which was relatively large last winter and spring, rose less 
than usual in May. and June.

PRICES AND TRADE
Per C*nt, 1947-49 • 100

1949 1950 1951 1952 1953 194? 1950 1951 1952 1953

Seasonally adjusted^ series except for prices. Price indexes compiled by Bureau 
of Labor Statistics. Total retail sales and disposable personal income, 
Federal Reserve indexes based on Department of Commerce data. Depart
ment store trade, Federal Reserve indexes. Monthly figures, latest shown 
are for June except income (M ay) and department store stocks (M ay 31).
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Distribution

Department store sales in the first three weeks of July 
declined more than seasonally from the advanced levels reached 
in the previous two months. In June seasonally adjusted sales 
at automotive and other retail outlets remained close to May 
levels; total retail sales were about 6 per cent above a year 
ago. Seasonally adjusted stocks held by department stores, 
which had been rising since March, are estimated to have 
shown little change in June.

Commodity Prices 
The average level of wholesale prices advanced somewhat 

during the first three weeks in July, reflecting mainly a sharp 
rise in livestock and meats. After midmonth, cattle marketings 
— which had been reduced reflecting in part special drought 
and other Federal support operations—-expanded again and 
prices lost about one half the earlier advance. Prices for vari
ous other foods strengthened in July, and prices of a number 
of household appliances were raised. Prices of industrial mate
rials showed selective changes. While aluminum, iron ore, and 
lead were advanced, tin declined sharply further and copper 
wire and cable were reduced.

The consumer price index rose 0.4 per cent in June to a new 
high, reflecting chiefly increases in meats and some other foods, 
which rose further in July.

Bank Credit and Reserves 
Holdings of U. S. Government securities by member banks 

in leading cities increased substantially in mid-July, reflecting

LOANS AND INVESTMENTS
MEMBER BA NKS  IN LEADING CITIES

Federal Reserve data. Weekly figures, latest shown are for July IS.

purchases of the new Treasury tax anticipation certificates. 
Business loans increased somewhat during the first half of 
July, following a substantial reduction during the last half of 
June. Consumer and real estate loans continued to expand over 
the period.

Interest rates charged by commercial banks on short-term 
business loans averaged 3.73 per cent in the first half of June 
as compared with 3.54 per cent in the first half of March. The 
rise reflected mainly a one-quarter per cent increase in the rate 
charged prime business borrowers effective in late April.

In the first half of July, bank reserve positions remained easy 
as required reserves of member banks were reduced over one 
billioxi dollars as a result of the change in reserve requirements 
announced by the Board in late June, Later bank reserve posi
tions tightened somewhat, owing to an increase in member 
bank required reserves associated with the sharp build-up in 
U. S. Government deposits at commercial banks following the 
July 15 sale of Treasury tax anticipation certificates.

Security Markets

Yields on Treasury bonds and notes continued to decline 
during the first three weeks of July but at a slower pace than 
in June. Yields on corporate and municipal bonds also declined 
from peak levels reached in June. Yields on Treasury bills 
rose moderately during this period. On July 6 the Treasury 
offered for cash new IVi per cent tax anticipation certifi
cates of indebtedness dated July 15. This issue will mature 
March 22, 1954 but will be acceptable at full maturity value 
for tax payments on March 15, 1954. Allotments totaled
5.9 million dollars.

MONEY RATES

Figures except for Federal Reserve discount rate are monthly average market 
yields. Corporate Aaa bonds, Moody’s Investors Service; U . S. Govern
ment long-term (excludes 3 TA  per cent bonds issued M ay 1, 1953), U . S. 
Treasury Department and Federal Reserve; municipal high-grade bonds, 
Standard and Poor’s Corporation; Treasury bills, Federal Reserve. Latest 
figures shown are for June.
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