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M O N E Y  M A R K E T  IN  N O VEM B ER

The money market tightened further in November as the 
pressure on member bank reserve positions increased and 
Federal Reserve Bank discount rates were raised from 2Vk per 
cent to 2Vi per cent. Average member bank borrowings from 
Federal Reserve Banks during November slightly exceeded
1 billion dollars and were about 450 million dollars greater 
than average excess reserves. The prevailing tightness of the 
money market was reflected in the effective rate for Federal 
funds. Prior to the first announcements on November 17 of the 
advance in the discount rate, the effective rate on Federal funds 
deviated only once from 2Va per cent, and after the announce
ment the rate rose immediately to 2Vl per cent, where it held 
during most of the remainder of the month. The increased 
pressures on bank reserves, reinforced by the rise in discount 
rates, were reflected in a higher structure of interest rates, both 
in the markets for short-term private paper and Treasury bills 
and, to a lesser extent, in the markets for longer-term Govern
ment securities and corporate and municipal bonds.

On November 17, the Federal Reserve Banks of New York, 
Philadelphia, Atlanta, Chicago, Cleveland, and San Francisco 
announced a Va per cent increase in their discount rates to 
2V2 per cent, effective November 18. Similar announcements 
were made by the Federal Reserve Banks of Kansas City and 
Minneapolis effective on November 21, by the Boston, Rich
mond, and St. Louis Reserve Banks effective November 22, and 
by the Dallas Reserve Bank effective November 23. The new 
l l/2 per cent rate is the highest for the Federal Reserve Bank 
of New York in over twenty-two years, and for the other 
eleven banks in about twenty-one years.

Other money market rates also advanced during November. 
Prime 4 to 6-month commercial paper rates rose on Novem
ber 14 to a range of 2M-2% per cent from 2% per cent, and a 
further rise on November 22 brought the rate to a flat 2%  
per cent. Coincident with this latter increase, it was announced 
that rates on directly placed finance company paper would 
increase by Vs of 1 per cent on November 23, bringing the 
rate on 1 to 3-month paper to 2Vi per cent. Dealers in bankers’ 
acceptances, who had reduced rates by Vs of 1 per cent at the 
end of October, reversed their action on November 21 and

returned the offering rate for unindorsed 90-day paper to 2Va 
per cent. In addition, and probably reflecting more directly the 
continued pressure on reserves, several New York City banks 
raised rates on consumer instalment loans in the early part of 
the month. After the discount rate increases, several New York 
City banks advanced the rates on call loans to security dealers 
secured by customers’ stock exchange collateral.

The structure of yields on Government securities moved up 
over the month as a whole, despite declines in the first few 
days. Treasury bill rates, which had fallen as much as 15 basis- 
points in the last half of October, continued to be influenced 
until November 4 by strong nonbank demand. Yields on the 
longest maturity bills fell in the first four days of the month 
by 19 basis-points to 1.96 per cent. Over the rest of the 
month, however, rates generally trended upward. The average 
issuing rate on the Treasury bills dated November 25 was 
2.440 per cent, the highest level since the early 1930’s, and in 
the final auction of the month on November 28 the rate rose 
to 2.450 per cent. The increase in bill yields was accompanied 
by a rise in yields on intermediate and long-term Government 
securities. After advancing as much as 2Vs points in the three 
previous months, long-term bond prices lost about half of their 
gains. The reversal reflected in part a shift in expectations, as 
increased reserve pressures and higher discount rates tended 
to alter market sentiment concerning a possible near-term 
easing of credit restraint.

On November 25, the Treasury announced refunding terms 
for 5,359 million dollars of IVa per cent certificates of indebt-
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edness and 6,853 million dollars of 1% per cent Treasury notes, 
both maturing on December 15. In exchange for these securi
ties, investors were offered a choice of 2Ys per cent one-year 
certificates of indebtedness, or 2% per cent Treasury notes to 
mature June 15, 1958. Subscription books opened on Novem
ber 28 and closed on November 30. Both new issues are dated 
December 1, with an adjustment of interest as of that date, 
and exchanges are to be made at par on December 8. Follow
ing the announcement, the "rights” were par bid but subse
quently the bid quotations declined %2 *n response to heavy 
liquidation.

Member Bank  Reserve Positions

The reserve positions of member banks were under substan
tially greater pressure in November than in October or any 
earlier month this year. Member bank borrowings from the 
Federal Reserve Banks rose to an average, over the five-week 
period, of about 1 billion dollars, 130 million dollars 
more than in the four statement weeks ended October 26 and 
a larger amount than any previous month since April 1953. 
Average excess reserves, on the other hand, remained below 
550 million dollars and were only slightly lower than in 
October. Average borrowings exceeded average excess reserves 
by over 450 million dollars, in contrast to October when net 
borrowings amounted to just under 350 million dollars.

Over the month as a whole, a flow of currency into circula
tion exerted the most pronounced pressure on member bank 
reserve positions. Seasonal and cyclical forces, which had 
already brought about substantial currency outflows since April 
this year, were reinforced in November by the effects of three 
holidays, Election Day, Veterans’ Day, and Thanksgiving Day. 
Other market factors, especially a lower average level of re
quired reserves, tended on balance to reduce pressures, but 
were insufficient to offset the outflow of currency. Changes 
in the average amount of Treasury bills held by the Federal 
Reserve System, which were moderately large on a week-to- 
week basis, tended to cancel out over the five-week period as 
a whole. As a consequence, the loss of reserves through cur
rency drains was offset principally by sharply increased mem
ber bank borrowing.

During the two statement weeks ended November 9, re
serve pressures increased rapidly. As Table I shows, average 
member bank borrowings rose to 1,143 million dollars in the 
second week, compared with 761 million dollars in the state
ment week ended October 26, while average excess reserves 
grew only moderately. The greater pressure on reserves arose 
chiefly from a decline in float in the first week and from out
flows of currency and an increase in Treasury balances at 
Federal Reserve Banks in the second week. Other factors, 
including a small increase in holdings of Treasury bills by the 
Federal Reserve System, exerted, on balance, a slight moderat
ing influence on reserve pressures.

Average levels of member bank borrowings and excess re
serves showed little change between the November 9 and

Changes in Factors Tending to Increase or Decrease Member 
Bank Reserves, November 1955

(In millions of dollars; ( +  ) denotes increase,
(— ) decrease in excess reserves)

Table I

Factor
Daily averages—week ended

Net
changes

Nov.
2

Nov.
9

Nov.
16

Nov.
23

Nev.
30

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.. 
Held under repurchase agreements. 

Loans, discounts, and advances: 
Member bank borrowings............

Bankers’ acceptances:
Bought outright...........................
Under repurchase agreements......

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

Effect of change in required resemsf—  

Excess reservesf ........................................

+  1 
-192
-  30
-  26 
+  61

-  72
-  17
-  129 
+  24
-  36

-  43 
+  237
-  137
-  16 
-  130

+  72 
+473 
-  30 
+  6 
+  168

+  94 
-467 
-138  
-  3 
+  1

+  52 
+  34 
-464 
-  15 
+  64

-186 -  231 -  88 +690 -513 -328

+  22

+  182
-  9

-  1

+  29 

+  200 

+  1

-  6 
+  50

+  30 

-  1

-130  
-  50

-362 
+  5

+  15
+  9S

+  159 
-  2

-  70
+  9S

+209
-  6

-  1

+193 +  232 +  72 -537 +271 +231

+  7 
+  27

+  1
+  68

-  16 
+  66

+  153 
-139

-242 
+  69

-  97 
+  91

+  34 +  69 +  50 +  14 -173 -  6

Daily average level of member bank: 
Borrowings from Reserve Banks. . . .  
Excess reserves!...............................

943
482

1,143
551

1,173
601

811
615

970
442

1.00SJ
538J

Note: Because of rounding, figures do not necessarily add to totals.
* Includes changes in Treasury currency and cash, 
f These figures are estimated, 
j  Average for five weeks ended November 30.

November 16 statement weeks. In the latter week, however, 
increased pressures in the early part were subsequently offset 
by easing tendencies. The usual midmonth expansion of 
float enabled member banks to repay part of their borrowing 
later in the week, and by November 16 discounts and advances 
of the Federal Reserve Banks amounted to only 548 million 
dollars in contrast to 1,201 million dollars a week earlier. The 
full effects of the rise in float were revealed even more strik
ingly on an average daily basis in the week ended November 
23, when borrowings averaged 362 million dollars less than in 
the preceding week, despite sales and redemptions of Treasury 
bills by the Federal Reserve System.

Toward the end of the month, float receded rapidly and addi
tional currency was drawn into circulation, in part a result of 
the Thanksgiving Day holiday, leading to increased pressures 
on bank reserve positions. Borrowings, which had averaged 
little more than 800 million dollars in the November 23 state
ment week, climbed to almost 1 billion dollars in the week 
ended November 30. This change would have been even 
more pronounced but for an increase in the outright Treasury 
bill holdings and in the securities held under repurchase agree
ments by the Federal Reserve System.

Government Securities Market

During the first few days of November, price quotations 
continued the upward movement that had prevailed since mid- 
October in the case of Treasury bills, and for other Govern
ment securities since late in the summer. From November 4 
onward, however, prices tended to decline and yields to rise, with
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these trends accelerating immediately after the November 17 
announcement by six Federal Reserve Banks of an increase in 
their discount rates. On balance, prices were down and yields 
up over the month as a whole.

The markets for Government securities in the intermediate 
and long-term area during the first few days of November con
tinued to reflect the prevailing buoyancy. The downward re
action which got under way on November 4 was not the result 
of large outright selling. Rather, the markdown in prices by 
dealers was viewed as precautionary and was attributed in part 
to the publication of data showing that banks had had to in
crease sharply their borrowings from the Federal Reserve Banks 
in the week ended November 2. By November 17, just prior to 
the first announcement of discount rate increases, prices of most 
of the longer 2 ^ ’s had fallen by Vi to %  of a point from the 
November 3 peak. The discount rate increases appeared to 
confirm the new expectations of continued restraint which 
were reinforced by reports of a further growth of business 
activity and a more rapid expansion in bank loans. After the 
discount rate increases were announced, prices were marked 
down, generally by more than Vz of a point on the longer 
2Vz% but later in the month some price recovery was made. 
The prices of the longer 2l/is closed the month about 1 to 1 Vz 
points below the November 3 peak, while intermediate issues 
were down by Vl to 1 point.

As in recent months, swaps accounted for a large part of 
trading in intermediate and long-term Government securities. 
Early in November, before the downturn in prices, the volume 
of tax switching was relatively light, as rising prices reduced 
the amount of capital losses for tax purposes that could be 
derived from such operations. Later in the month, however, 
the decline in bond prices increased the tax advantage and 
switches expanded until late in the month. In addition to 
switching transactions, commercial bank liquidation of Treas
ury notes and certificates of indebtedness exerted a downward 
pressure on prices, despite modest net purchases by nonfinan
cial corporations.

The Treasury bill market, like that for other Government 
securities, turned about sharply early in the month, after a 
decline which had carried yields on the longest bills down 
from 2.30 per cent on October 18 to 1.96 per cent at the 
close on November 4. Of this decline, somewhat more than 
half took place in the first four days of November, when a 
strong demand for bills by nonbank corporations met with a 
limited supply in the market. Dealers easily disposed of their 
sizable allotments of the bills dated November 3. At the 
auction of November 7, the average issuing rate on the bills 
dated November 10 declined for the third successive week, to 
2.034 per cent, the lowest level since mid-September, although 
market yields were then rising as demand tapered off. By 
November 17, market yields on most issues of Treasury 
bills had risen by more than 30 basis-points from early 
November, with the longest bills bid at 2.27 per cent and the 
shortest bills at 2.20 per cent. Further rate increases fol

lowed the changes in Reserve Bank discount rates. By Novem
ber 21, the average issuing rate at the weekly bill auction had 
risen to 2.440 per cent, thus breaking through the previous 
postwar peak in June 1953, and the market closed on Nov
ember 22 with the longest bills quoted at 2.45 per cent. 
Subsequently short-term bill yields receded, in part because of 
the easier position of member banks after the middle of the 
month, but also because of nonbank demand attracted by the 
higher yields. Longer-term bills remained fairly stable, how
ever, and in the auction on November 28 for the bills dated 
December 1 the average issuing rate was 2.450 per cent. Over 
the month as a whole, yields on the longest bills closed 29 
basis-points higher, and on the shortest bills 15 basis-points 
lower, than at the beginning of the month.

Other Securities Markets

Early in November, both corporate and municipal markets 
exhibited a firm tone, continuing the prevailing trend of the 
previous two months. By November 7, average market yields 
on Moody’s Aaa corporate bonds had declined to 3.08 per cent,
2 basis-points lower than at the end of October and about 6 
basis-points below the peak in early September. Average yields 
on similarly rated municipal issues also declined early in the 
month to 2.19 per cent, 5 basis-points lower than at the end 
of October and 15 basis-points below the September peak. As 
revised expectations with regard to economic conditions and 
credit policy took hold, however, yields on both corporate and 
municipal bonds tended to level off in midmonth and then 
rise. Over the month as a whole, average market yields on 
corporate bonds rose 3 basis-points, but municipals showed lit
tle change. Thus in broad terms, the movements of yields on 
corporate and municipal bonds paralleled the fluctuations in 
the markets for Government securities, though the upturn in 
yields occurred somewhat later and was more moderate.

The reception accorded new corporate and municipal issues 
presented a somewhat mixed picture during November. As 
in September and October, offering yields on new municipal 
issues were generally lower than on comparable offerings last 
summer. Early in the month one relatively small issue was 
sold to underwriters at a net interest cost about Vk per cent 
below the best bid received and rejected in August. In an 
increasing number of cases later in the month, however, new 
offerings of corporate and municipal bonds were reported to 
be moving slowly. Nonetheless, the largest municipal issue 
during the month, a 160 million dollar offering of Common
wealth of Massachusetts bonds on November 16, was well 
received.

New public offerings of municipal bonds during November 
totaled an estimated 554 million dollars, a level exceeded only 
twice this year, in June and October (and the total for the latter 
month was swelled by the 415 million dollar issue of Illinois 
turnpike bonds). Public offerings of corporate bonds for new 
capital purposes, estimated at just under 200 million dollars, 
were markedly lower than in the three previous months, when 
issues averaged over 450 million dollars.
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The most recent data for loans of weekly reporting mem
ber banks showed a sharp increase in the demand for bank 
credit (see Table II). Total loans rose by 1,074 million dollars 
during the five weeks ended November 23, somewhat less than 
the 1,243 million dollar increase in the comparable 1954 
period; about half of the latter was, however, accounted for 
by new issues of Commodity Credit Corporation certificates of 
interest. Approximately three quarters of the current increase 
was attributable to an expansion of commercial, industrial, 
and agricultural loans, which showed a substantially more rapid 
rise than in the previous five-week period. Real estate loans 
and "all other loans” (representing largely loans to consumers) 
continued to expand at about the same rate as in previous 
months.

The increase in commercial, industrial, and agricultural loans 
by 749 million dollars was a reflection of increases in loans to 
almost every category of business. The rise reflected in part the 
usual seasonal loan demands at this time of year, especially in 
the case of loans to commodity dealers and food, liquor, and 
tobacco concerns, which rose by 151 million dollars and 172 
million dollars, respectively. The growth of loans to food, 
liquor, and tobacco concerns, as well as to wholesale and retail 
distributors, was considerably greater than last year, however. 
Sales finance companies, which had reduced their indebtedness 
to the reporting banks earlier in October, once more increased 
their borrowings, by 172 million dollars.

In the face of a reduced availability of reserves, the expan
sion of loans forced the weekly reporting banks, as in earlier 
months this year, to liquidate Government securities in substan
tial amounts. Over the five-week period the reduction in hold
ings of Treasury bills and other Government securities totaled

Member Bank Credit 979 million dollars, and in addition there was an unusually 
sharp reduction in holdings of other securities. Thus, despite 
the large increase in loans, total loans and investments fell by
180 million dollars.

Table II
Weekly Changes in Principal Assets and Liabilities of the 

Weekly Reporting Member Banks
(In millions of dollars)

Statement weeks ended Change 
from Dec.

Item
Oct.
26

Nov.
2

Nov.
9

Nov.
16

Nov.
23*

29, 1954 
to Nov. 
23, 1955*

Assets

Loans and investments:
Loans:

Commercial, industrial, and agri
cultural loans............................ +  42 +  179 +182 +298 + 48 +3,090

Security loans............................... -  5 +123 -  93 +  54 — 71 +  25
Real estate loans.......................... +  9 +  24 +  33 +  37 + 28 +1,289
All other loans (largely consumer) +  53 +  102 ~  16 +  25 + 24 +1,744

Total loans adjusted!............... +  97 +428 +  105 +413 + 31 +6,071

Investments:
U. S. Government securities: 

Treasury bills........................... +  32 -225 -  67 +157 145 -1,756
-  51 -138 -192 -  80 — 270 -5,184

-  19 -363 -259 +  77 _ 415 -6,940
Other securities............................. -  49 -  13 -210 +  32 — 35 -  275

Total investments..................... -  68 -376 -469 +109 - 450 -7,215

Total loans and investments adjustedf. +  29 +  52 -364 +522 - 419 -1,144

Loans to banks.............. ..................... — 1S8 -  46 +  21 +255 - 206 +  60

Loans adjusted! and “other” securities +  48 +415 -105 +445 - 4 +5,796

Liabilities 
Demand deposits adjusted.................. +773 -672 -439 +  72 + 350 -2,068
Time deposits except Government. . . . +  24 +  63 -  32 -103 — 13 +  208
U. S. Government deposits.................. -351 -  51 -379 +638 — 171 +  363
Interbank demand deposits:

-396 +375 +  94 +559 — 1,028 -1,141
-  41 +  37 -  22 +  8 ~ 42 -  56

* Preliminary. In order to minimize the distortions resulting from a reclassification of certain 
loans on October 5, the immediate effects of this revision have been eliminated from th# 
data for the cumulative changes since the end of 1954. 

t Exclusive of loans to banks and after deduction of valuation reserves; figures for the individual 
loan classifications are shown gross and may not, therefore, add to the total shown.

IN T E R N A T IO N A L  M O N E T A R Y  DEVELO PM ENTS

Monetary Trends and Policies 
The credit restraint policies to which many foreign countries 

had shifted earlier this year were continued or further empha
sized during November. In Canada, the central bank raised its 
discount rate from 2lA  to 2% per cent— a record high—  as of 
the close of business November 18, the same day on which 
(as noted elsewhere in this Review) the first of the recent 
Federal Reserve Bank discount rate increases became effective. 
The Canadian rate had already been increased by Vi per cent in 
early August and again by lA  per cent in mid-October (see 
chart). The latest rise came against the background of a con
tinuing credit expansion and rising market interest rates. 
Commercial bank loans, which had begun to mount in March, 
increased by 2.6 per cent (113 million dollars) during October 
as against 2.2 per cent in September, and at the end of October 
were 14 per cent above the end of February and 11 per cent 
above October 1954. On the other hand, bank holdings of 
government securities declined substantially, and on October 26 
were 8 per cent (285 million) below the 1955 peak reached

in mid-August. In October, bank deposits were little changed 
and the average cash ratio of the commercial banks stayed 
slightly above the legal minimum. Bank of Canada advances 
to the commercial and savings banks in November averaged a 
little above October, and by November 23 the banks had 
been indebted to the central bank for eight consecutive 
weeks; such borrowing until recently had been unusual. Gov
ernment bond yields continued to rise in November, and the 
three months’ Treasury bill tender rate, after having exceeded on 
November 17 the Bank of Canada discount rate then in force, 
reached a postwar high of 2.57 per cent on November 24.

In Austria, the central bank discount rate was raised from 
AV2. to 5 per cent effective November 17; this change followed 
a 1 per cent increase in May and was accompanied by an 
announcement of the introduction of cash reserve requirements 
for commercial and other banks. These institutions are re
quired, as of December 1, to hold minimum balances with 
the Austrian National Bank amounting to 5 per cent of their 
deposits; under a previous informal agreement the banks
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already were required to observe a 15 per cent ratio of liquid 
assets (including Treasury bills) to deposits. The 5 per cent 
minimum reserve requirement was established under the new 
central bank law effective in September, which gave the central 
bank the authority to require reserves up to a maximum of 15 
per cent of deposits. Under an agreement between the banks 
and the Finance Ministry reached earlier in November, total 
bank credit is not to be expanded any further and is shortly to 
be reduced. In addition, the downpayments on instalment pur
chases directly financed by bank credit are to be raised and the 
time limits for repayment shortened. The continuing increase 
of bank credit (27 per cent in the year ended September 30) 
has been one of the strongly expansionary tendencies exhibited 
by the Austrian economy for some time past. In September 
wholesale and consumer prices were 3 per cent above a year 
previous, and while the monthly foreign trade deficits have 
recently been lower than before the May discount rate rise, 
they were still above year-ago levels.

The British Chancellor of the Exchequer stated in Parlia
ment on October 31 that his supplementary budget should 
be viewed in conjunction with the credit squeeze, the 
effects of which would increase in severity during the coming 
months. Subsequently, the monetary authorities reportedly 
emphasized to the commercial banks the importance of keep
ing up the pressure on bank loans at least for some time to 
come. While these loans declined by 221 million pounds 
(or 10 per cent) between the end of June and October 19—  
with a further decline indicated through mid-November—  
about half of this reduction reflected repayments by the nation
alized industries from the proceeds of their recent bond issues. 
On the other hand, bank holdings of Treasury bills have in
creased by 223 million (or 25 per cent) since midyear, and the 
banks’ average "liquidity ratio” stood at 33.8 per cent in mid- 
October, as against 30.2 per cent at the end of June and 34.2 
per cent in October 1954. The average three months’ Treasury 
bill tender rate, which had remained unchanged at 4.07 per 
cent during September and October, rose to 4.10 in November, 
compared with an average of 1.60 in November 1954. Last 
month the Treasury also issued 63-day Treasury bills, the first 
such bills since 1910, after having announced that the new 
instrument would be offered as and when required by the 
Treasury rather than on a regular basis; the average tender 
rate for the new bills was 4.12 per cent at the first two tenders 
and 4.13 at the last two in November. Government bond 
prices fell sharply in the first part of the month but subse
quently recovered. The yield of IVz per cent Consols rose as 
high as 4.50 per cent on November 9, and at the end of the 
month stood at 4.38; it had averaged 3.64 during November
1954.

In other countries, too, long-term bond yields are now 
above those of a year ago (see chart). Increases in 1955 have 
been especially noticeable in Denmark, New Zealand, Norway, 
and Sweden, which also have raised their central bank dis
count rates during the past year; in Sweden, however, bond

I N T E R E S T  R A T E S  I N  S E L E C T E D  F O R E I G N  C O U N T R I E S

long-term government bond yield (GB) 
Treasury bill rate(jB)

" — Discount rate

Per cent UNITED K I N G D O M C A N A D A

DE NMARK

NEW ZEA LAN D

1953 1 95 4  1955 
Note:  Latest month  is prov is ional .
*  Australia:  GBS covers sh or t -t erm  (2 - y e a r  basis)  governm ent  b o n d  y ie ld .  
t W e s t  G erm anyrM B co v e rs  y ie l d  on  m o r t g a g e  bonds .
Sources:  N a t i o n a l  statis tics;  International M onetary  Fund, Interna t iona l 

Financial Statistics.
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yields have declined slightly since July. In West Germany, 
bond yields have risen since July, but they are still below a 
year ago. In Belgium, where bond yields had been gradually 
declining until this spring, their increase since the lA  per cent 
August discount rate rise has been small. Government bond 
yields in some other countries, including France and the 
Netherlands, have likewise been rising slowly; in Switzerland 
the average yield of government bonds, which had reached 
a 6^-year peak of 3.20 per cent at the end of September, 
declined in the following two months and stood at 3.07 per 
cent on November 25.

Exchange Rates

Sterling continued to experience a good demand in the New 
York market during the first part of November, as it had 
during most of October, and rates accordingly tended to 
strengthen; the rate for American-account sterling, in fact, 
rose to $2.80%, the highest quotation for the pound since 
September 1954. The announcement, early in November, that 
Britain’s gold and dollar reserves had declined during October 
by only 48 million dollars, compared with 112 million dollars 
in September, helped sustain the demand for sterling. Later 
in the month, however, the demand for sterling weakened 
somewhat, partly as the result of a decline in sterling pur
chases by oil companies, and near the close of the month 
market activity slackened with sterling fluctuating between 
$2.80J/8 and $2.8014. Rates for sterling for forward delivery 
tended to move along with spot quotations; as a result, dis
counts on three months’ sterling fluctuated in a narrow range 
between lVs and lYs cents.

Transferable sterling moved rather erratically, with the quo
tation early in the month at $2.771%6 an<i at midmonth as 
low as $2.77 ]/&; at the end of the month there was a gen
eral tendency for the rate to strengthen. Movements in the 
transferable-sterling rate appeared mainly to reflect activity in 
Swiss markets. Securities sterling tended to ease, in a small 
market, more than other types of sterling during the month.

The spread between securities and transferable sterling widened 
from about 1 cent to about 3 cents during the month.

The Canadian dollar, which had begun to move lower dur
ing October, continued to show a weakening tendency during 
November with rates quoted generally at parity with the 
United States dollar. From an opening quotation of $1.00lA , 
the rate declined to as low as $0.993 Vs2 on November 28, the 
lowest quotation since February 1952, and closed on Novem
ber 30 at $1.00%2* The general downward pressure appeared 
to reflect primarily demand for the United States dollar on the 
part of Canadian importers, as well as the movement of invest
ment funds from Canada to the United States; general activity 
in the market for the Canadian dollar appeared to be noticeably 
less in November than in the previous month.

The new exchange measures adopted by the provisional gov
ernment of Argentina included a devaluation of the official 
rate for the peso from 5 pesos per $1.00 (1 peso=20 U.S. 
cents) to 18 per $1.00 (5.55 cents), and the establishment of 
a free market in which the rate for the dollar has moved 
erratically about the level of 30 pesos per $1.00 (3.33 cents) 
and was quoted at the end of November at 33.15 pesos per 
dollar (3.02 cents).

FLOW OF FUNDS IN THE UNITED STATES, 
1939-53

The Board of Governors of the Federal Reserve System 
has published a 400-page book, entitled Flow of Funds 
in the United States, 1939-53. The purpose of the flow 
of funds accounting system described in the book is to 
provide a statistical framework for analyzing economic 
developments in terms of the sources and uses of funds 
for ten major economic groups or sectors in the national 
economy. Copies are available from the Division of 
Administrative Services, Board of Governors of the 
Federal Reserve System, Washington 25, D. C., at a price 
of $2.75 each.

F N M A  IN TH E  P O ST W A R  M O R TG A G E  M A R K E T

The creation of a mortgage insurance system under the 
Federal Housing Administration (FHA) was one of several 
measures taken by the Federal Government in the 1930 s to 
improve and stimulate the residential construction and mortgage 
markets. However, in the early days of this program many 
lenders were reluctant to accept FHA-insured mortgages be
cause of the relatively depressed state of the real estate market 
at that time and also because these mortgages usually carried 
lower downpayments, longer periods of amortization, and lower 
interest rates than were customary. As a means of encouraging 
investors to participate in the FHA program, Congress in 1938 
created the Federal National Mortgage Association (FNMA, 
popularly known as "Fanny May”) as a subsidiary of the 
Reconstruction Finance Corporation (RFC); the primary objec

tive of FNMA was to provide a broader secondary market for 
FHA-insured mortgages. It subsequently purchased several 
hundred million dollars of such mortgages, most of which were 
sold during the war. The activities of FNMA remained at a 
low ebb during the early postwar period but expanded rapidly 
thereafter, reaching a peak during 1949-50. Since then, FNMA 
has exerted a generally lessened, but still important, influence 
on the mortgage market.

Although fluctuations in the magnitude of FNMA’s opera
tions have been strongly affected by changing conditions in the 
mortgage market, the predominant influence has been the fre
quently changing framework of law and regulation within 
which the Association has operated. The most important ele
ments of this framework are the types of mortgages eligible
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for purchase, the terms upon which purchases and sales can 
be made ( including, most importantly, the prices and the con
ditions under which commitments will be extended), the 
restrictions placed upon investors eligible to use FNMA’s facili
ties, and the amount of funds available for operations. Congress 
has not only determined the aggregate of funds which are 
available to FNMA but has also established in considerable 
(but varying) detail the types of eligible mortgages, the terms 
of purchase and sale, and the restrictions placed upon investors. 
FNMA has had discretion to specify its ground rules in further 
detail, within the limits established by statute.

In describing the role of FNMA in the postwar mortgage 
market, it is convenient to distinguish four time periods, each 
bounded by a statutory change which significantly altered the 
character of the Association’s activities.1 These periods are 
(a) Prior to April 1930, when FNMA could issue commitments 
to purchase Veterans Administration (VA) and FHA mortgages 
with fewer restrictions than at any subsequent time; (b) April 
1950 to July 1953, during which time action was taken to 
curtail FNMA’s support of the basic FHA and VA housing 
programs in favor of special programs, particularly the defense 
housing program; (c) July 1953 to August 1954, when FNMA 
was authorized to conduct a"one-for-one program”, under which 
it contracted to purchase mortgages from investors who bought 
mortgages from FNMA; and (d) August 1954 to Present, 
when FNMA was reorganized and began operations under a 
new charter.

Prior to April 1950

As indicated above, FNMA was relatively inactive during 
the early postwar period; at the end of 1947 its portfolio 
amounted to less than 5 million dollars. The veterans* home 
loan program in the meantime had gotten off to a strong start 
in 1946 and 1947. By 1948, however, market rates of interest 
had risen above the levels prevailing during 1946 and 1947. 
As a consequence, investors had become reluctant to acquire 
VA-guaranteed mortgages, the maximum interest rate on which 
was fixed at 4 per cent. To alleviate the resulting shortage of 
funds available for investment in VA mortgages, Congress in 
July 1948 gave FNMA authority to purchase these mortgages.2 
Various restrictions attached to this authority: the amount of 
the mortgage could not exceed $10,000, mortgages had to be 
newly originated (never sold prior to being offered to FNMA), 
purchases could not be made above par, and sales to FNMA by 
a mortgagee could not exceed 25 per cent (raised to 50 per 
cent the following month) of the original principal amount 
of such loans originated by the mortgagee.3 FNMA also had

1 It should be noted, however, that, when FNMA was authorized 
to issue commitments to purchase certain types of mortgages under 
specified conditions, the actual purchase could occur after the authority 
to issue these commitments had lapsed or been repealed.

2 During the period August 1946-June 1947, the RFC Mortgage 
Company was authorized to purchase GI loans. Purchases under this 
authority totaled 141 million dollars.

3 These restrictions also applied to most FHA-insured mortgages. 
In October 1949, the 50 per cent purchase limitation was removed 
in the case of most VA-guaranteed mortgages.

authority to issue commitments binding itself to the purchase 
of a mortgage in the future (commitments were good for 
one year).

The willingness of FNMA to issue commitments for the 
purchase of VA mortgages at par had a considerable impact 
on residential mortgage and construction markets, partly be
cause no-downpayment mortgages were permitted under the 
VA program. Builders sought no-downpayment financing as a 
means of improving the marketability of their homes. Many 
lenders, on the other hand, ordinarily shied away from such 
mortgages, or accepted them only at a large discount, on the 
grounds that the possibilities of default were substantially 
greater than where a downpayment was required. This risk 
did not exist for the lender, however, if the mortgage could be 
sold to FNMA, and many lenders were encouraged to make 
no-downpayment loans by FNMA’s willingness not only to 
purchase such mortgages at par but also to commit itself to 
make purchases in the future.

FNMA’s commitments to purchase, actual purchases, and 
holdings began to increase rapidly after the authority to pur
chase VA mortgages had been granted by Congress (see 
Charts I and II). During the second half of 1948, purchases of 
FHA mortgages were a substantial proportion of total pur
chases. As the boom in residential construction and mortgage 
activity got under way in early 1949, however, VA mortgages 
constituted an ever-increasing proportion of FNMA’s pur
chases. During the year 1950, when purchases were at their 
peak, VA mortgages accounted for 95 per cent of the total. In 
that year FNMA’s purchases of VA mortgages constituted 
about one third of the total amount of VA home loans closed; 
in the case of mortgages on new homes this figure probably 
was closer to one half; and in the case of no-downpayment 
mortgages on new homes it was even higher.

Chart 1
M O RTGAGE PURCHASES AN D  SALES BY FEDERAL 

NATIONAL MORT GAG E ASSOCIATION 
JULY 1948- OCTOBER 1955

Note: Purchases in July 1954 exclude 62 million dollars of mortgages transferred from 
the Reconstruction Finance Corporation. Since November 1954, all sales have been 
made under the management and liquidating function while purchases represent the 
combined total of purchases under the management and liquidating and secondary 
market functions.

Source: Federal National Mortgage Association.
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So rapidly did FNMA’s purchases and commitments increase 
during 1949 and early 1950 that the Association’s purchase 
authority was exhausted or nearly exhausted on three occasions. 
Each time Congress responded by increasing FNMA’s total 
purchase authority (see Chart II), but on the last such occasion, 
in April 1950, the increase in FNMA’s purchasing authority 
was accompanied by revocation of its authority to issue advance 
commitments. About 1,500 million dollars of commitments 
were outstanding at the time, assuring the continuance of a 
high level of purchases throughout the year.

Prior to the legislation passed in April 1950, the only step 
taken to curtail FNMA’s expansionary influence was the at
tempt to dispose of some part of the mortgages in its portfolio 
through a sales campaign, which began in August 1949. Prices 
were set at small premiums above par. This campaign met 
with some degree of initial success. In the tight mortgage 
market which developed in 1951, however, there was little 
demand for the mortgages in FNMA’s portfolio, even after 
prices had been reduced to par; sales fell to very low levels and 
remained there until the "one-for-one program” was inaugu
rated in 1953.

A pril 1950 to July 1953

Following enactment of the Housing Act of 1950 which 
ended FNMA’s authority to issue advance commitments, the 
Association (with exceptions to be noted) could contract to 
purchase on an over-the-counter (immediate cash) basis only. 
Other actions were also taken which had the effect of curbing 
the magnitude of FNMA’s general market support. From time 
to time FNMA announced that mortgages insured or guaran
teed before a certain date (usually several months before the

Chart n
MORT GAG E HOLDINGS, UNDISBURSED COMMITMENTS, AND AVAILABLE 

AUTHORITY OF THE FEDERAL NATIONAL MORT GAG E ASSOCIATION

Note: Available authority is not given beyond October 1954 because, following that date, 
the Federal National Mortgage Association began to maintain three separate programs 
for which the type of authorixation varies. Holdings and commitments represent the 
totals for the three programs combined.

Source: Federal National Mortgage Association.

announcement) would be ineligible for purchase. Restrictions 
were also tightened on the proportion of lenders’ FHA and VA 
loans which could be sold to FNMA. Finally, a portion of 
FNMA’s purchase authority was set aside for the purchase 
of mortgages written under special housing programs, which 
reduced the amount available for general market support. 
Indeed, in April 1952 a shortage of funds forced FNMA to 
cease entirely purchases of mortgages not covered by special 
housing programs. In July 1952 Congress again raised FNMA’s 
authorization (to 3,650 million dollars), and purchases were 
resumed in September. However, in April 1953 over-the- 
counter purchases (of mortgages not covered by special pro
grams) were once again suspended.

At the same time that steps were being taken to curb 
FNMA’s general market support, special housing programs 
were being authorized by Congress, and the Association was 
used as a ready-at-hand instrumentality for the support of these 
programs. In 1951 FNMA was authorized to issue commit
ments for the purchase of insured and guaranteed mortgages 
covering: (a) defense housing programmed by the Housing 
and Home Finance Agency in critical defense areas, (b) mili
tary housing for members of the armed forces, (c) disaster 
housing (for victims of major catastrophes), and (d) co
operative housing eligible for FHA insurance under Section 
213 of the National Housing Act. Purchases under these pro
grams amounted to more than 100 million dollars in 1952 
(accounting for about one fifth of FNMA’s total purchases), 
and about 300 million dollars in both 1953 and 1954 (almost 
three fifths of total purchases in these years).

July 1953 to August 1954— "One-for-One Program”
Regular over-the-counter purchases of nondefense and non

disaster mortgages were suspended in April 1953. However, 
these mortgages again became eligible for purchase several 
months later under the provisions of the ’'one-for-one program” 
authorized by Congress in Public Law 94 (June 1953). This 
program was designed to make it possible, with no increase in 
FNMA’s holdings, for builders to obtain financing commit
ments at a time when such commitments were otherwise 
difficult to obtain. Under the one-for-one program, investors 
could obtain commitments from FNMA to purchase eligible 
mortgages in an amount equal to the amount they had paid 
for mortgages purchased from FNMA’s portfolio. No limita
tions were included in this program on the proportion of mort
gages originated by any one investor which could be sold 
to FNMA.

The increase in FNMA’s sales during late 1953 can be 
attributed largely to the one-for-one program. By the expira
tion date (July 1, 1954), FNMA had sold 500 million dollars 
of mortgages against which it had issued commitments to pur
chase 500 million dollars of mortgages; this was the total 
volume of commitments authorized by law. FNMA’s purchases 
under the program amounted to only about 90 million dollars 
during the year ended on that date. As a result, FNMA’s mort
gage holdings declined for the first time since 1948 (aside
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from the brief period in 1952 when the Association ran out 
of funds). However, holdings began to rise again in the 
following year, during which time the largest part of the 
one-for-one purchases (about 340 million dollars) was made.4

August 1954 to Present— Reorganization Under 
the Housing Act of 1954 (Public Law  560)

Although there were many significant and important changes 
in the framework of law and regulation within which FNMA 
operated prior to the fall of 1954, one policy remained un
changed: throughout this period it was the policy of FNMA 
to purchase mortgages at par. Two consequences of this policy 
were the cause of much concern. First, FNMA’s holdings 
tended to increase over time, and the Federal Government 
tended to become committed more and more deeply as a 
lender of mortgage funds. This tendency arose because during 
most, if not all, of the postwar period some types of FHA 
and particularly VA mortgages were valued below par in the 
secondary market, and such mortgages naturally drifted toward 
FNMA.

Second, the policy of purchasing all mortgages at the same 
price meant that FNMA used its authorized funds to purchase 
the mortgages least desired by investors. For example, it pur
chased more VA than FHA mortgages and a larger proportion 
of the no-downpayment mortgages being written than of the 
downpayment mortgages. Thus, FNMA’s general market sup
port also contained elements of "special” support for particular 
types of mortgages.

The reorganization of FNMA under the Housing Act of
1954 represented an attempt to solve these problems, that is, 
to reduce the burden of the Associations operations on the 
Federal budget, transferring part or all of the burden to private 
ownership, and to eliminate all aspects of "special” support for 
specific types of mortgages except where such support was 
expressly authorized by Congress. FNMA’s functions were 
divided into three separate and distinct operations with sepa
rate accountability required for each. These operations are 
described below.

(a) Secondary Mortgage Function. In its secondary market 
operations, FNMA provides general market support for FHA 
and VA mortgages; it has been hoped that this function even
tually can be transferred to private ownership. Initially, FNMA 
obtained funds to operate this program by selling preferred 
stock to the United States Treasury (the amount being equal 
to FNMAs net worth on November 1, 1954, or 93 million 
dollars). The intention has been to retire this stock with the 
proceeds of common stock sold to those who use FNMA’s 
secondary market facilities, and with retained earnings.5 Inves
tors who sell mortgages to FNMA are required to purchase 
common stock equal to 3 per cent of the amount of the mort

4 The balance of about 70 million dollars of commitments was 
allowed to expire unused.

5 FNMA also is authorized to issue debentures limited to an
amount equal to ten times its net worth. The first issue is planned 
for fiscal 1956.

gages they sell. By this means it has been hoped that eventually 
the secondary market function will be privately owned and 
operated. Until the Treasury’s investment is liquidated, divi
dends on the common stock are limited to a rate no higher than 
that paid on the preferred stock. During the year ended 
June 30, 1955, this rate, as established by the Secretary of the 
Treasury, was 2 per cent, but it was raised to 2 Vs per cent for 
this fiscal year. At no time, however, can the dividend rate 
exceed 5 per cent.

Apparently it was the intent of Congress to keep the second
ary market function free of all elements of special support or 
subsidy. FNMA was authorized to set such prices and establish 
such fees and charges "as would reasonably prevent excessive use 
of the Association’s facilities .. . and . . .  such operations should 
be fully self supporting” (Public Law 560). In accordance with 
this provision, FNMA has established a schedule of purchase 
prices which currently ranges from 95 to 99Vl> depending 
upon type of morgage, maturity, downpayment, and location of 
property, such schedule being subject to change without notice. 
FNMA also has established purchase fees ranging from Vi to
1 per cent. It must pay to the Treasury each year an amount 
equal to the income tax it would be required to pay if it were 
subject to taxation. Moreover, its debentures are not guaran
teed by the United States Government (this is also true of 
obligations issued under the management and liquidating func
tion). However, holdings are still restricted to VA and FHA 
mortgages.

The secondary market operation was slow in getting started. 
In the eight-month period ended June 30, 1955, purchases 
under this program amounted to only about 10 million dollars. 
This low volume can be attributed in part to the delays in
volved in acquainting investors with the mechanics of the new 
program, and to the large volume of one-for-one commitments 
still outstanding. With one-for-one commitments, investors 
could sell mortgages to FNMA at par less 1 Vl per cent in fees; 
whereas, under the secondary market operation, discounts and 
fees range from 1 per cent to 6 per cent, and there is a stock 
purchase requirement of 3 per cent. During this period 
there was also a substantial volume of purchases made against 
commitments issued prior to FNMA’s reorganization on mort
gages covering defense, military, and disaster housing.6

In the three months ended September 30, purchases in
creased only moderately, to about 20 million dollars, rising 
more sharply to 13 million in October. These recent increases 
reflected the increasing difficulty that builders were finding in 
obtaining mortgage funds from private sources, coupled with 
the expiration of one-for-one commitments and the reduction 
of other commitments to low levels.

FNMA must purchase 3.1 billion dollars of mortgages less 
an amount equal to its retained earnings before the Treasury’s 
investment is completely liquidated and the secondary market 
operation reverts to private ownership. How long this will

6 Purchases against commitments which were outstanding on 
November 1, 1954 are made under the management and liquidating 
function.
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take depends largely on conditions in the mortgage market; 
increasing tightness in the market would stimulate an expanded 
volume of sales to FNMA. It also depends on the level of 
purchases which FNMA officials feel is consistent with the 
legislative requirement that "excessive” use of FNMA facilities 
be avoided, as well as upon their interpretation of the related 
requirement that purchases be made at the ‘ market” price. 
FNMA is in a position to control the use made of its facilities 
by adjusting its fees and price schedule. The Association can 
also increase its common stock purchase requirement above
3 per cent, although this requirement cannot be reduced below 
that level.

(b) Special Assistance Function. Under its new charter 
FNMA is authorized to "provide special assistance (when and 
to the extent that the President has determined that it is in 
the public interest) for the financing of (1) selected types of 
home mortgages (pending the establishment of their market
ability) originated under special housing programs . . and 
(2) home mortgages generally as a means of retarding or 
stopping a decline in mortgage lending and home building 
activities which threatens materially the stability of a high level 
national economy” (Public Law 560). Under this function, 
the President has authorized FNMA to issue commitments to 
purchase mortgages on housing constructed (or rehabilitated) 
in connection with urban renewal and defense and military 
programs as well as armed services housing, housing in Guam 
and Alaska, cooperative housing, and housing intended for 
victims of a major disaster. This operation is financed entirely 
by the Treasury.

The special assistance function also has been slow to get 
off the ground. As of October 31, 1955, commitments out
standing under special housing programs were only 3.5 million 
dollars and the first purchase had yet to be made. The emer
gency provision of this function has not been used.

(c) Management and Liquidating Function. The Housing 
Act of 1954 directed FNMA to segregate its existing assets 
and liabilities, including commitments outstanding as of 
November 1, 1954, under a management and liquidating func
tion. The purpose of this function was to ". . . liquidate the 
existing mortgage portfolio of the Federal National Mortgage 
Association in an orderly manner, with a minimum of adverse 
effect upon the whole mortgage market and minimum loss to 
the Federal Government” (Public Law 560). It was not in

tended that this function would revert to private ownership, 
but authorization was provided to sell obligations to pr;^ate 
investors and in this way to substitute private funds for the 
Treasury’s investment in the portfolio. Under this authority, 
570 million dollars of three-year notes were sold in January
1955.

Because of the large volume of commitments outstanding 
at the time of its reorganization, and a declining level of sales 
resulting from increasing tightness in the mortgage market, no 
progress has as yet been made by FNMA in liquidating its 
portfolio. Through October 31 of this year, purchases under 
the management and liquidating function totaled about 430 
million dollars and sales only about 90 million dollars, so that 
holdings continued to rise. A small price reduction in July 
failed to stimulate sales, and FNMA decided in October to 
suspend its sales program pending further study of the mort
gage market. Since commitments still outstanding as of Novem
ber 1 amounted to only 57 million dollars, only a modest fur
ther increase in holdings (if any) can be anticipated. Once 
these commitments are taken up or expire, the portfolio will 
begin to shrink under the impact of the continuous flow of 
repayments.

Conclusion

The growth of a national mortgage market in the United 
States can be divided into two phases. The development under 
the FHA and VA programs of a more or less standardized 
mortgage instrument generally acceptable to investors was the 
first phase of this growth.

The second phase— the evolving of a secondary market 
facility which can meet the legitimate needs of investors as 
well as perform efficiently whatever social functions Congress 
requires of it— has been slower to develop. The frequent and 
rather sweeping changes effected in FNMAs operations and 
procedures in the postwar period, although in most cases 
designed to meet specific problems as they arose, in the broader 
view can be considered to have been an experimental part of 
this phase. There has not been sufficient experience under the
1954 reorganization of FNMA to indicate whether that reor
ganization marks an end to the experimental period. In any 
case, FNMA undoubtedly will continue to adapt itself to the 
changing demands made upon it by investors and by the com
munity as a whole.

R ECENT D EVELO PM ENTS IN FOR EIG N  E XC H A N G E  A N D  P A Y M E N T S POLICIES

Controls over foreign trade and payments have been greatly 
relaxed during the last three years throughout much of the 
free world, more particularly in the principal trading countries. 
The advance toward greater currency convertibility and more 
multilateral trading has been achieved not only through the 
extensive lifting of exchange restrictions but also as a result of 
widespread relaxation of quantitative import controls. Further
more, in many countries the treatment of imports from differ

ent sources or paid for in different currencies is more uniform 
than only a few years ago, with the result that discrimination 
against dollar imports has been considerably reduced. Progress 
during 1955, it is true, has been more gradual and has been 
achieved mainly through numerous relatively small measures 
of trade and payments liberalization; but, despite the recent 
payments difficulties of certain sterling area countries and some 
of the larger countries of Latin America, there has, with few
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exceptions, been no relapse into the more stringent direct and 
discriminatory controls over trade and payments that char
acterized the earlier postwar years.

Among the many factors underlying the more favorable 
foreign exchange developments during recent years, the most 
important are the steady growth in agricultural and industrial 
output, the continuing expansion in international trade, sub
stantial progress toward a sustainable balance in the payments 
position of many countries, and a further rise in gold and 
dollar reserves. The growth of the aggregate gold and dollar 
holdings of foreign countries has continued in 1955, even 
though at a somewhat slower rate; in September such holdings 
stood at 26.3 billion dollars, an increase of 1.3 billion during 
the first nine months of the year, compared with a gain of 1.9 
billion during the entire year 1954 and 2.6 billion in 1953.1

Particularly sizable gold and dollar gains— 4.5 billion in 
the period from January 1953 through September 1955— have 
accrued to Continental Western European countries, many of 
which have substantially and extensively relaxed payments and 
trade controls. The sterling area added 1.3 billion to its aggre
gate holdings from January 1953 through June 1954 but 
subsequently lost about 650 million, of which somewhat more 
than 300 million occurred during the third quarter of 1955. 
The sterling area payments difficulties are not, however, nearly 
as acute as in some earlier postwar years and indeed the drain 
on the area’s gold and dollar holdings has now largely subsided; 
with the exception of Australia, no sterling area country has 
found it necessary to tighten its exchange and trade restrictions. 
In other countries, a less favorable trade and dollar position 
has tended to impede the liberalization of trade and payments 
to the same degree as has been attained in Western Europe 
and the sterling area, but in many of them trade and payments 
controls have also been relaxed.

Experience with the liberalizing of dollar trade and payments 
has been noteworthy. Countries that have relaxed their dollar 
import restrictions, like West Germany, the Netherlands, 
the Union of South Africa, and to a lesser degree the United 
Kingdom, are importing considerably more dollar goods. Such 
measures are therefore sometimes credited with being the prin
cipal cause of the rise in imports from the dollar area. These 
countries, however, are experiencing a pronounced business 
boom which has pushed up demand for imports to record levels; 
and in some of them the upsurge in demand for goods, not 
only imports but goods in general, has brought about renewed 
inflationary strains. Indeed, the main purpose of dollar liber
alization in some of these countries has been rather to obtain 
imports more cheaply and thereby exert some downward 
pressure on domestic price levels. The notable rise in imports 
from the dollar area has, as a rule, been accompanied by only 
a moderate increase in exports to that area. To appraise the 
effects of freer dollar trade and payments, account has therefore 
to be taken not only of the liberalization itself but also of the

1 Holdings include official gold reserves (except those of the USSR) 
and official and private dollar holdings as reported by banks in the 
United States (primarily deposits in United States banks and short
term and certain longer-term United States Government securities).

economic and financial environment in which it has taken 
place.

Most of the dollar liberalization, it should also be noted, 
has thus far been concentrated on raw materials; foodstuffs and 
manufactured goods are still restricted almost everywhere. The 
cheaper dollar imports of primary commodities have helped 
improve the terms of trade and lower the manufacturing costs 
of the European industrial countries. However, neither the 
productive efficiency of most European industries nor Europe’s 
ability to live in a more competitive world has as yet been, 
fully tested by the liberalization so far achieved.

Increased Transferability of Currencies

The basic problem of restoring freer and more multilateral 
trade and payments centers on the leading currencies of 
Western Europe. The status of sterling, in view of its position 
as one of the principal international currencies, is particularly 
important. The United Kingdom has in recent years taken a 
number of steps in the field of both exchange and trade controls 
that have gradually increased the usefulness of sterling as an 
international means of payment. An especially important 
measure was the widening in March 1954 of the transferable- 
sterling-account area to include nearly all nonsterling, non
dollar countries. Sterling payments by these countries to one 
another or to sterling area countries, whether for current 
account or capital purposes, may now be made without prior 
Bank of England approval. Previously, many of these countries 
had only "bilateral” sterling accounts, and all transfers to or 
from such accounts required the acquiescence of the British 
exchange authorities. Since transferable sterling can be used 
for payments to and from practically all nondollar countries 
and can be converted, at the official rate, into all currencies 
except those of the dollar area, large segments of international 
trade and payments have thereby been made multilateral.2

Under the sterling area exchange-control regulations,. 
American-account sterling, derived from receipts from the cur
rent transactions of residents of the dollar countries, was always 
convertible into United States dollars at the official exchange 
rate. However, sterling held by other nonresidents could not 
be sold for dollars except at a discount on certain exchange 
markets outside the sterling area. Prior to the widening of the 
transferable-sterling-account area in March 1954, there had 
been separate market quotations for various types of sterling,, 
and the discounts from the official rate had at times been 
sizable. After March 1954 the discount narrowed; but in late
1954 and in early 1955 it widened again to several per cent 
below the official quotation, and the turnover in transferable- 
sterling transactions reportedly increased. This was partly 
attributable to the renewed profitability of so-called "shunting" 
operations, which involved losses of dollar earnings for Britain, 
In February 1955, the British Chancellor of the Exchequer, 
being concerned over the "markets through which sterling is 
traded at a discount to the detriment both of our traders and of

2 See "Sterling Area Payments and Policies”, Monthly Reviewu 
June 1954, and “Expansion and Adjustment ifl Great Britain”* 
Monthly Review, May 1955.
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our reserves”, announced that, among other measures, he had 
"in the interest of the whole sterling area authorized the 
Exchange Equalization Account authorities to use wider 
discretion in operating these markets, so that they may be in a 
better position to carry out our general exchange policy and 
make the most prudent use of our reserves”. Since then, trans
actions in transferable sterling have in fact been made at a 
rate close to the official sterling-dollar rate.

In West Germany, traders were authorized in April 1954 
to effect payments to, and (subject to certain reservations) to 
accept receipts from, most nondollar countries in a new type 
of mark— the so-called limited-convertibility mark— which is 
■convertible into nondollar currencies and is freely transferable 
among nondollar countries. A further multilateralization of 
payments was effected in December 1954, as a result of which 
payments between West Germany and those countries with 
which it has bilateral payments agreements (except Brazil, 
Turkey, and Yugoslavia) could also be settled through special 
accounts that can be used multilaterally in the same way as the 
limited-convertibility mark; all payments between Germany 
and these nondollar countries may now be made also in any 
foreign currency, except that German residents may not pay 
dollars to nondollar countries.

In France, the movement of francs among residents of 
countries belonging to the European Payments Union (EPU) 
was freed in July 1954, and the freedom to transfer French 
francs between residents of the United States and Canada was 
extended to the residents in the other countries of the dollar 
area. In Belgium-Luxembourg, the transferability of funds 
held by nonresidents was likewise widened further in April
1955.

The transferability of currencies has also been broadened 
in some countries by procedures under which certain trans
actions between bilateral agreement partners may now be 
settled through their payments agreements with a third country. 
The increased willingness of many countries to accept transfer
able sterling and the limited-convertibility German mark 
in trade with other countries likewise has facilitated payments 
among nondollar countries.

Relaxation of Quantitative Import Restrictions

While the increased transferability of currencies has been 
confined to nondollar countries, the restrictions on trade have 
been relaxed during recent years as regards not only trade 
between the nondollar countries themselves but also, even 
though to a lesser degree, their trade with dollar countries. The 
policy of relaxing both the general quantitative import restric
tions and those restrictions directed specifically against dollar 
imports has taken mainly two forms. Many countries have 
eliminated or revised their import-licensing system, as a rule 
by introducing "free” lists for specified commodities; other 
countries are merely granting import licenses more liberally or 
are authorizing exchange remittances more readily.

In Western Europe, the liberalization of intra-European 
trade has been fostered by the Organization for European

Economic Cooperation (OEEC). At present more than four 
fifths of nongovernmental intra-European imports3 are, on 
the average, free from quantitative limitations; all the OEEC 
countries except Turkey and Iceland have attained a liberali
zation ratio of more than 75 per cent, while nearly half have 
freed more than 90 per cent. Italy’s ratio has been maintained 
at 100 per cent for almost three years, while Austria, France, 
the Netherlands, and the United Kingdom have reduced their 
restrictions since 1954.

Concurrently with the progressive liberalization of intra- 
European imports, restrictions on imports from the dollar area 
have also been relaxed since 1953. With the exception of 
France, Norway, and Turkey, all OEEC countries now have 
"free” lists for certain imports from the dollar area. In Belgium- 
Luxembourg and in the Netherlands, as well as in Switzerland, 
these lists cover more than 85 per cent of nongovernmental 
dollar imports (based on imports in 1953), while in West 
Germany, Sweden, and the United Kingdom the ratio is now 
above 50. In addition, import licenses in many countries are 
being granted more liberally, which has raised de facto dollar 
import liberalization to fairly high levels. The easing of quan
titative restrictions has, however, been concentrated in raw 
materials; progress as regards foodstuffs and manufacturers has 
been slower.

Outside Western Europe, where balance-of-payments trends 
have been less favorable over the past three years, some 
progress has nevertheless been made in reducing quantitative 
import restrictions on dollar and nondollar goods. Since the 
latter part of 1953, imports have been liberalized in Ceylon, 
India, Iran, Lebanon, New Zealand, Thailand, and the Union 
of South Africa. In Australia, however, a marked increase in 
imports under the impact of a high internal demand has led 
to a reversal of the previous liberalization measures. In such 
countries as Indonesia, Pakistan, and the Union of South 
Africa, little distinction is now made between goods coming 
from the dollar and the nondollar areas. In Latin America 
there has been relatively little discrimination against dollar 
imports; furthermore, general quantitative restrictions have 
been of importance chiefly in Argentina, Brazil, Bolivia, Chile, 
Paraguay, and Uruguay, while most of the other Latin Amer
ican countries have relied on other forms of control.

Trade has been liberalized also by the granting of trade and 
payments facilities for traders in selected commodity markets. 
As a result, authorized traders in these markets are now able 
to buy and sell the commodities concerned subject only to a 
minimum of control. These facilities exist now in several 
countries, including the Netherlands and the United Kingdom. 
They are particularly important in the United Kingdom where 
traders are permitted to purchase certain commodities from 
the dollar area for resale against sterling or other inconvertible 
currencies; since the latter part of 1952 this type of commodity 
convertibility has been progressively enlarged, and at present 
most commodities except grains, cotton, and refined sugar may

3 Computed, in most cases, on the basis of imports in 1948.
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be freely purchased in the dollar area and resold against incon
vertible exchange.

Relaxation of Restrictions on "Invisible” 
Transactions

There has also been some relaxation in the granting of 
exchange for settlement of the so-called "invisible” transac
tions— such as remittances of profits, interest, dividends, insur
ance premiums, tourist expenditures, etc. Generally, invisible 
payments in connection with authorized trade transactions are 
freely permitted. However, in Western Europe travel allow
ances remain in most cases still rather restricted, although 
Austria, Belgium-Luxembourg, Denmark, France, West Ger
many, the Netherlands, Sweden, and the United Kingdom dur
ing the past year have increased the allowances for travel, 
principally in nondollar countries.

Outside Western Europe, most countries retain rather tight 
controls over invisible transactions, largely in order to make 
unauthorized capital transfers more difficult. In many of the 
less developed countries, however, there has been a tendency 
to improve the climate for foreign investors by increasing the 
amounts that may be transferred abroad as investment income; 
in some cases, however, less favorable exchange rates apply to 
such payments than to trade transactions.

Relaxation of Controls on Capital Transfers

Restrictions on capital movements, including the sale of 
securities held by nonresidents, have likewise been considerably 
eased in certain Western European countries. In West Ger
many, a category of nonresident accounts, called liberalized 
capital accounts, was created in September 1954; it replaced 
the blocked-mark accounts that in some cases dated from 1931. 
Holders of these capital balances, with the exception of resi
dents in the dollar area and certain Eastern European countries, 
may now sell at the official rates of exchange their existing 
balances as well as any amounts subsequently credited to them. 
Holders residing in the dollar area may sell their balances on 
the free exchange markets to other nonresidents of West 
Germany; the free market rate for such funds has during the 
past year been within 1 per cent of the official market quota
tion for the mark. In addition, holders of liberalized capital 
balances may transfer them into the limited-convertibility 
marks mentioned above, or may use them inside Germany for 
investment or for certain current payments such as travel 
expenses.

In Belgium-Luxembourg, restrictions on capital transactions 
have been almost entirely lifted for nonresidents as well as 
residents. In July 1954, the free movement of capital to and 
from the Netherlands was authorized, with payments to be 
effected outside the clearing mechanism of the EPU through 
a newly created free exchange market; certain current pay
ments not connected with trade were also authorized to be 
made through this market. The facilities of this market 
were also extended to residents of all other EPU countries, 
and in April 1955 to residents of the dollar area as well. In 
May 1955 residents of Belgium-Luxembourg, who could al
ready deal in nondollar currencies and dollar securities in the

free market, were authorized to engage also in free market 
operations in dollars for capital and certain current transac
tions, and nonresidents were enabled to convert their capital 
balances into dollars through this free market. These measures 
in effect established resident and nonresident convertibility of 
Belgian and Luxembourg francs for capital transactions at free 
market rates. These rates have deviated very little from the 
official rates.

In the Netherlands, both residents and nonresidents enjoy 
considerable freedom in capital transactions. Dutch residents 
have been authorized, under the foregoing arrangements with 
Belgium-Luxembourg, to purchase securities and certain other 
capital assets with Belgian francs acquired in the free market. 
In September 1954, the Nederlandsche Bank announced that it 
was prepared to grant licenses to Dutch residents for the pur
chase in EPU countries of foreign securities expressed in EPU 
currencies. In April 1955, the regulations applicable to trans
actions by residents in foreign securities quoted on the Dutch 
stock exchanges were appreciably relaxed, and the deposit 
abroad of such securities was made easier. On the other hand, 
residents in EPU countries have been authorized since March
1954 to have the proceeds from the sale of capital in the 
Netherlands transferred to them, while residents in the dollar 
countries may generally have exported to them their securities 
held in custody in the Netherlands.

In the United Kingdom, residents of transferable-account 
countries were allowed in September 1955 to transfer sterling 
securities, or the proceeds of their sale, to the dollar area.

Multiple Exchange Rate Practices

Much less progress has been made in abolishing multiple 
exchange rate practices. Of the sixty-seven countries annually 
surveyed by the International Monetary Fund, one third still 
employ some form of multiple exchange rate device; the mere 
number of countries indulging in multiple rates or a mere 
enumeration of such practices tends, however, to overstate their 
importance for world trade as a whole. Furthermore, certain 
countries have simplified their systems and narrowed the spread 
between the various rates. With minor exceptions, moreover, 
no new multiple exchange rate systems have been introduced 
over the past year, and there have been no significant instances 
of a further elaborating of the existing ones. In Western 
Europe, finally, where a relatively mild form of multiple ex
change rate practice had been employed by some countries in 
the early postwar years, mainly as an encouragement to exports, 
the practice has now been largely abandoned.

Among the countries that appear to be moving in the direc
tion of rate simplification are several in Latin America, notably 
Argentina, Brazil, Colombia, and Nicaragua. In October 1955 
Argentina reduced its eleven exchange rates to two, a fixed 
rate and a fluctuating free market rate, although the imposition 
of exchange surcharges makes the structure of rates more com
plicated than would appear at first glance. In Brazil, where the 
exchange mechanism became increasingly complex in 1953 
and 1954, a revision of the exchange system was drawn up in 
the summer of 1955 but has not yet been enacted. Colombia
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unified its coffee export rate with its other export rates in 
February 1955, and in May moved to reduce the number of 
effective buying and selling rates to two, a fixed rate and a 
fluctuating free market rate. Nicaragua took steps in July
1955 toward a unified exchange rate structure by reducing 
the number of rates from five to three and by narrowing the 
spread between them.

In Chile, Ecuador, Paraguay, and Uruguay, the rate struc
tures have remained rather complex. Chile has in effect de
valued the peso three times since 1953, and while the number 
of exchange rates has been somewhat reduced, the margin 
between them remains wide. A multiplicity of exchange rates 
still encumber the exchange mechanisms of Paraguay and 
Uruguay, little having been done in the past three years to 
reduce their number. In Ecuador the rate structure became 
somewhat more complex when a special rice export rate was 
introduced early in 1954.

Among the countries of the Middle and Far East, Egypt in 
September 1955 abandoned the system of so-called import 
entitlement accounts, originating from the proceeds of certain 
exports, which in effect had given rise to multiple exchange 
rates. Iran, bolstered by the recovery of its oil production, re
duced the number of effective exchange rates during 1954 and 
early 1955. Israel, which adopted a multiple exchange rate 
system in 1952, has since July 1954 simplified its exchange 
rate system on the basis of two rates— a rate covering all 
ordinary foreign transactions and a special rate for incoming 
charitable remittances.

Thailand moved toward a complete unification of its ex
change rates in September 1955 when special export rates 
applying to rice, rubber, and tin were abandoned, and foreign 
exchange transactions, except for government payments and 
student expenditures, began to be conducted at a single fluc
tuating exchange rate. In Indonesia, the number of fixed rates 
was also reduced in September 1955, the spread between them 
narrowed, and at the same time an auction system for certain 
classes of imports was introduced.

W eakening of Bilateralism

Another aspect of recent trends in international trade 
and payments is the weakening of bilateralism. Because of 
the increasing desire to enjoy the competitive advantage of 
buying in the cheapest market, less use is now being made of 
bilateral trade and payments agreements as a means of securing 
additional exports, since the latter have to be offset, under the 
agreements, by additional imports that might not be bought 
on the basis of normal price considerations alone. An impor
tant factor in the weakening of bilateralism is the increased 
transferability of sterling, and also of the German mark, men
tioned above; another is the previously noted widening of 
commodity market facilities in Western Europe, along with 
the decline in the number of commodities still subject to state 
trading.

A potent influence in diminishing the extent to which bal
ances between countries arising from bilateral payments agree
ments are actually settled bilaterally has been the fact that the

agreements themselves have seldom achieved their targets; as 
a result, excess credits and debits have frequently accumu
lated on the bilateral accounts. In many instances, the set
tlement of final balances in convertible currency, which as a 
rule is provided for in the agreements, has been diflicult or 
impossible, and creditors have consequently sought means of 
liquidating their claims through third countries.

A recent instance of the multilateralizing of the settlement 
of bilateral balances was the conclusion in August 1955 of an 
agreement between Brazil, West Germany, Britain, and the 
Netherlands for the creation of a so-called area of limited 
convertibility within which the currency balances between 
Brazil and the other countries are intertransferable. Previ
ously, the structure of Brazilian exchange rates had been such 
as to give rise to cross rates that tended to reduce the volume 
of British exports to Brazil, at the same time channeling the 
exports of the latter to West Germany and the Netherlands, 
often for ultimate transshipment to Britain. Belgium last 
month joined this area of limited convertibility.

Other Exchange Developments
Certain other exchange developments also call for brief 

comment. In Canada, where no exchange control is in force, 
there has been no change in the policy, initiated in 1950, of 
allowing the rate of exchange to be determined— as stated by 
the Minister of Finance in Parliament in April 1955— by the 
sum total of the forces operating in the exchange market, in
cluding the influence of fiscal and monetary conditions. The 
resources of the Canadian exchange fund, he said, were not 
used to reverse persistent trends, but only to contribute to 
orderly conditions by limiting excessive short-run movements 
in either direction that might otherwise occur. The Canadian 
dollar stood at a premium over the United States dollar from 
March 1952 until November 1955. In August 1952, the pre
mium reached a peak of over 4 per cent; in the latter part of
1953, and again during part of 1954, it was around 3 per cent. 
In February of this year, however, it fell below 2 per cent and 
virtually disappeared in November. This decline seems to be 
largely attributable to a deterioration in Canadas balance of 
payments and to a reduced inflow of capital from the United 
States, which in turn may have reflected the rise in United 
States interest rates relative to those in Canada. Canadian gold 
and United States dollar holdings, including additions of newly 
mined gold, have fluctuated moderately over the past two years; 
these holdings rose about 200 million United States dollars in
1954 to 2.6 billion, and although they declined slightly in the 
first half of the current year, they regained that level again in 
September.

Peru, like Canada, does not maintain a fixed exchange rate. 
The two existing dollar rates for the sol are determined in a 
"certificate market”, which covers most trade transactions, and 
in a "draft market” applying to most invisible and capital 
transactions. Following the stabilization measures taken in
1953 to curb inflation,4 Peru’s balance of payments improved, 
and the certificate rate appreciated from about 21 soles per

4 See “Economic Stabilization in Peru”, Monthly Review, March
1 9 5 5 .
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dollar at the start of 1954 to about 19 soles by the end of the 
year, a rate that has since been maintained mainly through 
official purchases of foreign exchange designed to keep the rate 
from appreciating further.

Elsewhere in Latin America, several countries lowered the 
par value of their currencies, notably Paraguay, Mexico, Chile, 
and Bolivia; others, including Brazil, Colombia, Uruguay, and 
very recently Argentina, in effect devalued their currencies by 
moving certain export and import goods into categories on 
which lower exchange rates applied.

In Asia, Pakistan devalued the rupee by 30 per cent in 
August 1955, and Thailand lowered its import and export 
rates by stages and in September revised its exchange rate 
system. South Korea in August 1955 also devalued the official 
exchange rate of the hwan from 180 to 500 per dollar and 
discontinued the exchange auction system introduced in 
October 1954. Japan, while keeping its exchange rate fixed, 
reduced in March 1955 the export retention quotas instituted 
in August 1953. In the Middle East, Iran’s rial appreciated 
from 90.5 per dollar in mid-1954 to 76.5 a year later.

Concluding Remarks

Notable progress has thus been made in the past three years 
toward freer and more multilateral trade and payments. The 
remaining foreign exchange and payments controls in the 
principal trading countries are far less comprehensive and 
stringent than even a few years ago; and that portion of trade 
among the free nations which still flows through rigidly con
trolled channels is relatively small compared with the total 
trade of the free world. Some of the recent measures, taken 
individually, may well appear relatively unimportant; in the 
aggregate, however, they have contributed, along with the 
earlier trade and payments liberalization, to the sustained 
growth of international trade. Moreover, the steady movement 
toward freer trade and payments has been self-reinforcing in

D EP A R TM E N T

Sales at Second District department stores increased 1 per 
cent in November, on a seasonally adjusted, daily average basis, 
and were 2 per cent higher than in November 1954, according 
to preliminary data. This November’s sales index of 109 
(1947-49=100 per cent) is equal to the January 1955 index, 
previously the "best” month this year. With or without 
adjustment for shopping day differences from year to year, 
department store sales in this District set an all-time high 
for November.

Consumer purchases at Second District department stores 
were 3 per cent higher in the first ten months of this year than 
in the same period in 1954, and 4 per cent higher than in the 
comparable period of 1953.

In the important New York-Northeastern New Jersey 
metropolitan area,1 department store sales recorded a 4 per

1 Indexes for this area and the Buffalo metropolitan area have 
recently been compiled by this Bank. They are now available for the 
period 1947 to date, from the Financial and Trade Statistics Division.

the sense that the dismantling of foreign exchange and quanti
tative trade restrictions in one country has prompted similar 
measures elsewhere, thereby giving rise to reciprocal effects 
that have further strengthened the forces working toward a 
progressive freeing of international trade. Finally, the advance 
toward general currency convertibility and more multilateral 
trading has covered the whole area of exchange restrictions as 
well as of quantitative import restrictions, including in many 
countries the discriminatory restrictions on imports from the 
dollar area.

Despite the extension of multilateralism and nondiscrimina
tion, the advance toward greater currency convertibility and 
more multilateral trading has been slower than had sometimes 
been anticipated. Among the reasons for this is the re
appearance of inflationary strains and attendant balance-of- 
payments difficulties in several important trading countries. 
Another is the maintenance by many countries of quantitative 
import restrictions, primarily for the protection of individual 
industries or certain sectors of the economy rather than for 
balance-of-payments considerations.

It is nevertheless significant that recent adverse influences 
affecting sterling and certain other currencies have, with very 
few exceptions, not been met by a reimposition of the more 
stringent trade and exchange controls of earlier years. Instead, 
exchange and trade liberalization has remained an essential in
gredient of economic policy in the principal trading countries. 
Furthermore, the current payments difficulties of some of 
these countries do not appear large in magnitude; and now 
that remedial monetary and fiscal action has been taken to help 
restore better payments positions, the prerequisites for a further 
step-by-step advance toward freer trade and payments may well 
be re-established. In any event, the growing understanding of 
the close relationship between domestic stability and a sustain
able external payments position is an essential condition for 
attaining freer and more multilateral trade and payments.

STORE TR AD E

cent gain in the first ten months of 1955 over the same months 
of 1954 and were 5 per cent higher than in 1953. Within 
that area, New York City sales were 1 per cent above the level 
of 1954 and 1953, while sales in Newark fell 1 per cent from 
the 1954 level and 2 per cent from the corresponding period 
in 1953. In the New York State suburban sections of the 
metropolitan area (Nassau, Suffolk, Westchester, and Rockland 
Counties), the dollar volume of department store sales showed 
the largest gain of any area in the District, 23 per cent above

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

Item
1955 1954

Oct. Sept. Aug. Oct.

Sales (average daily), unadjusted................. 116 I l l 81 110
Sales (average daily), seasonally adjusted.. 108 108 106 103

Stocks, unadjusted............................................ 131 123 114 130
Stocks, seasonally adjusted............................ 117 116 117 116
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the corresponding 1954 ten-month level and 32 per cent above 
1953; the Northern New Jersey section of the metropolitan 
area (which includes Newark) has had 4 per cent greater 
dollar sales thus far this year, compared with 1954.

The other large concentration of population in this District 
is in the Buffalo metropolitan area. In this area, too, suburban 
sales have grown more rapidly than those of the downtown 
stores. Department store sales for this area as a whole in the 
first ten months of 1955 were 3 per cent above the correspond
ing ten months of 1954 and 2 per cent above 1953’s record 
levels. Department stores within the city limits of Buffalo had 
sales 2 per cent higher than last year, but only equal to the
1953 level.

Within other sections of the District, as shown in the 
accompanying table, sales increases for the first ten months 
ranged from 1 per cent in Southern New York State and the 
Rochester metropolitan area to 10 per cent in Fairfield County. 
Department stores in Bridgeport (the major city in that 
county) have recorded sales 6 per cent larger than last year, 
but have only been able to equal the same ten months in 1953. 
In Rochester, by contrast, department store sales for the first 
ten months this year were 6 per cent higher than in the cor
responding period in 1953.

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

Net sales
Stocks

Area

Oct. 1955
Jan.through 

Oct. 1955
Feb.through 

Oct. 1955

on hand 
Oct. 31,

1955

Department stores, Second District.............. +  7 +  3 +  3 +  2

New York-Northeastern New Jersey .
Metropolitan Area.............................. +  7 +  4 +  3 -f 1

New York City......................................
Nassau, Suffolk, Westchester, and Rock

+  4 +  1 0
[ + 1 -land Counties..................................... +35 +23 +23 )

Northern New Jersey............................. -j- 5 +  4 +  4 +  4
-  1 -  1 -  2

Fairfield County........................................ +  10 +  10 +  9 +  3
+11 +  6 +  6 —

Lower Hudson River Valley...................... +  2 +  8 +  7 +  7
Poughkeepsie.......................................... +  1 +  8 +  7 +  3

Upper Hudson River Valley......................
Albany-Schenectady-Troy

+  9 +  3 +  3 +  7

Metropolitan Area.......................... +  8 +  2 +  2 +  &
+  12 +  6 +  6 +  6

Schenectady........................................ +  1 -  3 -  2 +  5
Central New York State............................ +  8 +  4 +  4 _  i

Utica-Rome Metropolitan Area............. +  8 +  3 +  2 +  4
Utica................................................... +  9 +  5 +  5 T  4

Syracuse Metropolitan Area.................. +  9 +  5 +  5 — 2
Northern New York State......................... n.a. n.a. n.a. n.a.
Southern New York State......................... +  1 +  1 +  1 +  1

Binghamton Metropolitan Area............. +  4 +  3 +  4 +  3
Western New York State.......................... +  4 +  2 +  2 +  3

Buffalo Metropolitan Area..................... +  0 +  3 -r 3
Buffalo............ . . ................................ +  5 +  2 +  2 -r 3
Niagara Falls...................................... +  4 +  2 +  2 —

Rochester Metropolitan Area................ -  1 +  1 +  1 +  3

Apparel stores (chieflv New York City)....... +  5 +  2 +  2 +  7
i

* Separate figures for New York City and the other counties are not available, 
n.a. Not available.

SELECTED ECONOMIC INDICATORS 
United States and Second Federal Reserve District

1955 1954
Percentage change

Item Unit
Latest month Latest month

October September August October
from previous 

month
from year 

earlier

UNITED STATES

Production and trade
Industrial production*...................................................................... 1947-49*= 100 142 p 142 140 126 # +  13
Electric power output*...................................................................... 1947-49 -  100 204 202 208 174 +  1 +  17
Ton-miles of railway freight*..........................................................
Manufacturers’ sales*........................................................................

1947-49- 100 — 106p 102 94 +  4 +  18
billions of $ 26.7 p 27.1 27.2 22.5 -  1 +  19

Manufacturers' inventories*............................................................ billions of $ 45. 2p 44.7 44.3 43.2 +  1 +  5
Manufacturers’ new orders, total*................................................. billions of $ 27 .4p 28.3 28.7 22.9 -  3 +20
Manufacturers’ new orders, durable goods*................................ billions of $ 14. Ip 14.9 15.1 10.8 — 5 +31
Retail sales*......................................................................................... billions of $ — 15.8p 15.7 14.1 +  1 +  11
Residential construction contracts*.............................................. 1947-49- 100 242p 256 278 263 — 5 -  8
Nonresidential construction contracts*........................................ 1947-49- 100 252p 246 246 226 +  2 +  12

Prices, wages, and employment
Basic commodity pricest.................................................................. 1947-49 ■= 100 89.3 S9.9 89.5 90.5 -  1 -  1
Wholesale pricesf............................................................................... 1947-49 «= 100 111. 5p 111.7 110.9 109.7 # +  2
Consumer pricesf............................................................................... 1947-49 = 100 114.9 114.9 114.5 114.5
Personal income (annual rate)*...................................................... billions of $ — 307.op 305.3 288.4 +  1 +  7
Composite index of wages and salaries*....................................... 1947-49 =  100 — 143 p 142 138 +  1 +  4
Nonagricultural employment*........................................................ thousands 49,907p 49,847p 49,742 48,129 # +  4
Manufacturing employment*.......................................................... thousands 16,755p 16,69523 16,668 15,835 # +  6
Average hours worked per week, manufacturingf..................... hours 41.2p 40.9 40.6 39.9 +  1 +  3
Unemployment.................................................................................... thousands 2,131 2,149 2,237 2,741 -  1 -2 2

Banking and finance
Total investments of all commercial banks................................. millions of $ 79,6500 78,870p 79,340p 86,270 +  1 -  8
Total loans of all commercial banks.............. ............................... millions of $ 79,210p 7S,390p 77,340p 67,740 +  1 +  17
Total demand deposits adjusted..................................................... millions of $ 106,130p 104,840p 103,880p 103,100 +  1 +  3
Currency outside the Treasury and Federal Reserve Banks*.. millions of $ 30,410?) 30,359 30,380 29,958 4 +  2
Bank debits (337 centers)*.............................................................. millions of $ 69,318 71,681 74,758 60,118 -  3 +  15
Velocity of demand deposits (337 centers)*............... ................ 1947-49 =  100 127.5p 130.0 132.5 116.3 -  2 +  10
Consumer instalment credit outstanding!.................................... millions of $ 26,963 26,699 26,155 21,952 +  1 +23

United States Government finance (other than borrowing)
Cash income......................................................................................... millions of $ 2,869 5,988 6,333 2,617 -5 2 +  10
Cash outgo........................................................................................... millions of $ 5,659 5,904 7,256 5.095 -  4 +  11
National defense expenditures......................................................... millions of $ 3,281 3,292 3,777 3,343 * -  2

SECOND FEDERAL RESERVE DISTRICT

Electric power output (New York and New Jersey)*................... 1947-49 -  100 149 150 158 136 # +  9
Residential construction contracts*................................................... 1947-49= 100 — 167 201 175 -1 7 +  4
Nonresidential construction contracts*............................................. 1947-49- 100 — 249 254 197 — 2 +20
Consumer prices (New York City)f.................................................. 1947-49 — 100 112.4 112.6 111.9 112.6 # #
Nonagricultural employment*............................................................. thousands — 7,588.5p 7,569.1 7,484.7 # +  i
Manufacturing employment*.............................................................. thousands — 2,627.2p 2,638.6 2,597.6 4 +  i
Bank debits (New York City)*.......................................................... millions of $ 66,899 63,182 67,793 58,210 +  6 +  15
Bank debits (Second District excluding New York City)* millions of $ 4,621 4,810 4,797 3,991 _  4 +  18
Velocity of demand deposits (New York City)*............................ 1947-49= 100 176.0 161.S 168.7 154.6 +  9 +  14

Note: Latest data available as of noon, December 1, 1955.
p Preliminary. r Revised. t Seasonal variations believed to be minor; no adjustment made.
* Adjusted for seasonal variation. # Change of less than 0.5 per cent.
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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