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MONEY AND GOODS

The balance—or lack of it—between money and goods is vital for our econ
omy. Demand is still at an all-time high. Individuals and business hold huge 
stocks of money and “near money,” and they are using their money holdings 
more actively. The supply of goods and services has increased greatly in recent 
months, but the rate of industrial production seems to be leveling off.

The concepts of “demand” and “supply”, overworked as they are, are still 
our most useful tools for explaining the current business situation. Demand can 
best be viewed as essentially a problem of money. While it is true that production 
automatically generates purchasing power, money acts as the intermediary, the 
form in which demand is expressed. But money is more than grease for the wheels 
of commerce. Its amount is influenced by commercial banks; its use is determined 
by individual holders. And changes in the amount of and in the use of money exert 
powerful influences toward expansion or contraction of business activity, toward 
rising or falling prices.

Supply is basically a physical rather than a money problem—a question of 
production technique. It, too, is related to both the quantity of money and the 
use of money in that there must be adequate demand to call forth production. 
But at any given time there is a limit, established by our existing plant, the size 
of the labor force and our natural resources, beyond which supply can not eco
nomically be expanded. Supply and demand, though closely related at many 
points, raise distinct problems, and the complex factors governing each call for 
separate analysis. The articles in this BUSINESS REVIEW discuss some of the 
fundamentals of these two all-important aspects of the business scene.

■ ■.
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How Is Our Money Behaving?
Money holdings are still huge and are being used faster.

Everyone is concerned with the money supply. 
The amount of money which any of us has or can 
get measures the extent to which we can demand 
goods and services; the amount which all of us 
have and use influences the level of prices—the 
buying power of our money.

How Much Money Is There?

Wartime experience sharpened awareness of 
the importance of the quantity of money. It is 
now generally recognized that the basic cause of 
the upward pressure (^1 prices was the tremen
dous growth in our stock of money generated by 
war financing. The situation has continued 
much the same since the war. The total amount, 
it is true, has been reduced by Treasury drafts 
upon its War Loan Accounts to pay off maturing 
obligations. But, as indicated in Chart I, money 
privately held continued to increase up to this 
year, bolstered by Treasury payments to non
bank investors for maturing securities and by 
heavy private borrowing from commercial 
banks.

Money alone gives an incomplete picture of 
potential demand. Individuals and business own 
billions of dollars worth of Government securi
ties which, because they can be turned into 
money so readily, might well be considered 
“near money”. The total quantity of money 
generated during the war depended principally 
on the extent to which the banking system 
bought Government securities; but the indi
viduals and businesses who ultimately received 
the money decided for themselves the form in 
which they would hold their liquid assets— 
whether time deposits, demand deposits, cur
rency, or Government securities. They can de
cide at almost any time to hold money rather 
than “near money”.

As shown in the first chart, however, indi
viduals in general have held on to their bonds. 
True, holders of small denomination Series E 
Savings Bonds have been redeeming more than 
they have been buying, but larger investors in 
Series F and G Savings Bonds have been buying 
considerably more than they have been redeem
ing. Business concerns have reduced their Gov

ernment security holdings since the war, but this 
was expected to occur as reconversion pro
gressed.

In short, the recent picture so far as the 
quantity of money is concerned shows individ
uals and business as a whole still holding huge 
stocks of money and “near money” which they 
can use in exercising their demands for goods 
and services. These money stocks are as much a 
problem as ever. But an additional complicating 
factor has entered the picture—money is be
coming more active. The rising turnover of our 
money supply, which has been going on vir
tually unnoticed for the past year, has sig
nificant implications for the trend of demand.

How Fast Is Money Being Used?

In facilitating the exchange of goods and 
services each unit of money is used time and 
again. The quantity of money and the rate of 
its circulation, therefore, are dual aspects of 
the same problem; a dollar used ten times can
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accomplish the same volume of transactions as 
a ten-dollar bill used once. The number of 
times money is used in a given period, say a 
year, is one measure of money turnover. One 
arrives at this figure simply by dividing the total 
value of all transactions by the average amount 
of money. Every time money changes hands— 
when the farmer sells wheat to the miller, the 
miller sells flour to the baker, the baker sells 
bread to consumers—the volume of transactions 
increases. The number of times the money 
supply is turned over in making all these trans
actions is commonly referred to as the “trans
actions velocity” of money. Although there is 
no complete measure of this type of velocity, 
a reasonable indication of its trend is provided 
by deposit turnover, obtained by dividing debits 
or charges to deposit accounts by average de
posits. The trend of deposit turnover is shown 
in the upper panel of Chart II. As is to be ex
pected, demand deposits are used more rapidly 
than total deposits because the latter also in
clude time and savings accounts.

Another measure is what is often called the 
“income velocity” of money. A rough idea of 
this is obtained by dividing the final value of 
goods and services produced—that is, gross na
tional product—by the average volume of money 
available for use in producing it. Money con
tinually travels a circular path: consumers spend 
money either for consumption or investment, the 
money is passed on to merchants and producers, 
and finally is returned to consumers in the form 
of income. For this reason, income velocity of 
money is often called “circular velocity”.

The trend of income velocity is shown in the 
lower panel of Chart II. Because activities of 
the Federal Government have been so important 
in recent years, it is useful to eliminate Govern
ment spending from the gross national product 
and Government deposits from the money sup
ply. The resulting indicator of “private” income 
velocity reflects much more accurately the 
spending habits of individuals and business.

Spending habits may be viewed in two ways: 
as the number of times the average dollar turns 
over during a year, or as the length of time it 
takes for the average dollar to turn over once. 
Turnover obviously depends on how much of 
their incomes people hold in cash and how long 
they hold it. If we know why people hold 
money, therefore, we can explain why velocity
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behaves as it does. One reason for holding cash 
balances is simply that money is not spent as 
soon as it is received. During the war, incomes 
rose to unprecedented levels but many normal 
outlets for expenditure were shut off by the 
exigencies of war production. The great major
ity of the population exercised restraint in spend
ing, and for a time saved as much as one fourth 
of annual disposable income. Money turnover 
declined. Since the war, individuals have been 
spending a much larger proportion of their cur
rently disposable incomes and are now saving 
only about 7 per cent. The recent upward trend 
of “private” income velocity closely reflects this 
basic shift in the spending-holding relationship.

A strong motive for holding money is uncer
tainty as to the future. Many individuals, enjoy
ing larger incomes than they had ever before re
ceived, undoubtedly saved during the war be
cause they expected lower wages or even unem
ployment after the war. The fact that these 
expectations have not materialized may be an 
important reason why people are willing to use 
their money more rapidly.

How fast money circulates is also influenced 
by how it is received and paid out. The war in
troduced many changes in the flow of goods and

Page 85

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



in money payments. Because the Government 
became industry’s big customer, many inter
mediate steps in the flow were eliminated. 
Fewer payments were necessary to produce a 
given gross national product. At the same time 
there was a movement toward greater concen
tration within industry itself, eliminating some 
money transactions which ordinarily would 
have been made among individual companies.

Since the war, the Government has been re
ducing its expenditures, most controls have been 
lifted, and the flow of goods and payments have 
resumed, more or less, their normal pattern. 
The gross volume of money transactions is re
gaining its pre-war relationship to gross national 
product, accounting for part of the rise in deposit 
turnover.

A basic difference between transactions ve
locity and income velocity is that the former 
takes account of money payments made for ex
isting property, such as stocks, bonds, and real 
estate. Deposit turnover thus may be influenced 
strongly by financial and speculative transac
tions. This is particularly the case with the turn
over of deposits in New York City (not shown 
in the chart). After 1942, turnover of deposits 
in that city rose in response to the rising volume 
of security transactions and in contrast to de
posit turnover in other areas. On the other hand, 
the increase in turnover during the past year 
has not been paralleled in New York City, large
ly because security trading has been slack until 
very recently. Speculation in securities, there
fore, apparently has been a minor factor con
tributing to this more rapid use of money.

In a sense, consumers are “speculating” when 
they buy or refrain from buying because they 
expect prices to go up or down. During the re
cent period of rapidly rising prices some con
sumers may have made purchases which they 
might have postponed had they expected prices 
to decline. Many others, however, and particu
larly those with small incomes, were forced to 
draw upon their liquid asset holdings to pay for 
general living expenses. Rising prices caused, 
so to speak, an “involuntary” use of money for 
necessities.

Outlook and Implications

Notwithstanding talk of recession, the large 
amount of available money and the increas

ing rapidity of its use emphasize that infla
tion is still a problem. But it is a problem 
which the fiscal and monetary authorities have 
long been aware of and with which they are 
dealing in an increasingly effective manner. The 
Treasury has been taking in larger amounts of 
cash than it has been paying out. It has been 
using its cash balance to reduce the volume of 
Government securities held by the banking sys
tem. Part of these operations have put pressure 
on bank reserves, making credit expansion more 
difficult. If it is possible to maintain a budgetary 
surplus and continue inducing nonbank investors 
to buy and to hold on to Government securities, 
the prospects are for further reduction in bank 
holdings.

The Federal Reserve System has been equally 
concerned with the problem and has been taking 
steps to exercise control over bank reserves and 
the expansion of credit. The preferential dis
count rate of V2 per cent on advances to member 
banks secured by short-term Government securi
ties was discontinued as early as the spring of 
1946. Shortly afterwards the Board of Gov
ernors put forth proposals designed to control 
credit expansion and at the same time assure 
stability of Government security prices. And 
just recently the Reserve Banks discontinued 
the practice of buying newly-issued Treasury 
bills at a fixed rate of per cent, permitting 
greater flexibility of short-term rates and dis
couraging monetization of the public debt. Fur
ther expansion of bank credit and the quantity 
of money may become increasingly difficult de
pending on the extent to which the monetary 
authorities are able and desire to put pressure 
on bank reserves.

Money velocity, however, may rise further. 
Consumers may spend, at least for a time, a 
larger proportion of their incomes than was 
“normal” before the war. Experience after the 
first world war suggests that this might happen, 
and the large backlog of savings together with 
a general feeling of optimism may induce 
consumers to use their money more freely. Ac
cording to a survey sponsored by the Board of 
Governors of the Federal Reserve System early 
this year, a much larger percentage of the popu
lation now believes that good times are ahead 
than was the case a year ago.

On the other hand, the survey indicated
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many more consumers now feel that prices will 
go down. A fair proportion of them intend to 
postpone certain purchases and follow a policy 
of economy until prices are more favorable. 
This attitude will tend to exercise a dampening 
effect on money velocity.

Expectations and attitudes, therefore, will 
have a strong influence on how rapidly money 
is used. The danger is that they may continue 
to aggravate fluctuations in demand. In the past, 
changes in the money supply itself have often 
tended to accentuate booms and depressions: 
as business activity expanded, banks tended to 
increase their loans, adding to the money 
supply, increasing pressure on prices, and 
in turn creating a need for larger loans; 
ultimately, bank credit contracted, the money 
supply shrank, prices fell, and a downward 
spiral ensued.

Changes in money turnover also generally 
tended to add instability to the economy, rising 
in booms and falling in depressions. The war 
period marked a major exception to this rule, 
but recent experience is more in line with past 
developments. As activity rises and when pros
pects are good, business increases its outlays for 
plant, equipment, and inventories, and consum

ers use their money balances for purchases, par
ticularly of durable goods. When peak activity 
appears to be passing, business and individuals 
conserve their cash resources, using their money 
less intensively. Past experience suggests, there
fore, that not only is the recent rise in money 
turnover aggravating an inflationary situation, 
but that if and when a recession does set in a 
drop in money velocity is apt to intensify the 
problem.

Governed as it is by human motivations, there 
is little that can be done directly in the way of 
restricting turnover now or encouraging more 
rapid use of money in a recession. Perhaps more 
helpful than any other factor in holding down 
the turnover of money today would be a wide
spread awareness of a strange fact—that money 
is of value to us largely because it can be used 
but that if we insist on using it before the econ
omy has a chance to produce a sufficient volume 
of the goods we desire, our money loses some 
of its value as prices rise. Because it is not feas
ible to exercise direct control over money turn
over, recent trends serve to re-emphasize the 
importance of controlling the money supply 
itself so as to help mitigate fluctuations in 
business activity.

Output and Work
Recent developments suggest that we must look to increased indus
trial efficiency to overcome limits on the expansion of production.

In marked contrast to the thirties, when we 
used our resources of manpower, plant, and 
equipment only partially and yet produced 
more than we could sell, during the last six 
years we have used our resources to the hilt 
without meeting all demands. Neither the “sur
plus” of the depression years nor the recent 
scarcity has created an ideal atmosphere. The 
“surplus,” we know, was not really the pleasant 
thing the word implies because there existed at 
the same time an urgent need for many types of 
goods. Yet, although it is natural and healthy 
to want a richer life and to use our productive 
resources to the full, the need for greater pro
duction in today’s world goes far beyond that 
imposed by the human trait of simply wanting 
what we do not have. While we in the United 
States have a great deal, a scarcity of certain 
types of goods still contributes to inflationary

pressures. There are many foreign nations in 
which a lack of the necessities of life is causing 
acute suffering and whose people are looking 
to us for aid. The world needs our production. 
It may well be that peace depends on it.

The volume of industrial production, in terms 
of sheer quantity, was much larger during the 
war than we can expect in the civilian economy 
for some time. This does not represent a decline 
in our ability to produce, however. The nature 
of the output and conditions of work in 1943 
and 1944 are not those of 1947. As exacting as 
were the requirements of military and naval 
ordnance, the demands of private individuals 
and corporations are just as exacting—and not 
as predictable. Cost, which was not a prime 
consideration in military production, is very 
important over the long peacetime pull. In the
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one-track war economy, a degree of over-all 
planning and control, which is neither desirable 
nor feasible in a freely developing peacetime 
system, was an effective aid to production. Most 
important of all, perhaps, was the fact that dur
ing the war employment in service occupations 
shrank as high factory wages brought millions 
of extra workers into commodity-producing in
dustries. Motivated by patriotism, reenforced 
with rationing, the American people worked 
long hours and saved their money. Peacetime 
wants point toward greater leisure and more 
services. But we cannot have both the apple 
and the pie.

Recent Production Trends

Manufacturing in the Third District affords 
an excellent example of trends in manufacturing 
output. The total, shown in Chart I, pictures a 
story that is familiar to many until it reaches 
the end of 1946—the war peak in 1943, a 
marked decline in 1945 lasting until October, 
and recovery temporarily interrupted by indus
trial disputes in the durable goods industries 
during the first quarter of 1946. The rise in 
production during the remainder of that year

CHART I
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was steady. The chart reveals a marked differ
ence in the behavior of durable and nondurable 
production over the period and also significant 
changes in the proportion of the total index 
accounted for by each. In 1939 durable goods 
production had been 34 per cent of the total. In 
1940, a good peacetime year, the proportion 
rose to 40 per cent, and in 1941, as war produc
tion was getting into full swing, to 47 per cent. 
At the peak of production in 1943, durable 
goods output accounted for over 60 per cent of 
the index. From that time on it declined in rela
tive importance until the latter part of 1946, 
when it seems to have leveled off at slightly 
under 40 per cent.

As is to be expected during periods of change, 
there has been some realignment in the relative 
output of industry groups throughout the nation 
since 1940 and again since September 1945. 
During the period of reconstruction beginning 
in September 1945, Chart II shows that the 
largest gains were made by industries which, 
like lumber, had been restricted during much of 
the war or those industries which, like automo
biles and nonferrous metals, had experienced 
exceptional reconversion difficulties. The chem
ical industry, which expanded greatly for muni
tions output and had comparatively few recon
version problems, has gained only slightly since 
the end of the war. Transportation equipment, 
including automobiles, has shown a substantial 
decline obviously because of the curtailment of 
shipbuilding and aircraft construction.

The picture changes somewhat if comparison 
is made with 1940, the last full peacetime year. 
As Chart III shows, machinery, chemicals, and 
rubber are the leaders. The gain made by iron 
and steel is below average. Although no indus
try has actually declined, leather and lumber 
have fallen in relative importance. How per
manent these shifts may be, it is not possible to 
say. Production never advances or declines uni
formly in all industries. Some industries, notably 
iron and steel and lumber, constitute bottleneck 
situations which are expected to improve. Ma
chinery is a typical example of a highly cyclical 
industry that is very active during periods of 
industrial expansion like the present. Behind 
such great advances as that in chemicals and 
behind the lag in leather there may be factors 
of lasting change.
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CHART n

OUTPUT CHANGES IN MANUFACTURING INDUSTRY
UNITED STATES-SEPTEMBER 1945 TO MAY 1947

Returning to Chart I, manufacturing output 
seems to have leveled off in 1947. On a nation
wide scale, almost all the manufacturing gains 
of the post-war reconstruction period occurred 
prior to February of this year. Machinery, iron 
and steel, and some individual lines in other 
categories continued to advance beyond that 
time; but in general, as is shown in the chart, 
manufacturing activity has declined slightly 
from the first quarter peak. In the Third Dis
trict, manufacturing output declined at the be
ginning of the year but now shows a slight re
covery. Speedier reconversion and a higher pro
portion of soft goods production in this area may 
account for the earlier downturn. Total minerals 
output for the United States—which, together 
with manufacturing, makes up total industrial 
production — continued to rise through May, 
though the April “safety” walkouts in the coal 
fields caused a dip in that month. Anthracite 
production fell off at the beginning of the year 
and has remained considerably below the 1946 
rate.

The national index of industrial production 
shows we are turning out nearly 50 per cent 
more than in pre-war 1940, and almost 15 per 
cent more than in 1941. But this is a measure of 
over-all activity which reflects much more than 
the output of the finished goods we usually 
think of when making off-hand production com

parisons with pre-war periods. It takes into 
consideration the output of semi-finished goods 
for “in-process” inventory and producers’ equip
ment that takes a long time to turn out the first 
product. Actually, there were some goods that 
were still behind 1941 production rates when 
industry hit its March peak. Shipments of 
sewing machines were under 55,000 for the 
month, compared with an average of 67,000 in 
1941. Automobile production was still below 
the 313,000 a month produced in 1941, although 
truck and parts production were far ahead of 
pre-war rates. Freight car production is still 
below 6,000 a month—hardly sufficient to make 
adequate replacements. Men’s and boys’ suits 
were being produced during the first quarter at 
a rate only slightly above the 1941 average. Tire 
output, on the other hand, is now over 8 million 
a month—60 per cent above the 1941 rate. 
Fifteen per cent more gas stoves were turned out 
in April than in the average pre-war month. 
Radio production is far and away the greatest 
we have known. Lumber output passed the 
1939-1941 average in April, with softwood types 
of plywood 50 per cent ahead and hardwood 
flooring lagging somewhat behind pre-war 
levels. The output of finished goods will con
tinue to climb as new capacity and new machines 
come into operation. But the decline of over-all 
activity, which is apparently continuing through 
the summer, suggests that the torrent of goods
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for which we have been waiting may not soon 
develop into the all-engulfing flood that many 
had expected.

Limits on Production

In the early months of reconversion, dips in 
the production index usually could be traced 
to work stoppages caused by labor-management 
disputes. Material shortages and product 
changeovers held down month-to-month gains, 
but these were general and continuing problems. 
Strikes were the key to sharp fluctuations. In 
the current situation strikes are of minor im
portance. The past year has been one of com
parative peace on the labor front. Last sum
mer’s maritime strikes created troublesome 
problems, but they were not of the type that 
generated great cumulative effects. The Pitts
burgh power strike and other public service 
stoppages in the fall and winter temporarily 
crippled the communities involved, but their im
pact on production was mainly local. Bituminous 
coal walkouts, especially that of November 
1946, did influence production on a nation-wide 
scale, chiefly through their effect on the steel in
dustry. The mining holiday at the beginning of 
July, slightly prolonged in some areas by a 
delay in new contract negotiations, also resulted 
in some loss of steel output. Compared with the 
events of the year before, however, even these 
interruptions were minor. The predominant in
fluence on the industrial climate of recent 
months is typified by the settlement of long
standing disputes, such as the Allis-Chalmers 
strike and by the steel wage agreement—not by 
work stoppages.

How, then, explain the present lag in indus
trial production? With reconversion out of the 
way and labor unrest subsided, it is no longer 
possible to deal with production trends in terms 
of the special problems of the post-war recovery 
period. In this field, as in most others, the 
impact of the war is by now widely diffused. 
The fundamentals of business organization and 
the structure of the productive system are again 
the predominant factors in analysis.

There are two types of limits on production. 
One has to do with the physical capacity of our 
factories and labor force and the supply of 
natural resources. It also involves a decision as 
to how hard we want to work. The other is con

cerned with the various factors combined under 
the heading of “business conditions” — new 
orders, existing stocks, the rate of consumption 
— all those things which go toward determin
ing the demand for goods. Without adequate 
money-demand, a high rate of production will 
not be sustained.

In thinking of the physical limit, it is well to 
recall the complexity and interdependence of 
the parts in the anatomy of production. No shop, 
no industry, is self-sustaining. Each one depends 
upon outside sources for materials and further 
processing. All require tools, machines, and 
services from ancillary industries. They depend 
upon public utilities for power and transporta
tion. The physical limit on production, there
fore, may take two forms—over-all resource use 
or bottlenecks. There are signs of both at the 
present time. In the Business Review for July 
it was pointed out that in terms of employment 
the nation is working at or very near peak capa
city. Unemployment is hardly above the irre
ducible “frictional” minimum. We cannot 
expect to break through production peaks month 
after month. For the time being, our over-all 
capacity is virtually reached. There is no sub
stantial segment of the economy that is not 
active.

This does not imply complete balance, how
ever. We are experiencing bottlenecks in several 
important parts of the industrial system. Short
ages of certain steel products, for instance, im
pede production in plants that are dependent 
on the steel industry for supplies. A week-long 
shutdown of General Motors plants late in July 
because of an inadequate stock of sheet steel, 
cost the nation some 25,000 passenger cars. The 
lack of a few skilled workers in certain key jobs 
is slowing some operations. Many lead products 
are in short supply; and a shortage of some cop
per items can be traced all the way back to the 
mines. Uncertain or inadequate deliveries of 
these and other products make some facilities 
and some men idle from time to time, and may 
give the appearance of wasted capacity. Actu
ally, since all industries do not grow at an even 
pace, this type of idleness is just as much a limit 
on production at any given time as the general 
unavailability of additional labor. It is one of 
the factors that is contributing to current fluc
tuations in the rate of output, especially in some 
of the durable goods industries.
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While the physical limits have been most im
portant in the past months, the effect of the 
inventory situation and general business condi
tions on production has received increasing at
tention. In the long run, of course, the rate of 
production cannot exceed the rate of domestic 
use—for consumption and investment—and net 
exports. Month-to-month variances between the 
two are adjusted by a rise or fall in inventories. 
But for nearly two years the increase in inven
tories of all types of goods has had only minor 
interruptions. In the process of making up for 
lost time since the end of the war we have been 
producing consistently more than we have used 
or exported. Since spring, however, it appears 
that the demand for additional inventory is 
slackening. In some consumers’ goods fields, 
particularly in soft goods, the return of “buyers’ 
markets” has caused producers to check their 
output by reducing working hours. For the first 
time in many years a sufficiency of stocks has 
brought about a return of seasonal production 
patterns in many textile and apparel lines, which 
may have contributed to recent declines in the 
production index. In manufacturing, the com
position of inventories has recently shifted some
what with goods in process and finished goods 
gaining relatively more than raw materials and 
purchased materials—another indication of ap
proaching sufficiency. The value of new orders 
declined somewhat in March, April and May; 
and although unfilled orders are still very large 
and the drop may reflect only a policy of 
shorter ordering, a continuation of that trend 
will surely reduce the pressure on producers to 
get out high cost, marginal output.

The declining need for additional inventory 
should be a welcome development, for it could 
mean that more goods will be available for sale 
to the ultimate user. But with substantial re
sistance to high prices on the part of both con
sumers and businesses and with the prospect of 
diminished foreign buying, the reduction of the 
inventory stimulus may so lower total demand 
that production will be cut. In recent weeks the 
lowering of prices in a few retail lines—even 
though it might be temporary — has demon
strated that a general price reduction might un
cover considerable purchasing power. However, 
the wholesale price level reached a new post
war peak as of the week of July 26, and costs 
in basic industries are still rising. Until March, 
higher prices were accompanied by rising indus
trial output; but the process of higher wages, a

little more goods, and higher prices cannot con
tinue indefinitely. There are many who feel 
that unless the cost-price spiral is halted now a 
business recession will stifle the production that 
the world needs so badly. The President’s mid
year Economic Report emphasized this danger.

Output and Work
Two limits on production—physical and eco

nomic. How do we get around them? The best 
single answer, in the short run, would seem to 
be increased productivity — more output per 
man-hour of work performed. We have decided 
on a shorter, less costly work-week than during 
the war. In those segments of the economy 
where additional labor and plant will not be 
available for some time, therefore, or to the ex
tent that our whole industrial system has 
reached an extensive limit of expansion for the 
time being, we can only raise output by getting 
more out of each hour of work. Higher output 
per man-hour alone will not break bottlenecks, 
but it will help widen them quicker and lay the 
foundation for additional productivity gains. 
Thus, while it does not provide a full solution of 
physical problems, greater over-all efficiency 
will allow us gradually to keep production mov
ing ahead.

There is more concern now about the business 
conditions that may limit production than about 
industrial capacity. Here, too, increased pro
ductivity can make an important contribution. 
By lowering unit costs it would allow some pro
ducers to catch up with wage increases and get 
a grip on prices. It would increase real incomes 
by making possible lower prices in some areas or 
by raising wages where that course of action 
might be appropriate. It would be a strong influ
ence in the maintenance of purchasing power. 
Increased productivity is no panacea. It cer
tainly will not solve the many problems that are 
involved in business fluctuations. But it can be 
of great help in establishing conditions favor
able to business stability during the adjustment 
period.

Productivity is not a simple concept. It is 
usually expressed in terms of output per man
hour, but, while this measure is easy enough 
to grasp, it has many shortcomings. In particu
lar, it frequently gives rise to the misconception 
that the efficiency of labor is the only factor in
volved. The numerous complaints heard during 
recent months to the effect that men no longer
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want to work as hard as they used to, are not 
without some foundation in many cases. Too 
often, however, the surrounding circumstances 
are overlooked. Labor efficiency is an important 
element in the total, but other factors must be 
considered as well.

Productivity is influenced, first of all, by vari
ous groups of individuals in the economy- 
management, providers of capital, and even 
consumers, in addition to labor. The ingenuity 
of the business enterpriser, for instance, in ar
ranging rational production schedules may 
make it possible for labor to work more effi
ciently ; and, conversely, poor management may 
sometimes make the worker look like a loafer. 
Undoubtedly, over several decades, the provi
sion of greater amounts of capital equipment 
has been a most influential productivity factor. 
Over the long run the rising curve of produc
tivity is matched by a rising curve of investment 
per worker. It should be noted, however, that 
improved design and materials may make it in
creasingly possible to replace machines with 
better machines, adding to output per man-hour 
without greatly increasing the total amount of 
investment. Invention, which makes this pos
sible, is, of course, a social process to which all 
groups contribute.

The role of the consumer in increasing produc
tivity often passes unnoticed. Ultimately, it is 
the willingness of the consumer to accept a 
standardized product that makes possible the 
economies of mass production. For standard 
automobiles and many other durable goods, ac
ceptance is so widespread and of such long 
standing that we forget the doubts surrounding 
the introduction of the Model T Ford. Today, 
consumer acceptance of standardized prefabri
cated housing is questionable. It is an important 
consideration in the success or failure of an in
dustry that many hoped would lower the cost of 
construction through increased productivity. 
In a broad sense, our social and political insti
tutions which make for a wide distribution of 
the fruits of production—a widespread demand 
for goods—also contribute to an environment 
that encourages mass production. •

The responsibility for increased productivity 
is shared not only by social and economic groups 
but by all industries as well. The complex nature 
of the “anatomy of production” and the inter

dependence of the parts of the industrial system 
are also relevant to productivity. It is not always 
realized that the source of increased produc
tivity in one industry or one plant may be in 
another—in a supplier or ancillary industry. 
More output per man-hour because of faster 
machining in the automotive industry, for in
stance, may arise from improved machine tools 
or cheaper machine tools. Increased factory effi
ciency due to the improved condition of mate
rials may result from better and faster transpor
tation methods, or even from outside research. 
Industries or services in which productivity gains 
appear to be small may, nevertheless, make 
large contributions to increased productivity in 
other fields.

The Outlook for Productivity

Studies by the National Bureau of Economic 
Research and the Department of Labor indicate 
that during the period between 1900 and 1939 
output per man-hour in manufacturing increased 
at an average rate of about 3 per cent a year. 
Information on mining indicates a similar gain 
during 1919-1939. The rate of progress has not 
been even, however. In some years there was 
little or no gain; in others, a sharp spurt. In this 
regard, the experience of the years immediately 
following the first world war, similar in some 
respects to the present period, is significant. 
From 1914 to 1919 output per man-hour in 
manufacturing appears to have declined slightly. 
But in three recovery years, from 1919 to 1922, 
it may have risen over 30 per cent.

Data on productivity since 1939 are fragment
ary. It is known that the munitions industries 
made great advances during the war through 
adoption of mass production techniques and new 
methods, but many of these gains are now worth
less. Mining productivity rose 18 per cent from 
1939 to 1945, mainly because of increased 
mechanization, though time spent on develop
ment work was cut and may have to be made up. 
In those “civilian” manufacturing industries for 
which data are available it appears that there 
were almost as many declines as there were ad
vances in output per man-hour between 1939 
and 1945 although a few industries made large 
gains. In the heavy industries the poor experi
ence of the reconversion period is well known. 
There is every reason to believe, however, that 
productivity is now increasing and will continue 
to increase in the coming months. While the 
magnitude of the gains cannot be accurately
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predicted, most observers believe they will be 
unusually large.

One of the most important contributions to 
higher productivity is being made by long over
due modernization and overhaul of existing 

> equipment and by replacement of obsolete plant 
and machinery at a record rate. Investments in 
producer’s durable equipment are now being 
made at the rate of $16 billion a year, in contrast 
to an annual average of $5 billion (at lower 
price levels) in two pre-war decades. In most 
cases the new installations represent the appli
cations of methods that are already well known. 
Looking ahead a few years, the prospect of a 
highly mechanized and integrated coal-chem- 

- ical industry, and other new developments 
promise continued gains.

Within the last year, the labor force has under
gone an overhauling too, with many over-age 
workers leaving and young veterans entering it. 
Inexperience of new workers in new jobs is being 
overcome. Labor turnover is declining and or
ganizations that once changed from month to 
month are now “set.” Management and super
visory workers have had a chance to “work in” 
on unfamiliar products, and some of the tech
niques learned in war plants will be applied.

With increased and more well-rounded inven
tories, faster deliveries, and less necessity for 
substituting materials, production lines move 
more smoothly, waste less time. Efficiency will 
be gained as transportation jams are cleared 
and public utility services are improved by addi
tional equipment.

ply what we know in the field of labor-manage
ment relations is a moot question. A psycholog
ical post-war let-down after several years of 
strain, to the extent that it existed, has probably 
been corrected. From this point on, construc
tive action to create incentives and to correct 
inequities will be required. Outside the indus
trial relations field proper, the maintenance of 
high level employment will do much to eliminate 
such “featherbedding” practices as exist and to 
create an atmosphere in which the best effort 
will be put forth.

If a high level of employment is maintained, 
the increased production made possible by great
er output per man-hour will raise real incomes. 
But our measures of productivity will not tell us 
how the gains of increased efficiency should be 
divided. It is frequently said that wage in
creases should be tied in some way to productiv
ity. In a very general sense this is correct. In 
the long run it is productivity gains that make 
possible increases in real wages. However, the 
business enterpriser, the renter, the provider of 
capital must share in the gains as well. And all 
industries must share in them.

Since 1939, real weekly earnings in the manu
facturing industries have increased substantially. 
During the last two years, however, there has 
been a decline. How effective current produc
tivity gains will be in stopping this decline, how 
increased real income will be divided among 
wages, profits, interest and rent, or to what ex
tent it will be spread through lower prices are 
matters that will be decided in the market 
places and at the bargaining tables. Continued 
progress depends to a large extent on the bal
ance that will be achieved between the require
ments for mass purchasing power on the one 
hand and adequate investment incentives on the 
other.

Morale is an unmeasurable but very important 
factor in production. How much we have 
learned about it and how effectively we can ap-
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BUSINESS STATISTICS
Production

Philadelphia Federal Reserve District
Adjusted for seasonal variation Not adjusted

Per cent change

Indexes: 1923-5=100 June
1947

May
1947

June
June 1947 

from
1947
from June

1947
May
1947

June
1946

Mo.
ago

Year
ago

mos.
1946

INDUSTRIAL PRODUCTION 
MANUFACTURING..............

109p
111p
116p
103p 
139

108
110

101
103

0
0

+
+

7
7

+ 8 
+ 9

107p
109p

106
107

100
101

113 107r + 2 + 9 +10
104
143

100r 
117 r

2 + 3 + 5 
+47_ 2 + 19 140 141 118r

67p 70 73r — 4 — 8 +1 65p 67 71r
Transportation equipment. . 131p

143p
121
130

143
125

+
+

8
10 +

9
14

-37 
+ 6

133p
127

129
119

144
111

102 125 104 — 19 — 2 + 1 llOp 122 112
42 33 42 + 29 0 +13 46 33 46

Chemicals and products.... 
Leather and products .........

179p
87p

119

163
96

120r

143 r 
79 

119

+ 10
9
1

+
+

26
10

0

+16 
+ 6 
+ 2

180p
85p

118

166
87

121r

143 r 
77 

118
Individual lines

110 94 r 92 r + 18 + 20 +26 105 97 r 88 r
115 109 91r + 6 + 27 +35 118 115r 93r

86 89 8L — 4 + 6 + 17 85 93 80
82 97 94 — 16 — 12 +15 85 101 97

180205 229 r 180 — 11 + 14 +68 205 211r
40 40 17 + 1 + 141 +39 49 50 20

Automobile parts and bodies. 133
57

130
61

104
53

4- 3
7

+
+

28
7

+43
+24

133
59

136
60r

104
55

+ 17 — 35
85 87 91 3 — 7 0 81 84 87
72p
42

72 74r 0 — 4 0 69p 67 71r
44 53 — 6 — 21 - 6 40 44 50

87p
64

84 72r + 3 + 20 +23 84p 82 70r
67 79 — 5 — 19 - 4 62 67 77

146124 122 r 146 + 1 — 15 - 6 124 124
54 19 58 +182 — 6 +13 65 22 69
55 53r 51 + 4 + 8 +14 58 57 53
28 29 28 — 5 0 + 5 29 27 29

Bread and bakery products. 
Slaughtering, meat packing.

+ 2* + 1* - 6* 112 110 111
116
63

106
82

80
94

+ 10
23

+ 45
33

+ 1
+ 5

Hi
67

106
100

76
100

Canning and~preserving.... 270p
102

227
126

222
104

+ 19
19

+ 22
2

+20 
+ 1

194p
110

171
122

159
112

95 93 89 + 1 + 7 + 4 94 93 88
Printing and publishing.... 124

90p
84p

108

125
97

125
116

1
7

— 1
22

+ 2 
-17

123
85p

126
88

124
110

95 45 — 11 + 87 +48 85p 86 46
96r 71 + 13 + 52 +20 108 97 r 71

109 103r 91 + 6 + 19 +16 111 109 r 93
249p
172p
74p
69

224 200r + 11 + 24 +11 250p 224 201r
158 136r + 8 + 26 +48 172p 165 I36r

COAL MINING........................ 71 62 + 3 + 19 - 1 72p 70 60
65 55 + 6 + 25 - 6 69 65 55

llOp
278

123 114 11 4 +41 97p in loir
CRUDE OIL............................... 281 307 r — 1 — 10 - 6 289 292 320r
ELEC. POWER—OUTPUT.. 464

465
468
458

421 r
422 +

1
1

+
+

10
10

+10
+10

441
451

435
440

400 r 
410

330 316 307 + 4 + 8 +n 334 323 310
BUILDING CONTRACTS 
TOTAL AWARDSt................. 157 166 206 5 24 - 4 160 159 210

80 120 235 — 33 — 66 -12 85 127 249
165 146 164 + 13 + 1 -10 169 153 168

Public works and utilitiest.. 378 374 197 + 1 + 91 +72 359 262 188

* Unadjusted for seasonal variation. P—Preliminary,
f 3-month moving daily average centered at 3rd month. r—Revised.

Local Business Conditions*
Percentage 
change— 

June
1947 from 
month and
year ago

Factory
employment

Factory
payrolls

Building
permits
value

Retail
sales

De bits

May
1947

June
1946

May
1947

June
1946

May
1947

June
1946

May
1947

June
1946

May
1947

June
1946

+ 4 +15 +10 +35 + 81 + 35 + 7 + 9 - 3 +12
Altoona............... - 1 - 1 + 2 + 9 + 28 +146 -10 -10 - 1 + 4
Harrisburg......... 0 + 1 + 2 +18 +247 - 69 -12 - 1 - 3, +16

0 + 6 + 4 +32 + 10 + 10 - 8 +19 — 8 +21
-20 -17 -26 - 5 - 34 +627 -14 + 5 — 4 +13

Philadelphia ... - 1 +1 +1 + 14 - 4 - 12 - 9 + 3 + 6 — 4
Reading............... 0 - 7 0 + 9 — 52 + 22 -12 + 2 — 4 +11
Scranton............. - 2 + 8 - 1 +26 - 21 

+ 88
- 42
- 11

-11 
- 9

+13
- 1

- 3
- 5

+ 7 
+ 9

Wilkes-Barre.... 
Williamsport. .. .

0
- 7

+ 4 
-10

+ 1 
- 4

+24
- 1

+133 
- 27

+960
+283

- 5 + 6 - 1 
- 2

+10
+16

Wilmington........ - 4 + 2 - 1 +15 - 46 - 64 - 8 + 8 -11 + 3
York..................... + 2 + I + 2 +10 + ii + 31 -11 — 6 + 2 +14

* Area not restricted to the corporate limits of cities given here.

Production Workers in Pennsylvania 
Factories

Summary Estimates—June 19Jit

Employ
ment

Weekly
Payrolls

Weekly
Man-Hours

Worked

All manufacturing........ ..
Durable goods industries. 
Nondurable goods 
industries..........................

1,093,200
630.600

462.600

$51,681,000
32.991.000

18.690.000

43.620.000
25.365.000 ^

18.255.000

Changes in Major Industry Groups
Employment Payrolls

Indexes
(1939 average =100)

June
1947

Per cent 
change 
from

June
1947
In
dex

Per cent 
change 
from

dex May
1947

June
1946

May
1947

June
1946

All manufacturing.................. 127 -1 + 4 269 +2 +22
Durable goods industries . . 
Nondurable goods

156 0 + 8 314 +3 +28

102 -1 0 214 -1 +13
123 +i + 4 231 +6 +23

Tobacco..................................... 98 +3 + 7 211 +4 +21
76 -5 - 9 164 -7 - 1

Apparel...................................... 93 0 + S 217 +i +17
Lumber..................................... 88 0 + 2 178 +5 +20
Furniture and lumber prods. 98 -2 + 7 211 -3 +22
Paper...................... . ................
Printing and publishing....

119 +i 0 237 +i +18
136 0 + 2 251 -4 +18

Chemicals................................. 119 -2 0 235 0 + 18
Petroleum and coal prods.... 149 +3 + 5 281 +7 +26

164 -3 - 5 344 +4 + 4
94 0 - 4 185 -1 + 6

Stone, clay and glass............. 139 +4 + 8 275 +9 +25
Iron and steel.......................... 140 0 + 7 281 +4 +33
Nonferrous metals.................. 156 -4 + 1 292 -1 + 9
Machinery (excl. electrical).. 202 +2 +11 404 +4 +24
Electrical machinery.............
Transportation equip.

(excl. auto)...........................

228 -2 + 8 465 +3 +33

208 -3 - 7 379 +1 — 1
Automobiles and equipment 188 -2 +40 375 +1 +66
Other manufacturing............ 139 -3 + 3 258 -3 +l5

Average Earnings and Working Time

June 1947
Per cent change 
from year ago

Week
Earni

ly
ags

Hour
Earni

ly
ags

Wee
Hot

tly
T8

Aver
age Ch’ge

Aver
age Cli'gft

Aver
age Gh’ge

All manufacturing.... $47.28 +18 $1,185 + 14 39.9 + 3
Durable goods indus.. 
Nondurable goods

52.32 +19 1.301 + 12 40.2 + 6

40.40 +14 1.024 +14 39.5 0
Food................................ 41.77 +18 .986 +15 42.3 + 2

28.32 +13 .742 +1S 38.1 - 3
38.31 + 9 1.004 +14 38.1 - 4

Apparel........................... 33.05 +12 .859 + 12 38.5 - I
Lumber...........................
Furniture and lumber

37.53 +18 .889 +19 42.2 - I

products.................... 39.88 +15 .952 +17 41.9 - 2
Paper............................... 43.07 +17 .990 +15 43.5 + 2
Printing & publishing. 52.08 +16 1.354 +20 38.5 - 3

46.99 +18 1.132 +16 41.5 + 2
Petrol. & coal prods.. . 57.36 +20 1.419 +14 40.4 + 5
Rubber........................... 52.07 +10 1.280 + 10 40.7 0
Leather........................... 33.75 +11 .924 +11 36.5 0
Stone, clay & glass.. . . 45.26 +16 1.117 +12 40.5 + 4
Iron and steel............... 54.09 +24 1.357 +12 39.9 +11Nonferrous metals.... 48.68 + 7 1.218 + 7 40.0 0
Machinery (excl. elec.) 50.62 +13 1.250 +10 40.5 + 3
Electrical machinery. . 
Transportation equip.

57.03 +23 1.441 +18 39.6 + 5

(excl. auto.).............. 55.58 + 7 1.388 + 6 40.0 +1
Automobiles & equip.. 54 91 +18 1.276 +13 43.0 + 5
Other manufacturing.. 38.75 +12 1.023 +13 37.9 0
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Distribution and Prices
Per cent change

Wholesale trade 
Unadjusted for seasonal 

variation

June
fr

1947
3m

1947
from

Month
ago

Year
ago

mos.
1946

Sales
Total of all lines..................... + 4 - 5 + 5
Dry goods............................... - 5 - 1 + 8

— 4 + 5 
- 8Groceries................................. +18 - 6

Hardware............................... + 6 + 9 +11
Jewelry.................................... -14 -18 -12
Paper........................................ - 5 +22 +28

Inventories
0 -4-44

+56
+73
+34
+54

+ 8 
+12 
- 7

0
+ 9 +37

Source: U. S. Department of Commerce.

Per cent change from

Prices 1947 Month
ago

Year
ago

Aug.
1939

Basic commodities
(Au*. 1939-100).... 300 0 +52 +200

Wholesale
(1926=100)................ 148 +1 +31 + 97
Farm............................. 178 +1 +27 +192
Food.............................. 162 +1 +43 +141
Other............................ 132 0 +25 + 65

Living costs 
(1935-1939=100).........

Philadelphia............... 157 +1 +19 + 60
Food............................ 187 + 2 +30 +101
Clothing..................... 182 + 1 +17 + 84
Fuels........................... 123 0 + 7 + 27
Housefurnishings. . . 180 0 +14 + 79
Other.......................... 139 +1 +11 + 38

Source: U. S. Bureau of Labor Statistics.

Indexes: 1935-1939=100

Ad justed for seasonal variation Not adjusted

June
1947

May
1947

June
1946

Per cent chs nge

June
1947

May
1947

June
1946

June 1947 
from 1947

from
6

mos.
1946

Month
ago

Year
ago

RETAIL TRADE

Sales
Department s tores—District........................ 265 275 253 - 4 + 5 + 12 238 261 228

Philadelphia............... 245 254 235 - 3 + 4 + 12 216 236 207
Women’s apparel.............................................. 240 262 271 - 8 - 11 - 2 207 250 234
Men’s apparel.................................................... 212 266 201 -20 + 6 + 12 237 247 225
Shoe...................................................................... 211p 200 228 + 5 - 7 + 2 226p 249 243

-11* + 4*

Inventories
213 215 194 r — 1 + 10 202 217
203 206 190r — 1 + 7 191 204
216 210 278 r + 3 - 22 176 202
136p 128 65 + 6 +109 130p 141 63

Furniture............................................................. - 3* + 34*

FREIGHT-CAR LOADINGS
Total...................................................................... 141 148 130 - 5 + 9 + 22 146 150 134
Merchandise and miscellaneous................... 131 132 120 - 1 + 9 + 18 133 136 123
Merchandise—l.c.l............................................ 89 94 100 - 6 “ 11 - 1 89 94 100
Coal...................................................................... 175 187 174 - 6 + 1 + 24 157 166 156
Ore........................................................................ 196 222 132 -11 + 49 + 97 288 281 194
Coke...................................................................... 182 225 147 -19 + 24 + 70 169 191 137
Forest products................................................. 91 97 91 - 6 0 - 4 104 93 104
Grain and products.......................................... 139 138 142 +1 - 2 + 8 121 128 123
Livestock............................................................. 104 104 108 0 - 3 - 17 95 95 98

MISCELLANEOUS
Life insurance sales.......................................... 185 194 222 - 5 - 17 - 8 189 192 226
Business liquidations

0* +797* +374* 27 27
+12* ** +138* 42

Check payments............................................... 215 210 215 + 2 0 + 5 232 210 232

* Computed from unadjusted data. p—Preliminary. r—Revised.
** Increase of 1000% or more from the low level.

BAN

Reporting member 
banks 

(Millions $)

Assets
Commercial loans...................
Loans to brokers, etc..............
Other loans to carry secur...
Loans on real estate..............
Loans to banks........................
Other loans...............................

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

Government securities..........
Other securities......................

Total investments...............

Total loans & investments..

Reser ve with F. R. Bank.. ..
Cash in vault...........................
Balances with other banks.. 
Other assets—net...................

Liabilities
Demand deposits, adjusted..
Tjme deposits..........................
U. S. Government deposits..
Interbank deposits.................
Borrowings...............................
Other liabilities.......................
Capital account......................

July
23,

1947

Changes in—

Four
weeks

One
year

433 - 4 + 103
22 + 3 - 29
16 - 3 - 27
78 + 2 + 12

9 + 6 + 8
208 + 28

766 + 4 + 95

1463 - 1 - 465
256 + 1 + 24

1719 - 441

2485 + 4 - 346

469 - 8 - 4
40 - 2 + 3
96 + 2 - 5
53 + 4 + 3

2037 +$8 - 9
422 + 32

15 - 7 - 343
336 - 33

5 - 3 - 2
27 + 1 + 2

301 + 1 + 4

KING STATISTICS
MEMBER BANK RESERVES AND RELATED FACTORS

Third Federal Reserve District 
(Millions of dollars)

Changes in weeks ended— Changes 
in four 
weeksJuly 2 July 9 July 16 July 23

Sources of funds:
Reserve Bank credit extended in district.........................
Commercial transfers (chiefly interdistrict).....................
Treasury operations................................................................

-12
+33
-12

+ 5 
-19 
+ 9

+16 
-13 
- 7

-28 
+ 2 
+ 6

-19 
+ 3 
- 4

+ 9 - 5 - 4 -20 -20

Uses of funds:
+13 
- 5 
+ 1

- 5 
+ 1
- 1

-11 
+ 8 
- 1

-10 
-11 
+ 1

-13 
- 7Member bank reserve deposits............................................

“Other deposits” at Reserve Bank.....................................

Total............................................................................................ + 9 - 5 - 4 -20 -20

Member bank 
reserves 

(Daily averages; 
dollar figures in 

millions)

Held
Re

quired
Ex
cess

Ratio
of

excess 
to re
quired

Phila. banks
1946: July 1-15 .. $424 $416 $ 8 2%
1947: June 1-15 .. 411 406 5 1

June 16-30.. 424 412 12 3
July 1-15.. 420 412 8 2

Country banks
1916: July 1-15.. $378 $325 $53 16%
1947: June 1-15 .. 376 334 42 13

June 16-30.. 375 335 40 12
July 1-15.. 376 338 38 11

Federal Reserve 
Bank of Phila. 
(Dollar figures in 

millions)

July 23 
1947

Changes in—
Four
weeks

One
year

Disc, and advances... $ 8.8 
1.7

-$ 0.1 -$ 9.8 
+ 0.7 
+ 21.3U. S. securities........... 1650.6 + 14.3

Total... v................ $1661.1 +$14.2 +$12.2

Fed. Res. notes.......... $1631.8 -$ 3.9 -$ 4.3
Member bk. deposits. 794.2 - 6.7 - 2.0
U. S. general account. 69.4 + 24.8 + 23.5
Foreign deposits......... 24.2 - 7.2 - 46.6
Other deposits............ 2.9 + 0.4 - 0.7
Gold certificate res... 872.5 - 2.1 - 38.1
Reserve ratio.............. 34.6% - 0-2% - 1.1%
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