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One of most persistent trends

past decade has been

the continuing increase in currency in

circulation in the United States. Begin-
in 1931, the

ume of notes and coins outstanding

g with a sharp increase

has grown more or less steadily both
during the years of business decline in
the early 1930's and during the years
the middle 1930's to
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series, by the sharp peak marking the
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noticeable in 1937 and earl 1938,
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shows at present no signs of stoppage
reversal. The circulation today— al-

most $9 billion—is approxim ately twice
the average circulation of the 1920's. It should also be noted
that, as may be seen in the chart, the denominational com -
position of the currency has been greatly altered through the
period, since the circulation

of notes of $50 and over has

increased much more rapidly than that of the total

» The growth in the volume of currency has been so persistent
and so pronounced thatit has attracted considerable attention,
more, probably, than its importance since 1933 deserves. To
appraise its significance properly it is necessary to recall that
in our monetary system changes in the volume of currency
in circulation occur directly in
and it is, therefore, the public rather than the
Reserve Banks or the Treasury that determines in

response to the demands of
the public,
Federal
the first instance how much currency there shall be in circu-
lation at any time. W hy the public may decide to hold more
currency can of course be traced to many things, including
the actions of the Government, the Reserve System, the com-
m ercial banks, or other groups, and some of these factors w ill
be noticed below. It

rem ains true, however, that currency

intcomiesu lation in accordance with public demand.

The authority of the general public in this dom ain is easy

Currency in Circulation
1922 to D ate
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banking difficulties having been straightened out and deposit
insurance having been established, the reasons for the con-
tinued increase are quite different. Following 1933 the volume
of business activity has been growing and additional currency
has therefore been needed for business transactions, but the
circutation has been far larger than that needed to support
in the 1920°s comparable levels of business activity, and it
is apparent that the public has changed—how permanently
remains to be seen—the proportion of its liquid balances that
it wishes to keep in the form of currency, as well as increasing
its demand for all types of liquid balances.

Clearly, the public’s decision to hold one form of money
rather than another depends upon (a) the relative costs and
(b) the relative conveniences involved in either case. Equally
clearly, during the past decade the public has been encouraged
to hold currency by a decline in the relative cost of holding
that medium on the one hand and by an increase in its relative
convenience on the other hand.

(a) The relative cost of currency as a payment medium
has been reduced by the general establishment and increase
of bank service charges, and by the low interest returns pay-
able on time deposits, together with the abolition of interest
payments on demand deposits. Service charges have developed
rapidly in the past decade, and through progressive adoption
by more and more banks, and progressive increases of rates,
have made the holding oi demand deposits continuously more
expensive, and conversely the holding of cash continuously
more attractive. In 1933 receipts from service charges of all
member banks amounted to $20.6 million, or .0017 per cent
of all demand deposits of individuals and corporations. By
1939 receipts had risen to $54.4 million, which amount,
despite the doubling of deposits during the interval, repre-
sented L0024 per cent of such demand deposits. In this com-
parison it should, of course, be remembered that service
charges are collected chiefly from small deposits, which
deposits in dollar amounts account for a very small pro-
portion of the total. The cost to the depositors affected is,
therefore, several times as great as would be suggested by
the percentages quoted,

{b) Similarly the relative convenience of holding cash has
been increased by a number of factors: by the curtailment of
bank facilities in some communities in the early 1930’s, by
the refusal of some banks to accept large savings deposits,
by the growth of coin machine vending, and most of all, by
the increase since 1933 of the incomes of those—relief reci-
pients and wage earners—who typically hold cash rather
than deposits.

(2) Banks, as well as the general public must determine
by a balance of (a) costs and (b) convenience, the propor-
tion of their liquid assets that they will hold as vault cash,
and in their case, too, the balance has resulted in steadily
larger currency holdings. The vault cash of member banks,
presently about $1 billion, has more than doubled since 1933.

(a) The cost to most banks of holding vault cash has been
reduced to zero through the accumulation of unprecedented
excess reserves and through the abolition of interest payments
on inter-bank deposits. More than enough reserve funds to
meet the requirements of law and regulation are available
to the banks, and since neither deposits at the Reserve Banks
nor at correspondent banks yield an interest return, banks

Continued on Page 23
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SIXTH DISTRICT BUSINESS INDICATORS

(1923-1925 average = 100, except as noted)

Adjusted
Mar. Feb. Mar.

1941 1941 1940
RETAIL SALES* (1935-1933 Av. = 100)
DlSTHICT (47 Firms)................ 125 127 120
tanta..........ooiiiii il
Bmmngham .........................
Nashville................ .ot
New Orleans........................

RETAIL STOCKS
DISTRICT (21 Firms)................ 83 83 77
Atlanta........ ... .ot 162 160 141
Birmingham......................... 76 76 72
Nashville........................... 60 60 57
NewOrleans........................ 71 67 66

WHgLESALE SALES

Dry Goods
Hardware...........................
DIugs. ...oovviiii e

CONTRACTS AWARDED
DISTRICT......... .ot
Residential.........................
Others.............iiiiiieian.
Alabama............... ... ...
Florida................... .........
Georgia......... ... ...
Louisiana................ ...
Mississippi............... ...
Tennessee..........................

BUILDING PERMITS
20Cities. . ...
Atlanta. ............. ... .o
Birmingham.
Jacksonville.
Nashville. .. ..
News Orleans.

PIG IRON PRODUCTION*
Alabama..........c.ooiiiiiii

COAL PRODUCTION (1935-193¢ Av. = 100)
TWO STATES. . ... 134 117
Alabama.............. oo
Tennessee......................vunn

COTTON CONSUMPTION*
THREE STATES................... ..
Alabama............. .. ...
Georgia......... N
Tennessee..........................
EMPLOYMENT (1932 Av. = 100)
SIX STATES. ............... . ...
Alabama........... ..
Florida. ..
Georgia. .
Louisiana.

Mississippi.
Tennessee
PAYROLLS (1932 Av. = 100)

SIX STATES . ... ...l
Alabama..................
Florida................. . .
GeOrgia. . .oovve e

Louisiana................ ..ol
Mississippi....coooviiiiiii
Tennessee

ELECTRIC POWER PRODUCTION*

SIX STATES

Alabama. .

Florida. ..

Georgia. ...

Louisiana

Mississippi..........coiiie L

Tennessee. ............coovevinn..,

Statistics
(000 Omitted)
Mar. Feb. Mar.

COMMERCIAL FAILURES 1941 1941 1840

Number (Actual, not thousands) . . 44 40

Liabilities. .............coviiit $ 433 § 33l

Feb, Jan, Feb.

FARM INCOME** 1941 1941 1940

SIX STATES..................... 54,257 64,700

Alabama.................... ..., 02 5,918 8,65

Florida......oooooeiiiin 0 12,314 13,996

Georgia.........oooeiiiii 9,543 8,590

Louisiana....................... 6,533 9,201

Mississipoi...................... 9,430 9,398

eNnnessee. ...................... 11,035 17, 597 10,048

*Indexes of retail sales, electric power and pi
cotton consumption are on a daily average basis.

**Includes Government benefit payments.
r = Revised.

55
$ 680

51,381
1

Unadjusted

Mar. Feb. Mar.
1941 1941 1940

125 110 123

86 8l 80
185 154 14
78 73 74
61 57 38
74 67 68
72 66 69
64 56 56
54 49 58

125 118 134

77 99 69
83 88 80
73 107 62
69 62 41
62 78 63
75 88

122 271 9
90 104 176
109 84 89
54 57 60
28 24 29
29 24 28

Year to Date
1941 1940

124 177
$1073 8 1,786
Year to Date

1941 1940
118,957 102,556
11,320 14,
26,310 19,349
18,133 12,679
15,734 13,187
18,828 20,829
28,632 22,180

iron production, and of
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National Summaty of Business

Prepared by the Board of Governors of the Federal Reserve System

Industrial activity increased further in March but declined somewhat in the first half
of April owing to temporary reductions in output of bituminous coal and automobiles.
Wholesale prices of many commodities advanced considerably and the Government took
steps to limit price advances of some additional industrial materials.

Production

Volume of industrial output continued to increase in March and the Board’s seasonally
adjusted index rose from 141 to 143 per cent of the 1935-39 average. Activity increased
further in most durable goods industries, particularly in those producing machinery,
aircraft, ships, and armament. Steel production increased to about 100 per cent of
rated capacity.

Automobile production, which usually increases considerably in March, showed little
change from the high rate reached in February. In the first half of April output was
reduced considerably owing to a shutdown at plants of the Ford Motor Company during
an industrial dispute which was settled about the middle of the month. Retail sales of
new and used cars advanced to new peak levels in March and dealers’ stocks at the
beginning of April amounted to about a month’s supply at the current rate of sales.
Output of lumber, which had been sustained at unusually high levels during the winter
months, rose less than seasonally.

Activity in the textile and shoe industries increased further in March. Cotton
consumption rose to a record level of 854,000 bales and there was also an increase
in rayon deliveries. At wool textile mills activity was sustained at the peak rate reached
in February, not showing the usual large seasonal decline, and in the chemical and
rubber industries further advances were reported.

Bituminous coal production rose considerably, while output of crude petroleum was
maintained in March at about the rate that had prevailed in the four preceding months.
In the first half of April coal production declined sharply, however, as most mines were
closed pending conclusion of contract negotiations between mine operators and the
miners union. Production of nonferrous metals continued in large volume in March and
deliveries of refined copper showed a sharp rise as domestic production was supplemented
by supplies received from South America.

Construction contract awards rose sharply in March and were larger than in any
month since the middle of 1930, according to the F. W. Dodge Corporation data, The
rise was chiefly in awards for publicly-financed work, which had been reduced considerably
in January and February, and in private nonresidential projects, particularly factory
construction, Awards for private residential building, which had been unusually large
during the winter months, showed less than the customary seasonal rise in March.

Distribution

In March distribution of commodities to consumers was sustained at the high level
reached in February. Sales at mail-order houses and department stores increased seasonally
and variety store sales showed more than the usual seasonal rise.

Freight-car loadings increased by about the usual seasonal amount. Loadings of coal
and grain rose considerably, while shipments of miscellaneous freight, which in previous
months had risen steadily, on a seasonally adjusted basis, showed a smaller increase
than is usual at this time of year.

Commodity Prices

Prices of basic commodities continued to advance sharply from the middle of March
to the middle of April. There were substantial increases in prices of domestic foodstuffs
and further advances in burlap, cotton, rubber, and lead. Increases were also reported
in wholesale prices of a number of manufactured products and the general index of
the Bureau of Labor Statistics rose two points to 83 per cent of the 1926 average.

Informal action was taken by the Government to discourage price increases of some
additional industrial materials and maximum price schedules were established for steel,
bituminous coal, secondary and scrap aluminum and zinc, and iron and steel scrap.
Sharp reductions in prices of some kinds of nonferrous metal scrap resulted. Announce-
ment of an expanded Federal purchase program for hog, dairy, and poultry products
was followed by price increases for these and related products.

Bank Credit

Total loans and investments at reporting member banks in 101 cities increased during
March and the first two weeks of April. Commercial loans continued to rise substantially,
and holdings of United States Government securities increased further, reflecting purchases
of new Treasury offerings.

United States Government Security Prices
Prices of United States Government securities declined irregularly from March 15
to April 9 but subsequently rose slightly. The 1960-65 bonds showed a net loss of
about 34 of 1 point on April 15, following a rise of about 314 points in the previous
month. The yield on this issue on April 15 was 2.14 per cent, compared with 2.03 per cent
at the all-time peak in prices on December 10, and 2.30 per cent at the recent low
in prices on February 15.
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District Summary of Business Conditions
Continued from Page 19
March, following a three-months decline. In March, however,
they were 35 per cent less than a year ago. In the first quarter
of 1941 the number of failures in the District was smaller
by 30 per cent than in the first three months of 1940, and
liabilities were less by 40 per cent. First quarter life insurance
sales in the District were greater than a year ago by 11 per
cent, and in the country by 4 per cent.
Construction contracts awarded in March in the Sixth
District were down 22 per cent in value from February,
although 12 per cent greater than in March last year. Resi-

dential awards declined 5 per cent and other contracts

32 per cent from February. For the first quarter of 1941,
however, total awards were 19 per cent greater than in that
part of last year. This first-quarter increase of 19 per cent
for the District compares with a gain of 58 per cent for the
37 Eastern States, but it should be recalled that for the
year 1940 the District gain over 1939 was 5! per cent as
compared with an increase of 13 per cent for the country.
Building permits in the District declined in March and were
somewhat less than a year ago, but the first-quarter total
is slightly above that for the first three months of 1940.

The rate of textile activity in the District, which reached
new high levels successively in October, November, January,
and February, declined 2 per cent in March, but was 36 per
cent above that for March last year. In actual bales of cotton
consumed, however, by mills in Alabama, Georgia, and Ten-
nessee, a new high level, at 289,232 bales, was reached in
March. In the current cotton season, August through March,
consumption has been 14 per cent greater than in that part
of last season.

Steel mill activity in the Birmingham-Gadsden area has
been reported by The Iron Age at 95 per cent of capacity
in March and the first three weeks of April, and in the country
it has been at about 100 per cent. Pig iron production in
Alabama actually increased in March to a total that had been
exceeded only by that for December 1940, but the daily rate
of output was slightly lower in March than in the shorter
month of February, although 18 per cent above that for
March last year. In the second week of April output was
curtailed by an explosion that caused the temporary shut-
down of two furnaces and the shutdown for an indefinite
period of a third furnace.

The rate of coal production in Alabama and Tennessee
increased 3 per cent further in March, and was at the highest
level in more than eleven years. The District gains of 3 per
cent over February and 27 per cent over March last year
compare with increases for the country of 7 per cent over
February and 38 per cent over March 1940.

Electric power production in the six states of the District,
on a daily average basis, increased further in February (latest
figures available) by 4 per cent and was at another all-time
peak. February production of current in the District was
23 per cent above that for February last year, as compared
with a gain of 15 per cent for the country.

Cash farm income in the six states of the District declined
further in February, as it nearly always has, but was 6 per
cent greater than it was in February last year, and was larger
than in February of any other recent year with the exception
of 1937. In February Government benefit payments increased
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The Rising Trend of Currency Circulation
Continued from Page 21
have little incentive to return excess currency holdings to
the Reserve Banks.

(b) From the side of convenience, banks have had reason
to increase their holdings of vault cash. The growth of cash
circulation amongst the public—particularly that growth at-
tributable to increasing business activity, increasing pay rolls,
and increasing retail sales—has increased the vault cash
inventory necessary to facilitate the banks’ business.

(3) Foreign individuals, businesses, and banks also hold
considerable quantities of American currency, both abroad
and in domestic safe deposit boxes. Their holdings, however,
cannot be easily determined. The compilations of net currency
shipments to Europe from certain New York City banks
indicate that foreigners were increasing their holdings of
American currency abroad most rapidly in 1933, 1934, and
1937. Since late 1938 the net movement has largely repre-
sented a return of currency to this country. The extent to
which foreign holdings of currency can be measured is admit-
tedly inadequate, but the total of such holdings, measurable
and non-measurable, is generally believed to be quite large.

P Much the same type of untraceable transaction that prevents
adequate measurement of the circulation of American cur-
rency amongst foreigners also prevents adequate measure-
ment of the total circulation within any Federal Reserve
District. Currency is free to move across District lines in the
pockets of tourists, in the letters of citizens and businesses,
and through many other unaccountable routes. Federal Re-
serve Banks, however, are not permitted to pay out the notes
of other Federal Reserve Banks; and Federal Reserve notes
that cross District lines are thus rapidly withdrawn from
circulation by being returned to the Bank of issue. A com-
parison of the circulation of this Bank with that of the other
Federal Reserve Banks is therefore possible, and in the chart
above this comparison is shown graphically.

The most striking comparison in this chart is the sharp
fall in the circulation of this Bank during 1937 and 1938,
a period in which the circulation of the twelve Banks re-
mained relatively stable. This difference is the result of

Continued on Page 24
e ———

over January but were 27 per cent less than they were a
year earlier, so that February receipts from marketings of
crops, and livestock and livestock products, were up 18 per
cent from February last year. Better prices account for a
part of the gain.
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The Rising Trend of Currency Circulation
Continued from Page 23

technical note policy, and not the result—nor in itself an
indication—of any unequal incidence of economic develop-
ments between the Sixth District and the nation at large.

During the early 1930’s individual Federal Reserve Banks
began to adopt the policy of paying out silver certificates
rather than Federal Reserve notes in the $5 denomination.
This Bank was one of the last to make that change in policy,
and, upon adopting it, in March 1937, succeeded in reducing
its circulation both absolutely and relatively to the other
Banks. OQur delayed adoption of the policy accounts for the
slight relative rise of our circulation up to March 1937, and
adoption itself accounts for the sharp fall from that point.

After the substitution in this District of silver certificates
for Federal Reserve notes in this denomination was approxi-
mately completed, the circulation of this Bank again began

to move roughly in proportion to that of all Federal Reserve
notes, but at a distinctly. lower level. This might suggest
that the circulation of lower denomination notes had been
relatively more important in this District than in the nation,
but the evidence available from an analysis of our circulation
at several dates does not support this explanation. It is per-
haps more probable that the lower level of our circulation
relative to that of the nation results from the substitution
beginning in 1934 of Cuban notes for those of this Bank
(notes of this Bank having previously been the principal part
of all notes over $5 circulating in Cuba) and the final clos-
ing of this Bank’s Havana Agency in 1938. The opposite
effect had followed the establishment of the Havana Agency
in 1923. Before 1923 this Bank’s circulation had been about
5 per cent of the total circulation of Federal Reserve notes,
but in that year it rose to over 6 per cent, and by 1925
to over 9 per cent.
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