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FEDERAL FISCAL POLICY AND TAXATION

Prior to the 1930, except during periods of war, Federal fiscal policy occupied a comparatively
narrow place in relation to the economic activity of the nation. It presented a much less difficult prob-
lem of determination and solution. The sums involved as budgetary receipts and expenditures were
comparatively small considered either from the point of view of the size of the Federal budget, the
amount of the Federal debt, the burden of interest cost upon the economy, or the relation of those
factors to the national income or the wealth of the nation. Furthermore, the consequences of Federal
fiscal policy were, to a much greater extent than is true today, neutral or at least not so significant
with respect to decisions and operations in the various fields of economic pursuit.

The effects of the combined forces of several years of the most severe depression, an intensified
program of national defense, and our participation in total war, have conspired to confront us with
an entirely different situation with respect to the problems of Federal fiscal policy. Now, Federal
fiscal policy dominates the economic scene; the manifold ramifications of the problem, which have
become extremely complicated, reach out into virtually every segment of the economic system. The
consequences of a particular fiscal policy will affect and, in fact, may go far toward actually deter-
mining the level of activity in the various economic fields, the achievement of a high or low degree
of stability in the nation’s economic life, and the character of the country’s economic system.

As an aftermath of war and with the cumulative effects of conditions which have prevailed during
the last 15 years, many perplexing problems now plague the nation’s leaders for solution. These prob-
lems, including the attainment of so-called “full employment,” the maintenance of very high levels
of useful production, stabilization of income payments at a level far above any prewar standard, avoid-
ance of inflation or deflation, attainment of a reasonable degree of economic stability, and determination
of the nation’s peacetime credit policy, obviously cannot be brought to a sound practical solution
without careful consideration being given to the impact of fiscal policy. We cannot approach their
solution with an “all other things being equal” attitude.

Until the depression of the 30’s the objective of fiscal policy, according to the point of view then
generally accepted, was to provide the funds needed to meet the essential and most necessary services
of Government. Purposes of social reform and economic control were not considered objectives of fiscal
policy. Expenditures were made because of their necessity per se and not because of any stimulative
effect which they might have had upon the economy or any particular part of it. Principal expendi-
tures included meeting the cost of the Federal debt and providing for debt retirement; providing
adequate military, naval, and other policing services; maintaining court, legislative, and executive
functions; operating the postal service; undertaking the construction of highways; and an occasional
venture, involving comparatively small amounts, into other projects which obviously could not be
undertaken profitably by private enterprise.

The severe impact of the depression provided a fertile soil for the growth and development of
economic theories which had received, at most, only slight acceptance in earlier, more prosperous
years. A new school of economic thought compounded of certain of those theories gained increasing
recognition, and its members advanced new views with respect to the objectives of Federal fiscal
policy. The central theme of these views is that fiscal policy should be used as an instrument of economic
control to lessen or possibly prevent fluctuations in business activity and to secure a high degree of
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stability in our economic system at some predetermined desired level. Extremists of this point of view
hold the opinion that a central objective of fiscal policy must be compensatory spending and budgetary
deficits, not merely as a temporary adjustment but as a more or less continuous adjustment to the total
spending, if so-called “full employment” is to be assured.

The middle ground between the position taken by such extremists and by those who still contend
for the objectives which were fairly representative of the period prior to the great depression, offers
probably a more realistic appraisal of the present-day objectives of Federal fiscal policy. That view of
the objectives of fiscal policy gives recognition to the economic developments which occurred during
the turbulent years of this generation and which have modified the framework of our economic system.
It also acknowledges that fiscal policy properly conceived and timed may have stabilizing influences.
Moreover, this concept of the objectives of fiscal policy recognizes the acceptance of a somewhat
broader and more realistic view of the place of present-day Government in the sphere of economic
activity.

It is not inconsistent to accept this somewhat broader concept of the objectives of fiscal policy and
yet insist that the Government should make the strongest effort to hold its expenditures within the
limits of its revenue, that it should in every reasonable manner seek to preserve and encourage private
enterprise as the dominant characteristic of our economic system, and that it should avoid the use of
its fiscal power in competition with private enterprisc. On the other hand, acceptance of those
qualifying conditions does not preclude the use of Federal fiscal power to encourage the highest levels
of production, employment, and income which can be maintained consistently on a stable basis
through the efficient operation of our private enterprise system. By implication, this concept of fiscal
policy means that when, despite the best efforts of private enterprise supported by favorable Govern-
ment policies, it becomes impossible to maintain a stable high level of economic activity, the Government
may be expected to intervene actively to try to restore, if possible, the desired state of conditions.

The degree of success which can be achieved in accomplishing the desired objectives of Federal
fiscal policy depends not only upon the soundness of those objectives but also, in very large measure,
upon the skill with which the different elements of the policy are conceived and administered.

There are four major elements of Federal fiscal policy. They are, first, the determination of the
amount of expenditures necessary to achieve the objectives of the policy; second, the amount of
Government revenue which can be obtained without imposing burdens too restrictive on the economy;
third, the amount of net borrowing which will be necessary to supplement revenue to meet the expendi-
tures deemed to be required; and fourth, the management of the Federal debt. Although the impor-
tance of each of these elements cannot be minimized, the wartime growth of the national debt and
the far-reaching effects of its management give to that element of fiscal policy a dominant position.

Considered perhaps in a narrow sense, management of the national debt means making adequate
provision to service the cost of the debt, meeting refunding obligations as they occur, and providing
for debt retirement out of current revenue. However, because of the direct effect upon the national
debt, the amount and timing of net borrowing must be considered as an element of debt management.
In other words, in a broader, more realistic sense, management of the national debt not only involves
management with respect to the outstanding debt but also full consideration of factors which will have
the effect of increasing the Federal debt. In addition, and certainly a most important factor, manage-
ment of the Federal debt must include a careful appraisal of its consequences upon the economic
system. It is this last factor which makes the debt management so extremely complicated and difficult
in the present instance.

Since December 31, 1930, the Federal debt, which had been decreased from the high levels of
World War I to approximately $16 billion, has increased steadily year by year, and during the recent
war years, at an average annual rate of more than $50 billion. On June 30, 1936, after several years
of large scale public spending, the national debt was $33.7 billion. Four years later, on June 30, 1940,
when this nation really embarked on its national defense program, the debt amounted to approximately
$43 billion. At the end of 1945, the national debt totaled slightly more than $278 billion.

The problem of the Federal debt has increased greatly not only as a result of the sheer magnitude
of the sums involved but for other reasons. A significant change has occurred in the relative position
between Federal and private debt. The character of the ownership of the Federal debt has changed
greatly since the early 30’s. Federal financing policies during World War II brought about a signifi-
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cant change in the composition of the national debt. The much greater annual interest cost on the
outstanding Federal debt bears with a different impact upon the economic system.

Whereas in 1930 the Federal debt represented approximately 8 per cent of the total public and
private debt of the nation, the proportion has increased to almost 60 per cent at present. This shifc
in market dominance from private debt securities to securities of the Federal Government has increased
tremendously the importance of sound debt management on the part of our Federal administrators.

Likewise, the changes which have occurred in the ownership pattern of the debt have imposed
new and heavy obligations upon the Government. In the first place, a substantial part of the savings
of many millions of Americans is in the form of Government securities. Over 70 per cent of the earn-
ing assets of the nation’s banking system is in various issues of Government securities, while the Federal
Reserve System, which is the nation’s central banking system, holds more than $23 billion in Govern-
ments. Insurance companies, trust funds, and eleemosynary institutions also have invested an increasing
proportion of their funds in the securities of the Federal Government, and many business firms have
substantial holdings. In a sense, the Government has become the custodian of a tremendous volume of the
savings of our people and our institutions. That custodianship carries grave responsibilities and obliga-
tions and demands that the management of the national debt and, in fact, the whole fiscal policy of the
Government be conceived wisely and carried out with consummate skill.

Largely as a result of policies followed during the war years, the composition of the Federal debt
has changed so significantly that it poses additional problems. Whereas at the end of June, 1940, short-
term issues in the form of Treasury bills and certificates of indebtedness comprised only 3.5 per cent
of the marketable Federal debt, the proportion had increased to 28.5 per cent by September 30, 1945.
As a result, refunding requirements during the early postwar years will be large. Policies with respect
to refunding, therefore, must occupy an important place in the debt management program. Further-
more, those policies should be consistent with sound fiscal principles in terms of the existing debt
management problem and the general economic and financial situation; otherwise, serious conse-
quences may ensue.

Comparison of the computed rate of interest on the interest-bearing Federal debt during the recent
war years with the rates which prevailed during earlier periods emphasizes strongly the low interest
cost of the Second World War. Whereas World War I was a 4 per cent war, World War II was a 2
per cent war. On August 31, 1919, when the World War I national debt was at its peak, the computed
interest rate on approximately $26 billion of debt was 4.2 per cent. On December 31, 1945, when the
World War II debt reached its peak, the computed interest rate on slightly more than $275 billion of
outstanding interest-bearing Government securities was 1.97 per cent.

Despite such favorable wartime financing, the interest charge on the national debt has increased
at a faster rate than the increase in the national income, with the consequence that the annual interest
charge on the debt now imposes a heavier though not unmanageable burden on the country. The
computed annual interest charge on the Federal debt increased from $1,095 million on June 30, 1940,
to approximately $5,400 million at the end of 1945. That increase in the interest burden is not without
real significance. Uncertainty is a characteristic of economic activity. It is possible, therefore, that at
some future date the burden of interest cost might be more restrictive upon our economy. This pos-
sibility, remote though it may be, is one sound reason why the Federal debt should be retired to the
greatest practicable extent as soon as possible, thus reducing the annual interest cost. Also, very large
interest charges on the Federal debt raised through the medium of taxation might conceivably distort
the distribution of the national income in an undesirable direction.

The interest problem, however, cannot be considered solely from the point of view of the impact
of the cost upon the economy, important though that may be. Serious consequences also may result if
interest rates are driven down to artificial levels which are obviously too low. The importance of
interest rates to certain classes of individuals and to institutional investors cannot be ignored. Also,
since interest is in part a payment for risk-taking, rates should be high enough to provide reasonable
compensation for the risk element involved in investment ventures; otherwise, the flow of capital may
be restricted, with detrimental effects upon the private enterprise system.

Retirement of the Federal debt has already been referred to as an important element of debt
management. It has been historically true of our country that periods during which a significant
expansion of the Federal debt was experienced have been followed by periods of substantial debt retire-
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ment. In the present instance, it should be recognized that the magnitude of the debt militates against
the possibility of there being a significantly apparent favorable record in this respect. If we are to be
realistic we must reconcile ourselves to the fact that a tremendous Federal debt will persist for many
years as an important element of our nation’s fiscal problems.

Nevertheless, it can and should be emphatically stated that such rationalization should not be
accepted as justification for failing to strive to retire the largest possible amount of the debt. Budget
surpluses and their use for redemption of the Federal debt, even though in comparatively small amounts,
create a favorable atmosphere for the operation and expansion of private enterprise and are highly
desirable at a time when the volume of private spending is so large as to bring about an upward pressure
on prices. The anticipation on the part of business enterprisers of a declining tax levy as a result of a
smaller debt and interest burden may prove to be a real stimulus to economic activity with a consequent
increase in the demand for labor, thus helping to maintain a state of high employment. We should not
disregard the fact that the attitude of Government with respect to sound fiscal policy and toward
private enterprise can be, oftentimes, almost as significant as the very acts of Government.

If we are willing to recognize that the Government should hold a more important place in the
sphere of economic activity than it has in the past, and to accept the view that fiscal policy directed
within a framework favorable to private enterprise can have stabilizing economic influences when
properly conceived and timed, then we should appraise that policy in the setting of the strong infla-
tionary pressures which exist today as a heritage of the war. It has always been generally acknowledged
that inflation, in more or less degree, is the inevitable consequence of war. World War II, though fought
by this country under conditions of remarkable economic and financial stability, did not prove to be
an exception to that general rule. Wartime financing methods and the huge expenditures of the last
five years have left us with the largest volume of potential purchasing power in the country’s history
at a time when serious shortages of goods persist in a great many lines.

During the war taxation was maintained at comparatively high though not oppressive levels, and
individuals and nonbanking institutions purchased large amounts of Government securities. These
sources of revenue and borrowed money, however, were not sufficient in amount to provide the Govern-
ment with the funds needed to meet its essential war and governmental expenditures. Despite the Treas-
ury’s policy during the war period of selling the largest possible amount of its securities to nonbanking
investors, the cost of the war was so great that it was necessary for the banking system to purchase a
large part of the securities. The Federal Reserve System adopted policies designed to enable commercial
banks to assist the Treasury in its wartime financing to the extent necessary. Moreover, it was possible
to carry out this policy and at the same time maintain low interest rates. Although the inflationary and
bank credit-creating characteristics of that policy were fully recognized, the policy followed was
considered the most satisfactory alternative in view of all circumstances. Now that the war has ended
and the nation is directing its efforts toward peacetime activity, it is only prudent to reconsider our fiscal
and related financial policies in their new setting.

It seems obvious that at this time compensatory spending by the Government is neither necessary
nor desirable. On the contrary, the expenditures of Government should be restricted to the greatest
extent possible to essential or highly necessary purposes. Moreover, at the earliest moment consistent
with creating conditions conducive to the expansion of private enterprise, the Federal budget should be

" balanced and those expenditures of Government which are deemed necessary should be fully covered
by the revenues of the Government. In fact, in view of the present inflationary dangers, revenue should
be planned to provide a budgetary surplus of funds to the Government to enable a start on debt
retirement out of current income as soon as possible. In this respect, there is no intention to over-
emphasize the amount of debt retirement that is possible in the next few years or, in fact, for some
time to come, However, it cannot be too strongly emphasized that the magnitude of the debt and the
comparatively small reductions possible through redemption are not justifiable reasons for an attitude
of complacency or for failing to adopt a policy of public debt retirement. Even though the reduction
in any given year should be apparently insignificant in amount in terms of the total debt outstanding,
such retirement, as matter of policy, would be a move in the direction of sound peacetime finance and
would reflect a very healthy attitude on the part of the Government with respect to fiscal policy.

Onerous as taxes are to all of us, our fiscal policy should provide for the maintenance of taxes at
a comparatively high level. That level of taxation should be set at a point which will obtain the largest
revenue to the Government consistent with achieving the highest degree of economic stability and the
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most desirable productive and business output. Pressures for tax reduction which arise merely from
a desire for low rates of taxation per se should be resisted, regardless of their source. On the other hand,
a modification of our tax system may be in order, and possibly tax reductions should be effected in
some instances. Pressures for such modifications which may arise because of repressive effects upon some
group in our economic system should be promptly and carefully investigated.

One of the most important keys to the solution of our present economic dilemma is the rapid attain-
ment of the highest possible production of goods by our industrial system and the effective distribution
of those goods by the various factors in the business system. It is undeniably true that there is a substan-
tial demand for goods of virtually all kinds, and, furthermore, it is adequately supported by the needed
purchasing power; only the goods are lacking in the present markets. It is possible that some additional
degree of inflation may occur despite our best efforts to control the situation, but we may be sure
that that degree, whatever it may be, will be significantly greater and more disruptive in its consequences
if we are not successful in launching our private industrial and business system quickly into full pro-
ductive motion. It is not inconsistent to support a position calling for the maintenance of high and
equitable levels of taxation to provide the Government with revenue sufficient to meet its essential or
necessary expenditures, and yet urge that tax rates on our productive and distributive enterprises, which
in very large measure hold the solution to some of our most difficult problems, not be oppressive or
restrictive.

Because of the existence of inflationary pressures and the added problems which would confront the
nation if those pressures should prove to be increasingly unmanageable or if additional pressures are
created, one of the most difficult aspects of Federal fiscal policy lies in the relationship between Federal
debt management and the nation’s financial institutions and the creation of purchasing power.

Since 1932 the Government has pursued policies in its fiscal operations which have contributed
strongly to the establishment and maintenance of a low interest rate structure. During the war and at
times prior thereto the central banking system cooperated actively with the Treasury to assist it in
accomplishing its purposes. The present magnitude of the debt and the high interest cost of its service
obviously influence the Government to seek to maintain a low rate structure. Also, there are those who
believe that a very low rate structure, comparatively speaking, is necessary among other things to assure
the attainment of what they call “full employment.”

On the other hand, certain other significant facts deserve serious consideration. A plethora of
funds, together with access to the services of the central banking system at a very low interest cost, is
a circumstance which breeds additional inflationary pressure. Also, the interest rate pattern which has
been maintained since early in the war period has made it profitable for commercial banks to seek
investment in the longer term Government securities, although an effect of that demand has contributed
to forcing down the yield on such securities significantly. A consequence of this development has been
a shifting of short term securities into the central banking system and an increase in the holdings of
long term securities by the commercial banks, with a consequent expansion in bank credit. The increase
in bank credit subsequently contributes to the inflationary pressures as the credit-created savings of
individuals flow over into the security markets, real estate and other tangibles. It seems obvious that, in
view of the present inflationary trend, Federal fiscal policy should avoid as much as possible the creation
of additional inflationary conditions or forces.

These problems of fiscal policy are so far-reaching in their ramifications and are so complex in
character it is unlikely that they will be solved by one or a few men, no matter how highly placed those
men may be. They challenge the best effort of all intelligent Americans, who actively take a leading
part in the operation and policy direction of our business and economic system. We must recognize
that we have an important personal interest and part to take in the solution of these problems. We
have the responsibility to contribute to their solution to the limit of our ability. No individual is so
unimportant, nor is any business so small, as to escape completely the detrimental consequences which
will flow from a Federal fiscal policy which is unwisely conceived. On the other hand, all of us must
inevitably share in those benefits which will accrue to the nation from a policy soundly conceived and
wisely administered. Therefore, we cannot afford to fail to accept to the fullest our responsibility in
aiding to reach the best possible solution and to share freely our thinking upon the problems with
those responsible for policy formulation.

(The foregoing is an address delivered by R. R. Gilbert, President, Federal Reserve Bank of Dallas, before a Marketing Conference held under the auspices
of the United States Chamber of Commerce at Dallas, Texas, February 18, 1946.)
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Review of Business. Industrial, Agricultural and Financial Conditions

DISTRICT SUMMARY

The outlook for crops and ranges was improved by general
rains during January and February over most of this district,
but moisture deficiencies still persist in some areas in the western
half of the territory. Recent rains have been especially bene-
ficial to the wheat crop in northwest Texas, where considerable
deterioration had resulted from the prolonged period of dry
weather. The continuance of mild temperatures, together with
better moisture supplies, will be conducive to the early growth
of range weeds and grasses which would partially compensate
for the shortage of dry feeds. Construction activity is apparently
gaining momentum despite the acute shortages of building
craftsmen and materials. The value of construction contracts
awarded is running far above that of a year ago and substan-
tially higher than in December 1945. Petroleum production in
this district increased further in January and February and in
the latter month is expected to be nearly as large as in February
1945, Refinery operations have declined somewhat. In view of
the reduction of about 350,000 barrels daily in the March allow-
able for Texas, crude oil production is expected to decline
sharply in that month. Buying at retail has continued to exceed
expectations. Sales at department and furniture stores during
January declined seasonally, but continued to show a wide mar-
gin of gain over those of January last year.

BUSINESS

Consumer buying at department stores in the district con-
tinues at an exceptionally high level for this season of the year.
January sales at reporting stores were 17 per cent above the large
volume in the corresponding month of 1945. This gain was well
above the margin of gain registered in December or in
the last quarter of 1945, Weekly reports indicate that the mar-
gin of gain in February over a year ago may be higher than that
in January. Increased supply of certain scarce items that are in
heavy demand has contributed to the large volume of sales.
Moreover, some stores have apparently resumed the practice of
running end-of-season clearance sales, which have brought
forth a widespread response and have stimulated sales of mer-
chandise generally.

In January inventories at reporting stores in this district in-
creased 5 per cent and at the end of the month were 9 per cent
higher than at the close of January 1945. Despite this over-
all increase in inventories and the larger receipts of some scarce
items, acute shortages still persist in several departments, es-
pecially in men’s and boys’ wear. Inventories in these latter de-
partments on January 31, had declined to a level 38 per cent
below those of a year earlier. Low inventories of men’s wear
were in part the result of the urgent demands of returning servy-
icemen for civilian clothing.

Work stoppages caused by industrial disputes, shortages of
materials, and the uncertainties of wage-cost factors continue
to hamper all-out peacetime production of consumer durable
goods. Despite these difficulties, shipments in December 1945 of
such consumer items as refrigerators, sewing machines, vacuum
cleaners, electric ranges, and washing machines increased from
10 to 30 per cent over those in November, according to reports
of the Civilian Production Administrator. These reports also
indicate that it may be possible to attain prewar levels of pro-
duction of these items by June of this year, provided present
obstacles to all-out production are removed shortly.

January sales at furniture stores in this district, although
showing a seasonal decline of 23 per cent from the large Decem-
ber volume, were 35 per cent above those in the corresponding
month of 1945. Stocks at the end of January stood at 3 per cent

above the December level, and were 3 per cent higher than in
January last year. Cash sales during January amounted to 29
per cent of total sales, as compared with 24 per cent in January,
1945.

AGRICULTURE

The moisture situation in the Eleventh District was generally
improved by rains and snows in January and February, but
deficiencies persist in many areas. Adequate moisture was re-
ported throughout the eastern section of the district and the
Low Rolling Plains of Texas during the third week in February.
Heavy snows and light scattered rains over most of the High
Plains improved conditions there, and good rains were reported
in the Edwards Plateau and parts of southern Texas. Some rain
and snow in New Mexico and Arizona improved moisture condi-
tions, but soil moisture in the Trans-Pecos district of western
Texas still is inadequate, Cold weather in the commercial vege-
table areas retarded the growth of crops. A heavy frost on Jan-
uary 23 reached into many of the Rio Grande districts, but no
serious damage occurred.

The large exports of wheat from Oklahoma and Texas during
the last half of 1945, together with the feeding of unusual quan-
tities of grain to cattle, have resulted in a sharp decline in stocks.
On January 1, 1946, only 22,957,000 bushels were reported for
Texas and 22,991,000 bushels for Oklahoma. Stocks in all stor-
age positions in these two states were below those of last year.
Interior mills, elevators, and warehouses reported stocks of only
3,610,000 bushels in Texas and 3,852,000 bushels in Oklahoma,
as compared with stocks for the corresponding date last year
of 10,500,000 and 9,350,000 bushels.

Good growing conditions prevailed in the commercial vege-
table areas of Texas during the first part of January, but the
general rains and cold weather starting about the middle of the

WHOLESALE AND RETAIL TRADE STATISTICS

Percentage change in:

Number Net sal
of January 1946 from January 1946 from
Retail trade: reporting January  December  January  December
Department stores: firms 1045 1945 1945 1945
Total 11th Distriet. . . .. 48 +17 —45 + 9 + 5
Pt L A& e 7 492 —43 Fi2 +6
Corpus Christi. . 4 + 4 —48 +10 + 8
Fort Worth 4 5 1 —52 411 + 3
Houston. 7 -+19 —48 “+14 +15
San Anto 5 +24 —40 422 + 4
Shreveport, La......... 3 + 8 —48 ows
Other cities. . ...\ vy ros 18 +10 —46 —10 + 2
Retail furniture:
Total 11th District. .... 51 +35 —23 + 3 + 3
Dallg: . oo cvoeas aus 4 +36 —15 g + 4
BROREHRINE, o 0t o pmen i 8 +42 —18 g )
Port Axtlmr .o . oo 2 +23 —10
Wichita Falls. ......... 3 +41 =4
Wholesale trade:*_
Machinery, equipment
and supplies. ........ 3 —f +24 s ol
Drugs, ... s 4 +16 421 18 )
Electrical supplies. .. ... 3 +21 40 S -
Groceries. ...ooovevnann 22 +20 +24 +14 + 2
Hardware. ...........- 9 29 +31 + 7 —10
*Compiled by United States Bureau of Census (wholesale figures preliminary).
{8tocks at end of month.
INDEXES OF DEPARTMENT STORE SALES AND STOCKS
Daily average sales—(1035-1939=100)
Unadjusted* -Adjusted
Jan, Dee. Nov. Jan. Jan. Dec. Nov. Jan.
1946 1945 1045 1945 1046 1945 1945 1945
248 467 352 211r 306 287 288 260t
257 454 357 210 313 287 295 257

230 461 334 193 204 290 276 247
Stocks—(1935-1939=100)

Unadjusted™ -Adjusted

Jan, Dee. Nov. Jan, Jan. Dee, Nov. Jan.

1946 1945 1945 1945 1946 1945 1945 1945

Districh. . ... 161 169 202 148 179 202 189 165
*Unadjusted for seasonal variation.

r-Revised.
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month retarded the growth of most crops, interrupted planting,
and made harvesting operations difficult and costly. Consider-
able loss of spinach and cabbage was reported due to the delay
in harvest. Moisture is ample in all districts and, with more
favorable weather conditions during the first part of February,
improved growth has been reported for most crops. Growers’
pianting intentions indicate a slight increase in acreage of spring
and summer Irish potatoes above 1945 plantings and well above
the 1935-44 average. The estimated 58,300 acres of onions for
harvest in Texas this year is an increase of 2 per cent above the
harvested acreage in 1945 but about 5 per cent below the 10-
year average harvested acreage. Production of winter carrots
on February 1 was estimated at 2,942,000 bushels compared
with 3,383,000 last year and the 10-year average production of
1,984,000 bushels. Most of the land for the planting of canta-
loupes, watermelons, and cucumbers has been prepared in spite of
the unfavorable weather, and planting was under way by mid-
February, Shipments of spinach and beets on February 1 were
below those reported on the same date last year. Shipments of
Texas grapefruit for the season were reported on February 15 to
be 11,373 cars compared with 10,718 cars to the same date last
season; orange shipments were reported at 2,346 cars compared
with 2,516 and mixed citrus at 4,065 cars compared with 4,302,

Excessive soil moisture and cold weather during the latter
part of January and the first part of February damaged some old
grass in the eastern part of the district, and range and pasture
feeds were somewhat limited. Additional moisture and warmer
weather were needed in the High Plains and in southwest Texas,
but range conditions in both Texas and Oklahoma were reported
as average or better. Snow and rain in New Mexico and Arizona
improved the soil moisture situation, but range feed is limited
and warmer weather is needed to make additional range weeds
and grasses. Range conditions in these areas are slightly below
average and below these of last year. Small grain pastures
throughout the district have supplied little feed, and this condi-
tion, together with the acute shortage of grain feeds and con-
centrates, has necessitated the heavier feeding of hay and rough-
age. As a result, hay stocks have been rapidly depleted, and
locally grown feeds are very short in most areas. Pear burning
was active in western Texas, and range cattle were being fed in
some south Texas counties.

Cartle and calves were in fair to good condition in Texas and
Oklahoma on February 1, but some shrinkage occurred during
January, particularly in southeastern Oklahoma, the High
Plains, and western Texas, where range feeds were short, The
cold, wet weather and the shortage of grains and concentrates
which limited feeding operations in these areas also contributed
to the decline in weight. The condition of cattle in New Mexico
and Arizona was good, although falling below the 20-year aver-
age, and little shrinkage was indicated during the month. Sheep
are in fairly good condition throughout the district but slightly
lower than average, and some improvement was expected with
bettered feed prospects from January moisture. Breeding ewes
were in good condition, and early lamb prospects were fairly
good.

Livestock receipts at Fort Worth underwent a sharp decline
during January as a result of the curtailment of marketing
operations by strikes between January 15 and January 28.
Receipts of cattle, calves, and hogs at San Antonio fell slightly
below those of December but were well above January 1945
receipts. The movement of sheep at San Antonio declined sharp-
ly, falling more than 40 per cent below receipts for both De-
cember and January of last year.

Preliminary figures for 1946 indicate a considerable decline in
the number of cattle on feed at the beginning of the year in the
Southwest as well as in the United States as a whole, In Texas,

only 115,000 head of cattle and calves were reported on feed on
January 1, 1946, compared with 150,000 on the same date last
year. Substantial declines from last year were also registered in
Oklahoma, New Mexico, and Arizona. The total number of cat-
tle and calves on feed at the beginning of this year in the United
States was 4,157,000 head compared with 4,324,000 in 1945.
Sheep and lambs on feed in Texas and Oklahoma in 1946 also
declined from 200,000 to 150,000 and from 60,000 to 39,000,
respectively. In New Mexico the number declined from 58,000
at the beginning of 1945 to 52,000 in 1946, while in Arizona,
the only state in the Southwest to register an increase, the num-
ber rose from 10,000 head in 1945 to 40,000 head in 1946, The
1946 total for the United States of 6,724,000 head represents a
2 per cent decline from last year.

Mid-January prices received by Texas farmers, as reported
by the Department of Agriculture, showed important increases
for beef cattle, sheep, and sweet potatoes compared with mid-
December prices, and noticeable declines were registered in the
prices of Irish potatoes, eggs, and citrus fruits, Prices of other
farm commodities remained about constant or showed no sig-
nificant changes, Prices of oats, rice, cottonseed, and sheep were
slightly lower than those reported on the same date last year,
while all other farm commodities showed substantial price gains,

FINANCE

The daily average of combined gross demand and time deposits
of member banks in this district rose further in January, reach-
ing a new peak of $5,668,000,000, which was more than $100,-
000,000 above the December average and $1,200,000,000 above
that of January 1945. The increases over both the preceding
month and the corresponding month last year were about equally
divided between reserve city banks and country banks.

‘The reserve balances of member banks also reached a new
high level during the first half of January but declined steadily
during the subsequent thirty days. The daily average during the
first half of February, amounting to $739,000,000, was about
$18,000,000 below that of January but was $132,000,000
above that for February 1945, During January, when reserve
balances were at a high level, the daily balances of these banks
with correspondents averaged nearly $900,000,000, which was
also a new peak. The required reserves of member banks showed

CASH FARM INCOME
(Thousands of dollars)

~—November 1945 Total receipts
~——Receipts from——  Nov. ov. Jan. 1 to Nov. 80
Crops Livestock* 1945 1044 1945 1944
RABEOOE. o vy 0io v rjemsnmeis 5,765 6,606 12,371 9,891 118,847 108,306
Louisiana. ........ 44,714 7,204 51,918 47,008 210,623 209,830
New Mexico 4,804 22377 27,271 19,449 108,836 90,179
Oklahoma 22,504 20,619 45,678 51,857 309,917 440,677
- P 82,338 58,440 138,223 156,825 1,082,676 1,009,437
160,215 115246 275461 285,930 1,920,809 1,048,510
*Includes receipts from the sale of livestock and livestock products.
SOURCE: United States Department of Agriculture.
LIVESTOCK RECEIPTS—(Number)
— Fort Worth ——— San Antonio
January January December January January December
1946 1046 1945 1946 1945 1945
37,879 62,802 64,472 26,494 20,634 27,361
21,212 39,605 41,776 18,183 22,775 19,540
62,785 70,147 96,469 15,500 14,138 19,950
50,383 03,963 86,448 13,419 23,052 22,448
COMPARATIVE TOP LIVESTOCK PRICES
(Dollars per hundred weight)
Fort Worth San Antonio ——
January Juouary December January January December
1946 1045 1945 1946 1945 1945
$16.00  §16.50  §16.00 $14.00 31575
13.00 M e s s i i
15.25 16.25 16.00 14.25 15.50
12.75 13.25 13.00 11.50 12.50
14,25 14.25 14,75 14.00 14.75
14,55 14.65 14.65 1455 14.65
15,00 14.00 13.25 13.85 13.00
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CONDITION STATISTICS OF WEEKLY REPORTING MEMBER BANKS
IN LEADING CITIES

little change from December to January, but excess reserves rose
moderately, reflecting the increase in average reserve balances.
The average of excess reserves during January, which amounted
to $143,000,000, was close to the three-year peak reached in
July 1945.

The return flow of currency from circulation which began
in the last week of December conrtinued in substantial volume
during January and the first half of February, On February 15,
the total circulation of Federal Reserve notes of this bank
amounted to $601,000,000, representing a net decrease of $26,-
000,000 since the all-time peak in circulation was reached
around the middle of December last year. Total circulation on
February 15 was at the lowest level since last August and was
only $54,000,000 above that of February 15, 1945, The decline
since mid-December represents the first major reduction in the
Federal Reserve note circulation of this bank in six years. The
uvsual heavy month-end demand for currency to meet pay rolls
and business settlements was apparently about counterbalanced
by receipts of currency from circulation since there was only a
very slight increase in circulation during the latter part of Janu-
ary and the carly part of February. Although the decline in cir-
culation during the past seven weeks occurred in bills of all
denominations except the $50 and $100 bills, the major portion
of the decline was accounted for by the decrease in the circula-
tion of bills in denominations of $20 and under.

The deposits in weekly reporting member banks in this dis-
trict, after reaching a new high level early in January, declined
by $60,000,000 between January 9 and February 13. This de-
crease was accounted for by the net withdrawal of $71,000,000
in interbank deposits, which was only partially counterbalanced
by a moderate increase in other deposits. To meet the decline
in deposits, the reporting banks withdrew $14,000,000 from
their reserves with the Federal Reserve Bank and $37,000,000
from their balances with correspondent banks and decreased
their loans and investments by $4,500,000.

Although the aggregate loans of these banks declined by $5,-
400,000 during the five-week period ending February 13, there
was an increase of $5,900,000 in commercial, industrial, and
agricultural loans, $2,200,000 in real estate loans, and $4,200,-
000 in “all other” loans. The principal decrease, aggregating
$17,600,000, occurred in loans to brokers and dealers in securi-
ties and to others for security trading, This decrease reflected
chiefly the liquidation of loans made to customers during the
Victory Loan Drive for the purpose of entering subscriptions
to Government securities offered during the drive. Although
these loans have declined approximately $44,000,000 since the
close of the Victory Loan Drive, the total of $162,000,000 on
February 13 was still $88,000,000 higher than at the beginning
of the drive and $107,000,000 above the total on the correspond-
ing date last year.

The investments of weekly reporting member banks, on Feb-
ruary 13, were slightly larger than those of five years earlier, but
during the period there were substantial changes in the distribu-
tion of holdings among the classes of sccurities. Holdings of
Treasury bills were reduced by $30,000,000 to the lowest level
in more than three years, and holdings of Treasury notes declined
by approximately $4,000,000. These decreases, however, were

CONDITION OF THE FEDERAL RESERVE BANK
(Thousands of dollars)

Feb. 15, Teb. 15, Jan. 15,
1946 1945 1946
G T N $497,989 $533,607 $530,244
Discounts for member banks. .................o000 None 275 one
Foreign loans on gold......covvvnernnainenrnnanan 1,440 None 1,410
U. 8. Government seourities. . ..........covvvennnns 892,733 660,274 893,701
Tl SarDIE WEBENE. - s o ey oot wow s mioom g i s g moerm e 894,173 669,549 895,201
Member bank reserve deposits. . ............cooiia 741,341 8,005 791,348
Federal Reserve Notes in actual circulation.,........ 600,979 547,326 610,670

(Thousands of dollars)
Teb. 13, Feb. 14, Jan. 9,

1046 1945 1946
Total loans and investments. .. .....cooieiiiiniann $2,168,850 $1,650,374 $2,173,302
) Dot T e S e T 661,827 404,517 667,250
Commercial, industrial, and agricultural loans... 388,485 271,895 382,587
Loans to brokers and dealers in securities. ... .... 5,461 3,302 6,422
Other loans for purchasing or carrying securities.. 156,889 52,158 173,541
(Rl BRI SR, . Lo ioari = bciinin o v m wpmsa e At 31,584 22,485 20,305
to banks, 139 1,447
All other loans. . 54,447 73,868
Total investments . 1,254,857 1,506,062
U. 8. Treasury bi 65 90,956
U. 8. Treasury certificates of indebtedness. ... ... 511,493 316,141 494,432
8 Treastiry Mok, . . v vo s sncs s smsmsvs vy men 213,231 273,046 216,931
U. 8. Government bonds. . ...........co..ounue 658,580 540,243 641,923
Obligations guaranteed by United States Gov't. . 1 14,201 253
NOT PORTTINIBE, .., v v aaid vl poae 45 W 048 B 62,175 45,981 61,557
Reserves with Federal Reserve Bank. ... ........... 382,072 337,268 396,664
Balznces with domestie banks. ... ........o.coiiiaa 275,335 215,534 312,315
Demand depasits—adjuste:iﬂ ......... 1,358,203 1,163,155 1,366,514

TUERABDIORIEE .+ 5 - . = 5 oo b A e A SR DD PR el 290,501 220,588 287,7
United States Government deposits. .. .............. 490,044 255,162 483,706
Interbank deposits iR 602,960 502,992 672,549
Borrowings from Federal Reserve Bank. ... ......... None None None

*Includes all demand deposits other than interbank and United States Government, less
cash items reported on hand or in process of collection.

DEBITS TO INDIVIDUAL ACCOUNTS

(Thousands of dollars)
January January  Potg.change December Petg.change
1946 1045 over year 1945 over month

ADIBEE . covnrnasonnnse $ 22,983 § 20,988 +10 § 24074 ot |
Amarillo. i 51,188 7,780 + 7 50,707 + 1
Austin. .. 117,602 102,109 +16 74,908 +67
Beaumont, . 66,814 64,572 + 3 60,630 +10
Corpus Christi 68,904 57,878 +18 69,676 =1
Corsicana. . 9,560 7,082 ~+35 8,928 +17
Dallss. . . 667,516 633,803 + B 778,104 —14
Paso. . 92,916 71,484 -+30 89,716 + 4
Fort Worth 215,732 227,576 — B 246,047 ~—12
Galveston 52,275 45,290 +15 53,371 3
Houston 636,286 588,434 + 8 696,269 —9
.. 13,830 12,391 +12 12,807 + 8
Lubbock ,373 38,305 + 5 36,705 +10
Moenroe, La. 26,299 21,869 -+20 23,933 +10
Port Arthur ,564 ,279 +1 4,600 — %
Roswell, N. M 12,171 9,630 +26 11,767 + 3
San Angelo 22,54 18,169 +24 20,030 +13
San Antonio. . 197,287 163,360 +21 201,506 —2
Shreveport, La. . 92,571 96,455 — 4 95,128 —3
Texarkana®. ... 20,006 22,158 — 9 20,621 — 3
Tucson, Ariz.. 42,809 33,000 +30 39,589 4 8
Tyler. .. 20,704 25,402 +17 32,159 — 8
Waco...... 39,175 32,165 +22 39.801 —1
Wichita Falls. ........... 39,397 32,425 +22 40,788 — 8
Total—24 cities. .. ....... $2,602,863  $2,306,784 + 9 $2,751,944 — &

*Includes the figures of two banks in"Texarkana, Arkansas, located in the Eighth District.
1Indicates change less than one-half of one per cent.

GROSS DEMAND AND TIME DEPOSITS OF MEMBER BANKS
(Average of daily figures—Thousands of dollars)

Combined total Reserve city banks Country banks
Gross 1 Gross A Gross
demand  Time demand  Time  demsnd  Time
January 1944.......... $3,242.366 $270,576 $1,600,310 $165,073 $1,543,056 $104,603
January 1945... .. 4,104,746 5,501 2,080,671 218,338 2,014,075 127,253
September 1945. . .. 4,518,708 438,792 2,276,265 281,535 2,242,533 157,257
October 1945, . .. 4,562,118 438,106 2,290,083 278,991 2,271,186 159,205
November 1945, . 14824008 444663 2,441,944 284172  2,382.084 100,491
December 1945, . .. 5,109,360r 451,887 2,634,630 285,371 2,474,730r 166,516
January 1048.......... ,215,222 452,353 2,681,476 286,583 2,633,746 165,770
r-Revised.
SAVINGS DEPOSITS
January 31, 1946 Percentage change in
savings deposits from
Number  Number of Amount of —
reporting savings savings Jan. 31, Deec. 31,
banks depositors deposits 1046 1945
BEAMMOBE. - o s n s o xscn oot e 3 12,446 § 7,667,166 -21.5 + 1.1
I s v e e A 8 128,034 67,832,021 +31.6 + 1.4
R, L S 2 27,601 21,909,649  --40.0 + 2.7
Fort Warth, o025 ivsivins 3 36,446 30,912,221 +29.9 + .7
(5 T 4 5 9,188,053 +18.8 + 1.8
Haston o0 il sisiss 8 93,041 62,972,293 +4-22.6 + 4
Labboek, . . v vanens 2 876 1,027,160 +85.8 - .8
Pork Arihur o 1i canins i 2 5,734 5,346,255 +25.0 -+ 1.6
San Antonio. ............ 5 35,148 40,963,066 +29.8 + .8
Shreveport, La.. ......... 3 32,766 24,929,314 4-29.9 + 1.3
T e 3 9,119 8,584,303 +32.6 + 1.1
Wichita Falls. ........... 3 7,138 4,731,679 +17.9 — 1.0
I T el 57 59,018 48,064,557 +427.0 + 1.6
Tokall Siatean 103 473,689  $344,128,537 -+28.1 4 1.¥
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about offset by additions to holdings of certificates of indebted-
ness and United States Government bonds.

On February 16, the Treasury Department announced that
the 33 per cent Treasury bonds of 1946-56, which have been
called for redemption on March 15, 1946, and the 1 per cent
Treasury notes, due on March 15, 1946, will be redeemed in
cash. In announcing an oﬁering of 74 per cent Treasury cer-
tificates of indebtedness in e‘{change for the issue maturing
March 1, 1946, it was stated that since approximately $1,000,-
000,000 of the maturing certificates of indebtedness would be
redeemed in cash, exchange subscriptions received from holders
of the maturing certificates would be allotted on an equal per-
centage basis, except that subscriptions in amounts up to $25,000
would be allotted in full.

INDUSTRY

Current data indicate that the value of construction contracts
awarded during January in the district was sustained at a level
far above that of a year ago and approximately 50 per cent
higher than in December 1945. This conclusion is confirmed
by the value of building permits issued during January in six-
teen principal cities of this district, which totaled nearly $25,-
000,000, or about eight times the value of permits issued in those
cities in January last year. Reports indicate that very large gains
in activity have taken place in the construction of residential
buildings, especially in Texas, and of some types of commercial
buildings. A major development relative to the construction
industry during recent weeks was the announcement of a Vet-
erans’ Housing Program. The goal of this program is the con-
struction of 1,200,000 additional homes this year and 1,500,000
homes during 1947. Of the total units to be added, 1,600,000
would be conventional houses, and 850,000 would represent per-
manent prefabricated units. The program contemplates vast
increases in output of building material with Government sub-
sidies where necessary. It is proposed that “the largest part” of
the allocated equipment and material would be channeled into
homes selling for not more than $6,000, or renting for not more
than $50 per month.

On February 11, the Administrator of the Civilian Produc-
tion Administration announced that regulations would be is-
sued shortly which would drastically curtail industrial and com-
mercial construction, as well as residential building which does
not conform to the veterans’ program, since the use of scarce
building materials would be restricted to approved projects. The
announcement also indicated that construction started at this

COTTONSEED AND COTTONSEED PRODUCTS

Texas United States————
August 1 to January 31 August 1 to January 31

Cottonseed received at mills  Lhisseason  Lastseason  Thisseason  Last season

L S e TR 601,685 860,032 2,801,547 3,933,051
Cottonseed crushed (tons).. ... 565,009 587,836 2,385,842 2,694,851
Cottonseed on hand Jan 31

(tons).. : - 120,875 312,842 634,053 1,350,856
Productmr} of m-oduc 3

Crude oil (thousand lba,). N 170,290 177,316 741,648 827,865

Cake and meal (tons) 201,456 277,101 1,052,949 1,234,861

Hulls (tons) . . 131,085 137,828 568,742 623,798

Linters (rumuug balw) 178,802 181,101 720,607 787,102
Stocks on hand January 31'

Crude oil (thousand 1bs.) 15,755 13,979 51,878 56,174

Cake and meal (tons) 16,346 21,023 61,072 84,288

Hulls (tons) . . 19,302 21,701 51,100 51,035

Linters (running bales). 23,072 38,008 08,389 122,886

SOURCE: United States Bureau of Census.

DOMESTIC CONSUMPTION AND STOCKS OF COTTON—(Bales)

January January December August 1 to January 31

Consumption at: 1946 1945 1945  This season season
Texasmills.....o.c000ens 17,825 16,161 13,652 94,988 03,349
United States mills. . ..... 811,368 850,425 651,784 4,407,219 4,870,811

U. 8. stocks—end of month:
In consuming, estabm’ts. .
Public stg. & compresses. .

2,366,336
0,064,513

2,202,765
12,080,186

37

CRUDE OIL PRODUCTION—(Barrels)

January 1946 Increase or decrease in daily
average production from
Total Daily ave. -
production product.lon Jan, 1945 Dec. 1945
233,800 + 1,950 -+ 3,020
459,819 + 11,219 422,766
461,016 — (4,463 419,790
332,406 — 9,944 +17,403
497,471 — 53,129 +-26,663
Total Texas. . ..... 62,449,900 2014512 —haser o004
New Mexico......cuvunueens , 37 =4
2,457,600 79,278 + 10,302 + 2,830
Total District...... 67,057,050 2,192,163 —110,874  +93,058
SOURCE: Estimated from American Petroleum Institute weekly reports.
BUILDING PERMITS
January 1046 Percentage change
valuation from
Number  Valuation Jan. 1045  Dee. 1945
............................. a1 $ 526,115 3 +21
........... 198 04,4 +-358 - T
........... 468 1,367,612 +751 + 36
,,,,,,,,,,, 223 220,270 +208 + 45
............. 1656 765,663 +331 + 94
1,125 5 602,254 ' = 8§
............ 115 405,756 +304 — 30
570 1,970,305 +446 + 71
........... 95 264, +397 +157
625 8,065,235 . — 54
209 425,849 +191 — 62
......... 157 291,906 +989 + 36
......... 1,133 2,605,985 +526 — 62
......... 314 ,995 +188 +-259
......... 105 212,346 +471 + 51
........................ 63 369,390 ¥ +161
................... 5,605 $24,467,639 4692 — 33
*Over 1,000 per cent.
VALUE OF CONSTRUCTION CONTRACTS AWARDED
(Thousands of dollars)
January January December
1046 1045 1045
Eleventh Distriet—total........... § 32,807 $ 15,218 § 22,945
Residential ,567 051 519
All other . 14,265 16,426
357,501 140,049 330,685
89,715 19,536 86,134
267 786 121,413 244,551
*37 states east of the Roc,y Mountains.
SOURCE: F. W. Dodge Corporation.
VALUE OF CONSTRUCTION CONTRACTS AWARDED
{Thousands of dollars)
Dy b D b N b Jan. 1 to Dee. 31
1045 1044 1945 1945 1944
§ 22,045 $ 20,894 $380,194 § 279,041 § 178,224
6,519 1,188 3,702 42,609 23,970
16,426 28.706 26,492 236,432 154,254
330,685 188,481 370,087  3,200303 1,994,016
86,134 23,902 88,374 563,467 1443
244,551 164,579 281,713 2,785,836 1,645,573
*37 states east of the Rocky Mountains,
SOURCE: F. W. Dodge Corporation.
PORTLAND CEMENT STATISTICS—TEXAS MILLS
(Thousands of barrels)
Producti Shipments ————Stocks (end of month)—
1045 1944 945 1044 1945 1044
553 430 512 449 1,050 1,116
465 479 497 470 1,018 1,124
576 456 598 549 997 1,032
566 575 572 622 991 984
851 541 815 512 825 1,014
661 454 730 579 757 888
726 530 758 575 724 843
7156 554 715 560 736 837
685 597 774 527 638 907
812 520 790 579 669 848
801 523 902 478 558 503
831 501 734 386 656 1,010
8,042 6,160 8,397 6,285

SOURCE: Bureau of Mines,
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time is subject to the risk of prolonged delays unless it is suffi-
ciently essential to receive approval under the proposed regula-
tions. It was indicated that it may be necessary to prohibit the
completion of some projects already under way.

The Texas cement industry has experienced an upward trend
in production during recent months coincident with the expan-
sion in construction activity. In December production of cement
in Texas amounted to 831,000 barrels, which was the largest
monthly output since July 1943. While December production
was only 4 per cent higher than in November, it was 66 per cent
above the output in December 1944. Production during 1945,
amounting to 8,042,000 barrels, exceeded that of 1944 by 31
per cent, in comparison with a 13 per cent increase at all mills
in the United States.

After declining substantially following the termination of the
war, consumption of cotton in United States textile mills in-
creased sharply in January, when 811,000 bales were utilized.
This amount represented an increase of 24 per cent over that
consumed during the preceding month and was only 4 per cent
under that used in January 1945. Total consumption during
the first half of the 1945-1946 season, amounting to 4,407,000
bales, was 10 per cent less than that during the corresponding
period of the preceding season. On January 31, 1946, stocks of
cotton in consuming establishments, amounting to 2,366,000
bales, were 3 per cent higher than a year ago, but stocks in
public storage and compresses, totaling 9,965,000 bales, were
about 23 per cent lower.

Petroleum production in this district increased further in
January, the daily average of 2,192,000 barrels being 4 per cent
larger than the average in December but 5 per cent under that in
January 1945. In other sections of the country, production was
maintained at approximately the same rate in January as in
December. Production allowables for Texas, which were in-
creased by 98,000 barrels daily during February, were cut by
approximately 350,000 barrels daily for March. On the basis
of March allowables, the State’s production for that month
will drop to the lowest level since last fall when the refinery
strikes were in progress, The reduction was ordered in view of
the accumulation of crude oil stocks and of mounting gasoline
inventoties.

Although crude oil runs to refinery stills in this district, which
averaged 1,391,000 barrels daily in January, declined about 4
per cent from the December average, the demand for southwest-
ern crude oil from other sections of the country was sus-
tained at a high level. The high rate of refinery operations in the
United States, which is being maintained in an effort to meet
the heavy demands for fuel oil and kerosene, is expanding
greatly the supply of gasoline. While the increase is a normal
seasonal development, stocks of gasoline on February 16 had
risen to 105,000,000 barrels, or only about 4,000,000 barrels
under the all-time peak reached in the spring of 1942.

Trends in Petroleum Production, Proven
Reserves, and Drilling Activity
1942-1945, Inclusive

The high level of crude oil production during the war period
has created much interest in and concern about its effect upon
the proven petroleum reserves in the Eleventh District and in
the United States. Crude oil production reached new all-time
peaks for three successive years and this district was called upon
to furnish a large proportion of the total increase in United
States production, The relatively larger expansion of output in

the district resulted chiefly from the huge proven reserves in
this area, which permitted marked production increases before
reaching maximum efficiency rates, and from the policy of the
Petroleum Administration for War in endeavoring to bring the
production of the various states into a more equitable relation-
ship with proven reserves during a period in which the Nation’s
need for petroleum was increasing rapidly. Although produc-
tion in the Eleventh District increased from about 40 per cent
of the National total in 1942 to 48 per cent in 1945, the district
still had approximately 60 per cent of total proven reserves in
the United States on January 1, 1946, or about the same per-
centage as four years earlier.

In the face of an unprecedented demand for petroleum and
petroleum products, drilling activity was curtailed sharply
during 1942 and 1943, when our economy was being geared
to full-scale war production. The 40 per cent decline in well
completions between 1941 and 1943 reflected such factors as
the readjustment in drilling programs, shortages of manpower
and materials, and Government conservation regulations. Dur-
ing 1944 and 1945, in recognition of the need for additional
petroleum reserves to compensate for the expansion in produc-
tion and to provide for future contingencies an intensified
exploratory program calling for the drilling of an increased num-
ber of wildcat wells was put into effect, and in the distribution of
equipment and materials, preference was given to the require-
ments for carrying out that program.

Despite the decline in total well completions in the United
States during 1942 and 1943, the number of new fields dis-
covered was larger than in the immediate prewar period. During
the 1942-45 period, the yearly average number of new fields
discovered increased to 403 as compared with 289 for the 1938-
1941 period. As a result of the readjustment in development
programs, drilling operations declined by more than 50 per cent
in the older, well developed producing areas, such as Illinois and
southern Louisiana, and increased in Arkansas, Kentucky and
Wyoming. New well completions in the Eleventh District de-
clined from 11,400 in 1941 to 4,756 in 1943 but rose substan-

SIGNIFICANT INDICATORS OF PETROLEUM ACTIVITY
UNITED STATES ELEVENTH DISTRICT
Proven Petroleum Reserves—(January 1 of each year)

(Thousands of barrels)
Year
1942 19,589,206 11,936,607
1043 20,082,793 12,513,304
1944 20,064,152 12,240,176
1045 20,453,231 12,2239
1946 20,070,011 12,653,853
Tatal Annual Petroleum Production
(Thousands of barrels)
1942 1,386,645 546,720
1943 1,503,176 656,808
1944 1,678,421 809,055
1945 1,710,275 814,974
Number of New Wells Completed Annually

Pro- Unpro- Pro- Unpro-
Year ductive ductive Total ductive duetive Tatal
1942 12,022 5,684 18,606 3,049 1,882 5,831
1943 11,149 5,928 17,077 2,808 1,048 4,756
1944 15,456 6,751 22,207 4,335 2,432 6,767
1945 16,375 7,226 23,601 5,406 2,714 8,119

Number of Wildeat Wells Completed Annually
Pro- Unpro- Pro- Unpro-
ductive ductive Total ductive ductive Total

1942 523 2,643 3,106 220 1,016 1,236
1943 644 2,068 3,612 239 1,108 1,347
1944 805 3,519 4,324 327 1,383 1,710
1945 818 3,519 4,337 321 1,405 1,726

Number of Drilling Rigs in Operation—(January 1 of each year)

Year United States Eleventh Distriet
1942 2707 711
1943 3,595 1,118
1944 4,683 1,852
1945 4,637 1,402

SOURCE: Bureau of Mines and The Oil Weekly.



MONTHLY BUSINESS REVIEW 39

tially in the subsequent two years, totaling 8,119 during 1945.
The decline was most pronounced in the intensively developed
East Texas field. Drilling activity was well sustained in the
Texas Gulf Coast region and in New Mexico, with new well

completions in the latter state during 1944 and 1945 exceeding
those in 1941,

During the 1942-1945 period, exploratory drilling, as mea-
sured by the number of wildcat wells completed in the United
States, increased each year with total completions rising from
3,166 in 1942 to a record level of 4,337 during 1945. The cen-
ter of interest in exploratory drilling shifted from area to area
during the course of the war period, but well completions were
concentrated in the states of Oklahoma, Illinois, Kansas, and
Texas, these being the only states in which as many as 300 wild-
cat wells were drilled during any year of the period. California
intensified its search for new oil fields, the number of wildcat
completions increasing from 120 in 1941 to 297 during 1945.
In the latter year, however, most of the wildcat wells drilled
were unproductive. In the Eleventh District exploratory drilling
increased throughout the four-year period, and in 1945 wildcat
completions totaled 1,726 wells. The greatest number of wildcat
wells was drilled in the North Texas district, although the
largest number of productive wildcat tests was drilled in the
lower Gulf Coast area. In East Texas and in the Panhandle dis-
trict, exploratory drilling was relatively inactive throughout
the period.

The intensive exploratory campaign was disappointing in the
sense that relatively few new fields of substantial size were dis-
covered. With the emphasis upon exploration and with the de-
cline in developmental drilling, the percentage of total comple-
tions represented by dry holes naturally increased, the ratio of
dry holes drilled to total well completions in the United States
rising to a yearly average of 29 per cent during the war period
from 22 per cent during 1940 and 1941. The following table
which gives the amount of new oil discovered for each dry hole
or wildcat well drilled, furnishes a measure of the efficiency of
the search for new oil.

OIL DISCOVERED IN RELATION TO
DRY HOLES AND WILDCAT TESTS

United States————————— Eleventh Distriet ———

Oil diseovered in Oil diseovered in
relation to each relation to each
Dry bole Wildeat Dry hole Wildeat
(barrels) (barrels) (barrels) (barrels)
Annual average, 1080-41. .. ... 307,100,000 647,100,000 400,700,000 672,800,000
Average, 194245 ............ 203.000,000 499,100,000 306,300,000 594,600,000
#1939 only.

Except in 1943, extensions and new pays in previously dis-
covered ficlds, combined with revisions in estimates for older
fields, added substantially each year to proven reserves, both in
this district and in the United States. Total discoveries of the
four-year period amounted to 5,779,000,000 barrels, of which
61 per cent, or 3,540,000,000 barrels, were found in the Elev-
enth Federal Reserve District. When converted to an average
annual rate of discovery, these amounts represent declines of 31
per cent and 17 per ~ent, respectively, from the discovery rate
during the three-year period immediately preceding our entry
into the war. Although no very large new fields were discovered
during the war years, there were a few significant discoveries.
Qil was discovered in Florida during 1943, and in Alabama the
following year, but the principal new sources found were in
other areas. Large amounts of new oil were found in West Texas,

the Fullerton field of Andrews County and the Keystone field of

Winkler County being the largest current producers. In Okla-
homa, discoveries included the Pauls Valley field and the West
Edmond field. The latter has been regarded as one of the most
significant discoveries in recent years. Mississippi rose to the rank
of tenth state in proven reserves, due primarily to the discovery
of the Heidelberg field. Currently, attention is being devoted to
Rangley field, Colorado, which has been termed perhaps the most
important discovery during 1945.

As mentioned earlier, production of crude oil reached succes-
sive all-time peaks during each of the past three years, the 1945
production for the United States totaling 1,710,275,000 barrels,
or an increase of 27 per cent over the average for the 1939-1941
period. Meanwhile, production in this district rose even more
rapidly, the 1945 production of 814,974,000 barrels represent-
ing a 46 per cent increase over the average for the three prewar
years. Despite this unprecedented production, proven reserves
of the Nation increased each year, the net gain for the four-year
period being more than 1,390,000,000 barrels. The largest excess
of new oil found over production occurred during the past year,
when the net gain in reserves was estimated to be more than
500,000,000 barrels. Reserves in this district declined in 1943
and 1944 under the impact of curtailed drilling and increased
production. Nevertheless, large discoveries during 1942 and
1945 enabled the district to make a net addition of more than
717,000,000 barrels to its proven reserves during the war
period. As a result, Eleventh District reserves, which represented
61 per cent of the United States total on January 1, 1942, re-
mained virtually unchanged percentage-wise at the end of 1945.
Proven reserves in the United States as of January 1, 1946, were
estimated by the Oil Weekly to total 20,970,011,000 barrels,
12,653,853,000 of which were within the Eleventh Federal
Reserve District. More than 80 per cent of the Nation’s reserves
are located in four states: Texas having 11,764,296,000 bar-
rels; California, 3,288,977,000 barrels; Louisiana, 1,653,522,000
barrels; and Oklahoma, 931,257,000 barrels.

Despite increases in proven reserves of 717,000,000 barrels
in the Eleventh District and of 673,000,000 barrels in the area
outside the district, seven states experienced declines in reserves
during the four years. In addition to New Mexico, whose re-
serves declined 95,746,000 barrels from 1942 to 1945, largely
because of revision in earlier estimates, the states of Kansas,
Oklahoma, Pennsylvania, California, Arckansas, and Ohio sus-
tained losses in proven reserves. Since the majority of fields in
some of these states are among the older oil producing areas,
increased production and restricted drilling served jointly to
reduce remaining reserves. In Texas, estimated reserves showed a
net increase of 788,655,000 barrels, or 57 per cent of the
Nation’s net additions, Net additions to the proven reserves of
four other states are estimated by the Oil Weekly to be 264,-
000,000 barrels in Wyoming; 223,000,000 barrels in Louisiana;
214,000,000 barrels in Colorado; and 135,000,000 barrels in
Mississippi.

The progress of the war and the effects of its termination
influenced developments in the petroleum industry to a large
extent during 1945, Nevertheless, a2 number of additional sig-
nificant factors might be mentioned. The end of the war brought
a sharp decline in the military demand, which was only partially
counter-balanced by the expansion in civilian demand. Wells
were drilled deeper, as reflected by new depth records in 11 states.
A larger number of new gas, oil, and distillate producing sources
were found than during any previous year; also, discoveries of
2,227,000,000 barrels were larger than during any year since
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1939. Despite the continued shortage of labor and materials,
there were 400 more rigs drilling on January 1, 1946, than on
the same date four years earlier. The year’s outstanding single
development was the discovery of the Rangley field in Colorado,
where the widely expanded limits have not yet been defined, This
field enabled Colorado to rank next to Texas in exploratory suc-
cess during 1945, Texas continued to lead in virtually every
phase of oil and gas activity, with deep explorations in the West
Texas Permian Basin setting the pace for the State and Nation in
contributing to crude reserves. North Louisiana had an active
and satisfactory year in 1945, the Delhi field developing into one
of the Nation’s major fields.

By the end of 1945, average daily production per well in the
United States had declined to 10.7 barrels, as compared with
11.4 barrels a year earlier. It appears reasonable to assume that
a number of wells may be abandoned during the current year,
since approximately 70 per cent of the 421,000 producing wells
were receiving subsidy payments at the end of 1945, and the
reduction or elimination of such payments would likely result
in many wells being withdrawn from production.

MONTHLY BUSINESS REVIEW

At the end of 1945, the Eleventh Federal Reserve District
had 112,300 producing wells with an average daily output of
19.9 barrels per well. This reflects in part the fact that 85 per
cent of the 49,000 flowing wells in the United States were
located in the district.

After a period of peak production, the petroleum industry is
now experiencing a period of at least temporarily reduced oper-
ations. While some new civilian demands have developed during
the war period, the over-all requirements are likely to be re-
stricted for a considerable period of time. The Oil Weekly esti-
mated that total United States crude oil requirements for 1946
would be close to 4,300,000 barrels daily; that rate, while sub-
stantially under the 1945 rate, would represent an increase of
450,000 barrels daily over the 1941 production rate. The con-
census in the petroleum industry appears to indicate some decline
in the number of wells to be drilled during 1946, with the em-
phasis being placed upon deeper drilling, which requires larger
expenditures and more time per well. However, the trend of
recent years toward extensive exploration seems likely to con-
tinue.

ACCUMULATED CRUDE OIL DISCOVERIES
UNITED STATES AND ELEVENTH FEDERAL RESERVE DISTRICT
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