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Agricultural Act

I)UBLIC poLiCY, including agricultural policy,
evolves with the growth and development
of the Nation. Changing conditions lead to
changes in policy. The result, insofar as agri-
cultural policy is concerned, has been an
evolutionary change in thinking.

The present agricultural act is a product
of many years spent in the effort to develop
a workable program. It will be the purpose
of this article to review briefly the historical
setting in which the present program evolved
and to point out the major provisions of the
Agricultural Adjustment Act of 1954.

Historical Setting

During the carly years of the Nation’s de-
velopment, there was practically no govern-
mental activity pertaining to agricultural pro-
motion work at either the state or federal
level. The complete apathy of government
toward agriculture during this period was
caused partly by the political tradition in-
herited from abroad and partly by the nature
of the agricultural industry during that period.
Many of the early settlers came to this coun-
try to escape political persecution. Conse-
quently, they were suspicious of governmental
activity and did not accept it readily. Further-
more, agriculture at that time was a self-suf-
ficing industry in which, with few exceptions,
the products consumed by the family were
produced on the farm. This combination of
circumstances was responsible for a minimum
of governmental regulatory activity.
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With settlement of large areas of the pub-
lic domain, the development of better systems
of transportation and communication, and
with more specialization in agriculture, far-
mers of that day began to see advantages to
having certain agricultural activities become
the function of the state. In 1820, the New
Hampshire legislature passed an act provid-
ing for the organization of a state board of
agriculture. From this beginning, all states
have developed some type of governmental
agricultural organization through the years.

These state organizations usually were ex-
pected to carry on the functions of investi-
gation, education, demonstration, experimen-
tation, and regulation. State organizations
were able to perform these activities rather
satisfactorily under a simplified self-subsis-
tence type of agriculture, but with the de-
velopment of personal and geographical spe-
cialization and the expansion of the economy,
individuals became more dependent upon
cach other. The problems of interstate com-
merce and the expense of conducting certain
of these activities led to the demand for fed-
eral activity in the realm of agriculture.

Federal government aid to agriculture was
established in 1839 when Congress appro-
priated $1,000 for the collection of agricul-
tural statistics and for other agricultural pur-
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poses. Since there was no department of
agriculture at that time, the appropriation
was made for the Commissioner of Patents.
Small appropriations continued to be made
to the Commissioner of Patents until 1862, by
which time influential organizations were suc-
cessful in obtaining an independent federal
Department of Agriculture. The activities of
the department continued to expand and in
1889 the Department of Agriculture was es-
tablished as an executive department with a
secretary of cabinet rank.

During the period when the Department
of Agriculture was being developed and es-
tablished, farmers were becoming convinced
that the Government should be given power
to influence agricultural development and
prosperity. They believed that patent rights,
currency problems, banking legislation, tariff
policies, and the general monopolistic tenden-
cies that prevailed in some industries were
detrimental to agriculture, and corrective
legislative measures needed to be taken.

During the latter part of the 1800’s and the
early part of the 1900’s, the price level fluctu-
ated widely because of inflation induced by
the Civil War and subsequent deflation
which resulted in a number of panics. These
unfavorable times caused farmers to become
intensely interested in monetary reforms and
to establish cooperative marketing and pur-
chasing associations. In addition, farmers’ or-
ganizations were influential in bringing about
the passage of the Sherman Antitrust Act of
1890, the Clayton Act of 1914, and the Fed-
eral Trade Commission Act of 1914. They
also were influential in obtaining a number
of monetary reforms.

As is frequently the case, too much was
expected from the passage of legislation. Be-
ing disillusioned by the results of this more
general approach, a movement was started
in the early 1920’s to pass laws that dealt
with agricultural problems on a specific basis.
With the sharp decline in prices after the end
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of World War I, Congress no longer was
apathetic with respect to the problems of
agriculture. During the 1920’s an intensive
effort was made to pass legislation that would
enable farmers to receive prices that would
give them a fair exchange value. After several
tutile attempts to pass such legislation, the
Agricultural Marketing Act of 1929 became
law on June 15, 1929. With the passage of
this act, the period of direct Federal Govern-
ment activity in agricultural affairs definitely
had arrived. The act provided for a Federal
Farm Board and appropriated $500 million
for carrying out its stated objectives. Although
the $500 million was appropriated for use in
muking loans to coopcmtivc markcting or-
ganizations and on agricultural commodities,
the wording was such that the money could
be used to support market prices of agricul-
tural commodities. Any losses on commodity
loans were to be borne by the Federal Gov-
ernment. It is now a matter of record that,
even with $500 million (an extremely large
appropriation at that time), the Farm Board
was unable to prevent the collapse of agri-
cultural prices.

In 1933, the Agricultural Adjustment Act
was passed. This act introduced the concept
of supporting agricultural prices by using
parity prices as a base. Parity was defined in
the act as “that price for the commodity which
will give to the commodity a purchasing
power with respect to articles that farmers
buy equivalent to the purchasing power of
such commodity in the base period.” The base
period to be used for almost all agricultural
commodities was the period from August
1909 to July 1914. Constitutional difficulties,
along with efforts to improve the legislation
and provide for changing conditions, caused
a series of revisions in the legislation. Major
revisions included were the Soil Conserva-
tion and Domestic Allotment Act of 1936, the
Agricultural Marketing Act of 1937, the Agri-
cultural Adjustment Act of 1938, a series of



amendments culminating in the Stegall
Amendment of 1941, price control legislation
during the war years, the Agricultural Act of
1948, the Agricultural Act of 1949, and, final-
ly, the Agricultural Act of 1954.

Prior to and during World War 1I, the
legislation, as it developed, tended to pro-
vide for minimum price floors. Although
prices were so high that support floors
were not necessary in most instances during
the war years, provision existed to sup-
port prices of many of the commodities
in case the price dropped below a certain
per cent of parity. During much of this period,
prices of many agricultural commodities were
supported at 90 per cent or 92% per cent of
parity. The Stegall Amendment obligated the
Department of Agriculture to support many
agricultural commodities at 90 per cent of
parity for two years after the cessation of
hostilities. Consequently, by the end of the
war, rigid price supports were entrenched
rather firmly in the agricultural structure.

In recent years, there has been considerable
debate on a number of major issues involved
in agricultural legislation. Most important
among these issues was that of whether prices
of certain agricultural commodities should be
supported at fixed levels or whether some
flexibility should be provided. The Agricul-
tural Act of 1948 provided for flexible sup-
ports starting with the crops produced in
1950. Subsequent amendments prevented
flexibility from becoming effective on the
basic commodities. Flexibility again is pro-
vided for in the Agricultural Act of 1954.

Another major issue has been that concern-
ing modernization of the parity formula. Tt
became obvious in recent years that the 1910-
1914 price relationships among the various
agricultural commodities were obsolete. Some
commodities were underpriced in relation to
others in terms of present-day demands and
supplies. Consequently, a modernized version
of the parity concept was included in the
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Agricultural Act of 1948. This modernized
version became effective for some commodi-
ties but again was postponed by subsequent
amendments from becoming effective for a
few of the basic commodities where moderni-
zation would have caused a lower parity price.
The new legislation provides for moderniza-
tion to begin January 1, 1956.

A number of other issues have been debated
vehemently during the last quarter of a cen-
tury. Much disagreement exists relative to the
kinds of legislation that will be most bene-
ficial and to the methods which can be used
most satisfactorily. It was in this setting that
the Agricultural Act of 1954 became law .

Major Provisions

Set-Asides

Although many of the features included in
the new agricultural legislation can be found
in preceding laws, there are a number of new
features included. One of these is the pro-
vision for establishing a special set-aside for
certain commodities acquired by the Com-
modity Credit Corporation. The act directs
the Commodity Credit Corporation to set
aside within its inventories not more than
certain designated maximum nor less than
certain designated minimum quantities of
agricultural commodities as rapidly as the
Secretary of Agriculture shall determine to
be practicable. These commodities are to be
set aside by the Corporation from stocks ac-
quired in the course of its price support
operations from production during 1954 and

Designated Commodity Set-Asides

Maximum Minimum
Commodity Quantity Quantity
Wheat (bu.) 500,000,000 | 400,000,000
Upland Cotton (bales) 4,000,000 3,000,000
Cottonseed OQil (lbs.) 500,000,000 0
Butter (lbs.) 200,000,000 0
Nonfat Dry Milk Solids (lbs.) | 300,000,000 0
Cheese (lbs.) 150,000,000 0
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The New

prior years. The law limits the total quantity
of commodities that can be included in the
set-aside to $2.5 billion.

The commodities in the set-aside can be
disposed of only for (1) foreign relief pur-
poses, (2) developing new or expanded mar-
kets, (3) school lunch programs, (4) trans-
fer to the national stockpile, (5) research, ex-
perimental, or educational purposes, (6) dis-
aster relief, (7) sales to meet the need for
increased supplies, in which case the sales
price shall be at least 105 per cent of parity.
Provision also was made for the Commodity
Credit Corporation to sell, without regard to
the previously mentioned restrictions, any
commodity covered by the set-aside for the
purpose of rotating stocks or consolidating in-
ventories. Any such sale, however, must be
offset by purchase of substantially an equiva-
lent quantity of the same commodity.

The quantity of any commodity included
in the set-aside or transferred from the set-
aside to the national stockpile shall be ex-
cluded from the carryover for the purpose of
determining the price support level under the
system of flexible supports now provided for.
However, these quantities shall be included
in computing total supplies for determining
acreage allotments and marketing quotas.

Flexible Supports

Mandatory price supports at 90 per cent
of parity now in effect for the six basic com-
modities (wheat, corn, cotton, rice, tobacco,
and peanuts) will be allowed to expire in all
cases except tobacco upon completion of mar-
keting the 1954 crops. Flexible price supports
ranging from 82% to 90 per cent of parity, de-
pending on supply conditions, will be in effect
for the basic crops harvested during 1955 if
marketing quotas are approved. In 1956 and
thereafter, the new act provides that the range
of flexibility will be 75 to 90 per cent of
parity for these crops if marketing quotas are
called for by the Secretary and approved by
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producers. Tobacco must be supported at 90
per cent of parity if quotas are in effect.

Corn and Wheat

Commercial corn- and wheat-producing
areas are designated. The level of price sup-
port to cooperators located outside the com-
mercial areas will be at 75 per cent of the
level of price support to operators in the com-
mercial areas. A cooperator outside the com-
mercial area is defined as a farmer who com-
plies with the conditions of eligibility pre-
scribed by the Secretary.

The marketing quota provisions of existing
legislation for corn were repealed and a new
set of provisions substituted. The definition
of normal supply of corn has been amended.
For the purpose of computing normal supply,
the amount allowed for carryover has been
increased from 10 to 15 per cent of domestic
consumption and exports. The period of years
to be used for determining the average yield
of corn in computing the national acreage
allotment has been reduced from 10 to 5 years
and the trend adjustment that formerly was
used in computing this yield has been elimi-
nated. Likewise, the permd of years for ap-
portioning the national corn allotments to
counties has been reduced from 10 to 5 years.

The act also amended the definition of nor-
mal supply for wheat by increasing the quan-
tity allowed for carryover from 15 to 20 per
cent. The final date for proclaiming the na-
tional acreage allotment of wheat has been
changed from July 15 to May 15 and for pro-
claiming the national marketing quota for
wheat from July 1 to May 15. Commercial
wheat-producing areas have been established
by authorizing the Secretary to eliminate the
applicability of acreage allotments and mar-
keting quotas to any state if the state allot-
ment would be 25,000 acres or less. In areas
where a summer fallow-wheat crop rotation
is common practice, a minimum 1955 farm
acreage allotment may be established for



farms where such a rotation was practiced
for 1952 and 1953. The minimum allotment,
however, will be applied to no more than 640
acres of the wheat base on the farm.

In accordance with the act, the support rate
for the 1955 wheat crop has been announced
by the Secretary. It will be supported at a
national rate of no less than $2.06 per bushel
which was 82% per cent of the parity price.

Cotton and Peanuts

The act gives additional discretion to county
committees in establishing farm cotton acre-
age allotments if they elect to apportion the
county allotment on an historical basis, and
authorizes the county committee to limit any
farm allotment so established to an acreage
not in excess of 50 per cent of the crop land
on the farm. Provision for release and reap-
portionment of unused farm cotton acreage
allotments, which originally was applicable
only to 1954 and 1955, has been made perma-
nent. Beginning with the 1955 crop, extra long
staple cotton will be supported at from 75 to
90 per cent of parity as determined by the
flexible price support schedule, which is based
upon the supply at the beginning of the mar-
keting year for the crop. Peanut prices will be
supported for cooperators at a flexible rate
of 82% to 90 per cent of parity in 1955 and
75 to 90 per cent thereafter, depending on
the supply as of the beginning of the year.

Dairy Products

The law obligates the Secretary of Agri-
culture to support the price of dairy products
at a level not less than 75 per cent nor more
than 90 per cent of parity as necessary to in-
sure an adequate supply. It provides for loans
on or purchases of whole milk and its products
and gives the Secretary broad authority until
March 31, 1956, to dispose of surplus stocks
of dairy products owned by the Commodity
Credit Corporation. In addition, the CCC has
been directed to use up to $50 million each
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year for the next two years to increase con-
sumption of fluid milk by children in non-
profit schools. Provision also has been made
for disposal of surplus dairy products to the
armed services and veterans’ hospitals.

Wool

During the period from April 1, 1955, to
March 31, 1959, wool prices will be supported
at such a level, up to 110 per cent of parity,
as is necessary to encourage an annual pro-
duction of 300 million pounds of shorn wool.
Such an increase would amount to approxi-
mately 20 per cent or about 10 cents per
pound above present levels. When the 300
million pound goal is reached, the price
will be supported between 60 and 90 per
cent of parity as the Secretary determines
necessary to encourage a production of 360
million pounds of wool annually. The Sec-
retary has been given authority to use
loans, purchases, payments, or other opera-
tions as methods of supporting wool prices.
However, no price supports shall be made
available, other than through payments to
producers, at a level in excess of 90 per cent
of the parity price of wool.

Other Commodities

For most other agricultural commodities,
the Secretary continues to have the same
authority as under previous legislation to sup-
port prices to producers through loans, pur-
chases, or other operations at a level not in
excess of 90 per cent of parity.

Modernized Parity

The new legislation again makes provision
for modernized parity to go into effect for
the basic commodities. The act provides for
a gradual transition from old parity to mod-
ernized parity at the rate of 5 per cent per
year beginning January 1, 1956, for the basic
commodities. If parity is modernized for the
basic commodities, the ultimate effect in
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terms of present price levels would be to
reduce the support price of wheat about 33
cents per bushel, corn about 18 cents per
bushel, cotton about 2 cents per pound, and
peanuts about 2% cents per pound. No provi-
sion is made for modernizing parity during
1955. Modernized parity, which takes into ac-
count price relationships during the most
recent 10 years, already is in effect for the
nonbasic commodities.

Diverted Acres

The Secretary has been given authority to
issue regulations pertaining to the use of di-
verted acres on an appropriate geographical
basis. He may permit the production of forage
crops for future use on diverted acres in areas
where good husbandry requires carrying a
feed reserve. He also may permit diverted
acres to be used in such a way as to help re-
store the normal pattern of agriculture in
disaster areas. The act also makes clear the
Secretary’s authority to increase or terminate
acreage allotments as well as marketing
quotas because of a national emergency or
increased export demand.

Acting under this authority, the Secretary
recently announced that farmers will be free
to use their diverted acres to grow any crops
they want during 1955 except wheat, cotton,
corn, peanuts, tobacco, potatoes, and com-
mercial vegetables. Thus, farmers in the
Tenth District will be permitted to grow such
crops as oats, barley, grain sorghum, soybeans,
and dry beans on their diverted acres.

The provision of existing law by which a
producer may adjust his cotton acreage to the
farm allotment any time before harvest now
is applicable to all basic commodities.

General

The act contains many other provisions per-
taining to conservation programs, the ap-
pointment and duties of state and county
committees, appointment and supervision of
agricultural attaches by the Secretary of Agri-
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culture, marketing agreements and orders and
other price support provisions. Only those
features that are of rather wide interest in
the Tenth Federal Reserve District have been
discussed. Many of the major features in-
cluded in the Agricultural Act of 1954 were
provided for in previous legislation but the
provisions were not permitted to go into ef-
fect because of amendments made subsequent
to the passage of the previous major legisla-
tion. For instance, flexible price supports and
modernized parity for the basic commodities
both were provided for in the Agricultural
Act of 1948. Neither was permitted to go into
effect for the basic commodities. Some flexi-
bility in price is provided for in the new law.
However, modernization of parity for the
basic commodities is not provided for until
January 1, 1956. Subsequent amendments
could again forestall modernizing parity be-
fore this provision becomes effective.

In a democracy, legislation frequently must
be the result of a compromise by different
groups with divergent opinions. The Agri-
cultural Act of 1954 contains a number of
issues that have been compromised. Conse-
quently, many individuals will find objec-
tionable features in the act. With the diverse
opinions that exist with regard to agricultural
legislation, however, it would be impossible
to pass legislation satisfactory to everyone.

Again the question arises as to whether too
much is expected from legislation. Proper
legislation can be useful in providing a favor-
able environment within which economic
forces can operate. It is not possible, how-
ever, to legislate economic forces out of the
economy without creating some severe prob-
lems. So far, no completely satisfactory solu-
tion to the agricultural problem has been
found. It would be reasonably safe to forecast
that such a solution never will be found. In
the meantime, continued thorough study of
the problems confronting agriculture will be
helpful in devising the best available program.



THE IMPACT OF EASY MONEY
ON TENTH DISTRICT BANKING

THE DECLINE in business activity in certain
areas of the economy during the past year has
been reflected in reduced demands for com-
mercial and industrial loans and for consumer
instalment credit, as business inventories and
durable goods purchasing slackened. In addi-
tion, credit requirements of the Federal Gov-
ernment were slightly lower in the fiscal year
ended June 30, 1954, than in the preceding
fiscal year. At the same time, Federal Reserve
policies designed to restrain credit and mone-
tary expansion in the Korean period of infla-
tionary pressures were modified to combat
deflationary tendencies in the economy. Bank
reserves were made available through both
purchase of securities on the open market and
reduced reserve requirements, while reduction
of the discount rate enabled member banks
to borrow at lower cost. Open-market pur-
chases tended to increase member bank re-
serves more than $600 million from April 1953
through August 1954, while reductions in re-
serve requirements in July 1953 and in June,
July, and August 1954 freed an additional $2.7
billion of reserves.

The combined effect of these events has
been a marked easing in bank reserve posi-
tions since the spring of 1953 and a corres-
ponding reduction in market interest rates.
In April 1953, daily average excess reserves of
all member banks in the Nation were about
$500 million, while daily average indebted-
ness of all member banks to the Reserve banks
amounted to well over $1 billion. In August
of this year, excess reserves averaged about
$900 million and member bank indebtedness
to the Reserve banks averaged only $120

million. Short-term interest rates in particu-
lar responded sharply to the contraction of
demand and the expansion of the supply of
credit, with prime commercial paper yields
moving down from a peak of 2.75 per cent
in June 1953 to less than 1.50 per cent in Aug-
ust 1954. Treasury bill yields dropped simi-
larly from 2.11 per cent in June last year to
around 1 per cent in August of this year.
There also were important declines in long-
term rates, the longest Treasury issue moving
from a yield of 3.29 per cent in mid-1953 to
2.63 per cent 14 months later.

Tenth District banks shared in the gain in
reserves, although influences other than Fed-
eral Reserve action undoubtedly affected the
increase. Shifts in reserves between various
sectors of the banking system occur continu-
ously in conjunction with deposit flows aris-
ing from commercial, financial, and govern-
mental transactions, and it is impossible to
isolate that part of the gain which can be
attributed to Federal Reserve actions. How-
ever, the change in total bank assets over a
period of time suggests the magnitude of the
over-all gains. A breakdown of the net in-
crease in assets by type reveals, furthermore,
the manner in which banks employed loanable
funds received through increased reserves and
reduction of reserve requirements. Several
alternatives were available to the banks in
utilizing these funds—aggressive measures to
expand loans, purchase of Government, mu-
nicipal, or corporate securities of various ma-
turities, and additions to cash balances. An-
alysis of the record of changes in assets offers
an indication of the response of banks to the
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The Impact of Easy Money

combined impact of monetary policy, busi-
ness and consumer actions, and Government
debt management from June 1953 through
August 1954,

Expansion of Total Assets

Over the 14 months ended August 1954, Dis-
trict member banks expanded total assets $508
million. This was nearly twice as much as in
the preceding 14 months, and reflects the
availability of ample reserve funds in the per-
iod since mid-1953, in contrast to the closely
limited supply in the earlier period. Some-
what less than one third of the increase in as-
sets was accounted for by larger loan volume.
The remainder was about evenly divided be-
tween increased security holdings, and a larg-
er volume of cash and balances with other
banks.

District member banks increased their loan
portfolios $118 million between June 1953 and
June 1954. Business loans accounted for $27
million of the gain, considerably less than the
increase in other postwar years, while guaran-
teed loans on crops under storage were re-
sponsible for an increase of $40 million in
loans to farmers. Real estate loans, particu-
larly on residential property, were acquired at
a considerably faster rate than in the immedi-
ately preceding years. The increase in the
year ended June 30, 1954, amounted to $40
million, compared with $20 million in the pre-
vious year. Consumer loans also expanded
$24 million, despite an almost unchanged vol-
ume of automobile instalment credit.

Extension of Maturities

Security portfolios of District member banks
were expanded $147 million, as an important
part of the reserves remaining after meeting
loan demands was used to build up the volume
of these earning assets. Information available
on the maturity of Government securities
shows that District banks also altered the
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maturity distribution of their holdings, re-
ducing sharply the volume of securities ma-
turing in less than two years, while adding to
holdings in the intermediate-maturity classifi-
cation—particularly the 4-, 5-, and 8-year ma-
turities.

Three distinguishable actions are capable of
producing such changes in the maturity dis-
tribution of Treasury security portfolios. First,
the mere passage of time causes the average
maturity to be reduced. Unless other off-
setting portfolio changes are made, this factor
alone tends to concentrate investment in near-
by maturities. Second, debt management poli-
cies influence maturity distribution through
the kinds of securities offered in successive re-
fundings. Finally, banks change both the
composition and size of portfolios by trans-
actions in the open market. All of these
influences involve — directly or indirectly —
policy decisions on the part of bank in-
vestors; decisions to make no change in a
portfolio or to exchange a called or ma-
tured issue are no less positive than the
decision to buy or sell on the market. How-
ever, changes in maturity distribution due
to aging of outstanding debt and the redemp-
tion and refunding of issues by the Treasury
are, in some measure, beyond the control of
investors. These factors affect the structure of
the market supply and thereby influence the
maturity distribution of all investor portfolios.
It is worthwhile, therefore, to attempt to iso-
late the effects of market transactions from
the other two factors, so that changes made
by portfolio managers under conditions of
greater freedom can be observed.

The accompanying table was designed to
reveal the distinctive effects of these three in-
fluences on various segments of District bank
portfolios. The securities included are limited
to marketable Treasury issues held by a rep-
resentative sample of District banks. It is
apparent from examination of the maturity
classifications that, between June 30, 1953, and




On Tenth District Banking

Maturities of U. S. Government Marketable Obligations Held by Tenth District Banks
In Millions of Dollars

Distribution Within 1-5 5-10 10-15 | 15-20| Over
. Bills 1 Year Years Years Years | Years | 20Years' Total
of Holdings 3
(Excl. bills)
1. June 30, 1953: actual 376.5 897.6 753.8 238.2 40.8 58.2 4.3 2,483.9
2. June 30, 1953: after adjustment to reflect
6 months aging 427.9 901.1 223.1 42.9 56.1 4.3
3. June 30, 1953: after adjustment to reflect
6 months of aging plus Treasury refundings 597.6 1,025.5 223.1 42.9 56.1 4.3
Dec. 31, 1953: actual 360.4 1,037.6 778.3 269.0 46.8 52.6 3.8 2,664.7
5. June 30, 1953: after adjustment to reflect
12 months of aging 403.0 384.8 208.2 43.5 55.4 4.3
6. June 30, 1953: after adjustment to reflect
12 months of aging plus Treasury refundings 7123 616.0 546.8 43.5 55.4 4.3
7. June 30, 1954: actual 298.3 655.5 742.9 656.6 56.6 52.5 2.6 2,580.1

Note: Number of banks: June 30 and December 31, 1953, 544; June 30, 1954, 546.

Row 2 shows maturity distribution of the June 30, 1953, holdings as they would have appecared on December 31, 1953, assuming banks
made no exchanges or market transactions during the intervening six months.

Row 3 shows holdings as they would have appeared on December 31, 1953, assuming banks accepted Treasury refunding offerings but

engaged in no market transactions.

Row 4 shows actual holdings on December 31, 1953, including market transactions.
Rows 5, 6, and 7 represent bank holdings, under the above assumed conditions, for June 30, 1954.

December 31, 1953, District banks increased
their total holdings of securities maturing in
less than one year, despite a small reduction in
bill holdings. The gain originated from re-
fundings together with market purchases. This
increase was supp]cmcntcd to some extent by
additions to holdings in the 1- to 5-year cate-
gory, which resulted from the passage of time
along with refunding operations. Among the
longer maturities —beyond five years — signifi-
cant changes took place only in the 5- to 10-
year category, where a net gain occurred be-
cause of market purchases.

During the six months ended June 30, 1954,
District bank holdings of Treasury bills and
other securities maturing in less than one year
declined substantially and more than offset
increases in holdings of longer maturitics.
This reduction in short-term holdings appears
to have resulted almost entirely from market
transactions, for the passage of time dimin-
ished the volume of bank-held securities other

than bills in this category only slightly be-
tween December 1953 and mid-1954, and re-
funding operations tended to increase hold-
ings. In the 5- to 10-year class, Treasury re-
fundings, supplemented by market purchases,
were responsible for a net increase in bank
holdings which effectively offset the decline in
holdings of short-term issues. A modest in-
crease also occurred in holdings in the 10-
to 15-year group, largely because of market
purchases.

Summarizing this analysis of changes in
portfolio structure, it appears that the ten-
dency for security portfolios to shorten with
the passage of time was effectively offset from
June 30, 1953, to June 30, 1954, through Treas-
ury debt management actions which tended to
expand the market supply of intermediate is-
sues, and by decisions of bank portfolio man-
agers, who concentrated net market purchases
in the 5- to 15-year classification rather than
in the under-one-year sector. The expansion
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of holdings in the intermediate area evidently
was not the result of banks simply accepting
Treasury refunding offerings, for only about
two thirds of the recorded increase in holdings
in this range can be accounted for through
such transactions. Market purchases, there-
fore, necessarily must have accounted for the
rest.

Increase in Liquid Balances

Part of the reserves made available by Fed-
eral Reserve actions, as noted earlier, has been
used by Tenth District member banks to raise
the total of their cash and balances with other
banks. Additions to these balances have been
most conspicuous among country banks, but
reserve city banks have followed similar poli-
cies. Early in the present year, excess reserves
of country banks were about $5 million to $10
million above the previous year, and from
April 30, when Commodity Credit Corpora-
tion wheat loans were retired, through Aug-
ust 15, the excess has been $10 million to $20
million above last year. In addition, country
banks have kept larger balances with city
correspondents. During the forepart of 1954,
these balances averaged about $25 million
higher than in the year before; even before
retirement of the wheat loans, the differen-
tial had increased to $35 million. Since mid-
year, the difference has been in excess of $50
million. City banks also have held a some-
what larger volume of both excess reserves
and due from banks than last year, although
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the differences have been smaller than at
country banks.

Conclusions

The preceding analysis of changes in Dis-
trict bank assets indicates that, considering
the amount of reserve funds received, the in-
crease in security portfolios was surprisingly
small. It is evident that, up to the close of the
summer months, District banks maintained a
highly liquid position through important in-
creases in cash and balances with other banks.
At the same time, earnings were suppoited
through extension of the average maturity of
Government security holdings, as well as by
enlargement of real estate mortgage port-
folios. The maintenance of a larger volume
of cash reserves by District banks is interest-
ing in view of the fact that short-term, rela-
tively riskless Treasury securities have been
continuously available for bank investment,
and purchase of these securities would not
preclude expansion of loans at a later date
should a demand for such credit arise. In the
absence of expansion in loan demand, banks
might be expected to further expand holdings
of Government and other securities. The term
structure of such additions to security port-
folios would be influenced in part by debt
management decisions — as demonstrated by
the preceding analysis — but it also would be
influenced by the decisions of banks with re-
gard to the relative merits of longer issues with
higher yields or shorter issues with greater

liquidity.



MANUFACTURING IN 1954

DUmNc RECENT MONTHS, economic activity
in the United States has shown little tendency
to move up or down when seasonal factors are
taken into consideration. Within this more-or-
less stable level of over-all activity, the vari-
ous sectors of the economy have performed in
diverse patterns. Because of the important
role played by manufacturing, a brief re-
view of this sector is timely.

Employment

In August of this year, the number of non-
agricultural wage and salary workers was
nearly 2 million below that of a year earlier.
A lower employment level in manufacturing
accounted for about 1.7 million or 85 per
cent of the reduction. Within the manufac-
turing sector, the decline was concentrated
chietly in establishments producing durable
goods. Employment dropped 1.3 million over
the year in these industries compared with
less than 400,000 in nondurable goods manu-
facturing. In durable goods industries, em-
ployment fell below 1952 levels in April,
May, and August and, except for the effects
of the steel strike in the summer of that
year, probably would have been below in
June and July. While less than that of 1953,
nondurable goods factory employment paral-
leled 1952 levels, although the increases in the
June-August period were somewhat smaller.

Among durable goods manufacturers, the
most widespread reductions in employment
over the year ending in August occurred in
transportation equipment, primary metals, ma-
chinery, electrical machinery, and fabricated
metal products. Together, these industries

employed more than 900,000 fewer wage
and salary workers than a year earlier. With-
in the transportation equipment industry
group, reduced employment in the automobile
industry accounted for most of the decline;
employment in aircraft and parts production
this June, although down from the January

Manufacturing Employment
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1954 level, was above a year earlier. Among
nondurable goods industries, lower employ-
ment levels resulted largely from reductions
at textile mills and apparel factories, although
most others also contributed to the decline.

The average length of the factory work-
week decreased about 1.6 hours, or 4 per cent,
over the year ending in January 1954. Since
then, the workweek of factory production
workers has followed approximately the usual
seasonal pattern. Between August 1953 and
August 1954, the number of hours worked
per week in factories making durable goods
decreased more than in nondurable goods in-
dustries, while average hourly carnings in-
creased the same amount. Accordingly, week-
ly earnings rose by about 1 per cent in non-
durable goods plants and fell by nearly the
same amount in durable goods manufactur-
ing establishments. Over the same period,
average hourly earnings of all factory produc-
tion workers increased 1 per cent. This gain,
although offset by a reduction in the work-
week, held average weekly earnings within 1
per cent of the August 1953 level.

Production

M;umfacturing output in August was about
10 per cent below the peak of last summer, on
a scasonally adjusted basis. As in employment,
most of the decline was centered in durable
goods, where the index of production recorded
a drop of 14 per cent. Much smaller propor-
tionately, the net reduction in the output of
nondurable goods amounted to 4 per cent
over the same period.

The adjustment in durable goods production
was concentrated during the last four months
of 1953, when output fell nearly 10 per cent.
After continuing to decline through April, the
output of durable goods held rather steady,
confining the net reduction to 4 per cent dur-
ing the first eight months of this year. Pri-
mary metals, transportation equipment, fabri-
cated metal products, and machinery were
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among the industries in this category regis-
tering the largest declines over the year end-
ing with August. Seasonally adjusted, the out-
put of machinery and fabricated metal prod-
ucts has increased from its low point in the
spring. Production of machinery in August
equaled the December 1953 level, while the
output of fabricated metal products rose to
within 2 per cent of the volume of last De-
cember. From its low March and April levels,
production of primary metals also increased
somewhat and was 3 per cent higher in Aug-
ust.  Although production of transportation
equipment has fluctuated, the trend in 1954
has continued down; in June and August, pro-
duction was at its lowest levels since the de-
cline began last summer.

The drop in the production of nondurable
goods occurred from May to December last
year. In that period, the seasonally adjusted
output fell 9 per cent. During the first four
months of this year, output increased nearly 4
per cent and since then has remained fairly
steady. The largest reductions in nondurable
goods manufacturing over the May-December
period were in rubber and leather products
and in textiles and apparel, where production
declined about one sixth. For the most part,
reductions in the output of other nondurable
goods were relatively small. Production in-
creases have been common among many non-
durable goods manufacturers during the first
cight months of this year. The output of tex-
tiles and apparel, paper and printing, food
products, and chemical products increased 3
to 4 per cent. While leather and rubber prod-
ucts firms shared in this expansion earlier in
the year, summer production reflected a labor
dispute. On the other hand, petroleum pro-
duction was curtailed this year and in August
was 8 per cent below the August 1953 level.

Sales, Inventories, and Orders

Sales of durable goods manufacturers drop-
ped 13 per cent during the last half of 1953,



In 1954

Manufacturers’ Sales, Inventories, and New Orders
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after seasonal adjustment. In the first seven
months of this year, the level of sales was rela-
tively steady, holding the decline from July
1953 to 14 per cent. New orders of durable
goods manufactures, after falling rather con-

sistently since May of last year, improved dur-

ing February and March. During the April-
July period, new orders held fairly steady at
a level approximately four fifths as large as
the average monthly volume during the first
half of 1953. Since durable goods manufac-
turers’ shipments have continued to exceed
new orders, the unfilled order backlog has
been reduced further from the maximum at-
tained in September 1952, Backlogs held by
durable goods firms decreased by $23.7 billion
over the year ending with July to $45.6 billion.
This total represented 4 months of sales at
the July seasonally adjusted rate as compared
with 5.2 months in July 1953.

The downward adjustment in durable goods
inventories continued for the ninth successive
month in July. From a plateau in late fall, the
seasonally adjusted value of durable goods
stocks declined $2.6 billion by the end of
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July. Since the decline in sales was a little
sharper, the stock-sales ratio of 2.1 in July
was slightly above that for the same month
last year. The bulk of the durable goods in-
ventory liquidation was in the purchased ma-
terials and goods in process categories. Fin-
ished goods inventories, although reduced
from their April level, were 2 per cent higher
in July than a year earlier.

In many nondurable goods industries, sales
are considered equal to new orders. Over the
year ending with July, both held rather firm,
with shipments down only 2 per cent. Stability
has persisted also in the level of inventories
held by nondurable goods producers, as stocks
decreased only 1 per cent over the year end-
ing with July. Stocks represented about 1.5
months of sales at the beginning and end of
this period. Although less extensive than that
in durable goods stocks, liquidation of non-
durables also was confined largely to pur-
chased materials and goods in process, as fin-
ished goods inventories in July were some-

what higher than in July 1953.
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INDUSTRIAL PRODUCTION INDEX PERSONAL INCOME
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BANKING IN THE TENTH DISTRICT PRICE INDEXES, UNITED STATES
. Aug. | July | Aug.
Loans Deposits
epest Index 1954 | 1954 | 1953
Reserve Reserve Consumer Price Index (1947-49=100) | 115.0 | 115.2| 115.0
City Country City Country .
Wholesale P Ind 49— 110.5 | 110.4| 110.6
Member Member Member | Member .oesa? I TIREN. FESh-tH=Aon)
District Banks Banks Banks Banks Prices Rec’d by Farmers (1910-14=100) | 251 247 | 255
and Prices Paid by Farmers (1910-14=100) | 282 |280 | 279
States August 1954 Percentuge Change From
L TENTH DISTRICT BUSINESS INDICATORS
July |Aug. |July JAug. July |Aug. | July |Aug. "
954 01953 1954 1953 1954 (1953 11954 1953 Value of Value of Value of
District Check Department Residential
A Payments Store Sales Bldg. Permits
and Principal
TenthF.R.Dist.| —3 |45 | —2 | 3| +1| +7| +1| +4 Metropolitan Percentage change—1954 from 1953
Areas Year Year Year
Coloreda Rl @ =11 +4| 3y 3] s Aug. | todate | Aug. [todate | Aug. | todate
K s =
ansas 2|45\ +8 [ +9) =2 7 T +2 e R Dist] +9] +4 | +1| —2 |+108 | +36
. It 3
Missourl =5 |+5 |3 |[+6| 1| +6) 41| +4 Denver +12| 43| +6| —1 |48 | 437
Nebraska —7|+8)|—92| O] +4|+4) O}-+2 Wichita +12| 45 |4+13| —4 | +76 | +47
NewMexico® | ** | ** | —1 |61 **| **| 42|46 Kansas City |+10| 41 | —3f] —2f| 4-25% +413¢%
Oklahoma* | —2 |41 |—3 |4+4| +3 H-10 0|46 Omaha +1n| 48 | 4+2| 44 | 480 | 453
Wionilhg PP RS I BEPY TS Y Y Okla. City |+414| 48 |+410 | +4 4273 | |88
Tulsa +7| 45| —4 | —1 | 474 | +41
*Tenth District portion only. **No reserve cities in this state. *City only. {Kansas City, Mo., only. {Kansas City, Mo., and Kans.

Note: Due to the reclassification of Lincoln and St. Joseph banks
on March 1, 1954, from reserve city to country bank status,
data for August 1953 have been adjusted to produce com-
parability with current figures.
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