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MONEY MARKET IN APRIL

Money market conditions eased substantially in the early 
part of April after the sharp falling off in income tax collections 
toward the end of March. Treasury disbursements were 
substantially larger than receipts and were the main source of 
money market ease. Member bank purchases of Treasury bills 
and other Government securities rose sharply, offsetting in part 
the heavy sales in the second half of March, and Government 
security dealers were consequently able to reduce the increased 
portfolios they had accumulated. The Federal Reserve System 
also made net sales of Treasury bills, in addition to its 
continued sales of the longer-term Treasury bonds, in response 
to demands in the market.

Except for a temporary period in the third week of the 
month, when the New York City banks were under some 
pressure, the money market remained on a fairly even keel in 
the second part of April. Excess reserves of member banks 
declined, but the reduction was mainly a result of the banks’ 
investment operations, rather than losses of funds. Reserve 
Bank holdings of Government securities were reduced further, 
mainly as a result of continued sales of long-term Treasury 
bonds to meet the excess of demand over supply in the market, 
but partly because of further sales or redemptions of Treasury 
bills. Sales of Government bonds by insurance companies were 
reported to have been in somewhat larger volume than in 
previous months this year, but the bonds, which included 
substantial amounts of "bank-eligible” issues, were readily 
absorbed by the open market.

Treasury disbursements exceeded receipts by over 550 
million dollars in the week ended April 6, and by about 100 
million in the following week. The wide margin of expendi
tures in the earlier period was the result of a combination of 
fairly large redemptions of Treasury bills, certificates, and 
Savings notes (over 350 million dollars), together with a high 
level of current Government expenditures, which were only 
partly met by relatively small current receipts and War Loan 
withdrawals from depositary banks of less than 400 million 
dollars. As a result, Treasury deposits in the Reserve Banks 
were drawn down substantially. With expenditures lower in 
the following week, War Loan calls were stepped up to

600 million dollars, thus considerably reducing the excess of 
disbursements.

Member banks gained additional reserve funds from other 
transactions including an expansion of Federal Reserve "float” 
and expenditures from foreign accounts with the Reserve 
Banks, and required reserves also fell. The only substantial off
set, a temporary, seasonal expansion of currency in circulation, 
absorbed but a small part of the net gain of available reserves. 
Member banks were consequently in a position to augment 
their earning assets, repay borrowings, and increase their excess 
reserves. To employ the additional funds placed at their 
disposal by Government disbursements and other factors, they 
purchased Government securities heavily, mainly Treasury 
bills but also other types of securities including short and 
medium-term bonds. Some of the securities were supplied by 
the Reserve System, but the largest part of the additions to the 
banks’ holdings were acquired from nonbank investors. A  
sizable portion of the securities apparently came from the 
holdings of Government security dealers. This was indicated by 
a decline of 415 million dollars in weekly reporting bank Joans 
to brokers and dealers in Government securities in the week 
ended April 6, and another decline of 168 million in the 
following week. Banks in Chicago, which had sold substantial 
amounts of short-term Treasury securities to their customers 
prior to the April 1 Cook County, Illinois, personal property 
tax date, made substantial repurchases after the turn of the 
month. Despite their heavy purchases of securities and a large
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reduction of indebtedness, all member banks still had an 
increase in their excess reserves of 350 million dollars in the 
itwo weeks ended April 13.

The ebb and flow of funds in the money market in the 
following two weeks were approximately equal in magnitude, 
and member banks’ reserve positions in the aggregate remained 
largely unaffected. Treasury operations were reversed, with 
receipts moderately ahead of expenditures and Federal Reserve 
"float” declined. Other transactions, including a sizable post- 
Easter reduction of currency in circulation, continued foreign 
disbursements from accounts maintained with the Reserve 
Banks, and a further reduction in required reserves almost 
offset the contractive effects of Treasury and other transactions. 
However, the position of different groups of banks varied 
widely in the third week of the month, some finding it neces
sary to borrow substantial amounts from the Reserve Banks 
temporarily, while others were amply supplied with funds. 
A better distribution of reserves in the week ended April 27 
permitted repayment of the borrowings, but, together with 
investment operations of the banks, resulted in a sharp 
reduction in total excess reserves of all member banks.

The New York City banks were especially subject to pres
sure on their reserve positions in the week ended April 20. 
They and other bidders in the City were alloted a substantial 
part of the new Treasury bill issue dated April 14, as a result 
of which a considerable portion of the Federal Reserve Systems 
holdings of the maturing bill issue were not exchanged for 
bills of the new issue and the System’s bill holdings declined 
sharply. In meeting payments for their own subscriptions and 
those of their customers, the City banks incurred a substantial 
reserve deficiency. In order to elminate this deficit and to meet 
further pressure on their reserve positions from nonbank in
vestor purchases of Treasury bonds indirectly from the Federal 
Reserve System, the New York banks sold a substantial volume 
of short-term securities (mainly Treasury bills) in the market, 
part of which were absorbed by Government security dealers 
and part by the Reserve System. But they obtained no relief 
from the pressure on their reserve positions through their sales 
of securities to dealers since the latter had to borrow from the 
banks to pay for the securities. Thus, the New York City 
commercial banks were compelled to borrow heavily from the 
Reserve Bank at the close of the week to bring their average 
reserves for the week up to the required level. This gave them 
a large temporary excess of reserves at the beginning of the 
following week, but the repayment of their borrowings and 
sizable purchases of Treasury bills quickly eliminated most of 
the excess.

M em ber  Ba n k  Credit

Loans continued to shrink at the weekly reporting member 
banks and reached a new low point for the year toward the 
middle of April, about 1.6 billion dollars below the December
29, 1948 total of 25.8 billion dollars, but still 800 million

dollars higher than in April 1948. Most of the decline in the 
weekly reporting banks’ loan account in the first half of April 
was in loans to brokers and dealers in Government securities, 
mainly in New York City, as dealers liquidated the short-term 
Treasury issues they accumulated during March. As compared 
with the year-end total, these loans were off 400 million dollars. 
However, they rose again, principally in New York, in the 
week ended April 20.

More significant was the decline in business borrowing which 
apparently gained momentum at weekly reporting banks dur
ing the first three weeks of April. The drop since the December
1948 peak exceeded 1.3 billion dollars for all weekly reporting 
banks, wiping out the entire June-December 1948 seasonal 
rise in business loans. The decline from the 1948 peaks was 
somewhat more rapid for New York City banks than for banks 
in the 93 other leading cities. The New York City banks 
reported a further sizable decline in the week ended April 27.

In part, the decline in business borrowing has been seasonal 
and in part it has reflected the repayment of bank loans by 
corporations with funds obtained through the sale of new 
securities in the capital market. However, the slowing down 
of business activity and declining prices, which have tended 
to reduce the amount of cash needed to carry inventories, have 
undoubtedly been important factors in the contraction of busi
ness loans. In view of this situation and the resulting increase 
in credit risks, it has been widely reported that commercial 
banks have since early 1949 become increasingly selective in 
taking on new risks. Reduced volume of business, shrinking 
profits, and involuntary growth in inventories have resulted in 
financial difficulties for a number of the smaller enterprises 
and have led to an increased number of applications to the 
Reconstruction Finance Corporation for credit in recent 
months. The growth in RFC loans, however, has not been 
large enough to offset more than a small part of the shrinkage 
in business loans of commercial banks.

Real estate loans remained practically unchanged at a level 
slightly below the February 1949 peak, while "other” loans, 
which include consumer loans, declined modestly to a volume
100 million dollars (less than 3 per cent) below the year-end 
peak.

The shrinkage in loans at the weekly reporting member 
banks was accompanied by a substantial expansion in their 
holdings of Government securities, especially in the first half 
of April. Holdings of Treasury bills which had declined most 
rapidly in March showed the most marked advance, while 
other short-term Treasury issues showed more moderate in
creases. Holdings of Treasury bonds and "other” securities 
(mainly corporate and municipal bonds) rose during the 
month to the highest levels since September 1948. Bond 
portfolios of the banks had been rising gradually since early 
in the winter and were firmly held through the March tax 
period despite the strain on the banks’ reserve positions. From
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the beginning of the year through April 20, U. S. Government 
bond holdings rose about 830 million dollars and holdings of 
"other” securities about 200 million. Most of the increases 
occurred among the banks outside New York City. On April 
20 the total Government security portfolio of the weekly re
porting members was still 2.9 billion dollars lower than a year 
ago, with all types of securities except Treasury certificates 
showing net reductions. Holdings of other securities, however, 
were slightly higher than last year.

G o v e r n m e n t  Se cu r ity  M a r k e t

Efforts to replace the loss of earnings resulting from the 
contraction of business loans have been reflected in recent 
months in increased commercial bank demands for medium 
and longer-term, eligible Treasury bonds. At the same time 
institutional investors, particularly those which are not per
mitted to lend directly to industry such as the savings banks, 
have been more disposed to purchase the long-term restricted 
Government bonds. These institutions have availed themselves 
of the opportunity to sell bank-eligible bonds at rising prices 
and to replace them with higher-yielding ineligible securities. 
The fact that, because of the comparatively limited amounts of 
eligible Treasury bonds held outside the commercial banking 
system, an increase in demand for Government bonds brings 
about a more marked rise in the price of eligible issues than 
in the restricted issues, has provided added incentive to this 
type of shift in the portfolios of savings institutions.

These developments have tended to bring about a return to 
earlier postwar conditions in the Government bond market. 
During the two years following the end of the war, the banks 
and other institutional investors concentrated their new invest
ments in longer-term Government bonds in order to obtain the 
higher income. Commercial banks sold short-term Treasury 
issues indirectly to the Federal Reserve System and with the 
funds so obtained purchased medium and long-term eligible 
bond issues from institutional investors, which in turn acquired 
long-term ineligible issues in the market. With the supply of 
bonds fixed after the Victory Loan, except for sales from the 
holdings of Treasury trust accounts, the tendency of this 
process was to expand bank deposits and to bid up the prices 
of Treasury bonds— a tendency which was held in check only 
by the joint efforts of the Federal Reserve System and the 
Treasury. It is estimated that commercial banks purchased 
nearly A1/ 2 billion dollars of Treasury bonds callable in five 
years or more in the twenty-three months ended with Novem
ber 30, 1947, as shown in the accompanying chart. Market 
transactions in shorter-term bonds were nominal, while the 
banks sold substantial amounts of short-term Treasury issues to 
provide the funds to pay for the longer-term bonds acquired and 
to meet the pressures on their reserve positions. In the subse-

Market Purchases ( + )  and Sales (— ) of Government Securities 
by the Commercial Banks

(Cumulated monthly from December 31, 1945)

* To nearest call date.

Source: Estimated by the Federal Reserve Bank of New York from U. S. 
Treasury Survey of Ownership data; March 1949 is preliminary and based on 
estimates of the Board of Governors of the Federal Reserve System.

quent year of general liquidation of bond portfolios, com
mercial bank sales of the longer-term Treasury bonds were 
much smaller than sales of shorter bonds.

With the stabilization of the bond market in the closing 
months of 1948, the commercial banks again began to acquire 
longer-term eligible Treasury bonds in the market and to sell 
short-term securities indirectly to the Federal Reserve System 
in order to maintain their reserves at the required levels. Their 
bond purchases (chiefly from institutional investors) were 
accelerated in the first quarter of 1949 and this trend continued 
in April, judging from the figures for the weekly reporting 
member banks. In contrast to the war and early postwar period, 
however, the expansionary effects of this process on the money 
supply have been limited in recent months by Reserve System 
sales of long-term bonds in the market. At the same time, the 
System has been able to restrain the advance in bond prices 
accompanying the increased demand. The upward tendency in 
prices of Government bonds was further checked, for a while 
in April, by unverified rumors that the Treasury was consider
ing advancing to the near future the date on which certain 
restricted issues were to become eligible for bank purchase, or 
that the banks would be permitted to buy limited amounts of 
any of the restricted issues. Prices of presently eligible bonds 
declined by as much as one fourth of a point for the longest 
issue, and fluctuated irregularly during most of the remainder 
of the month.
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In a statement released for publication April 29, 1949, the 
Board of Governors of the Federal Reserve System announced 
a reduction in reserve requirements of all member banks, to 
take effect May 1, 1949 for ’ country” banks and May 5, 1949 
for all reserve and central reserve city banks. The full text of 
the Board’s statement follows.

The Board of Governors has reduced the amount of reserves 
required to be maintained with Federal Reserve Banks by banks 
which are members of the Federal Reserve System as follows:
On net demand deposits Effective

Central reserve city banks From 26 to 24 per cent May 5,1949 
Reserve city banks From 22 to 21 per cent May 5,1949
Non-reserve city banks From 16 to 15 per cent May 1,1949

On time deposits
Central reserve and reserve

city banks From 1 Vito 7 per cent May 5,1949
Non-reserve city banks From 71/2 to 7 per cent May 1,1949
The effect of these decreases will be to lower the required reserves 

of banks in central reserve cities by approximately 500 million 
dollars, of banks in reserve cities by approximately 350 million dol
lars, and of banks in non-reserve cities by 350 million dollars.

On September 8, 1948, the Board increased reserve requirements 
of member banks to the higher figures given above, under the 
temporary additional authority granted by Congress in the preced
ing August. This supplemental authority permitted a maximum of
4 per cent to be added to statutory reserve requirements on demand 
deposits and of 1^2 per cent on time deposits.

"The present action” Chairman McCabe stated "was taken in fur
therance of the Board’s policy of adjusting all of its credit regula
tions in accordance with changing economic conditions and the 
credit requirements of the current business situation. Since the first 
of the year there has been a decline of approximately one and one- 
half billion dollars in loans at member banks. About one billion 
of this decline has occurred at member banks in New York and 
Chicago— the central reserve cities. The remainder of the decline 
was largely at banks in reserve cities. In view of this trend of loans 
and the fact that requirements at the New York and Chicago banks 
had been increased from 20 to 26 per cent during 1948 the Board 
felt that it was appropriate at this time to reduce the requirements 
for the central reserve city banks somewhat more than for other 
member banks. We have frequently stated that credit regulations 
are not a one-way street. They should be tightened or relaxed as 
general economic conditions require.”

ERP— THE FIRST YE A R

In January of this year, President Truman asked Congress to 
authorize the expenditure on the European Recovery Program 
of an additional 5.6 billion dollars, for the fifteen months begin
ning April 3, 1949- An amendment to the Economic Cooper
ation Act of 1948 to that effect was passed by Congress on April
14, and signed by the President five days later. On April 26 
the President requested an appropriation of 5.3 billion, or 
300 million dollars less than the amount authorized. He ex
plained that price declines since the preparation of the 
authorization bill made this decrease possible. Since the first 
year of ERP ended on April 2, this is an appropriate time to 
take stock of its accomplishments and to consider some of the 
major problems still facing it.1

In the twelve months ended March 31, 1949 the Economic 
Cooperation Administration authorized purchases by, or in

1 The first six months of the ERP were surveyed in the October 
1948 issue of this Review.

REDUCTION IN RESERVE REQUIREMENTS favor of, the sixteen recipient countries totaling 4,770 million 
dollars; 3,047 million dollars’ worth of goods had actually been 
shipped.

In the accompanying table the distribution of these totals by 
countries is shown. The United Kingdom received more than 
one fourth of the total authorizations, and most of the balance 
was accounted for by France (22 per cent), Italy (12 per 
cent), and the Netherlands and Western Germany (each 10 
per cent). Actually, however, the distribution of ERP funds 
gives a somewhat distorted picture of American aid to Europe. 
The British net share was considerably diminished by the fact 
that under the intra-European payments scheme the United 
Kingdom agreed to make the sterling equivalent of almost 500 
million dollars available to other participating countries.2 
Belgium likewise consented to grant overdraft facilities 
amounting to the equivalent of 200 million dollars to other 
European countries, so that the amount of net aid which 
Belgium received was negligible.3 The shares of France, the 
Netherlands, and Greece, on the other hand, were substantially 
increased through drawing rights under the payments scheme. 
It might also be noted that France, Italy, and Austria obtained 
during the past year goods valued at several hundred millions 
of dollars under the Interim Aid program, the stop-gap meas
ure initiated prior to the Recovery Program proper; that Greece 
and Turkey were the beneficiaries of the special Greek-Turkish 
Aid program begun in 1947 and continued until now; and 
that Western Germany and the Western sector of Berlin 
received aid from the Department of the Army and the British 
War Department, together amounting to a multiple of their 
ERP aid.

2 For a description and analysis of the intra-European payments 
scheme, see the November 1948 issue of the Review.

3 Procurement authorizations by ECA and drawing rights under the 
intra-European payments scheme are not strictly comparable, since the 
drawing rights were allocated for the period of July 1948 to June
1949, while the authorizations shown in the table pertain to the period 
April 1948 to March 1949.

Procurement Authorization and Shipments 
by Recipient Country, April 1948— March 1949 

(In millions of dollars)

Country

United Kingdom........................
France..........................................
Italy..............................................
Netherlands*...............................
Anglo-U. S. Bizone (Germany)
Austria..........................................
Belgium-Luxembourg...............
Greece...........................................
Denmark......................................
French Zone (Germany)...........
N orway........................................
Ireland..........................................
Sweden..........................................
Turkey..........................................
Trieste..........................................
Iceland...............................

T ota l............................

Procurement
authorization

4,770.0

Shipments

1,259.8 1,008.4
1,072.8 709.0

578.6 319.7
468.3 230.0
373.8 211.3
230.1 165.9
199.6 109.6
171.1 91.6
102.9 68.5
89.3 50.8
82.7 53.6
76.9 1 0 . 2
32.5 6 . 1
13.9 0 . 1
1 2 . 0 8 . 1
5 .8 3.7

3,046.8

Including Netherlands East Indies.
Note: Because of rounding, figures may not add to totals shown.
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The bulk of ERP aid has been provided in the form of out
right grants. Only 973 million dollars, or 20 per cent of total 
authorizations, took the form of long-term loans; these were 
made chiefly to the United Kingdom (300 million dollars), 
France (170 million), the Netherlands (140 million), and 
Ireland (80 million).

In retrospect it appears that the fears, expressed a year ago 
in many quarters, that the huge net exports of goods and 
services financed by ERP would accentuate inflationary pres
sures in this country, have not been realized. As a matter of 
fact, the aggregate American export surplus declined from an 
annual rate of 7.2 billion dollars in the first quarter of 1948 to 
less than 5.2 billion dollars in the final quarter. jWhat the 
surplus would have amounted to in the past year without ERP 
(and other aid programs) can only be surmised. But there can 
be no doubt that the decline of American exports from their 
postwar peak of 16.9 billion dollars (annual rate) in the 
second quarter of 1947 would have been more pronounced and 
precipitous than it actually was. Since the strength of the 
inflationary pressures originating from other sources has 
declined in recent months, ERP is no longer looked upon as 
cause for inflationary alarms; rather, its counterdeflationary 
effects are being increasingly emphasized.

The pressure of ERP purchases on commodities in short 
supply in this country was mitigated by directing such pur
chases to other countries. Of the total procurement authori
zations of 4,770 million dollars in the first year of ERP, 
approximately 750 million dollars pertained to purchases in 
Canada, 480 million dollars in Latin America, 200 million 
dollars in the participating countries, and 220 million dollars 
in "'other countries”, so that the amount of purchase authori
zations in the United States came to only 3,100 million dollars.

ERP has contributed heavily to the great expansion in the 
total volume of industrial production that has taken place in 
the recipient countries in the course of the first year of the 
program. The over-all figures, showing an increase of 12 per 
cent, do not give an altogether complete picture of the develop
ments over this period. For a fair appraisal of achievements in 
the ''battle of production”, one must look at the volume of 
production of individual "strategic” commodities, and of indi
vidual countries. Between the first few months of 1948 and 
early 1949, the recipient countries’ output of pig iron rose by 
35 per cent, steel ingots and castings by 29 per cent, coal by
8 per cent, electricity by 5 per cent, and manufactured gas by
13 per cent. The output of iron, steel, electricity, and gas in all 
countries except Germany is today considerably above that of 
1938, and that of electric power as much as 70 per cent. Only 
coal production is still 10 per cent below 1938. But the coal 
shortage, which for a long time was the most serious bottleneck 
in the postwar expansion of industrial production, is definitely 
over. With larger quantities of German, Polish, and Czech

coal available, it occasionally seemed during the past year that 
the shortage had even turned into an embarrassing surplus.

The most marked progress in industrial production among 
ERP countries during the past year was recorded in Western 
Germany and in Austria, where production indexes rose by 
about 70 and 28 per cent, respectively. The rise in industrial 
production in these two countries was mainly attributable to 
successful monetary conversions through which the bulk of the 
inflationary money surfeit was wiped out and confidence in the 
currency was created or strengthened. But the success of these 
operations in turn was undoubtedly facilitated by the greatly 
improved supply of foodstuffs and other consumer goods which 
had become available under ERP. In other ERP countries, the 
rate of expansion of industrial production was smaller. Even 
these smaller increases, however, must be considered genuine 
achievements, since, unlike the expansion of production in 
previous months, they were not merely the result of putting 
previously idle facilities and available manpower back into pro
duction, but of improved utilization of existing facilities and 
manpower, the addition of new industrial capacity, and in
creases in productivity.

In all Western European countries, except Italy and Western 
Germany, industrial production throughout the first ERP year 
was substantially above prewar levels, in a few countries 
(United Kingdom, Sweden, Denmark, Norway) by as much as 
30 per cent. But at every step toward more production new 
limiting factors were met and had to be overcome.

It is impossible to establish a direct quantitative connection 
between the increase in industrial production and the flow of 
American aid. But it seems clear that American aid was the 
most important single factor making possible the industrial 
comeback of Western Europe during the past year. American 
aid made available not only bread grains, fats and oils, dairy 
products, tobacco, and cotton, thus ensuring an adequate supply 
of food and other consumer goods upon which the productive 
efforts could be based, but also such strategic items as non- 
ferrous metals, metal working and other industrial machinery, 
transportation equipment, and petroleum and petroleum prod
ucts. Although ERP imports amounted to but a small fraction 
of the total supply of goods and services available to the partici
pating countries, they provided that additional margin of avail
abilities which made industrial expansion possible.

Perhaps more important than the rise in total output was the 
fact that most of the recipient countries were enabled to devote 
an extraordinarily large proportion of their national production 
to the creation of new productive facilities. In some countries 
as much as 20 per cent of total output took the form of capital 
investment. This high rate of investment represents the back
bone of Western Europe’s concerted effort toward economic 
rehabilitation and independence from extraordinary outside 
assistance. Only if new facilities are added to the productive
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apparatus of Western Europe, and only if output per manhour 
is raised by the substitution of new for worn out and obsolete 
equipment, does it seem at all possible that the recipient 
countries will be able to achieve those levels of material comfort 
to which they were accustomed and to which they may reason
ably aspire. So far only a limited proportion of the investment 
has come to fruition in the form of larger production. But with 
progressively more new plant and equipment completed and in 
operation, the prospects are fair that the recovery program goal 
of raising the over-all industrial output of the ERP countries 
to 30 per cent above prewar by 1952 will be reached or at 
least approximated.

The high rate of investment, of course, has exerted 
severe inflationary pressures, which in some countries have 
been accentuated by the inheritance, from war and early 
postwar years, of a money supply out of proportion to the 
volume of goods available. It must be recorded as an important 
achievement that, despite the high rajte of investment, inflation 
has ceased to be an immediate and acute danger in practically 
all of the recipient countries. Even in France, where in the 
second half of last year inflation threatened to become rampant 
again, the tide seems to have turned once more in the first few 
months of this year. The sharp declines in foodstuff prices 
which set in at the wholesale level in November 1948 trans
mitted themselves to other commodity groups and to the retail 
level in early 1949, so that once again an uneasy balance 
between prices and wages has been established.

The success in combating inflation in the participating 
countries was due in part to more vigorous fiscal and monetary 
policies. In Great Britain, for example, a budget deficit was 
turned into a substantial budget surplus. But some of the 
credit must also go to ERP assistance, which helped to 
enlarge, or at least to sustain, the level of consumers’ supplies.

A direct link between American aid, the rate of investment, 
and disinflation was established through the accumulation and 
subsequent utilization of the so-called counterpart funds. 
These funds, which have to be set aside by the recipient 
countries, represent the countervalue, in local currencies, of the 
dollar cost of supplies acquired through grants under ERP. 
The primary objective of the counterpart funds is to control 
the expenditure of the local currency proceeds of American 
aid. Of the total of 1,249 million dollars’ worth of local curren
cies put into these funds, 500 million dollars have been used 
for "'monetary and financial stabilization”, in most instances to 
reduce Government borrowings from the central banks. The 
use of the equivalent of 569 million dollars has been approved 
for purposes of * promotion of production”, but to date only 
218 million dollars have been so utilized. Under this heading 
are included primarily public investment projects that could 
not be financed through taxation or noninflationary borrowing 
operations. Thus, these funds financed a part of the investment

programs and thereby facilitated the high rate of investment 
currently in process.

The counterpart funds served also in part as the financial 
basis of the intra-European payments scheme which was 
devised in the fall of 1948 in order to revive trade among the 
participating countries themselves. That trade, strangled by 
bilateral payments arrangements, had been curtailed to negli
gible proportions.

Prior to the initiation of the payments scheme, deficits in 
intra-European trade had been met, in part, by "off-shore 
purchases”, i.e., by making dollars available to intra-Euro
pean debtors to meet adverse balances with other partici
pating countries. The payments scheme, which replaced the 
system of intra-European off-shore purchases, was a multi
lateral agreement under which those participating countries 
which expected a trade surplus with other participants granted 
(and the deficit countries received) "drawing rights” of 
definite proportions to cover the anticipated difference between 
exports and imports. Great Britain and Belgium wrere the 
principal grantors of drawing rights.

The payments scheme provided for gross drawing rights of 
810 million dollars, and is to continue in its present form 
until the end of June of this year. The scheme has had the 
expected result of expanding intra-European trade, but it is by 
no means certain that such trade has expanded in the right 
directions. Some of the drawing rights may remain unused, 
without exposing the country which is an intra-European 
creditor (whose dollar allotment under ERP had been geared 
to its expected trade surplus with the rest of Europe) to a 
corresponding loss of dollars for non-delivery, or for main
taining unattractively high delivered prices. Other drawing 
rights have proved to be too small to be of much aid in a 
rational in tr a-European distribution of available supplies. Some 
observers see as a major weakness of the payments scheme the 
fact that it tends to perpetuate the imbalance in the inter
national accounts of the participating countries. According to 
this viewpoint, intra-European debtor countries have found it 
perhaps somewhat too easy to continue their trade deficits, 
while the incentive of countries with intra-European surpluses 
to divert their exports to the dollar area has to some degree 
been diminished.

The problem of intra-European trade is only one part of the 
over-all problem of "viability” of the participating countries. 
It is in respect to this aspect of the recovery program that the 
most serious problems remain. At the outset of the European 
Recovery Program it had been stipulated that the ultimate aim 
of the program was to make the ERP countries "viable” in the 
course of a period of four years, so that by 1952 they would be 
able to keep their international accounts with the rest of the 
world in reasonable balance. According to the plans submitted 
to and coordinated by the Organization for European Economic 
Cooperation ( the central agency of the recipient countries) this
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aim is to be achieved by a sharp curtailment of imports from the 
rest of the world, particularly the dollar area, on the one hand, 
and by an increase of 33 per cent above prewar (70 per cent 
above the first year of ERP) in the physical volume of exports 
on the other. The curtailment of imports is an accomplished 
fact. Primarily through the imposition of direct controls, the 
physical volume of imports from the rest of the world is being 
held at present about 5 per cent below the prewar level. 
According to the Interim Report of the OEEC,4 a slight 
increase to about the prewar level is envisaged by 1952-53. On 
the export side, the current situation is much less favorable, 
and the outlook is less promising. So far, exports of the partici
pating countries have only reached three fourths of their 
prewar volume. This represents a gain of roughly 10 per cent 
over 1947, but it is still a long way from the long-run goal of 
one-third above the prewar volume.

Within the problem of achieveing over-all balance, the hard 
core of the problem of balance vis-a-vis the Western Hemis
phere is submerged. Although total imports are smaller by 
volume than before the war, imports from the "dollar area”, 
which includes the United States, Canada, and Central America, 
are still 40 per cent larger than before the war. The OEEC 
plans call for a substitution, for some of these dollar imports, 
of supplies from South America, the sterling area, and the Far 
and Near East. But it remains an open question whether these 
areas will be able to supply the needed goods in the needed 
quantities.

The outlook with respect to exports is even less hopeful. If 
the current plans are added up and inconsistencies eliminated, 
dollar-earning exports of the ERP countries still will fall short 
of requirements in 1952 by about 2 billion dollars. But it is 
doubtful whether the "dollar gap” can be brought down even 
to this figure by the means suggested. Exports to North and 
Central America would have to increase to one and one-half 
times the prewar volume, shipments to South America by 92 
per cent, and exports to the sterling area by two-thirds above 
prewar.

In view of the developments during the first year of ERP, it 
has become doubtful whether the expansion of exports from the 
participating countries, necessary to achieve viability, can take 
place as the automatic result of the envisaged expansion of 
production. Presumably the composition of exportable sur
pluses will have to be changed, the direction of the flow of 
goods will have to be altered, and, above all, the goods and 
services which Western Europe has to offer must be more 
energetically marketed at prices more nearly competitive with 
those quoted in the United States and in other export markets.

In summary, the first year of ERP has witnessed substantial 
accomplishments— in some instances beyond expectations— in 
the volume of production, and the rate of capital investment

4 See this Review, March 1949, pp. 29-31.

in the participating countries. In addition, inflationary pres
sures have been considerably curtailed and a greater measure 
of political and social stability has been achieved. But these 
accomplishments have also pointed up the magnitude of the 
task of effective and lasting economic and financial recovery. 
The problem of external balance, which may require the 
creation of a new pattern of international trade, remains 
unsolved. In particular the goal of "dollar viability” is not as 
yet in sight.

THE DECLINE IN COM M ODITY PRICES

During recent months, prices have declined in almost every 
section of the economy, indicating that the prolonged postwar 
sellers’ market has finally drawn to a close. The most signifi
cant development in this regard has been the sudden weaken
ing in the prices of metals, which, up to the beginning of 
March, had been about the only major group of commodities 
which still held at peak postwar price levels. In nearly every 
instance, these declines reflected curtailed demand by industrial 
consumers and sharp reductions in order backlogs.

The price of lead, after five successive cuts between March 8 
and April 6, had dropped from 21.5 cents per pound to 15 
cents, or nearly one third. Buying by industrial users showed 
no material response to the first four cuts, although early this 
year the supply of lead was still considered critically short. 
The next sign of weakness in a major metal market occurred 
when zinc prices were reduced five times in five weeks, falling 
from 17.5 cents per pound to 12.5 cents (East St. Louis basis), 
or about one fourth. In the case of copper, as of April 29, 
custom smelters had cut prices three times, from 23.5 cents

Price Changes for Selected Basic Commodities

Commodity
Unit

Price in 
dollars, 

April 28, 
1949

Percentage change

Dec. 31, 
1947 to 
Dec. 31, 

1948

Dec. 31, 
1948 to 
Apr. 28, 

1949

Postwar 
peak to 
Apr 28, 

1949
Domestic farm products

bu. 1.388 - 4 3 -  6 — 51
cwt. 18.125 - 2 3 - 1 6 - 4 2
cwt. 24.250 - 1 0 - 1 3 - 3 4

Wheat, winter..................... bu. 2.218 - 2 3 -  1 - 2 9
lb. .326 - 1 0 +  1 - 1 7

Metals
Steel scrap*......................... ton 22.92 +  8 - 4 7 - 4 7
Lead (New Y ork )............... lb. .150 +43 - 3 0 - 3 0
Zinc (New Y ork )................ lb. .132 +64 - 2 7 - 2 7
Copper (New Y ork)........... lb. .199 +  9 - 1 5 - 1 5

ton 46.57 +26 -  1 -  1
Finished steel*.................... lb. .03749 + 18 # #
Tin......................................... lb. 1.030 + 1 0 0 0

Other industrial materials
Silk........................................ lb. 2.700 - 3 8 +  4 - 6 4
Print cloth............................ yd. .135 - 4 4 - 1 5 - 5 2

lb. .248 - 1 8 -  5 - 3 4
yd. .148 - 1 8 - 2 0 - 3 6
lb. .184 - 1 6 -  3 - 2 9

Shellac................................... lb. .620 +  4 0 —15

* Composite prices, computed by Iron A ge; April 26, 1949 latest date available. 
4 Decline of less than 0.5 per cent.
Source: U. S. Bureau of Labor Statistics and Iron  Age.
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per pound to 20 cents (Connecticut Valley basis) and one 
Canadian primary producer was quoting 21.5 cents per pound, 
while major primary copper producers in this country con
tinued to ask 23.5 cents. Both copper and zinc markets have 
continued to be rather inactive in spite of the price reductions. 
The lower prices for these basic nonferrous metals have been 
followed by cuts in the prices of brass and bronze ingots and 
some types of aluminum alloy casting ingots. The prices of 
tin and aluminum have remained unchanged in recent months. 
However, aluminum prices are lower now than in 1939, while 
most other basic metals are double or triple their prewar prices, 
even after the recent declines. Certain fabricated items have 
been reduced in price as a result of lower raw materials costs, 
including copper building wire, batteries and other lead prod
ucts, and galvanized steel products.

In nearly every case, these cuts in basic metal prices were 
accompanied or preceded by even sharper reductions in scrap 
metal prices. Heavy soft lead scrap fell from 18.5 cents per 
pound at the start of this year to 9 cents, while zinc scrap 
prices declined nearly two fifths and copper scrap about one 
third in the same period. The price of cast aluminum scrap 
has shown a drop of 48 per cent in the past four months.

Even in the steel industry, where demand in recent years 
has been so far above supply, the sellers’ market appears to 
be drawing to a close. Basic steel prices have remained firm, 
but the grey market for steel (involving resale at premium 
prices) has virtually disappeared. Pig iron and steel producers 
whose prices for certain items were out of line with the rest 
of the industry, but who formerly found customers who were 
willing to buy at these high mill prices rather than pay the 
much higher grey market or conversion prices, have adjusted 
their prices to competitive levels. Steel scrap prices have fallen 
very sharply; Iron Age’s composite price dropped from $43.00 
at the start of this year to $22.92 on April 26, or nearly one 
half.

A significant development in recent months has been the 
lessening of interest in "conversion”— a method used by manu
facturers to obtain steel in excess of their regular quota from 
the steel mills. In most transactions of this type, the manu
facturer bought ingots, billets, or slabs from one plant and 
moved them to another plant for rolling into sheets and strips, 
although occasionally these deals would start with the con
version into ingots of steel scrap and pig iron furnished by 
the manufacturer. Such operations tended to utilize high cost 
equipment, and costs including freight charges probably aver
aged about double the regular prices quoted by steel mills. 
Nevertheless, trade sources estimate that over a million tons 
of steel were processed in this manner during the past year. 
In recent weeks, however, the unusually high rate of steel mill 
operations, coupled with the slackening of demand from some 
important consumers, such as freight car producers, has 
resulted in a greater amount of steel being available through

normal channels. As a result, even without a decline in basic 
steel prices, many fabricators are finding their raw material 
costs significantly lowered because they are now able to buy 
at mill prices.

At the start of the year, passenger automobiles were about 
the only major consumers’ goods for which a strong sellers’ 
market still persisted. Since that time, delivery terms have 
eased considerably. Starting in late February, six major domes
tic producers and one foreign company have reduced prices; 
in some cases, the cuts were only nominal, but for some models, 
the reductions amounted to several hundred dollars. In recent 
months there have also been announcements of lowered prices 
by numerous manufacturers of television sets, radios, and major 
household appliances. Industrial equipment prices were 
reduced in several instances also; for instance, several impor
tant producers of Diesel locomotives cut prices about 5 per 
cent, or as much as $31,000.

As the accompanying chart shows, prices of farm products 
have been fairly stable since mid-February, following seven 
months of fairly continuous declines. On the other hand, com
posite prices of all commodities other than farm products and 
foods have been receding gradually, but more or less steadily 
since they reached their postwar peak in November 1948, and 
at the end of April 1949 showed a year-to-year decline for 
the first time in the postwar period. On the whole, this index 
has shown remarkable stability over the past year and a half,

W eekly Indexes of Wholesale Prices, 1947-49*
(1926 average=100 per cent)

* Tuesday dates; latest figures are for April 19, 1949. 
Source: U. S. Bureau of Labor Statistics.
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ranging since January 1948, only from 147 to 154 per cent of 
the 1926 average, whereas for farm products the price index 
ranged from a high of 203 in January 1948 to 163 in February
1949. During 1948, the rise in metals prices tended to offset 
the declines in other industrial raw materials, while many fin
ished goods prices remained steady. The index for all com
modities other than farm products and foods has receded only
2 per cent in the past eight weeks, despite the substantial price 
cuts for metals noted above and considerable declines in chem
icals, textiles, fuels, and lumber. This reflects the continuing 
stability of many of this index’s components which had risen 
less acutely above prewar levels, and whose declines have so 
far been much less marked than those of farm products or 
foods.

Most of the price declines for farm products other than live
stock occurred during 1948, and there has been relatively little 
change in these prices since the start of the year. In many 
cases, further price declines were prevented by the Govern
ment’s loan and purchase programs for support of farm prices. 
Early in February, the commodity markets underwent a sharp 
break in farm prices reminiscent of the one a year earlier; this 
time, however, prices made a partial recovery promptly and 
then leveled off. There was some seasonal strengthening in 
livestock prices during March, but recently hog prices have 
begun to fall again. The number of pigs which will come to 
market in the spring and fall of this year is expected to be 
well above last year’s levels and should bring meat prices down 
somewhat further, according to the U. S. Department of 
Agriculture.

At retail, the seasonal rise in meat prices brought about a 
slight rise in consumers’ prices during March, following a five- 
month decline. Retail prices of food, apparel, and house
furnishings were all lower in March than they were a year 
earlier, but rents, fuel and utilities, and miscellaneous goods 
and services continued to move upward. The composite con
sumers’ price index of the Bureau of Labor Statistics was about
3 per cent below the peak reached last August and September 
and only slightly higher than at the beginning of 1948.

RETAIL CREDIT SURVEY, 19481

The use of consumer credit continued to rise sharply during
1948. In the country as a whole, the amount of instalment 
sales credit outstanding at the end of 1948 was 1.3 billion 
dollars greater than a year earlier, while other instalment loans 
rose 724 million dollars and charge account credit advanced 
about 250 million in the same period. Consumers resorted 
extensively to buying on credit in order to take off the market 
a greater dollar volume of goods than in 1947. Not only was

1 A reprint of this article, together with additional tabulations, is 
obtainable on request from the Research Department, Domestic 
Research Division.

the physical output of consumers’ goods higher in 1948, but 
average prices in 1948 were higher for most categories than 
in the preceding year. In general, the proportionate rise in 
credit sales reflected a return to prewar buying habits, in con
trast to the unusually high proportion of cash transactions in 
the war and early postwar years. (Nevertheless, despite the 
decline in the free-and-easy cash spending which characterized 
those years, the proportion of cash sales in most lines still 
appears to be higher than in 1941.) Automobiles, major 
household appliances, furniture, and other items whose pur
chase is normally a credit transaction constituted a greater pro
portion of the available consumers’ goods in 1948 than in 
1947. Furthermore, although personal incomes after taxes rose 
during 1948, there is some evidence that individual holdings 
of cash and deposits were somewhat reduced. For instance, 
demand deposits of individuals in the Second District are esti
mated to have fallen 5 per cent between January 1948 and 
January 1949. Consumers’ liquid savings were partly absorbed 
by the purchase of homes, the retirement of mortgage debt, 
investments in securities, and the payment of insurance 
premiums.

The rise in the proportion of credit sales in retail distribu
tion was shown by this bank’s recent survey of retail credit. 
This was the seventh in a series of annual surveys of nine 
principal types of credit-granting stores in the Second Federal 
Reserve District. Over 850 stores with aggregate sales of 
nearly 1.6 billion dollars in 1948 cooperated with this bank 
by submitting reports on their sales and accounts receivable.2 
This was an increase of more than 100 in the number of stores 
cooperating, compared with last year. The scope of the survey 
was somewhat narrowed this year by omitting questions rela
tive to inventories and bad debts.

In general, the greatest gains in the dollar volume of sales 
during 1948 in the Second District were made by automobile 
dealers and stores carrying furniture and major household 
appliances. Sales of jewelry and women’s apparel stores, on 
the other hand, declined for the second consecutive year, 
although the year-to-year declines were somewhat less than in
1947. Sales of men’s clothing stores also declined from the 
1947 level; they were about the same as in 1946, despite a 
substantial increase in prices in the two-year period. Depart
ment stores showed a 5 per cent gain in 1948 over 1947; in 
these stores sales of housefurnishings made a better than aver
age gain, and sales of women’s apparel made a more favorable 
showing than in the specialty shops of this District.

In all except hardware stores, cash sales lagged behind credit 
sales during 1948. Instalment sales rose in every type of store, 
and in five categories the gain was better than 25 per cent. 
Open credit, or charge account, sales increased in seven of the 
nine classifications, jewelry and hardware being the exceptions.

2 Some preliminary results of this survey were presented in the 
April 1949 Monthly Review.
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Table I
Retail Sales by Type of Credit-granting Store, Second Federal Reserve District, 1947 and 1948

Type of credit-granting store
Number of 
reporting

stores

Percentage change, 1947 to 1948 Per cent of total sales

Total
sales

Cash
sales

Charge
account

sales
Instalment

sales

Cash sales Charge account sales Instalment sales

1947 1948 1947 1948 1947 1948

Automobile............................................ 129 +17 +13 +28 +37 75 72 14 16 1 0 1 2
Household appliance................... .. 108 +  9 +  4 +  5 +  17 41 39 24 24 35 37
Department........................................... 91 +  5 +  1 +  9 +26 66 64 26 27 7 9
Furniture............................................... 159 +  4 - 1 2 +  6 + 1 0 23 20 14 14 63 67
Automobile tire and accessory.......... 82 +  2 -  4 +  2 +35 47 44 45 46 7 10
Hardware............................................... 26 +  1 +  4 -  3 +26 48 49 50 48 2 3
W omen’s apparel................... .............. 1 0 2 -  1 -  5 +  3 +  4 47 45 51 53 2 2
Men’s clothing...................................... 69 -  4 - 1 3 +  9 +36 62 56 33 38 4 6
Jewelry................................................... 93 -  5 - 1 1 -  6 +  1 31 29 31 30 39 41

All types*............................. 859 +  6 +  2 +  8 +18 58 56 27 28 15 17

* Percentages for “ all types”  of credit-granting stores have been computed from weighted averages, not from arithmetic averages of the reporting sample. Weights 
were based on the estimated relative share of each type of store in total sales of credit-granting stores.

Source: Compiled by the Federal Reserve Bank of New York from reports of stores cooperating in the Retail Credit Survey.

In general, the year-to-year changes in cash and credit sales 
were more moderate than those shown by the 1947 retail credit 
survey. Between 1946 and 1947, the change in cash sales 
ranged from an increase of 70 per cent to a decrease of 20 
per cent; from 1947 to 1948 the variation in cash sales was 
between an increase of 13 per cent and a decrease of the same 
percentage.

The accompanying chart shows how instrumental credit 
transactions were in boosting total sales of the reporting stores 
in 1948. This is particularly apparent in the case of furniture

Cash and Credit Sales at Credit-Granting Retail Stores in the 
Second Federal Reserve District

(Percentage change, 1947-48)

TYPE OF STORE

Autom obile

Household
ap p lian ce

o +10 +20
Percentage change

stores, whose cash sales declined 12 per cent between 1947 and
1948, while on the other hand, their credit sales expanded so 
markedly that there was an over-all gain of 4 per cent in their 
total sales. The distribution of sales by type of transaction, 
shown in Table I, also high-lights the shift to credit purchases.3

In lines where credit sales played a particularly important 
part in maintaining sales volume, accounts receivable showed 
an even greater increase than the volume of credit sales. This 
reflects to some extent delays in repayments by customers, but 
in part also the competitive liberalizing of credit terms and 
the active promotion of credit buying by some dealers, par
ticularly during the first three quarters of 1948 when no credit 
controls were in effect. Furniture stores, with an increase of
9 per cent in credit sales, had 22 per cent more accounts 
receivable at the end of 1948 than a year earlier. Auto tire 
and accessory shops had gains of 7 per cent in credit sales and 
24 per cent in receivables, while for household appliance stores

3 Since this survey covered credit-granting stores only, the propor
tion of cash sales in the aggregate of all retail transactions is thus 
understated.

Table II

Accounts Receivable by Type of Retail Store, Second Federal Reserve 
District, 1947 and 1948 

(Accounts receivable figures are based on end-of-year data; 
sales, on annual totals.)

Type of credit-granting

Accounts receivable, percent
age change, 1947 to 1948

Charge account re
ceivables as per 

cent of charge 
account sales

Instalment receiv
ables as per cent of 

instalment sales

store

Total
Charge

account
Instal
ment 1947 1948 1947 1948

+28 +27 # 8 8 # #
Household appliance........ +40 +  9 +51 10 11 20 26

+  6 +  5 +  8 26 26 48 42

Automobile tire and ac-
+ 2 2 +  6 +23 20 20 47 53

+24 +  9 +81 16 17 24 32
+18 +18 +16 1 1 13 20 19

Women’s apparel.............. +  1 +  1 +  2 27 26 25 25
Men’s clothing................. +  6 +  1 +36 22 21 26 27

+  7 0 + 1 0 21 22 49 53

* Arranged in order of percentage change in total sales, 1947-48, as in 
Table I.

# Figure omitted because of smallness of reporting sample. Automobile instalment i 
usually financed by finance companies and banks, rather than by dealers.
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the increase in credit sales was 12 per cent against 40 per cent 
for accounts receivable. On the other hand, department stores 
and mens and womens apparel stores reduced their ratio of 
receivables to credit sales.

Data on sales and accounts receivable for various cities in 
the Second Federal Reserve District are shown in Table III. 
In New York City, sales tended to lag behind the rest of the 
District; this was true particularly in the case of nondurable

Table III
Percentage Change, 1947 to 1948, in Sales and Accounts Receivable by 
Type of Retail Store in Selected Cities, Second Federal Reserve District 

(Sales are based on annual totals; accounts 
receivable, on end-of-year data.)

Type of credit-granting 
store and locality

Num
ber of 
report

ing
stores

Sales Accounts receivable

Total Cash
Charge
account

Instal
ment Total

Charge
account

Instal
ment

Automobile
Syracuse...................... 3 +37 +40 +  6 +  127 + 3 +  3
Yonkers....................... 3 +36 +35 # + 49 # # #
Buffalo......................... 8 +32 +25 +58 + 45 +103 +98 #
Watertown.................. 4 +26 +35 + 1 1 + 57 + 7 +  7 #
Olean........................... 5 +26 +  8 +37 + 90 + 3 - 1 2 #
Elizabeth..................... 7 +18 +16 +31 + 20 + 50 +28 #
Rochester.................... 7 +  15 +  8 +16 + 38 + 17 +  17 #
New York City........... 51 +14 +  9 +35 + 34 + 34 +34 #
Schenectady................ 5 +  8 +16 -3 5 + 34 — 34 -3 4 #
White Plains................ 4 +  7 +  2 +  1 + 50 — 14 -1 4 #

Household appliance
New York City........... 62 + 1 1 +  4 +13 + 21 + 51 +17 +  60
Buffalo......................... 4 -  1 -  3 # — 4 + 11 t -  6
Binghamton................ 3 -  6 -13 # + 10 + 55 # #

Department
Capital District*......... 3 + 1 0 +  9 +  3 $ + 8 — 5
Rochester.................... 4 +  9 +  2 +16 + 33 + 8 +  3 +  43
Buffalo....................... 10 +  7 +  4 + 1 0 + 25 + 9 +  6 +  24
Syracuse....................... 3 +  5 0 + 1 1 + 16 + 16 +  14 +  24
New York City........... 17 +  4 +  1 +  7 + 28 + 3 +  2 +  4
Bridgeport................... 4 +  3 -  4 + 1 1 + 12 + 4 +  2 +  19

9 +  2 -  5 + 1 1 + 12 + 12 + 1 1 +  17

Furniture
New York City........... 52 +  6 -13 + 1 2 + 13 + 25 +  4 +  27
Rochester.................... 5 +  5 + 1 1 # + 9 + 18 # +  19
Newark........................ 6 +  1 -  6 # + 3 + 14 # +  5
Buffalo......................... 15 +  1 - 1 2 -  2 + 4 + 16 +  2 +  17
Capital District*......... 5 0 0 # + 2 + 10 # +  13
Elmira......................... 3 -  6 -2 5 # + 7 # # ff
Syracuse...................... 4 -  9 -1 8 # — 9 + 10 # +  10

Automobile tire and ac
cessory
New York City........... 15 +13 +  2 +17 + 71 + 6 -  3 +144
Buffalo......................... 4 +  1 - 2 2 +  7 # + 59 +58
Capital District*......... 10 -  1 -  7 -  1 + 18 + 10 -  8 +  95
Syracuse...................... 4 -  2 -  6 -  2 + 10 + 1 — 5 +  30
Bridgeport.................. 3 -  3 - 2 0 +  2 # + 8 0 #

Hardware
Rochester..................... 3 + 1 1 +  7 +14 # + 55 +51 #
Buffalo-Niagara Falls.. 3 + 1 0 +  3 +19 # + 21 +29 #
New York City............ 6 -  7 +  3 - 2 1 + 20 — 1 — 1 #
Capital District*......... 4 -  8 +  4 -1 6 t + 37 +36 #

Women’s apparel
Buffalo......................... 7 +13 +  4 +27 — 1 + 24 +27 #
Capital District*......... 4 + 1 0 + 1 1 +  9 # + 6 +  6 #
Binghamton................ 5 +  8 -  2 +  9 # + 9 +  7 #
Syracuse....................... 4 +  4 -  7 +  8 # + 4 +  5 if
New York City........... 63 -  2 -  7 +  2 + 3 1 -  1 0

Men’s clothing
Capital District*......... 5 +  5 -  2 + 1 2 # — 4 -  4 #
Buffalo......................... 3 -  1 -2 9 +30 # — 2 -  2 if
New York City........... 43 — 0 -1 3 +  5 + 55 + 8 +  2 +  53

Jewelry
Rochester.................... 3 +  5 +  2 + 1 2 # + 8 +13 #
Capital District*......... 6 +  3 -  3 +  6 + 11 + 8 -  4 +  16
New York City........... 17 -  4 - 1 1 -  7 + 7 + 8 -  1 +  12
Buffalo-Niagara Falls.. 3 -1 4 - 1 1 #

"
14 # # #

* Albany, Schenectady, and Rensselaer Counties.
# Figure omitted because of smallness of reporting sample.

goods sales. However, household appliance and furniture stores 
in New York City made a better than average showing, per
haps owing in part to the greater stimulation of television 
receiver sales in this area. Sales in Rochester were generally 
above the average for the Second District, while in the Buffalo- 
Niagara Falls and the Albany-Schenectady-Troy areas sales 
increased at about the same rate as the District average. Gen
erally speaking, sales in the various types of stores in the cities 
of the District showed the same pattern that characterized the 
District as a whole— credit sales showed greater gains or 
smaller losses than cash sales.

The fact that increased granting of credit has tended to sus
tain retail sales during the past two years does not necessarily 
mean, of course, that continued competitive promotion of 
credit is desirable. As recently stated by a member of the 
Board of Governors,4 'The use of instalment financing has 
increased aggregate consumer demand during upswings and 
decreased aggregate consumer demand during downswings.” 
There has been a "tendency in boom times for sellers to expand 
their sales by easing down payments and contract maturities 
rather than by reducing prices and improving quality and 
service,” while at the same time "individual consumers are 
tempted to incur debt beyond their means.” Regulation of 
instalment credit was reintroduced last September with the 
primary objective of restraining inflationary credit spending 
for consumer durable goods, and has since been modified twice 
to take account of changing economic conditions. However, 
as Governor Evans notes, "the regulation does have certain 
desirable by-products. Their tangible effects are fewer credit 
losses for business, fewer cases of family distress because of 
excessive or improvident consumer indebtedness, and credit 
competition that accords with sound credit standards.”

4 R. M. Evans, in an address before the Consumer Instalment Credit 
Conference, American Bankers Association, St. Louis, Missouri, March
30, 1949.

DEPARTM ENT STORE TRADE

According to preliminary information, dollar sales of Second 
District department stores during April were practically the 
same as during the corresponding month last year. The later 
occurrence of Easter this year was partly responsible for the 
more favorable showing than in March, but left the total of 
March and April business 5 per cent below last years level. 
Consequently, although this bank’s seasonally adjusted index of 
sales for April 1949 will probably be about 10 per cent above 
the low level of March, it will still be somewhat lower than last 
year’s figure of 255 per cent ( 1935-39:=  100).

59

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



60 MONTHLY REVIEW, MAY 1949

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District

(Adjusted for seasonal variation, 1935-39 average=100 per cent)

The retail value of goods on hand at the end of March was
7 per cent less than a year previous, partly because merchants, 
in view of the lagging sales of recent months, have been fol
lowing a more conservative inventory policy, and partly 
because of lower prices. Detailed information as of the begin
ning of March indicates that stocks were cut rather generally, 
except for housefurnishings departments where there was a 
year-to-year increase averaging 1 per cent. Outstanding orders 
of the stores declined seasonally during March and at the end 
of the month were about one-fourth less in value than at the 
same time in 1948.

Indexes of Department Store Sales and Stocks 
Second Federal Reserve District
(1935-39 average =  100 per cent)

Item

1948 1949

March January February March

Sales (average daily), unadjusted................. 235r 194 192 209
Sales (average daily), seasonally adjusted*. 235r 243 229 2 2 0

Stocks, unadjusted........................................... 254 2 0 1 218 238
Stocks, seasonally adjusted............................ 248r 228 224 232

r Revised.
* Seasonal adjustment factors for 1942-48 revised; available upon request from 

the Research Department, Domestic Research Division.

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

Net sales

Locality

March 1949
Jan. through 
March 1949

Stocks on 
hand 

Mar. 31, 1949

Department stores, Second District___ - 1 1 -  7 -  7

New York C ity ...................................... - 1 1 -  8 -  6
Northern New Jersey........................... - 1 3 -  7 -  7

Newark................................................ - 1 1 -  8 -  8
Westchester County............................. - 1 0 +  5 +  2 

- 1 1Fairfield County................................ - 1 3 -  7
Bridgeport.......................................... - 1 3 -  8 - 1 3

Lower Hudson River Valley. . . . . . . . - 2 2 -  7 -  7
Poughkeepsie...................................... - 2 0 -  3 -  5

Upper Hudson River Valley............... -  7 +  1 -  9
-  4 +  5 - 1 2

Schenectady........................................ - 1 0 -  1 -  2
Central New York State..................... - 1 1 - 1 1 -  5

Mohawk River Valleys..................... - 2 0 - 1 0 -  7
- 1 7 -  7 -  4

Syracuse............................................... -  8 - 1 1 -  4
Northern New York State.................. - 2 7 - 1 7 - 1 4
Southern New York State................... - 2 0 - 1 0 -  5

Binghamton........................................ - 2 0 -  9 -  4
-1 9 - 1 2 -  5

Western New York State.................... - 1 1 -  4 -  6
-  8 -  1 - 1 0

Niagara Falls...................................... - 1 3 -  2 - 1 3
Rochester............................................ - 1 6 -  9 +  2

Apparel stores (chiefly New York C ity ). - 1 4 - 1 0 -  6

Indexes of Business

1948 1949

Index
March January February March

Industrial production*, 1935-39 =  100......... 19 lr 191 189 184p
(Board of Governors, Federal Reserve 
System)

Electric power output*, 1935-39 = 1 0 0 . . . . 244r 262 262 256p
(Federal Reserve Bank of N ew  York) 

Ton-miles of railway freight*, 1935-39 = 100 183 179 174 p
(Federal Reserve Bank of N ew  York)

Sales of all retail stores*, 1935-39 =  100........ 331r 329r 330 329p
(Department of Commerce)

Factory employment
United States, 1939 =  100........................... 160 155 153 151p
(Bureau of Labor Statistics)
New York State, 1935-39 =  100................ 130 1 2 0 1 2 0 118p
(N Y S  Div. of Placement and Unemp. In s.)  

Factory payrolls
United States, 1939 =  100........................... 358 363 358p
(Bureau of Labor Statistics)
New York State, 1935-39 =|100................ 299 288 286 279p
(N Y S  Div. of Placement and Unemp. Ins.) 

Personal income*, 1935-39 = 100.................. 300r 322 316p
(Department of Commerce)

Composite index of wages and salaries*t, 
1939 = 100...................................................... 185r 196 196p
(Federal Reserve Bank of N ew  York) 

Consumers’ prices, 1935-39 =  100................. 167 171 169 170p
(Bureau of Labor Statistics)

Velocity of demand deposits*#, 1935-39 =  100 
(Federal Reserve Bank of N ew  York)
New York C ity............................................. 92 99 98 95
Outside New York C ity .............................. 87 89 87 88

* Adjusted for seasonal variation. p Preliminary. r Revised.
J A monthly release showing the 15 component indexes of hourly and weekly 

earnings in nonagricultural industries computed by this bank will be sent upon 
request. Tabulations of the monthly indexes, 1938 to date, may also be pro
cured from the Research Department, Domestic Research Division.

# Seasonal adjustment factors for 1942-48 revised; available upon request from 
the Research Department, Financial Statistics Division.
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NATIO NAL SUM M ARY OF BUSINESS CONDITIONS

(Summarized by the Board of Governors of die Federal Reserve System, April 27, 1949)

Industrial output continued to decline in March and apparently 
also in April. Value of department store trade remained below the 
corresponding period of last year. Prices of industrial commodities 
generally declined in March and April with sharp reductions in metal 
scrap and nonferrous metals. Prices of most farm products and foods 
showed little change.

Industrial Production

Industrial production declined further in March, and the Board’s 
seasonally adjusted index was 184 per cent of the 1935-39 average. 
This compares with 189 in February and with the postwar peak rate of 
195 in October and November 1948. Output of manufactures de
clined about 2 per cent in March and work stoppages at coal mines for 
two weeks sharply reduced minerals production. Although coal output 
was restored in April, present indications are that total industrial 
output has declined further.

Activity in the machinery and iron and steel fabricating industries 
showed a substantial additional decline in March. In the automobile 
industry activity was maintained at a high level as reductions in output 
of trucks and of automotive parts were offset by an increase in the 
number of passenger cars assembled. Production of iron and steel and 
nonferrous metals, on die other hand, increased further in March. Open 
hearth steel production was up 2 per cent to a new record level, but 
output of electric steel declined 5 per cent from the February peak 
rate. During the first three weeks of April, however, steel production 
has been scheduled about 4 per cent below the March rate. Lumber 
production increased in March from the reduced rate reached in 
February.

Output of nondurable goods receded about 3 per cent in March, 
reflecting chiefly marked reductions in activity in the textile, paper, and 
chemical industries. Rayon production and deliveries to textile mills

INDUSTRIAL PRODUCTION

Federal Reserve index. Monthly figures; latest figure shown is for March.

were sharply curtailed in March, and, according to trade reports, have 
been reduced considerably further in April. Activity in the woolen and 
worsted industry has also declined substantially from the February rate, 
according to preliminary indications. Paperboard production in March 
and the first half of April was about 6 per cent below the February 
rate and 15 per cent below the level in the same period a year ago. 
Output of most other nondurable goods in March apparently was 
maintained at about the February rate.

Minerals production during March was reduced about 10 per cent, 
mainly because of the two-week work stoppage at most coal mines, 
which curtailed coal output for the month by 34 per cent. In early 
April coal production recovered to a level somewhat above the February 
rate. Crude petroleum output in March declined 4 per cent more and 
in early April was reduced further by about the same percentage, 
bringing the current rate to a level 13 per cent below the high rate 
at the end of 1948.

Em p l o y m e n t

Employment in nonagricultural establishments, as reported by the 
Bureau of Labor Statistics, continued to decline in March, although a 
small rise is usual at this season. Manufacturing employment showed 
a further marked reduction and was about 720,000, or 4 per cent, less 
than in March a year ago.

Co nstru c tio n

Value of contracts awarded, as reported by the F. W. Dodge 
Corporation, was one-third larger in March than in February, owing 
mainly to seasonal increases in most types of private contracts. As 
compared with a year ago, total private awards were 8 per cent smaller, 
while public awards were substantially larger. Private residential build
ing contracts were 20 per cent smaller in value than in March 1948.

EMPLOYMENT IN NONAGRICULTURAL ESTABLISHMENTS

Bureau of Labor Statistics’ estimates adjusted for seasonal variation by 
Federal Reserve. Proprietors and domestic servants are excluded. 

Midmonth figures; latest shown are for March.
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D istribution

Value of department store sales in March and the early part of 
April remained below year-ago levels, after allowance is made for the 
later date of Easter this year. Sales of appliances and other durable 
goods at department stores continued substantially below the ex
ceptionally high levels reached in the second and third quarters of 
last year.

Railroad shipments of coal dropped sharply in March and recovered 
in early April. Carloadings of other classes of freight during this 
period were at an average level about 5 per cent below the seasonally 
adjusted volume of shipments last autumn.

Co m m o d ity  Prices

Prices of scrap metals, which had been at exceptionally high levels 
in the latter part of 1948 and had declined early this year, showed a 
further sharp drop from the early part of March to the third week of 
April. Prices of nonferrous metals were reduced substantially for the 
first time since before the war and prices of a number of metal 
products, including some makes of automobiles, were also reduced. 
Prices of most other industrial commodities continued to decline mod
erately; gasoline prices, however, were raised.

Meat prices advanced somewhat further from mid-March to mid- 
April, while prices of most other foods and farm products showed little 
change. Prices of hogs, however, declined again in the third week 
of April.

The consumers’ price index rose slightly in March, reflecting 
chiefly higher meat prices and further slight increases in rents and 
miscellaneous items. Retail prices of apparel and housefurnishings 
declined somewhat further.

Ba n k  Credit

Business loans decreased by nearly 700 million dollars at banks in 
leading cities during March and the first half of April and other loans 
generally declined moderately. Banks continued to purchase Treasury 
bonds, but they sold short-term securities, and their total portfolio of 
Government securities declined somewhat. Demand deposits of in
dividuals and businesses contracted about 1 billion dollars in the six- 
week period, reflecting the large income tax payments in March and 
repayments of bank loans.

The Treasury reduced its deposits at the Reserve Banks during the 
first three weeks of April in order to retire securities and to meet 
current expenditures in excess of receipts. Banks were supplied with 
reserves as part of these funds were deposited in private accounts. At 
the same time reserves were absorbed by Federal Reserve sales of 
Treasury bonds in response to a market demand. Federal Reserve 
holdings of Government securities were also reduced through cash 
retirement of System-held bills.

Security Prices

Prices of Treasury and other high-grade bonds changed little in the 
first three weeks of April, while common stock prices declined some
what near the end of this period.

WHOLESALE COMMODITY PRICES

Bureau of Labor Statistics’ indexes. Weekly figures; latest 
shown are for week ended April 19.

LOANS AT MEMBER BANKS IN LEADING CITIES
BILLIONS OK DOLLARS BILLIONS OF DOLLARS

*CHANGE IN SERIES.

Excludes loans to banks. Wednesday figures; latest shown are for April 13.
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