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MONEY MARKET IN MARCH

Large Treasury expenditures and lagging income tax 
receipts resulted in less pressure on member bank reserve 
positions during the past month than is usually experienced 
in March, when payments of Federal income taxes are heaviest. 
Money market conditions were moderately tight in the first 
few days of the month as member bank repayments of their 
late February borrowings from the Federal Reserve Banks 
exceeded their net gains of funds. However, the member banks 
were able to set aside a large part of the additions to their 
reserves gained during the subsequent period of heavy net 
Treasury disbursements, culminating with March 15 interest 
payments on the public debt, and these excess reserves served 
as a buffer against tighter conditions in the money market for 
a few days after the middle of the month. It was not until 
the latter half of the week ended March 22 that the growing 
pressure of the Treasury’s collection of checks received in 
payment of income taxes was reflected in money market con
ditions. Subsequently, tax collections fell gradually and the 
pressure on member bank reserves diminished toward the close 
of the month. Thus, it was only for short periods that the 
strain on reserve positions was severe enough to call forth 
substantial member bank demand for Federal Reserve credit.

The New York money market was particularly easy around 
the middle of the month, inasmuch as a substantial part of the 
Treasury funds used in the payment of interest on the public 
debt and in other debt transactions were disbursed in New 
York City. Reserve positions of the central reserve New York 
City banks tightened in the latter part of the month, reflecting 
both local payments of Federal income taxes and the outflow 
of funds to other parts of the country as out-of-town corpora
tions and others made tax payments elsewhere in the country 
with New York funds.

Yields on short-term Treasury securities fluctuated with 
the expansion and contraction of funds in the money market, 
while the prices of longer-term Treasury securities, particularly 
the longer-term ineligible bonds, continued their irregular 
decline.

G o v e r n m e n t  Sec u r it y  M a r k e t

Yields on short-term Treasury securities fell during the 
period of ease around the middle of March and rose later in 
the month. The yield on new Treasury bills declined from 
1.139 per cent for the issue dated March 9 to 1.131 per cent 
for the March 16 issue and then rose to 1.138 and 1.145 per 
cent for the issues of March 23 and 30, respectively. There 
was considerable activity in the short-term Government se
curity market. Industrial corporations disposed of bills and 
other short-term issues in the first half of the month in prepa
ration for tax payments, and during this period demand for 
such securities came principally from the commercial banks. 
During the second half of March when the banks were sellers 
of Treasury bills and certificates, the principal demand was 
from a State government temporarily investing a portion of 
the proceeds of a recent bond issue.

While further declines in Government bond prices took 
place during the month, some resistance developed to the 
steady although gradual fall of prices which has been under 
way since early January. This resistance was noticeable chiefly 
in the longest-term, bank-eligible bonds, which actually 
showed little change in price over the month as a whole. 
Ineligible bond prices also developed some resistance to the 
decline, rising slightly for a few days after March 21, but 
again turning downward in the closing days of the month,
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with the longest-term issue showing a decrease for the month 
as a whole of about one-half point. Demand for the shortest- 
term ineligible bonds brought on an earlier and somewhat 
greater recovery in the price of the 2^4’s of June 1959-62, 
which will be the first bonds of this group to become eligible 
for bank investment. The temporary strength of these issues 
reflected switching out of long-term bank-eligible and partially 
tax-exempt bonds, which had held up comparatively well dur
ing the decline in Government bond prices since the begin
ning of the year.

Activity in the bond market was on a moderate scale. The 
Federal Reserve System continued to sell the longer-term issues, 
for which there was a moderate demand, as prices moved 
downward.

M em ber  Ba n k  R eserves

Member bank reserve positions were influenced chiefly by 
Treasury transactions in March, the month of largest tax 
receipts. Because of lagging or lower tax receipts and large 
Treasury disbursements, however, the drain on bank reserves 
was not as heavy as might have been expected. Treasury 
receipts from income taxes (including withheld taxes) in the 
first 28 days of March were about 675 million dollars below 
the corresponding period of March 1949. Since the amount of 
Tax and Savings notes turned in for taxes during this period 
was about 130 million dollars less than in the same period last 
year, the decrease in cash tax receipts was somewhat smaller 
(545 million dollars). In addition to tax receipts, the Treasury 
received about 260 million dollars from the International 
Monetary Fund in exchange for noninterest-bearing notes, 
which did not affect member bank reserve positions. Cash 
expenditures of the Treasury, on the other hand, including 
the payment of over 400 million dollars in interest on the 
marketable public debt and large dividend payments to vet
erans on National Service Life Insurance, were considerably 
larger than in the corresponding period of March 1949.

Nevertheless, the money market was under some pressure 
early in March, owing chiefly to the fact that member banks 
repaid a substantial part of their indebtedness to the Reserve 
Banks at the same time that the Treasury made large with
drawals from its Tax and Loan deposits with the commercial 
banks. Subsequently the Treasury made net disbursements of 
funds in the market, Federal Reserve "float” increased mod
erately, and required reserves declined, but it was not until 
the last days of the week ended March 8 that the money 
market eased. The rate at which Federal funds (funds im
mediately available at the Reserve Banks) were loaned fell 
from approximately IVa per cent in the early days of the 
month to as low as Vs of one per cent on March 8. Member 
bank borrowings fell more than 225 million during the 
week, and the banks’ holdings of short-term Treasury securities

declined considerably, particularly as a result of sales early in 
the week when reserves were under some pressure.

Money market conditions remained easy during the en
suing wTeek, during which the bulk of the Treasury’s interest 
payments on the public debt and cash redemptions of un
exchanged Treasury bonds called for retirement on March 15 
reached the market. The net expenditures of the Treasury 
were greater than the balance standing to its credit at the 
Reserve Banks at the end of the preceding week, and the 
Treasury therefore sold 108 million dollars of one-day special 
certificates of indebtedness to the System on March 15, re
tiring them the next day. These sales were necessary despite 
the fact that Treasury receipts included a transfer of 125 
million dollars from the International Monetary Fund (re
flected in a considerable decline of "other” deposits with the 
Federal Reserve Banks). The Monetary Fund transfer repre
sented a portion of the United States Government’s subscrip
tion to the Fund not currently needed in the latter’s operations; 
other countries holding membership in the Fund received a 
similar temporary return of part of their cash subscriptions. 
The net gain to the market from Treasury operations during 
the week ended March 15 amounted to 655 million dollars.

Despite the ease of the money market and the large gains 
of member bank reserves, there was only a moderate decrease 
in Federal Reserve credit, part of which was the result of 
Treasury bond sales from the System’s Open Market Account. 
Although the member banks acquired substantial amounts of 
Treasury bills, most of these purchases came from the port
folios of nonbank investors. Thus, the banks allowed most of 
their gains from Treasury and other transactions to remain in 
their deposit accounts with the Reserve Banks, and excess 
reserves rose almost 400 million dollars, to 1.4 billion dollars.

The large volume of excess reserves tended to cushion the 
impact on the money market of the Treasury’s cashing of 
tax checks after the middle of the month. Although still 
lagging behind last year’s figures, tax collections were heavy, 
enabling the Treasury to retire on March 16 the 108 million 
dollars of special certificates sold to the Federal Reserve System 
on the preceding day and to build up its balances with the 
Reserve Banks to almost 760 million dollars on March 22. The 
Treasury’s receipts during this week included another 125 
million dollar transfer from the International Monetary Fund.

In meeting the drain on their reserves from Treasury and 
other transactions, the banks relied heavily upon their excess 
reserves, which had been built up to an unusually high level 
on March 15. Surplus balances with the Reserve Banks were 
reduced by 700 million dollars during the third week of the 
month, and it was not until the closing days of the week that 
the member banks were compelled to seek Federal Reserve 
credit in order to adjust their reserve positions. Their indebt
edness to the Reserve Banks rose 115 million dollars, most 
of which was borrowed on March 22. System holdings of
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short-term Treasury securities declined slightly during the 
week.

Tax collections fell off markedly in the rest of the month, but 
Treasury receipts remained above disbursements, causing some 
further drain on bank reserves. Other transactions tended to 
add moderately to the strain, and the member banks in the 
aggregate experienced further loss of reserve funds. Some 
banks in need of funds, particularly the larger city banks, con
tinued to increase their borrowings.

The impact of the months Treasury operations on member 
bank reserve positions was greatest in New York City. Because 
of a large outflow of funds to other parts of the country, the 
City banks did not benefit from the easing effects of net 
Treasury disbursements and other transactions which tended 
to expand reserves late in the week ended March 8. During 
the following week, however, the New York money market 
did turn particularly easy, since a substantial part of the 
Treasury’s disbursements connected with public debt trans
actions were made in New York, the center of the Government 
security market, and there was an inflow of funds from other 
parts of the country. The increase in excess reserves of the 
central reserve New York City banks was larger than among 
the banks in other parts of the country.

After the middle of the month, the New York City banks’ 
reserve positions were subjected to the usual "double squeeze” 
evident during tax time— a direct loss of funds to the Treasury 
through local tax payments of their customers and additional 
losses through an outflow of funds to other parts of the country 
as corporations and others in the interior made large tax 
payments to the Treasury. During the week ended March 22, 
the City banks met most of the drain on their funds by drawing 
upon their excess reserves. Borrowings from the Reserve Bank 
were moderate, and the New York banks actually increased 
their total loans and investments slightly in this period.

However, at the end of the week some City banks were 
deficient in reserves, and carried the deficit over into the 
next week under the regulation (which became effective on 
October 1, 1949) permitting reserve and central reserve city 
banks to settle their deficiencies over a two-week period. 
Thus, the banks had to borrow again from the Reserve Bank 
in order to make good the deficiency in their reserves for the 
third week of the month, and to cover the further moderate 
losses of funds sustained in the week ended March 29.

T r easu r y  Fin a n c in g

The Treasury’s refinancing program for March and April, 
as announced on February 14, involved the refunding of 
maturing or called bonds, notes, and certificates with two issues 
of notes maturing on July 1, 1951 and March 15, 1955. This 
program represented a further step in the direction of reducing 
the floating debt (debt due in a year or less) and of reducing 
the frequency of maturities. The change to offerings of

refunding securities with a longer and wider range of maturities 
began with the December 1949 refinancing when an issue of 
4 *4-year notes was offered in exchange for maturing or called 
securities. In the period from December 15, 1949 through 
April 1, 1950, about 16 billion dollars of called and maturing 
Treasury obligations will have been refinanced with obligations 
maturing in from 15 months up to five years. However, offer
ings of comparatively short-term issues coming due within 15 
to 20 months from the date of offering account for more than a 
third of these obligations, and these securities will come within 
the one year or less category in a few months. Thus, the 
average maturity of the total marketable debt has been 
lengthened only slightly by the recent financing operations of 
the Treasury.

These operations, furthermore, resulted in a further slight 
reduction in the average interest cost to the Treasury on the 
marketable public debt, inasmuch as the average coupon rate 
of the new securities was lower than that of the issues for 
which they were exchanged. It is estimated that, upon comple
tion of the March-April refinancing, the Treasury’s floating 
debt, as shown in the accompanying chart, will aggregate 45 
billion dollars (the lowest amount, with one exception, since 
.1945), or 29 per cent of the total marketable debt. This 
represents a reduction of 25.5 billion dollars from the postwar 
high point of the floating debt toward the close of 1945, and 
may be compared with a decrease of about 44 billion in the 
total marketable debt in the same period.

Inasmuch as most of the recent reduction in short-term 
debt has resulted from conversions into intermediate-term 
issues (1-5 years), and since some longer-term issues have

U. S. Government Public Marketable Securities, by Maturity or 
Call Class, Outstanding at the End of April, 1946-50

Billions Billions
of dollars of dollars

1946 1947 1948 1949 1950. .. «»*

* Public marketable debt outstanding as of February 28 adjusted for the 
changes in maturity classes resulting from the Treasury’s refinancing operations 
scheduled for March and April; estimated by the Federal Reserve Bank of 
New York.

Source: Treasury Bulletin.
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become intermediate-term issues through the passage of time, 
the volume of marketable indebtedness of the Treasury due 
or callable between one and five years (inclusive) will upon 
completion of the April 1 financing reach an estimated 48.6 
billion dollars— the highest amount, with one exception, since 
the end of 1945. This is almost one third of the total market
able debt.

As can be seen from the accompanying chart, debt retire
ment and refunding operations together with the passage of 
time have tended, in the postwar years beginning with 1946, 
to effect the largest relative reduction in the volume of securities 
in the five to ten-year call or maturity range. The next largest 
reduction has been in the volume of securities maturing in 
over 15 years. The passage of time has eliminated all issues 
callable in more than 20 years.

BANKING AND BUSINESS DEVELOPMENTS  
IN THE SECOND DISTRICT

Industrial activity has improved in most of the areas visited 
by field representatives of the Federal Reserve Bank of New 
York since the first of the year. Farm income is declining, 
however, and this trend is reflected in retail sales and in a 
slower rate of repayment of bank loans in some regions of the 
Second Federal Reserve District. Home construction remains 
at a high level of activity, especially in the southern part of 
the District, where a comparatively mild winter has created 
favorable conditions. Bank loans and deposits are showing no 
unusual changes, but some bankers are becoming concerned 
about what they consider excessive liberalization of instalment 
credit terms.

The strike-induced coal shortage retarded manufacturing 
operations somewhat and created some additional unemploy
ment, but with the settlement of the strike, it appeared that 
production would resume its upward movement. Bridgeport, 
one of the two industrial areas in this District classified as a 
critical unemployment area, has shown steady improvement, 
and in Elizabeth, which was affected for a long time by a 
strike in its major industrial establishment, more normal 
conditions now prevail. In a few other places, labor-manage
ment difficulties, or plant reorganizations, have tended to retard 
operations and to create some unemployment. In areas where 
manufacturing is diversified, workers affected by the cutbacks 
in one or more plants have usually been absorbed by other 
nearby plants where production was being stepped up. As a 
result, the over-all employment picture remains reasonably 
satisfactory. Retail trade volume ranges from slightly below to 
a little higher than the comparable period of last year. Lower 
prices, rather than a reduction in unit sales, are thought to 
account for most of the sales declines.

In agricultural sections, farmers feel that they have had 
an unsatisfactory year. This complaint is especially marked

in potato-growing areas, where many did not participate in 
the Government program and consequently were not qualified 
to take advantage of the Government support prices. In 
Western New York, many potato farmers continue to hold 
their crops in the hope of better prices. A decline in milk prices 
has also contributed to reduced farm incomes, although the 
drop has been offset to some extent by lower feed costs. Farm 
labor costs remain high, and greater use is being made of labor- 
saving machinery.

Banking opinion regarding the future of the real estate 
market is mixed. Some bankers look for further declines in 
values and construction costs, while others think that costs 
and prices will either remain at present levels or increase 
slightly. Construction of medium and low-priced houses 
remains active in many places, especially in the metropolitan 
New York area, where a comparatively mild winter created 
favorable conditions. The demand in the New York area is 
chiefly for homes in the $8,000 to $15,000 range. In some of 
the city and suburban areas, multiple housing construction, 
largely of the garden type, has continued at high levels. Banking 
opinion is that new apartment rentals are too high and that 
this type of housing is fast reaching the saturation point in 
some areas.

Bank loans, in general, have moved within a narrow range. 
The bankers visited by the New York Reserve Bank’s repre
sentatives reported that commercial and agricultural borrow
ings were being reduced somewhat, although repayments of 
the latter were at a slower rate than usual as a result, it was 
thought, of smaller farm incomes. The demand for mortgage 
loans, while somewhat less active than last fall, has nevertheless 
been good and has tended to move upward in a number of 
localities as the mild winter season has enabled many home 
construction projects to proceed unhampered. Consumer credit 
continues to play a major role in the loan activities of some 
banks and has been in large demand. Some bankers expressed 
concern over the rapid increase in this form of credit and 
the tendency, especially of some types of financing organi
zations, to liberalize terms. Loan rates of the banks show little 
or no change, although some shading is indicated in keenly 
competitive situations for attractive offerings.

Investment activity of the commercial banks has been con
fined largely to the purchase of short-term Government issues, 
,but some have added State, county, or municipal obligations 
to their holdings. Among the larger savings institutions, there 
has been a tendency in recent months to sell long-term cor
porate, railroad, and public utility issues and to reduce 
Government holdings, particularly where mortgage holdings 
are increasing.

Deposit trends in the commercial banks are mixed, with 
demand deposits moving in a narrow range and from an over
all standpoint showing a slight upward trend after seasonal 
adjustment. Time deposits, despite some variations, show no
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pronounced change, on the whole. There is ample evidence 
that savings generally are increasing in the District, but new 
accumulations are being attracted to the institutions paying the 
highest rates. In some areas, commercial banks suffer by 
comparison with the savings banks and the savings and loan 
associations. This has resulted in some uneasiness on the part 
of commercial bankers with regard to the interest rates they 
pay on time deposits; some feel that their rates will have to 
be brought into better alignment writh those paid by other 
institutions if the downward trend in their time deposits 
continues. So far a large majority of commercial banks have 
held to their established rates.

SURVEY OF OWNERSHIP OF BUSINESS 
AND PERSONAL DEMAND DEPOSITS

The distribution by various ownership groups of the 
demand deposits of individuals, partnerships, and corporations 
in all commercial banks in the Second Federal Reserve District 
was resurveyed in January 1950 as part of the nation-wide 
study undertaken annually by the Federal Reserve System. 
This year’s survey in the Second District, based upon reports 
from 117 banks that analyzed their larger deposit accounts, 
indicates that the volume of such deposits increased by 0.9 
per cent during the past year, as contrasted with a net decline 
of 4.3 per cent in the preceding year. The past year’s increase, 
although small and not necessarily indicative of a future trend, 
represents this District’s share in a resumed rise in the country’s 
outstanding money supply in the form of business and personal 
demand deposits.

In general, the rise in such deposits in this District and in 
the country as a whole was occasioned by relatively small

Estimated Ownership of Demand Deposits of Individuals, Partnerships, 
and Corporations in All Commercial Banks in the 

Second Federal Reserve District
(Dollar amounts in millions)

January 1949 to 
January 1950

July 1945 to 
January 1950

Type of owner Dollar 
balance 

Jan.1950
Dollar
change

Per cent 
change

Dollar
change

Per cent 
change

Manufacturing and mining...................... 6,652 +227 + 3 .5 _ 734 -  9.9
Public utilities, transportation, and com

munications ............................................. 1,358 +  13 + 1 .0 _ 123 -  8.3
Retail and wholesale trade and dealers in 

commodities............................................ 3,171 -  74 -2 .3 + 548 +20.9
All other nonfinancial business, including 

construction and services...................... 1,372 +  56 + 4 .3 + 338 + 32.7

Total nonfinancial.................. 12,553 +222 + 1 .8 + 29 +  0.2

Insurance companies.................................. 1,071 +  37 + 3 .6 + 252 +30.8
Trust funds of banks................................. 515 -  37 - 6 .7 — 96 -1 5 .7
All other financial business*..................... 1,455 -  16 -1 .1 + 249 +20.6

Total financial........................ 3,041 -  16 - 0 .5 + 405 +15.4

Nonprofit organizations............................ 580 +  6 + 1 .0 + 143 +32.7
Personal (including farmers).................... 4,178 +  7 + 0 .2 + 693 +19.9
Foreign accounts........................................ 586 -  37 - 5 .9 — 135 -1 8 .7

Total demand deposits of individuals, 
partnerships, and corporations............ 20,938 +182 + 0 .9 +1,135 +  5.7

* Includes investment, finance, real estate concerns, insurance agencies, etc.

increases in the commercial banks’ loans and a moderate 
expansion in their holdings of securities other than those of 
the United States Government. Real estate loans and consumer 
loans both continued to rise, reflecting the sustained demand 
for housing, automobiles, and a variety of other types of goods. 
In the New York Gity banks a substantial rise occurred also 
in loans to purchase or carry securities, and partly offset a 
contraction in business loans. The rise in commercial bank 
holdings of non-Government securities reflected mainly pur
chases of obligations of States and political subdivisions, 
especially in the latter half of the year, and represented the 
investment of a part of the excess reserves created by the 
reductions in reserve requirements made by the Board of 
Governors of the Federal Reserve System.

Treasury transactions, which in the preceding year had been 
the primary factor tending to reduce the over-all volume of 
business and personal demand deposits, operated in the same 
direction during the past year but on a much reduced scale. 
In the year ended January 1949, the Treasury had had a 
record cash surplus, which it used to retire bank-held Govern
ment debt and to reduce the money supply. In the year ended 
January 1950, on the other hand, it sustained a net cash deficit. 
The effect of the year’s cash deficit in raising the money 
supply, however, was more than counterbalanced by reductions 
in the money supply occasioned by the net absorption, both 
in the market and directly from the Treasury, of Treasury 
securities by investing institutions (other than banks) and 
the general public In the aggregate, Treasury transactions 
reduced the outstanding deposit volume moderately.

The relative changes during the year in the demand deposit 
balances of the various ownership classifications shown in the 
accompanying table were generally small and irregular. The 
largest percentage gain, amounting to only 4.3 per cent, was in 
the balances of "all other nonfinancial business”, which con
sists of construction contractors and various service industries 
( theaters, hotels, laundries, garages, etc.). Accounts of manu
facturing and mining concerns, the largest single ownership 
group from the standpoint of dollar balances, showed the 
largest absolute doMar increase over the preceding year, 227 
million dollars, but: relative to the preceding year’s balances 
for the group, the rise was not great, equaling 3.5 per cent. 
The gain occurred, however, despite a substantial reduction 
during the year in borrowings from banks by manufacturing 
2nd mining concerns. It reflected a general improvement in 
liquidity arising from the reduction of inventories and receiv
ables, and the continued retention of a sizable (though 
reduced) portion of net profits. Public utility, transportation, 
and communication companies also showed a small rise in 
deposit balances. Retail and wholesale trade accounts, on 
the other hand, despite some liquidation in inventories, did 
not share in the improved cash position but showed a decline 
of 74 million dollars, or 2.3 per cent. Personal accounts,
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including those of farmers, remained remarkably stable, in
creasing only 7 million dollars, or 0.2 per cent. Accounts of 
farmers, however, which are reported separately from other 
personal accounts by the smaller banks in the District, declined 
substantially, reflecting the past year’s drop in cash farm 
income. Trust funds of banks showed the largest relative 
decline of any ownership group, 6.7 per cent, which probably 
reflects a fuller investment of available funds to take advantage 
of the rising level of bond prices during 1949- Among the 
remaining ownership groups, moderate gains were reported 
by insurance companies and nonprofit organizations, while 
accounts of "all other financial business” and balances in 
foreign accounts declined.

Estimates of the changes in the volume of business and 
personal demand deposits of the different size-groups of 
banks indicated that all groups had gains over a year ago 
except the banks in the 10-100 million dollar size-classification, 
which sustained an aggregate decline of about 0.7 per cent. 
Except for the deposit accounts of foreigners and farmers, 
both of which are reported only by the particular groups of 
banks carrying the bulk of such accounts, no class of depositor 
showed a consistent gain or loss in all size-groups of banks. 
However, the increases in the accounts of manufacturing and 
mining, public utilities, transportation, and communications, 
"all other nonfinancial business” (including construction and 
services), and nonprofit organizations, and the decrease in 
trust funds of banks, were common to four of the five different 
size-groups of banks for which estimates were made. The 
changes in the other ownership groups showed a greater lack 
of directional consistency among the different sizes of banks; 
changes in personal accounts, for example, ranged from a rise 
of 6.4 per cent in the 1-10 million dollar group to a decline 
of 4.2 per cent in the 10-100 million dollar group. In the light 
of the relatively small over-all gain in total business and 
personal demand deposits, the general unevenness among 
banks in gains or losses in the various ownership classes 
probably reflects the past year’s spottiness in employment and 
incomes in the District, and shifts of deposits owing to the 
effect of sharpening competition.

The accompanying chart shows the fluctuations that have 
occurred in the various depositor groups in this District since 
the surveys were first undertaken in July 1943. It is interesting 
to note that, except for manufacturing and mining concerns, 
public utilities, trust funds of banks, and foreign accounts, 
no owner group having a wartime or postwar gain in demand 
deposits has given up more than a small fraction of these 
gains. The declines in the accounts of manufacturing and 
mining and public utilities reflect the use of such balances for 
the expansion of facilities, which in effect shifted deposits to 
pther holders. Similar shifts arose from declines in trust funds

Estimated Ownership of Business and Personal Demand 
Deposits at All Commercial Banks in the 

Second Federal Reserve District*

Billions B illio n s
o f d o lla rs  o f d o lla rs

* Figures are semiannual from July 1943 to February 1947 and annual as 
of each January thereafter.

of banks as wartime accumulations became fully invested, 
foreign account balances also were transferred to others as 
foreigners made net purchases of goods in this country to fill 
their war-deferred needs. The only general decline in deposit 
balances in the various ownership groups occurred in the year 
ended January 1949, when a Treasury surplus was used for the 
retirement of bank-held debt. This surplus in effect was drawn 
from all groups in the form of net tax payments to the 
Treasury and was a reversal of the wartime deficit financing 
process which built up the money supply.

EARNINGS AND EXPENSES OF THE  
SECOND DISTRICT M EMBER BANKS

Net profits of the central reserve New York City banks 
after all charges but before payment of dividends amounted to
111.6 million dollars in 1949, and for the other member banks 
in the Second District net profits totaled 51.8 million dollars.1 
For the New York City banks, the 1949 net profits were 
smaller by 27.6 million dollars, or 20 per cent, than in 1948,

1 Net profits for the member banks in this District have also been 
summarized in ratio form in Circular No. 3541, entitled "Operating 
Ratios of Member Banks in the Second Federal Reserve District for the 
Year 1949”. Copies of this circular are available upon request from 
the Research Department, Financial Statistics Division.
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whereas for the other Second District member banks they 
increased 10.9 million, or 27 per cent. The decline in the 
case of the New York City banks reflected greater net additions 
to valuation reserves for loan losses together with the non
recurrence of the previous year’s sizable recoveries from over
accrued income tax reserves. The rise in net profits in the 
other Second District member banks was occasioned by a 
continuation of gains in net current operating earnings and 
by a rise in security profits and recoveries. In contrast to the 
New York City banks, these banks added a smaller volume of 
funds to valuation reserves for loan losses in 1949 than they 
had added in 1948, but the resulting rise in net profits before 
income taxes was partly offset by a reduction in recoveries 
from tax reserves.

The recent charges against net profits for the purpose of 
building up tax-free reserves for bad debt losses on loans to the 
legal limit permitted by law are largely transitory in nature. 
For many banks in the District, the 1949 transfers to the 
reserve increased the accumulated balance to the maximum 
level allowed under the Treasury formula. Loan losses, 
according to the formula, have to be deducted directly from 
the bad debt reserve; future transfers to the reserve for these 
banks, therefore, will be limited largely to replacement of 
losses, although not necessarily in the year in which they are

incurred. Current losses on loans, though rising, are relatively 
low, being much below the average loss experience of the past 
twenty years, upon which annual accumulations in the reserve 
are based. Consequently, unless loan losses rise sharply above 
1949 levels, it is probable that 1950 additions to valuation 
reserves will be lower than they were in 1949.

Total earnings generally increased throughout the District 
in 1949, but the rise in the Second District banks outside 
New York City was greater, both relatively and in absolute 
terms, than the rise in the City banks, because of a greater 
relative expansion in income from loans. In the New York City 
banks, the average volume of loans outstanding increased less 
than 1 per cent between 1948 and 1949, and the bulk of the 
rise in loan income arose from the somewhat higher rates 
charged on security loans and business loans, which together 
constitute nearly seven eighths of their consolidated loan 
portfolio. In the other Second District banks the rise in income 
from loans also exceeded the rise in the average volume cf 
outstandings, but not so markedly as in the New York City 
banks, and the higher effective rate stemmed more from greater 
volume gains in the higher-rate real estate and consumer loans 
than from increases in the rates charged. Government security 
income declined in both Second District areas and primarily 
reflected a shift to shorter-maturity, lower-yielding obligations,

Earnings and Expenses of M em ber Banks in the Second Federal Reserve District
(In millions of dollars)

Earnings
On U. S. Government securities.........
On other securities...................................
On loans.......................................................
Service charges on deposit accounts.
Trust department.....................................
Other earnings...........................................

Central reserve New York City banks

1945

222.1 
24.2  

105.6 
7 .5  

40.7  
32.1

Total earnings.

Expenses
Salaries and wages. . . . . . .
Interest on time deposits.. 
Other expenses......................

432.2

116.8
5 .6

94 .0

Total expenses. 216.4

Net current operating earnings before income taxes...............j 215.8
Security profits and recoveries ( + )  or charge-offs ( —) f . .. .1 + 1 0 0 .2  
Net additions to ( —) or deductions from ( + )  loan valuation;

reserves#.................................................................................................ii r j 3
Net recovery ( + )  or charge-offs ( —) on loans...........................;/
All other net recoveries ( + )  or charge-offs ( — ) t .................... j  — 12.4

Net profits before income taxes........................................................ j  304.9
Income taxes............................................................................... ! 90.7

Net profits after income taxes.......................................................... : 214.2
Cash dividends paid or declared......................................... 73 .0

Retained earnings...................................................................................  141.2

1946

209.8
23.9  

124.7
8.6

47.3
41 .9

456.2

141.5  
6.8 

102.0

250.3

205.9  
+  37.7

1.1
9 .3

233.2
75 .0

158.2
75.1

83.1

1947

177.0
25.2  

144.2
11.2 
46 .8  
46.3

450.7

159.7 
7 .9  

107.2

274.8

175.9  
+  13.5

0.5
180.2
47 .3

132.9
79 .9

53 .0

1948*

151.9
24.9  

177.5
13.9  
52.1  
46 .8

467.1

162.4
7 .6

107.7

277.7

189.4  
+  9 .4

22 .5  
-  0 .7  

' +  8.2

183.8
44 .6

139.2
79 .6

59.6

1949

14S.1
25 .9  

189.5
15.1
51.9  
4 7 .0

477.5

164.8
7 .8

110.6

194.3  + 12.0

-  30 .2
-  5 .9
-  3 .2

167.0
55 .4

111. 6
82 .4

29 .2

Other Second District member banks

1945

81 .5
10.3
45 .2

9 .0
5 .3

12.9

164.

46 .4
2 3 .8
42 .2

51 .8  
+  26.1

+ 1.2

-  2 .7

7 6 .4
16.0

6 0 .4  
13.9

46 .5

1946

88 .4  
11.9
61 .5  
10.1

6 .3
13.7

191.9

55.6  
27.9  
47.4

130.9

6 1 .0  + 21.2

+ 2.8 
+ 0.1

85.122.2
62.9
15.5

47.4

1947

79.9
12.3
85 .6
11.8
7 .4

14.1

211. 1

6 4 .4
30 .2
54.1

6 2 .4  
+  2 .9

-  1 .7  
+ 1.0

6 4 .6
18.5

46 .1
16 .5

29 .6

1948*

75.4
14.1

110.8
15.3
7 .7

14.8

238.1

75 .4
30 .9
61 .6

167.9

7 0 .2  
-  0 .9

J -  16.5  \ -  1.1 + 2.8

5 4 .5
13.6

40 .9
17.5

23 .4

1949

74.1
14.5

121.8
17.7
7 .5

15.3

250.9

79 .5
31 .0
64.1

174.6

76 .3  
+  7 .8

-  11.6
-  3 .4
-  0 .5

68.6
16.8

51.8
18.9

32 .9

* The minor impairment of comparability arising from reclassification of the reserve status of certain banks in 1949 has been rectified by appropriate adjustments in 
1948 but not in prior years.

t  Also includes transfers to or from valuation reserves for losses on securities.
# Includes transfers to or from both bad debt and all other valuation reserves for loan losses.
X Includes recoveries from tax reserves.
Source: Board of Governors of the Federal Reserve System, 1945-48; 1949 preliminary figures compiled by Federal Reserve Bank of New York.
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rather than changes in average holdings. The greater rise in 
total earnings in the banks outside the City allowed them 
to increase salary and wage payments to a greater extent than 
the New York City banks and at the same time have a much 
greater increase in net current operating earnings before taxes.

The past year’s more favorable results for the Second District 
banks outside New York represent a continuation of a trend 
that has been in effect throughout the entire postwar period. 
In fact, if the 1949 charges for additions to valuation reserves 
for loan losses had not been made, net profits of these banks 
currently would have been at or near their all-time high level, 
while net profits of the New York City banks would still be at 
least a third lower than the peak attained in 1945. Since 1945, 
there has been a drastic decline in the volume of security profits 
and recoveries that has been proportionately somewhat greater 
at the New York City banks. The principal reason, however, 
for the more favorable showing of the banks outside the City 
has been the constant rise in their net operating income before 
income taxes to a level nearly half again as high as in 1945, 
as contrasted with an actual decline of 10 per cent for the 
New York City banks.

The divergence in the trend of net operating income reflects 
two main factors: First, the demand for loans at the banks 
outside New York has been proportionately heavier than at 
the New York City banks, and the out-of-town banks have 
been relatively unaffected by the liquidation of security loans 
which occurred in 1946 and 1947 following the end of the 
war financing and erased approximately two billion dollars 
of such loans from the portfolios of the City banks. Second, 
&nd more important, the banks outside New York City received 
during the postwar period enough new deposits of indi
viduals and businesses to offset the decline in United States 
Government deposits arising out of the Treasury’s debt 
redemption program in the early postwar years. The New York 
City member banks, however, located as they are in a con
centrated geographical area and subject to more competition 
for deposits from other types of banking institutions, had 
smaller gains in business and personal deposits. Also they were 
subjected to some withdrawals by correspondent banks and, 
in the aggregate, they were unable to retrieve more than a 
small part of the decline in Government deposits, sustaining 
a net loss in total deposits of 5.6 billion dollars, or 19 per cent, 
between 1945 and 1949.

Thus, the total volume of funds available for loans or for 
investments by the Second District banks outside New York, 
after a sharp drop in 1946, has gradually returned to the 1945 
peak and has been accompanied by the conversion of a large 
portion of lower-yielding United States Government securities 
into higher-rate loans and securities other than those of the 
United States Government. This process of conversion has 
resulted in constantly higher gross earnings and has allowed

steady gains in net operating income after payment of sub
stantial increases in salary and other expenses. The decline in 
deposits of the New York City banks, on the other hand, 
required them to liquidate a heavier volume of Government 
securities with a large loss of revenue. In addition, the growth 
in loan income from the rising volume of commercial, con
sumer, and real estate loans was partly offset by reduced 
income from loans for purchasing and carrying securities. 
As a result, total operating income of the City banks has risen 
more slowly than that of the other Second District member 
banks (actually declining in 1947), and has necessitated a close 
control of operating expenses in order to avoid an even greater 
decline in net operating earnings.

Taxes on net income in 1949, both in New York City and 
in the remainder of the District, were higher than in 1948 but 
still remained substantially below the high levels which 
accompanied the 1945 or 1946 peaks in profits. An added 
factor in lowering taxes in the past three years has been the 
tax deductibility which is attached to charges against profits 
for the creation or enlargement of bad debt reserves for losses 
on loans.

Dividend payments by the member banks in the postwar 
period have risen steadily throughout the District. The banks 
outside New York City, however, which have had the more 
favorable profit trend, not only have shown a greater propor
tionate increase in dividend payments, but have been able to 
build up their total capital funds by 23 per cent out of retained 
earnings, as compared with only 11 per cent in the case of the 
New York City banks.

CANADA’S INTERNATIONAL  
ECONOMIC POSITION

The improvement that occurred in Canadas international 
economic position in 1948, following the recovery from the 
difficulties of the preceding year, was partially maintained 
during 1949, although the inconvertibility of sterling continued 
to obscure the future. Reserves of gold and United States 
dollars rose during 1949 to 1,117 million United States dollars 
at the year end, almost 12 per cent in excess of a year earlier 
and more than double the December 1947 holdings of 502 
million (see Table I). The Canadian Government accordingly 
felt able, early in 1950, to decree a further relaxation of import 
controls.

Canadian merchandise trade, as indicated in Table II, fol
lowed in 1949 its traditional pattern of a heavy deficit with 
the United States accompanied by offsetting surpluses with 
nondollar countries, principally the United Kingdom. During 
the prewar years, this trade pattern was basically sustained 
by the convertibility into dollars of the sterling and other 
nondollar exchange acquired by Canada in payment for its
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exports. The underlying convertibility of sterling was in turn 
dependent, however, upon a similarly triangular pattern of the 
British balance of payments, as a result of which the United 
Kingdom earned sufficient gold and dollars in the overseas 
sterling area and other third markets to cover the British 
deficits not only with the United States, but with Canada as 
well. There also appeared more or less consistently in the 
prewar period a third triangular pattern under which certain 
Continental European countries that had deficits with Canada 
settled these deficits by means of sterling surpluses acquired in 
trade with the sterling area. Probably no country illustrates 
better than Canada the decisive significance of sterling con
vertibility' in the prewar pattern of multilateral trade.

Since the war, however, the United Kingdom, owing to its 
losses of "invisible” dollar earnings1 as a result of the war 
and because of its other basic difficulties, has been unable to 
earn sufficient United States dollars to close even its trade 
deficit with the United States, much less to develop surplus 
dollar earnings with which to finance its import balances with 
Canada. This dislocation of the prewar equilibrium of the 
British dollar accounts has inevitably threatened the Canadian 
balance of payments as well. Moreover, in the early postwar 
years the threat was made more acute by the marked tendency 
of Canadian imports from the United States to increase more 
rapidly than Canadian exports to this market, with a resultant 
broadening of the dollar deficit with the United States.

Canada sought to cope with its difficulties of the immediate 
postwar period by authorizing credits totaling nearly two billion 
Canadian dollars to the United Kingdom and other war-stricken 
countries in Europe and Asia. These credits, most of which were 
utilized during 1946 and 1947, not only permitted the recipient 
countries to secure urgently needed supplies of foodstuffs and 
raw materials, but also protected the Canadian export industries 
from an otherwise drastic curtailment of foreign demand, 
which would have had serious repercussions throughout the 
Canadian economy. Although the financing of Canadian ex-

1 Earnings from sources other than merchandise trade.

Table I
Canadian Official Holdings of Gold and United States Dollars

End of
In millions of 
U. S. dollars

1946.................................................................................................... 1 ,244 .9
1947.................................................................................................... 501.7
1948

March...................................................................................... 607.5
J une.......................................................................................... 741.9
September.............................................................................. 854.9
December............................................................................... 997.8

1949
M arch...................................................................................... 1 ,06 7 .2

976.9June..........................................................................................
September....................................................................... .. 985 .3*
December............................................... ............................. 1 ,1 1 7 .1 *

* Does not include proceeds of 100 million dollar loan floated by the Government 
of Canada in the United States for refunding purposes in August 1949.

Source: Canadian Statistical Review, Dominion Bureau of Statistics.

port surpluses on this scale by Canadian credits instead of by re
ceipts of United States dollars impaired considerably Canada’s 
capacity to pay for imports from the United States, the 
Canadian Government nevertheless proceeded soon after the 
war to remove virtually all wartime controls upon imports 
from this market. However, the suppressed demand for United 
States imports that was thereby released proved so strong as 
to produce, in combination with certain other factors, a 1947 
deficit on United States merchandise account of more than 
900 million Canadian dollars, compared with the 1938 deficit 
of less than 150 million. As a result, the Dominion’s holdings 
of gold and United States dollars declined from 1,245 million 
United States dollars at the end of 1946 to less than 500 mil
lion during the closing months of 1947. To check this 
disastrous loss of reserves, the Canadian Government rein
troduced in November 1947 emergency exchange and import 
controls which were primarily designed to restrict the demand 
for United States imports.

By these restrictive measures, the Canadian Government 
succeeded in reducing 1948 imports from the United States to 
about 170 million dollars below 1947 levels. A spectacular 
growth of exports to the United States simultaneously pro
vided a more fundamental corrective, permitting successive 
relaxations of the emergency controls introduced in 1947: 
exports to this country rose nearly 50 per cent over the 1947 
level, to 1,522 million in 1948; moreover, although such 
exports appeared to level off during the first nine months of 
1949, they subsequently resumed an encouraging rate of 
growth.

Despite these substantial gains, however, Canadian exports 
to the United States fell 284 million dollars short of imports 
from this market in 1948, while in 1949 the deficit rose to 
428 million. Substantial deficits on invisible account were also 
incurred in each of these two years, thus broadening the pay
ments deficit on current dollar account with the United States

Table II
Canadian Foreign Trade by Major Areas

(In millions of Canadian dollars; excluding gold)

Year United
States

United 
Ki ngdom

Sterling 
area other 
than U.K.

Other
ERP

countries

All
other

countries
All

countries

Exports* 
1938 
1947 
1948. . 
1949

278.7
1 ,056 .6
1 ,522 .2
1 ,524 .1

341.4
753.7
688.7  
709.3

104.0
426.4
351.4  
325.8

7 6 .0
304.1
294.1  
234.3

48 .6
270.9  
253.6
228.9

848.7
2 ,8 1 1 .7
3 ,1 1 0 .0
3 ,0 2 2 .4

Imports 
1938 
1947. .
1948
194 9  

424.7
1 .974 .7
1 .80 5 .8
1 .951 .9

119.3
189.4
299.5
307.5

67.1
166.6
205.5
188.8

35 .7  
52.6  
6 4 .4
75 .8

30 .7
190.6
261.7  
237.2

677.5
2 .5 7 3 .9
2 .6 3 6 .9  
2 ,7 6 1 .2

Balance
1938
1947 , , 
1 9 4 8 . . . .  
1949 ,

-  146.0
-  918.1
-  283.6
-  427.8

+ 2 2 2 .1  
+  564.3  
+  389.2  
+ 4 0 1 .8

+  36.9  
+ 2 5 9 .8  
+ 1 4 5 .9  
+ 1 3 7 .0

+  4 0 .3  
+ 2 5 1 .5  
+ 2 2 9 .7  
+  158.5

+  17.9  
+  80.3  
-  8 .1  
-  8 .3

+  171.2  
+  237.8  
+  473.1  
+  261.2

* Including re-exports.
Source: Trade of Canada, Dominion Bureau of Statistics.
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Canada’s Balance of Payments on Current Account by Major Areas
(In millions of Canadian dollars; excluding governm ent 

foreign relief)

Table III

Area 1938 1947 1948 1949p

United States..............................
United Kingdom........................
Sterling area other than U .K .
Other ERP countries................
All other countries.....................

- 1 4 9  
+127  

 ̂ +  44
} +  78

-1 ,1 3 5
+  633 
+  241
+  308

- 4 0 1  
+488  
+  129 

f +229  
\ +  8

- 6 0 4  
+ 445  
+  145 
+  182 
+  25

All countries................................. +  100 +  47 + 453 + 193

p Preliminary.
Source: The Canadian Balance of International Payments and Canada at the Half- 

Way M ark of the 20th Century, Dominion Bureau of Statistics.

to 401 million dollars in 1948 and 604 million in 1949 (see 
Table III).

Canada succeeded in closing these substantial gaps in its 
balance of payments with the United States primarily with 
"ECA-dollars” earned from exports to the United Kingdom 
and other European countries that had been financed under 
the offshore purchase authorizations of the Economic Co
operation Administration. ECA disbursements to finance the 
purchase of Canadian exports by European countries can be 
roughly estimated at 475 million dollars in 1948, and 400 
million in 1949. These offshore purchase authorizations have 
enabled Canada to benefit from the European Recovery Pro
gram almost as if it had received direct dollar aid under the 
program. In the absence of such ECA-dollar earnings Canada 
would presumably have been forced to cut drastically its im
ports from the United States or to accept corresponding 
reductions in its gold and United States dollar reserves. 
Assuming no change in the 1949 volume of imports from the 
United States, the latter alternative would have meant that 
Canada’s reserves, instead of rising nearly 120 million dollars 
(as they did in 1949), would have declined by 300 million.

The scheduled tapering off of this country’s dollar grants to 
the ERP countries may therefore have more or less serious 
consequences for Canada. Offshore purchase authorizations in 
Canada, moreover, may well decline even more sharply than 
total dollar grants by the ECA, especially if the growth of 
agricultural surpluses in the United States should further 
restrict the ECA’s authority to finance purchases of the same 
commodities in Canada. Unless offset by an increase in 
Canadian exports to the United States, any substantial decline 
in receipts of ECA funds seems likely to leave Canada no 
choice but to restrict further her imports from this country, 
or to draw down her reserves.

Any increase in Canadian exports to this country, however, 
is less likely to take the form of a shift to the United States of 
existing exports (such as wheat) that have hitherto been 
shipped primarily to the British market, than a development 
of new exports, such as iron ore. The problem of maintaining 
Canada's traditional exports to the United Kingdom would

accordingly remain unsolved, since an increase in new types 
of exports to the United States would not reduce Canadian 
dependence on the British market for its traditional exports. 
The magnitude of this problem is suggested by the fact that 
Canadian receipts of ECA funds financed over 80 per cent 
of Canadian exports to the United Kingdom during the last 
nine months of 1948 and nearly 50 per cent in 1949. 
The importance to the Canadian export trade of ECA financing 
of offshore purchases is also indicated by a comparison jf 
total Canadian exports of certain major commodities with that 
portion which was ECA-financed. Thus (although the use of 
ECA funds for offshore purchases of Canadian wheat was 
discontinued during the spring and summer of 1949, owing 
to the existence of agricultural surpluses in the United States), 
offshore purchases of Canadian wheat and flour in that year 
by all ERP countries constituted more than 25 per cent of total 
Canadian exports of these same commodities. The correspond
ing 1949 ratio for nonferrous metals and their products was 
over 30 per cent.

As a result of the prospective reduction In the ECA funds 
available to Britain for purchases in Canada, the outlook for 
the maintenance of the prewar Canadian trade pattern is 
accordingly obscure, and depends primarily on Britain’s future 
earnings of United States dollars and on the lifting, in some 
degree, of the present restrictions on the convertibility of 
sterling. The Canadian Government had hoped until recently 
that a relatively early restoration of sterling convertibility 
would make it possible for Canada to sustain the volume of 
its exports to the United Kingdom and earn thereby a sufficient 
surplus of convertible exchange to finance the greater part of 
its deficit with the United States.

Of late, however, there seems to have developed a shift of 
thought, envisaging an approach to a closer balance of trade 
with the United Kingdom through a major expansion in 
Canadian imports from Britain. Thus, on October 28, 1949, 
the Canadian Minister of Finance suggested that Canada, in 
the interest of achieving a better trade structure, might ad
visedly endeavor to effect a shift in her imports, mainly from 
the United States to the United Kingdom, until at least the 
prewar distribution had been restored.2 Furthermore, the 
Canadian Minister of Trade and Commerce has estimated that 
the termination of the ERP program might entail, for Canada, 
the shifting of several hundred million dollars’ worth of 
imports from the United States to European countries, pri
marily the United Kingdom.3 While, in the absence of other 
remedies, such a program might become necessary in order to 
bring Canadian trade into better alignment with existing

2 Address by Douglas Abbott, Minister of Finance, before the 
Canadian Importers and Traders Association, October 28, 1949.

$New York Herald Tribune, December 7, 1949.
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world economic realities, the preferred solution is still the 
maintenance of the multilateral pattern based on a restored 
convertibility of sterling.

PRELIM INARY RETAIL CREDIT  
SURVEY RESULTS

The accompanying table shows the preliminary results 
of the annual retail credit survey conducted by this bank as 
part of a nation-wide survey by the Federal Reserve System, 
covering the nine principal types of credit-granting retail stores. 
Reports have already been received from over 700 stores 
within the Second District, with annual sales of more than 
i y 2 billion dollars. A more detailed analysis, including com
parisons between the various localities in the Second District, 
will be included in the Monthly Review for May.

All types of stores surveyed, except automobile dealers, 
reported a decline in the dollar volume of sales from 1948 
to 1949. However, over-all dollar volume appeared to have 
been close to the 1948 level, since the sharp rise in automobile 
sales was great enough to offset approximately the decline at 
other outlets. On the whole, the increased use of consumer 
credit was a sustaining influence. In all lines of retail trade 
covered, except hardware stores, credit sales compared more 
favorably with 1948 than cash sales. Open credit or charge- 
account sales, however, were generally lower in 1949 than in
1948, with only jewelry stores and auto tire and accessory 
shops reporting increases in this type of transaction. Following 
the easing of instalment credit regulations in the spring and 
their elimination at midyear, some stores actively promoted 
instalment sales on more liberal terms. In all lines where 
instalment sales are an important part of the total, except 
jewelry, they showed increases over 1948; in some cases the 
increase amounted to more than a third. The shift to a greater 
volume of instalment sales represents in many trade lines a 
return to the prewar pattern. It has been most pronounced at

Changes in Sales, Receivables, and Inventories of 
Credit-Granting Retail Stores in the Second 

Federal Reserve District, 1948 to 1949*

Type of credit-granting 
store

Number 
of stores 
included

Percentage change, 1948 to 1949

Retail sales
Total

accounts
receiv

able

Inven
tories _ 

(at retail 
prices)Total Cash

Charge
account

Instal
ment

Automobile......................... 95 +14 +13 -  6 +35 -1 5 -  7
Auto tire and accessory. . . 27 -  1 -  9 +  2 +37 +  5 -  9
Furniture............................ 109 -  2 -1 5 -  5 +  3 +20 -1 2
Jewelry................................ 98 -  4 -  9 +  6 -  7 +  5 +  2
Household appliance......... 108 -  4 -  9 — 5 +  5 +32 -2 1
Department........................ 90 -  6 -  8 -  4 +  3 -  3 -  3
Women’s apparel............... 97 — 7 — 7 -  6 -1 3 -  2 -  8
Men’s clothing................... 40 -  8 -1 2 -  5 +15 +  2 -1 1
Hardware............................ 37 -1 3 -  9 -1 5 -1 4 -1 1 -  6

furniture stores, automobile dealers, and auto tire and accessory 
shops. In each of the; past three years, furniture stores have 
reported a sizable decline in cash sales and an increase in 
instalment sales. In 1949 cash sales of furniture stores were 
about 30 per cent less than in 1946, but die instalment sales 
of these stores were nearly one-half greater.

As a result of the increased volume of credit sales, many 
stores reported a sharp rise in the volume of their accounts 
.receivable. In other cases, however, receivables changed only 
moderately, because of a considerable increase in the amount 
of instalment paper siold by the stores. Inventories generally 
were carefully watched during 1949, and all types of retailers 
except jewelers reported lower stocks at the end of 1949 than 
at the beginning of the year.

PRE-EASTER DEPARTM ENT STORE TRADE

Consumer purchasing at Second District department stores 
during March reflected the usual response to the approach of 
Easter and the spring season; a preliminary estimate indicates 
that seasonally adjusted dollar sales were about the same as 
in February. Compared with March a year ago, sales adjusted 
so as to eliminate not only the usual seasonal influence but also 
the effect of the variable date of Easter may have been larger in 
physical terms, for dollar sales showed a drop of only 2 per 
cent. This relatively favorable year-to-year comparison— dollar 
sales had been off by 6 per cent in January and 5 per cent in 
February— reflects, however, mainly the disappointing 1949

Weekly Indexes of New York City Department Store Sales, 
January-April, 1948-50*

(Without seasonal adjustment, 1935-39 average— 100 per cent)

* Sales are based on annual totals; accounts receivable and inventories on end-of-year data. 
All figures are preliminary.

e Week ended March 25, 1950 estimated.
* Plotted on ratio scale to show proportionate changes.
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pre-Easter sales and not a genuine pickup in business. This 
is borne out by the stability of adjusted sales during the past 
two months.

Because Easter Sunday is one week earlier this year (April 
9 as against April 17), and because of the anticipated stimu
lating effect of the veterans’ dividend payments and the 
renewed strength in the economy as a whole, merchants 
generally had looked forward to a steady year-to-year improve
ment in sales during the 4 or 5 weeks immediately preceding 
the holiday. But in the New York City department stores, as 
the chart shows, small increases during the weeks ended March 
4 and 18 were more than offset by lagging business during 
the weeks ended March 11 and 25. In the latter week, only 
two weeks prior to Easter, sales in the City’s stores declined
4 per cent below the disappointing year-ago week. Thus, for 
the full 4-week period ended March 25, dollar sales lagged by
1 per cent. Elsewhere in the District, Buffalo made about 
the same showing as New York City, while Newark and 
Syracuse appeared to be showing somewhat more favorable 
comparisons with year-ago figures. In Rochester, on the other 
hand, the lag appeared to be more pronounced.

This lag in sales had other effects. As the pre-Easter season 
got well under way there were indications that the New York 
City department stores were becoming restive under the 
"fair trade” prices set (or recommended) by manufacturers, 
since discount houses and specialty stores were attracting con
sumer business, especially in the appliance and television 
fields, on the basis of prices below manufacturers’ lists. While 
department stores throughout the country have been absorbing 
a decreasing share of total consumption expenditures, the rela
tively greater concentration of specialty appliance stores in 
New York City has aggravated the decline in sales of depart
ment stores in that city. Endeavoring to offset this tendency, 
the New York City department stores have intensified their 
competitive and promotional efforts.

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

Item

1949 1950

Feb. Dec. Jan. Feb.

Sales (average daily), unadjusted............... 193r 401 183 182
Sales (average daily), seasonally adjusted*. 233r 237 229 219
Stocks, unadjusted........................................ 219r 207 200 217
Stocks, seasonally adjusted.......................... 226r 227 227 224

r Revised.
* Seasonal adjustment factors for 1946-49 revised; available upon request from 

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

Feb. 1950
Jan. through 

Feb. 1950

Stocks on 
hand 

Feb. 28, 1950

Department stores, Second District___ — 5 -  6 -  1

New York City................................... -  6 -  6 -  2
Northern New Jersey......................... -  4 -  4 +  5

Newark............................................ — 6 -  6 +  6
Westchester County........................... _  4 + 1 1

-  3Fairfield County................................. -  3 -  6
Bridgeport....................................... -  3 -  6 -  4

Lower Hudson River Valley.............. — 12 - 1 0 -  1
Poughkeepsie................................... — 15 - 1 1 0

Upper Hudson River Valley.............. - 1 2 - 1 2 -  4
Albany........................................... -1 6 — 15 -1 3
Schenectady..................................... - 1 2 -1 3 +  4

Central New York State................... -  3 -  3 -  2
Mohawk River Valley.................... -  5 -  4 0

Utica............................................ -  3 -  2 +  3
Syracuse........................................... -  2 — 3 -  3

Northern New York State................. -  7 -  7 — 5
Southern New York State................. -  8 - 1 0 — 0

Binghamton..................................... -  7 - 1 2 -  9
-  8 -  7 -  9

Western New York State................... — 5 — 5 0
-  6 -  6 -  1

Niagara Falls................................... -  2 +  7
Rochester......................................... _  4 — 5 +  3

Apparel stores (chiefly New York City). - 1 0 - 1 0 -  4

Indexes of Business

1949 1950

Index
Feb. Dec. Jan. Feb.

Industrial production*, 1935-39 = 100........ 189 179r 183 180/>
{Board of Governors, Federal Reserve 
System)

Electric power output*, 1935-39 = 100....... 262 267 276 277p
(Federal Reserve Bank of New York) 

Ton-miles of railway freight*, 1935-39 = 100 177 161 I53y>
(Federal Reserve Bank of New York)

Sales of all retail stores*, 1935-39 = 100....... 332 326 336 34 lp
(Department of Commerce)

Factory employment
United States, 1939 = 100........................ 147 140-r 140 140 p
(Bureau of Labor Statistics)
New York State, 1935-39 = 100.............. 120 115p 113p 115p
(NYS Div. of Placement and Unemp. Ins.) 

Factory payrolls
United States, 1939 = 100........................ 340 330 330p 330e
(Bureau of Labor Statistics)
New York State, 1935-39 = 100.............. 286 21 bp 270p 27 bp
(NYS Div. of Placement and Unemp. Ins.) 

Personal income*, 1935-39 = 100................. 308 309 318 p
(Department of Commerce)

Composite index of wages and salaries*!’ 
1939= 100.................................................. 198 203 204p
(Federal Reserve Bank of New York)

Consumers’ prices, 1935-39 = 100...............
(Bureau of Labor Statistics)

Velocity of demand deposits*#, 1935-39 = 100 
(Federal Reserve Bank of New York)
New York City.........................................

169 168 167 167

98 98 96 106
Outside New York City........................... 87 84 87 88

* Adjusted for seasonal variation. p Preliminary. r Revised.
e Estimated by the Board of Governors of the Federal Reserve System.
X A monthly release showing the 15 component indexes of hourlv 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. This series 
has been recently revised back to September 1946.

# Seasonal adjustment factors for 1946-49 revised; available upon request from 
Research Department, Financial Statistics Division.
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NATIONAL SUMMARY OF BUSINESS CONDITIONS
(Summarized by the Board of Governors of the Federal Reserve System, March 30, 1950)

t  n d u s t r ia l  production declined somewhat in February, 
-■■■ owing to work stoppages, but recovered in March. The 
volume of construction work done and contracts awarded 
reached exceptionally high levels for this season. The number 
unemployed, however, was larger than last year. Personal in
come was at a new high as insurance dividend payments to 
veterans reached a total of over 2 billion dollars by the end of 
March. Department store sales showed only the usual seasonal 
rise but demand for most consumer durable goods was strong.

Average prices of commodities in wholesale and retail mar
kets continued to show little change; charges for rents and 
other services rose further. Common stock prices on March 27 
were about 3 per cent higher than at the beginning of Febru
ary. Prices of long-term Government bonds declined some
what further. Bank loans to business declined less than is usual 
for this season.

In d u s t r ia l  Pr o d u c t io n

The Boards industrial production index declined 3 points 
in February to 180, owing chiefly to work stoppages in the 
coal and automobile industries which were only partly offset 
by rising output of building materials and machinery. The 
coal dispute was settled on March 5 with an advance of about
5 per cent in the daily basic wage rate and larger payments 
for welfare purposes, and coal production increased sharply. 
As a result of larger coal supplies and heavy steel demand, 
activity at steel mills, which had been reduced to 74 per cent 
of capacity in early March, has since risen to 97 per cent.

INDUSTRIAL PRODUCTION

Federal Reserve indexes, Monthly figures; latest shown are for February.

Automobile assemblies have been at a somewhat higher rate 
in March than in February, although 18 per cent lower than 
in mid-January before being curtailed by labor disputes. On 
the basis of indicated increases in most durable goods and in 
coal, the Boards index in March is estimated to be slightly 
above the January level of 183.

In February machinery production increased 4 per cent, to 
the highest level since April 1949. While much of this 
rise reflected continued marked gains in refrigerators, tele
vision, and other consumer goods, advances were general in 
producers’ equipment. In some lines, however, such as agri
cultural machinery, increases were largely of a seasonal nature. 
The exceptionally high level of construction activity has been 
an important factor in stimulating output in some machinery 
industries and in the furniture and building materials indus
tries. Lumber production this year has been about one-fourth 
above the reduced level of a year ago.

In most nondurable goods industries, output in February 
was maintained at the high levels reached last autumn. Pro
duction of textiles, which by the beginning of this year was
11 per cent above year-ago levels, declined somewhat in Febru
ary, however, and apparently has been curtailed further in 
March, owing largely to the continued lag in retail sales of 
apparel.

D ist r ib u t io n

Value of department store sales in February and early March 
was maintained at last year’s level. Sales of most durable goods,

DEPARTMENT STORE SALES AND STOCKS

Federal Reserve indexes. Monthly figures; latest figure for sales is Feb
ruary ; latest for stocks is January.
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especially television and furniture, continued substantially 
above year-ago levels. Retail apparel sales in recent months 
have been about one-tenth below the corresponding period a 
year ago, with not all of the reduction accounted for by lower 
prices. This reduced volume has apparently been below the 
advanced level of textile-mill output. In contrast, the num
ber of automobiles sold has increased and has been about equal 
to the number produced.

Co m m o d it y  Prices

The general wholesale price index was at a slightly higher 
level during February and March owing mainly to seasonal 
increases in prices of domestic farm and food products. Prices 
of imported foods declined and in the latter part of March hog 
prices decreased to levels somewhat below Federal supports.

Prices of some industrial materials, particularly cotton and 
rayon gray goods, burlap, and lead, were reduced considerably 
in February and March. Rubber and tin, on the other hand, 
advanced, industrial alcohol was raised 17 per cent, and coal 
and coke increased somewhat after the new wage contracts 
were signed. Lumber prices rose further and average costs of 
building materials were probably about 5 per cent higher than 
last summer.

W HOLESALE COMMODITY PRICES

Bureau of Labor Statistics’ indexes. Weekly figures; latest shown are for 
week ended March 21.

Consumers’ prices for carpets and furniture advanced in 
February, while prices for apparel, appliances, and foods were 
reduced.

Ba n k  C redit

Reductions in Treasury deposits at the Reserve Banks sup

plied reserves to member banks during February and the first 

half of March. These funds were absorbed only in part through 

net sales of U. S. Government securities by the Federal 

Reserve, currency outflow, and reduction in gold stock. Mem

ber banks reduced their borrowings at Reserve Banks and 

increased their reserve balances. After mid-March, large tax 

payments shifted funds from private deposits at commercial 

banks to Treasury deposits at Reserve Banks and member 

bank excess reserves declined sharply.

Loans to business by member banks in leading cities con
tinued to show a less-than-seasonal reduction during February 
and early March. Banks made moderate increases in real 
estate and consumer loans and in holdings of corporate and 
municipal securities. U. S. Government security holdings 
declined substantially, reflecting sales of bills and certificates 
both to the Federal Reserve and to nonbank investors.

LOANS AND INVESTMENTS AT MEMBER BANKS IN LEADING CITIES
OTHER THAN U . S . GOVERNMENT SECURITIES 

BILLIONS OF OOLLARS BILLIONS OF DOLLARS

Commercial loans include commercial, industrial, and agricultural loans. 
Wednesday figures; latest shown are for March 15.
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